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I Introduction 

The idea is not a substitute for work.  
(Max Weber, 1864-1920) 

I.1 Research Motivation and Objectives 

Since the mid-1990s, the German system of corporate governance has been in a process of 
transformation from an ideal-typical stakeholder model towards the Anglo-American share-
holder model (Höpner, 2001; Lane, 2005).1

The innovation of this dissertation is to study the transformation of corporate governance in 
Germany in terms of management control and organizational change in individual organiza-
tions. Essentially, this dissertation addresses the issue of what happens when a stakeholder 
orientation and a shareholder orientation clash. In order to explore this subject, the focus is on 
private equity buyouts as paradigm cases of situations in which these opposing orientations 
clash on an organizational level. In particular, private equity firms put an emphasis on finan-
cial, shareholder value oriented management control practices which contrast with the tradi-
tional, production-oriented attitude prevailing in most German firms. Thus, private equity 
buyouts provide an ideal setting for the study of management control and organizational 
change. 

 Although these institutional changes have far-
reaching implications for corporate decision-making and management control, the discussion 
has been mainly focused on the national economic level (Hall & Soskice, 2001). In contrast, 
research on how such changes unfold in organizations is rather sparse. Moreover, the few ex-
isting studies on corporate adoptions of a shareholder orientation are often quantitative in na-
ture (e.g. Fiss & Zajac, 2004), treating the organization as a “black box” and neglecting the 
processual dimension of change. 

Institutional theory has been chosen as the theoretical perspective of this dissertation, as it is 
especially constituted for studying organizations operating in environments imbued with mul-
tiple and diverse ideas such as the contemporary German system of corporate governance. In 
contrast to economic theories dominating North American management accounting research, 
institutional theory allows to more explicitly explore the plurality of interests reflected in 
management control and organizational change process (Covaleski, Evans III, Luft, & 
Shields, 2003). Attention is drawn to the broader social environment of organizations which 
shapes their social reality in addition to the technical sphere. Furthermore, institutional theory 

                                                 
1  This transformation is an ongoing process, whose outcome is still being discussed. The debate revolves 

around the question of whether the German system will converge, whether differences in national systems 
will persist, or whether an intermediate form emerges with varying degrees of adoption within Germany 
(Fiss & Zajac, 2004).  
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assumes that organizations strive for legitimacy, thus adopting certain structures and practices 
primarily to demonstrate conformity with institutional rules and social norms. Efficiency con-
siderations, on the contrary, are not the central domain of interest (DiMaggio & Powell, 1983; 
Scott, 1987).  

In particular, this dissertation on of management control and organizational change in private 
equity buyouts encompasses four research objectives: 

Research objective 1 is to summarize and synthesize conceptual management control sys-
tems research. The first objective of my dissertation is to contrast and compare different con-
ceptualizations of management control systems (MCS), as the literature on management con-
trol evolved around the domain of MCS (Merchant & Otley, 2007). The fragmented status of 
the field of MCS research has been often perceived as an impediment to a precise academic 
debate (Berry, Coad, Harris, Otley, & Stringer, 2009). Yet, my aim is to show that the field’s 
pluralism can also be considered as a strength (Nag, Hambrick, & Chen, 2007).  

Research objective 2 is to investigate the process of institutional entrepreneurship in the 
case of private equity firms. Private equity firms’ success rests on achieving institutional 
change, i.e. on institutionalizing management control practices mediating shareholder-value 
principles which typically contrast with the incumbent rationales that guide organizational de-
cision making. Actors who initiate and implement such divergent change are referred to as in-
stitutional entrepreneurs. The second research objective is thus to conceptualize private equity 
firms as institutional entrepreneurs and to apply the model of the process of institutional en-
trepreneurship (Battilana, Leca, & Boxenbaum, 2009) to the case of private equity firms. A 
new theoretical perspective will both enhance our understanding of private equity firms and 
contribute to the concept of institutional entrepreneurship.  

Research objective 3 is to illustrate how actors in individual organizations make sense of 
and respond to multiple, often conflicting institutional logics mediated by management con-
trol practices. Institutional logics are sets of principles that provide meaning to social reality 
(Friedland & Alford, 1991) and are both legitimated by and manifested in organizational prac-
tices (Greenwood, Díaz, Li, & Lorente, 2010). Institutional environments are frequently 
shaped by multiple, often conflicting institutional logics which are embedded in everyday or-
ganizational practices and routines, such as in management control practices. However, extant 
research has been focusing on the emergence and consequences of competing logics in insti-
tutional fields rather than in individual organizations (Thornton & Ocasio, 2008). The third 
objective addresses this gap by drawing attention to a micro-level of analysis.  

Research objective 4 is to explore the conditions for the hybridization of institutional logics 
in the context of radical organizational change. Prior studies examined the hybridization of 
institutional logics, i.e. the combination of characteristics of two or more logics (Haveman & 
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Rao, 2006), in periods of evolutionary change. In contrast, little is known about the logic hy-
bridization in radical organizational transitions. The fifth research objective addresses this 
gap. Private equity buyouts are frequently associated with radical changes and thus provide a 
salient example for the study of logic hybridization.  

The remaining part of the Introduction is devoted to explaining key terms of this dissertation 
as well as to outlining the main features of institutional theory. After the research methodolo-
gy has been described, the structure of the dissertation is explicated.  

I.2 Theoretical Concepts 

I.2.1 Management Control and Organizational Change 

Management control is understood here as the organizational activities maintained or altered 
by managers to ensure that their organizations perform well (Merchant & Otley, 2007; 
Simons, 1995). Included in this conceptualization are goal-oriented activities as well as inno-
vation-oriented activities which encourage learning and adaptation (Simons, 1995). Manage-
ment accounting practices form an integral part of management control practices, which fur-
ther encompass issues such as formulating and disseminating the vision and mission of the 
organization, designing organization structure, as well as generating, communicating and im-
plementing strategies and plans. When management control practices are institutionalized, 
they are unconsciously reproduced by organizational actors. Such institutionalized practices 
are referred to as “patterned social interactions that are implicitly reproduced in behavioral 
routines (tacit knowledge) and cognitively sustained by implicit beliefs and norms (taken-for-
granted beliefs and norms)” (Boxenbaum, 2006, p. 3).  

It is recognized that this understanding of management control is very broad, as it covers a va-
riety of different management control practices. Yet, such a broad understanding is indispens-
able for studying processes of change in a comprehensive manner. The exploratory nature of 
this research project requires considering various aspects of the phenomenon of management 
control and organizational change in private equity buyouts. 

The literature on organizational change is vast, since it represents a central theme within or-
ganization theory, management, and accounting. However, I focus on a particular type of 
change which is referred to as radical organizational change. In the context of ownership 
changes, radical organizational change is likely to occur due to disruptions of the institutiona-
lized values and patterns of behavior which constitute the incumbent organizational culture 
and context (Busco, 2006). More generally, Fligstein (1991, p. 313) notes that “change […] 
can only occur when either a new set of actors gains power or it is in the interest of those in 
power to alter the organization’s goals”.  
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Radical organizational change involves two stages of change. The first stage is characterized 
by an entire disentanglement of the incumbent organizational structures and systems. In the 
second stage, transformation occurs which means that “prevailing ideas and values have lost 
legitimacy and become discredited” (Greenwood & Hinings, 1988, p. 306) and an alternative 
structural arrangement emerges. The opposite of radical organizational change is convergent 
change. It is associated with incremental changes of an existing structural arrangement 
(Greenwood & Hinings, 1996).  

I.2.2 Private Equity Buyouts 

This dissertation explores management control and organizational changes in private equity 
buyouts. In particular, the focus is on private equity buyouts in small and medium-sized en-
terprises (SME) in German-speaking countries. 

Following the European Private Equity and Venture Capital Association (European Private 
Equity and Venture Capital Association (EVCA), 2011), a buyout denotes „a transaction fi-
nanced by a mix of debt and equity, in which a business, a business unit or a company is ac-
quired with the help of a financial investor from the current shareholders (the vendor)”. This 
dissertation addresses private equity firms as a specific type of financial investor that brings in 
its know-how and offers support to top management on strategic matters. Private equity firms 
provide capital for different buyout types, such as leveraged buyouts (LBOs), management 
buyouts (MBOs), and management buy-ins (MBIs) (Wright, Amess, Weir, & Girma, 2009). 
However, in this dissertation, I consider all types of buyouts in which a private equity firm 
acquires a controlling interest of a company.  

I.2.3 An Institutional Theory Perspective 

Institutional theory is the generic term for a range of approaches spanning various scholarly 
disciplines (Jepperson, 1991). After Meyer and Rowan (1977) formulated the first neo-
institutional arguments in the field of organizational sociology, a rapid theoretical and empiri-
cal development followed (Scott, 2008). Partly due to this progress, institutional approaches 
or different “institutionalisms” are not fully reconcilable (Zucker, 1988). Accordingly, Di-
Maggio and Powell (1991, p. 1, emphases in the original) write that “institutionalism purpor-
tedly represents a distinctive approach to the study of social, economic, and political pheno-
mena; yet it is often easier to gain agreement about what it is not than what it is”. Against this 
background, it seems crucial to narrow down the topic. Due to its focus on the organizational 
environment, new institutional sociology (NIS, sometimes also referred to as neo-institutional 
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sociology) has been chosen as the theoretical basis of this dissertation. This strand of institu-
tional theory is illustrated in the following remarks.2

Central to NIS is the rejection of rational-actor models as proposed by economic theory. In-
stead, NIS draws attention to cognitive and cultural explanations and to the effects of institu-
tional environments on individual organizations (DiMaggio & Powell, 1991). From this pers-
pective, organizations strive for legitimacy to enhance their survival prospects. Organizational 
structures and practices, such as management accounting and management control practices, 
are adopted because they are “rationalized”, i.e. congruent with wider societal values (Scott, 
2001). Meyer and Rowan (1977, p. 340) formulated this idea as follows: 

 

[...] Organizations are driven to incorporate the practices and procedures defined by 
prevailing rationalized concepts of organizational work and institutionalized in socie-
ty. Organizations that do so increase their legitimacy and their survival prospects, in-
dependent of the immediate efficacy of the acquired practices and procedures.  

However, this does not imply that symbolic, legitimacy-inducing practices and procedures are 
inconsistent with efficiency criteria. Rather than strictly separating between technical and in-
stitutional environments, efficiency-oriented market forces are conceived to be embedded in 
institutional mechanisms. Thus, both market and institutional mechanisms are intertwined 
(Modell & Wiesel, 2008). 

Before further aspects of NIS are outlined, a number of key terms have to be defined. In this 
dissertation, institutions are understood according to Scott (2001, p. 48) who states that “insti-
tutions are composed of cultured-cognitive, normative, and regulative elements that, together 
with associated activities and resources, provide stability and meaning to social behavior”. In-
stitutionalization can be both an outcome and a process (DiMaggio, 1988). As an outcome, 
institutionalization denotes organizational structures and practices sustained over a long pe-
riod of time without further reason or amplification (Zucker, 1987). The persistence of institu-
tionalized activities is rooted in their taken-for-granted character “as defining ‘the way things 
are’ and/or ‘the way things are to be done’” (Scott, 1987, p. 496). As a process, institutionali-
zation refers to the development and learning of practices expected in different social loca-
tions (Dillard, Rigsby, & Goodman, 2004). Deinstitutionalization is defined “as the process 
by which the legitimacy of an established or institutionalized organizational practice erodes or 
discontinues” (Oliver, 1992, p. 564). Such a process may be triggered by problems threaten-

                                                 
2  NIS is among three dominant versions of institutional theory in the field of management accounting and 

control. In addition to NIS, old institutional economics (OIE) and new institutional economics (NIE) have 
exerted most influence on management accounting research (Moll, Burns, & Major, 2006). OIE was intro-
duced through the institutional framework for conceptualization of management accounting change by 
Burns and Scapens (2000). In contrast to NIS and OIE, NIE is based on neo-classical economic theory. 
Transaction-cost economics (Coase, 1937; Williamson, 1981, 1985) is regarded as most prominent strand of 
NIE in the field of management accounting. 
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ing the legitimacy or survival of an organization which call the validity of organizational 
practices and procedures into question.  

Institutional dynamics involved in the change of organizational practices and procedures are 
linked over three levels of analysis, as illustrated by the Dillard et al. (2004) model. The top 
level represents the all-embracing societal level of political, economic and social systems. At 
this level, legitimate norms and practices are articulated and disseminated to the members of a 
society. In terms of the dominant political and economic context, most organizations in con-
temporary Western societies are faced by capitalism which rests on the basis of private own-
ership and the individual exchange of labor and capital (Friedland & Alford, 1991). The em-
pirical context of Germany, in particular, has been traditionally constituted by the specific po-
sition of German banks, the system of co-determination, and the productionist, company-
centered orientation of German senior management (Fiss & Zajac, 2004). The values of the 
societal level are translated into field-specific expectations within the organizational field, the 
second level of analysis. Organizational fields are defined as “those organizations, that, in the 
aggregate, constitute a recognized area of institutional life: key suppliers, resource and prod-
uct consumers, regulatory agencies, and other organizations that produce similar services or 
products” (DiMaggio & Powell, 1983, p. 148). Practices authorized at the organizational field 
level provide the legitimating and regulative basis for actions at the organizational level. For 
instance, such practices are defined by legislators, regulators, and professional associations, 
such as the Internationaler Controller Verein (ICV, international controller association). The 
organizational level represents the third level of analysis. Practices adopted by organizations 
recursively influence the societal level. Dillard et al. (2004, p. 514, emphasis in the original) 
note that “recursivity is the key to understand change in the institutionalization process since 
taken-for-granted norms, values, beliefs and assumptions may be continually revised at all 
three levels of the model”. In this dissertation, the focus is on the organizational level of anal-
ysis. 

A final aspect of the theoretical underpinning of this dissertation refers to the underlying form 
of rationality. Until recently, much empirical research has conceptualized institutional change 
as a two-stage diffusion process, distinguishing between early and later adopters. While early 
adopters are driven by technical considerations, later adaptors imitate practices mindlessly 
due to pressures to conform (Tolbert & Zucker, 1983). This “institutional dopiness” 
(Lounsbury, 2008, p. 350) has been increasingly criticized by scholars (Lawrence & Suddaby, 
2006; Modell, 2010; Scott, 2008). As an alternative, two different approaches to rationality 
have emerged (Lounsbury, 2008). A more instrumental, strategic approach to rationality has 
been advanced by Oliver (1991) who draws attention to the ways in which organizations stra-
tegically respond to institutional pressures. In contrast, a more collective, institutional ap-
proach to rationality reflects the seminal ideas by Meyer and Rowan (1977) who emphasize 
that rationalized myths guide individual behavior and that multiple forms of rationality may 
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exist. From this point of view, isomorphic tendencies as well as organizational variety can be 
explained. This dissertation follows an institutional approach to rationality. 

In the field of management accounting, NIS has been predominantly applied to public sector 
studies exploring the diffusion of private-sector technologies in the public sectors. Mainly qu-
alitative studies have been conducted in order to understand the context of specific accounting 
practices. These studies document how accounting rules and routines have been institutiona-
lized in organizational life. In general, the interest is on how accounting is shaped by its insti-
tutional environment and how accounting, in turn, helps to shape its environment (Moll, 
Burns, et al., 2006). Somewhat neglected topics in NIS-informed management accounting re-
search are how externally imposed practices are adopted (Cruz, Major, & Scapens, 2009) and 
how institutional change is initiated (Dillard, et al., 2004). The latter research gap is addressed 
by this dissertation. 

I.3 Research Methodology 

This dissertation consists of a literature review presented in Chapter II and two original re-
search papers presented in Chapters III and IV. The literature review combines a narrative and 
a systematic review methodology, thus providing descriptive and critical accounts of the rele-
vant literature in a comprehensible, replicable way. As this approach is outlined in detail in 
Chapter II, the following remarks focus on the empirical chapters of this dissertation. 

An explanation of the methodological approach of an empirical research project begins with 
its ontological assumptions (Ryan, Scapens, Theobald, & Beattie, 2002). Six different sets of 
ontological assumptions have been classified in literature, constituting a continuum of para-
digms ranging from a strict objectivist view to a strict subjectivist view. Each ontological as-
sumption of reality reflects particular schools of thought in the social sciences (Morgan & 
Smircich, 1980). In this dissertation, reality is assumed to be socially constructed which is 
clearly a more subjectivist view or “naturalistic” perspective (Tomkins & Groves, 1983). The 
social world is perceived as a continuous process, recreated by the actors with each encounter 
of everyday life. Reality is then the accomplishment of individual sense-making. It is ac-
knowledged that multiple realities may exist. Consequently, researchers are interested in how 
individuals make sense of these everyday encounters by focusing on language, labels, actions, 
and routines (Ryan, et al., 2002; Tomkins & Groves, 1983). In the field of management ac-
counting and control, examples for such artifacts are performance measurement and budget-
ing. 

The six ontological assumptions lead to mainstream accounting research, interpretive re-
search, and critical accounting research as three distinct categories of accounting research 
(Hopper & Powell, 1985; see also Burrell & Morgan, 1979). This dissertation stands in the in-
terpretive research tradition whose intention is to enhance our understanding of our social 
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world. The purpose of interpretive research is to develop theories which seek to explain hu-
man action and the production and reproduction of social order in a holistic manner. Interpre-
tive research starts from the notion that “social reality is emergent, subjectively created, and 
objectified through human interaction” (Chua, 1986, p. 615). Methodological individualism, 
which regards the social world to be an aggregation of individual behavior, and scientific re-
ductionism, which draws conclusions from small entities to larger ones, are both rejected by 
interpretive research (Ryan, et al., 2002). 

A particular issue in interpretive research refers to the generalization of findings. Functional-
ist or positivistic research, which is still the dominant paradigm in management accounting 
research, strives for deriving statistical generalizations, i.e. statements about the probability of 
particular occurrences in a population based on one or more observations of the real world 
(Lukka & Kasanen, 1995). On the contrary, interpretive studies are inherently bound to their 
context. Their objective is to gain theoretically informed understandings that are able to ex-
plain the observed phenomena. These theories providing credible explanations can be used in 
other case studies and subsequently be refined, extended, and modified. Theoretical generali-
zations are supposed to be the end products of such processes of replication and extension 
(Ryan, et al., 2002). Thus, rather than relying on anecdotal evidence, theory plays a pivotal 
role in this dissertation, as it is both the input and output of my research project. 
 

Figure I-1:  Overview of research approach 

In terms of methods, my research project involved a case and a field study. Following Moll et 
al. (2006), I use the term ‘case study’ for the analysis of a single organization. Case studies 
provide opportunities for researchers to understand which techniques, procedures, and sys-
tems are used in practice as well as the way in which they are used (Ryan, et al., 2002). Thus, 
Yin (2003, p. 1) notes that “case studies are the preferred strategy when ‘how’ or ‘why’ ques-
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tions are being posed, when the investigator has little control over events, and when the focus 
is on a contemporary phenomenon within some real-life context”. In contrast, the term ‘field 
study’ denotes the analysis of two or more organizations. Compared to case studies, field stu-
dies typically involve a less extensive data collection (Lillis & Mundy, 2005). My role as a re-
searcher in both the case and the field study has been that of a visitor. As most researchers in 
the qualitative research tradition, I visited the case sites and interviewed organizational actors. 
Accordingly, I was not directly involved in the issues being researched (Ryan, et al., 2002). 
Figure I-1 gives an overview of the research approach. 

I.4 Structure of Dissertation 

As indicated in the previous section, this dissertation consists of three independent papers. 
Each paper is supposed to be submitted to an international scholarly journal in the field of 
management accounting and control. As the main part of this dissertation, these three papers 
will be subsequently presented in Chapter II, III, and IV. The structure of this dissertation as 
well as the relation of the three separate papers to the research objectives is illustrated in Fig-
ure I-2. Despite the independent character of each paper, it should be noted that a proposal of 
the overall research project has been presented at the 25th Doctoral Colloquium in Accounting 
of the European Accounting Association on May 12, 2009 in Tampere, Finland. 
 

Figure I-2:  Structure of dissertation 

Chapter II contains the literature review “A Review of Frameworks for Management Control 
Systems Research, 1990-2009”. In the past two decades, several new frameworks have been 
developed with the endeavor to provide a useful tool for MCS research. These frameworks 
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seem to have responded to as well as contributed to an increasing criticism of the fragmented 
status of the field (Berry, et al., 2009). My review seeks to contrast and to compare different 
frameworks for MCS research (research objective 1) that have been published between 1990 
and 2009 as an evaluation the current state of conceptual MCS research. In particular, it aims 
at assessing which frameworks have been published in this 20-year period, the respective un-
derlying definition of MCS, the extent to which these frameworks differ and the elements 
which they have in common, their theoretical underpinnings, as well as their dissemination 
and the critique they have evoked in the academic community. As a result of this analysis, I 
will look at the prospects of conceptual MCS research. The critics of the field’s diversity indi-
cate that conceptual MCS research faces a dilemma. In order to integrate different viewpoints, 
MCS frameworks have to become broader and more holistic, while this also poses the risk of 
losing the field’s distinctiveness. However, I intend to demonstrate that the field’s pluralism 
can also be interpreted as a strength (Nag, et al., 2007), since it attracts a variety of different 
scholars.  

Chapter III presents the research paper “Institutional Entrepreneurship Revisited: The Case 
of Private Equity Firms in German-Speaking Countries”. This study seeks to promote the 
concept of institutional entrepreneurship in management accounting research. While recent 
studies have focused on the impact management accounting change and on institutional as-
pects of performance measurement and management, the process of initiating institutional 
change and the actors involved in this process have been largely neglected. Thus, the purpose 
of the study is to illustrate and to elaborate on the concept of institutional entrepreneurship by 
using the example of private equity firms in German-speaking countries (research objective 
2). More specifically, I will apply the model of the process of institutional entrepreneurship 
(Battilana, et al., 2009). Light will also be shed on the issue of power in the process of institu-
tionalizing management control practices by analyzing episodic and systemic forms of power 
(Lawrence, 2008) in private equity buyouts. 

Chapter IV comprises the research paper “Multiple Logics, Radical Transitions, and Man-
agement Control: A Case Study of Institutional Change and Resistance”. This paper addresses 
the issue of institutionally embedded agency by utilizing the concept of institutional logics in 
a private equity buyout. In particular, my aim is to show how actors in an individual organiza-
tion make sense of and respond to multiple, conflicting institutional logics (research objective 
3), when an incumbent stakeholder logic and lingering elements of a family logic are chal-
lenged by management control practices mediating a shareholder logic. Private equity firms 
pursue a philosophy of shareholder-value maximization which deviates often substantially 
from the incumbent beliefs and rules that guide organizational actions and are mediated by 
management control practices. A case study will be presented that has been conducted in a 
German Mittelstand firm almost two years after a private equity firm became its majority 
shareholder. Private equity firms are considered to be the epitome of a short-term oriented, 
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purely financially driven actor whose approach contrasts sharply with the traditional German 
model of corporate governance. By extending the concept of institutional logics to notions of 
radical organizational changes, I will illustrate which conditions seem to impede a process of 
logic hybridization (research objective 5).  

Chapter V concludes this dissertation. It summarizes the results of each individual paper of 
this dissertation and outlines its contributions to research as well as its contributions to prac-
tice. Limitations related to theory, methodology, and to data are discussed. Finally, sugges-
tions for further research are made. 
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II A Review of Frameworks for Management Control Systems Re-
search, 1990-2009 

What are management control systems, really? This question stood at the outset of my re-
search journey. As explained in Chapter I.2.1, I follow a broad understanding of management 
control in my dissertation and focus in my empirical studies on management control practices 
rather than systems. Yet, at the beginning of the research process, a clear delineation of the 
object of study was needed. The notion of MCS is ubiquitous in management accounting re-
search and describes a more tangible field of study than the term management control practic-
es. However, a look at the literature revealed various definitions and conceptualizations of 
MCS exist. Many researchers in the field of MCS also complained about the fragmented sta-
tus of the field.  

As a consequence, a review of frameworks for MCS research published in the period from 
1990 to 2009 has been conducted. An emphasis has been placed on the comparison of differ-
ent frameworks for MCS research. Moreover, this review points out that many subfields of 
management overlap with other bodies of literature and that MCS is one among many eclectic 
areas of study. In contrast to prior reviews on this topic, I highlight that the ambiguous nature 
of the field may also be considered as a strength, leaving room for a number of theoretical and 
methodological approaches. 

A previous version of this literature review has been presented at a workshop with Prof. Ste-
phen Zeff at WHU – Otto Beisheim School of Management, Vallendar, on October 12, 2009. 
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II.1 Introduction 

In recent years, the field of management accounting and control has experienced a new dy-
namic in terms of proposing various new frameworks for management control systems (MCS) 
research. More than four decades after Anthony (1965) provided the starting point for modern 
MCS research, the search for a framework does not nearly seem to be completed. On the one 
hand, new frameworks are requested regularly to capture the control requirements of the cur-
rent environment. As these control requirements differ considerably from those made in the 
past, extant frameworks are regarded as inappropriate. This refers particularly to their ability 
to address the control needs of numerous different users (Nixon & Burns, 2005). On the other 
hand, recently developed frameworks try anew to consolidate existing research to stimulate a 
more precise scholarly debate. Such a debate has been impeded by the lack of a consistent 
conceptualization of MCS (Fisher, 1998; Fleming, 1972; Machin, 1983; Merchant & Otley, 
2007; Merchant & Van der Stede, 2003; Otley, Broadbent, & Berry, 1995). 

However, various efforts to improve frameworks for MCS research and to overcome existing 
inconsistencies have not (yet) been successful. Rather, the field of MCS research is still cha-
racterized by its fragmented status, manifested in divergent, but coexisting frameworks for 
MCS research (Berry, et al., 2009). But which frameworks have been published in the past 
two decades and to what extent do they differ? Which elements do they have in common? 
What are their theoretical underpinnings? And, above all, what do they tell us about the cur-
rent state of conceptual MCS research? This review intends to answer these questions and to 
evaluate to what extent the goal of a coherent research agenda has been achieved. Such a ref-
lection and analysis of past conceptual research may provide a basis for further advances in 
the field of management accounting and control. 

The purpose of this chapter is thus to review and to compare frameworks for MCS research 
that have been published in international scholarly journals and books in the period from 1999 
to 2009. Since the aim is to provide a detailed and comprehensible review, a traditional narra-
tive review methodology has been combined with principles of a systematic review 
(Tranfield, Denyer, & Smart, 2003). Articles and books have been selected on the basis of a 
search in the EBSCOhost® Business Source Complete database as well as by using backward 
and forward citation-tracking. As a result, the frameworks for MCS research developed by 
Simons (1995), Otley (1999), Ferreira and Otley (2009), Broadbent and Laughlin (2009), and 
Malmi and Brown (2008) have been included in the analysis. A comparison of commonalities 
and differences of these frameworks reveals which elements and characteristics belong to core 
and to more holistic MCS concepts. Consequently, conclusions are drawn as to the current 
state of conceptual MCS research and suggestions for future research are offered. 

This review makes two contributions to the conceptual literature on management control. 
First, it provides a review and an analysis of frameworks for MCS research, a topic that 
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gained relevance over the past years (Nixon & Burns, 2005). Prior reviews in this field either 
cover first and foremost empirical MCS research (e.g. Bedeian & Giglioni, 1974; Merchant & 
Simons, 1986) or present different MCS concepts consecutively (Merchant & Otley, 2007). 
However, this review highlights commonalities of and differences between selected frame-
works. It also draws attention to the theories underlying each framework. Thus, it indicates 
for which purposes a particular framework is intended to be used. Since this paper also shows 
whether and how the frameworks have been applied in empirical research, it gives an indica-
tion of how the frameworks have been received by the academic community. In addition, by 
comparing frameworks for MCS research in detail, this review based on scientific articles and 
monographs supplements a recent textbook review of MCS concepts (Strauß, 2011). 

As a second contribution, this review offers a new perspective on the field of MCS research. 
Conceptual MCS research seems to face a dilemma between becoming more integrative on 
the one hand, and representing a distinct field of study on the other hand. In fact, the field of 
MCS research already overlaps considerably with other fields of study (Merchant & Otley, 
2007). If the field becomes too eclectic and loses its specific identity, it could be merged into 
related disciplines. This essentially happened to the field of international business research, 
which disappeared completely as a distinct area of study (Nag, et al., 2007). However, my re-
view demonstrates that scholars in MCS research share a consensus of the field’s core. All 
frameworks for MCS research include planning, target setting, key performance measures, 
performance evaluation, reward and compensation systems as well as cybernetic controls. 
This shared identity is combined with a conceptual, methodological and theoretical diversity. 
Thus, as Nag et al. (2007) emphasized in their analysis of the field of strategic management, I 
conclude that this duality can also be regarded as a strength of the field of MCS research.  

In addition to these contributions to research, this review also addresses the needs of other 
groups of readers. For students of management accounting and control, this paper assesses 
which framework for MCS research is suitable for which purposes. Thus, students may use 
this analysis as decision guidance for their own studies of MCS. Practitioners, in turn, may 
use the frameworks discussed in this paper to critically reflect MCS of their organizations or 
to make better sense of empirical MCS research. 

The remainder of this chapter is organized as follows: Section II.2 outlines early develop-
ments in MCS research. In particular, Anthony’s (1965) seminal framework as the starting 
point of modern MCS research is presented. Section II.3 describes the review approach as a 
combination of a traditional narrative approach combined with principles of a systematic re-
view as well as the review sample. Section II.4 briefly presents different frameworks for MCS 
research, which are subsequently discussed and compared in detail in Section II.5. Section 
II.6 concludes this review. 
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II.2 The Beginnings of Modern MCS Research 

The groundwork for modern MCS research was provided in 1965 by Robert N. Anthony, then 
Professor of Accounting at Harvard Business School, a leading institution in the development 
of management control thinking (Zeff, 2008). Based on discussions with colleagues, practi-
tioners, and students, Anthony (1965) developed a framework for analysis of planning and 
control systems. In doing so, Anthony (1965) was the first to discuss management control as a 
distinct area of study (Merchant & Otley, 2007). Rather than concentrating on techniques for 
collecting accounting information efficiently, Anthony (1965) focused on conceptual issues 
and highlighted the use of accounting information for management control (Zeff, 2008). To-
day, Anthony’s (1965) work is still regarded as essential for understanding more recent de-
velopments in frameworks for MCS research (Machin, 1983; Otley, et al., 1995). Therefore, 
Antony’s (1965) framework as well as the development trajectory after this seminal publica-
tion will be outlined. 

Anthony’s (1965) framework for the study of planning and control systems represents a clas-
sification of topics and subtopics, rather than a model based on a particular theory. It rests on 
the distinction between the processes of strategic planning, management control, and opera-
tional control. These three processes are linked to the organizational hierarchy. While the top-
management level is responsible for strategic planning, the operational level is in charge of 
operating control. Management control lies in between these processes and is defined as “the 
process by which managers assure that resources are obtained and used effectively and effi-
ciently in the accomplishment of the organization’s objectives” (1965, p. 17). Furthermore, 
management control includes both planning and controlling activities, whereas strategic plan-
ning is primarily concerned with planning and operational control with controlling activities. 
On the one hand, management control is conducted within the constraints defined by strategic 
planning, as capacities, organizational structure and objectives are given. Long-term goals 
have to be broken down into shorter-term goals and budgets have to be prepared according to 
the respective policies and guidelines. On the other hand, management control defines the 
boundaries for operational control. Management control is focused on coordinating the whole 
set of everyday activities. Operational control, in contrast, refers to executing specific tasks. 
Figure I-1 has been adapted from a later edition based on Anthony (1965) and summarizes the 
relationships among the three processes associated with planning and control systems. In ad-
dition to the aforementioned activities, management control includes both a feedback and a 
feed-forward function that enable making any necessary adjustments to achieve predefined 
goals. 

However, in the course of time, several researchers criticized Anthony’s (1965) approach. For 
instance, some felt Anthony (1965) put an overemphasis on financial and accounting-based 
controls (Emmanuel, Otley, & Merchant, 1990; Merchant & Otley, 2007; Otley, et al., 1995). 
Another issue referred to the division between strategic planning, management control, and 
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operational control. Anthony (1965) himself admitted that this distinction is artificial and has 
been made for illustrative purposes, as these processes actually overlap. However, his pers-
pective was later also criticized for being outdated, since strategic issues are nowadays also 
discussed with actors at hierarchical levels below top management (Langfield-Smith, 1997; 
Otley, 1994). Finally, some authors expressed their discontent with Anthony’s (1965) consid-
eration of strategic matters. Anthony (1965) assumed strategy formulation to be deliberate, 
but neglected the possibility of strategies to emerge from the interaction from an organization 
with its environment. Consequently, his view on MCS was static rather than dynamic (Otley, 
1994; Speklé, 2001). 
 

Figure II-1:  Relationships among strategic planning, management control, and operational control 
(slightly adapted from Anthony & Govindarajan, 2007, p. 6) 

As a result of the increasing critique on Anthony’s (1965) framework, more and more re-
searchers in the field of MCS began to develop their own frameworks and concepts to account 
for changing environments and changing control needs (Merchant & Otley, 2007). For in-
stance, the focus of MCS research has slightly shifted from an emphasis on information and 
decision making (e.g. Amigoni, 1978; Lowe, 1971; Machin, 1983) to an emphasis on control 
and human behavior (e.g. Flamholtz, 1983; Modell, 1995; Ouchi, 1977). Another reason for 
the growing diversity in MCS research lies in their theoretical underpinnings. As mentioned 
above, Anthony’s framework was not grounded in a particular theory, leaving this issue open 
to future research. Reviews of empirical MCS research show that it has drawn on numerous 
fields and theories (Merchant & Otley, 2007; Merchant & Simons, 1986; Otley, et al., 1995). 
Capturing this diversity, while also identifying the shared understanding of the field’s core 
meaning, is one of the purposes of this review. 

II.3 Review Approach and Sample 

Literature reviews in management research are traditionally narrative. However, narrative re-
views have been criticized for providing descriptive rather than critical accounts of the ad-
vancements made in a field, as the implicit biases of the researcher are frequently reflected in 
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the selection of studies (Fink, 2005; Hart, 1998). In order to enhance rigor and transparency in 
the process of management reviews, Tranfield et al. (2003) outlined how principles of a sys-
tematic review methodology, as it has been developed in medical science, can be applied to 
management research. My review aims to map and critically assess the contributions in con-
ceptual MCS research by conducting a narrative review while incorporating some principles 
of a systematic review. In doing so, the strengths of both approaches are combined. 

A narrative review draws conclusions from a summary of different studies in a holistic way. 
Its contributions are qualitative rather than quantitative in nature. A major strength of narra-
tive reviews consists in the possibility to comprehend diverse theories, models, and under-
standings in a given area of research. Moreover, the reviewer’s own experiences and know-
ledge may be considered in the interpretation of results (K. Jones, 2004). Consequently, narra-
tive reviews are most suitable for comprehensive topics encompassing a wide range of issues. 
However, these reviews typically neither make the criteria for the inclusion of studies explicit, 
nor do they disclose which decisions have been made in the review process (Collins & Fauser, 
2005). In contrast, systematic reviews follow a strict review protocol, are predominantly 
quantitative, and are most suitable for focused topics. Their major strength is the reproducible 
manner of their compilation, minimizing researcher bias (Tranfield, et al., 2003). 

Among the recommendations made to transfer the systematic review methodology to man-
agement research are the conducting of scoping studies and the composition of a broad review 
protocol that may be refined later in the process. Another suggestion is to produce a two-stage 
review report, with the first one being more descriptive, for instance, by describing the au-
thors (Tranfield, et al., 2003). The present review follows these advices largely. First, scoping 
studies in online databases have been conducted to assess the amount of the literature. While 
the empirical literature on MCS appears to be vast, the amount of conceptual papers seems to 
be far less extensive. Prior reviews on conceptual and empirical MCS research are also used 
to obtain an overview of the theoretical and methodological discourses in the field.  

As a result of the scoping studies, I decided to use a 20-year period from 1990 to 2009 in or-
der to gain a broad perspective on the field of MCS and how its core has evolved after Antho-
ny (1965) formulated his ideas. Rather than covering temporary fads and fashions in concep-
tual MCS research, my aim was to identify the more fundamental factors that define the con-
cept of MCS. Included in the analysis were books as well as those academic accounting jour-
nals that have achieved the highest rankings according to the review by Bonner et al. (2006) 
and the VHB JOURQUAL 2 by the German Academic Association for Business Research 
(Schrader & Hennig-Thurau, 2009): Accounting, Organizations and Society (AOS), Journal of 
Accounting and Economics (JAE), Review of Accounting Studies (RAST), The Accounting Re-
view (TAR), Contemporary Accounting Research (CAR), Journal of Accounting Research 
(JAR) and Management Accounting Research (MAR). The emphasis was placed on account-
ing journals, as they represent the primary outlet for MCS research. Consequently, organiza-
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tional activities had to be described by a common language which, in turn, was provided by 
accounting (Otley, 1999). Practitioner and academic journals perceived to be less influential 
have not been considered. This opens up opportunities for further research, as outlined below. 
As far as textbooks are concerned, Strauß (2011) provides a detailed review of MCS text-
books. 

The review protocol started with the question of which conceptualizations of MCS have been 
published between 1990 and 2009. Using the EBSCOhost® Business Source Complete data-
base, all abstracts of the selected journals in this period were searched for the term “manage-
ment control systems”. In order to identify which papers were included in the review data-
base, the following criteria had to be satisfied: (1) The paper has a definite and explicit focus 
on MCS; (2) the paper focuses on the individual, corporate organization; and (3) the paper 
makes an original contribution to conceptual MCS research, i.e. a framework or an extension 
to a framework is developed. 

This procedure yielded initially four results, i.e. the articles by Simons (1990), Otley (1999), 
Ferreira and Otley (2009), and Malmi and Brown (2008). As a next step, all references in-
cluded in these articles were traced back in order to identify prior articles and books contain-
ing frameworks for MCS research. Accordingly, Simons (1995) was included in the review 
database and replaced his 1990 paper, since it represents the end product of his conceptualiza-
tion of MCS frameworks and gives the most detailed account of his ideas.3

Forward-tracking was then used to make out articles referring to the original articles of the 
adjusted database. As a result, Broadbent and Laughlin (2009) became part of the review 
sample. Finally, five frameworks were included in the review database. 

 

Table II-1 provides an 
overview of review database.  

A couple of issues seem remarkable when looking at Table II-1. First, Simons turned out to be 
the only monograph dedicated to a framework for MCS research. Apparently, the discussion 
of conceptual MCS research primarily takes place in journals. Second, conceptual MCS re-
search has regained momentum in the last couple of years, as three out of five contributions 
were made between 2008 and 2009. Another peculiarity consists in the publication outlets, 
since MAR has become the primary publication outlet for conceptual MCS research, whereas 
Simons’ publications indicate that AOS has once been at the forefront of the field. A reason 
could be that Ferreira and Otley (2009) incorporate Otley’s (1999) framework into another 
one, while Broadbent and Laughlin (2009) extend the framework by Ferreira and Otley (2005, 
2009). Malmi and Brown (2008), on the other hand, presented a prelude to a special issue of 
MAR on MCS as a package.  

                                                 
3  Simons gradually developed an MCS framework over a number of years. This process is demonstrated by 

his empirical studies, two of which have been published in AOS (1987, 1990) and two of which have been 
published in SMJ (1991, 1994). 
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Author(s) Year Journal/source Method Derivation of framework 
Simons 1995 Monograph Empirical case Based on four field studies conducted by 

Simons (1987, AOS; 1990, AOS; 1991, 
SMJ; 1994, SMJ) 

Otley 1999 MAR Normative Based on Otley’s experiences as an empiri-
cal researcher 

Ferreira and Ot-
ley 

2009 MAR Normative, em-
pirical case 

Combines Otley (1999) and Simons (1995) 
in the analysis of four case studies; a work-
ing paper version of the framework has 
been published on SSRN in 2005 

Broadbent and 
Laughlin 

2009 MAR Normative Extends Ferreira and Otley (2005; 2009) 

Malmi and 
Brown 

2008 MAR Normative Based on a review of four decades of MCS 
research 

Table II-1: Overview of review database 

Following Tranfield et al. (2003), the characteristics of authors contributing to frameworks for 
MCS research are described. Table II-2 displays the current positions of the researchers, their 
department, their institution as well as their PhD institution. All researchers have a back-
ground in accounting and the majority currently holds a position in an accounting department. 
An exception is Jane Broadbent who is Deputy Vice Chancellor since 2006. Another excep-
tion is Robert L. Simons whose interests equally include accounting, management control, 
and strategy implementation. Three of seven academics work in the U.K., two in Australia, 
one in the U.S.A., and one in Finland. The U.K. is also the dominant country in which MCS 
researchers gained their PhD. That MCS research is encouraged in the U.K. is further demon-
strated by the existence of the Management Control Association (MCA), a network of re-
searchers chaired by David Otley. 

In the next section, a brief overview of each framework for MCS research is provided. The 
frameworks are presented chronologically, beginning with the levers of control framework 
(Simons, 1995) and ending with the MCS package (Malmi & Brown, 2008). Thereafter, these 
frameworks are compared and contrasted in detail. Different aspects of conceptual MCS re-
search are discussed in detail by reviewing how MCS are defined, by analyzing functional 
and contextual elements of the frameworks for MCS research, by comparing their underlying 
theoretical perspectives, and by evaluating how the frameworks have been received by the 
academic community. 
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Researcher Current  
position 

Department Institution PhD institution 
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Table II-2: Authors’ characteristics 

II.4 Frameworks for MCS Research 

II.4.1 The Levers of Control Framework by Simons 

Central to Simons’ (1995) framework is the idea to balance different tensions between oppor-
tunity and limited attention, between empowerment and accountability, between top-down 
control and bottom-up innovation as well as between experimentation and efficiency. As op-
posed to stressing a command-and-control rhetoric, Simons places an emphasis on notions of 
innovation and control. This is evident in his bottom-up perspective allowing strategies to 
emerge out of patterns of action. Against this background, the purpose of MCS is seen in 
strategy implementation. More specifically, beliefs systems, boundary systems, interactive 
and diagnostic control systems as the four levers of control are suggested to provide and 
process information. Thereby, each lever addresses one critical indicator for a successful im-
plementation of business strategy. These indicators encompass core values, risks to be 
avoided, critical performance variables, and strategic uncertainties. Figure II-2 depicts the re-
lationships between strategy, critical performance indicators, and the levers of control. 

Beliefs and boundary systems both guide the search for opportunities. A beliefs systems refers 
to “the explicit set of organizational definitions that senior managers communicate formally 
and reinforce systematically to provide basic values, purpose, and direction for the organiza-
tion” (Simons, 1995, p. 34). Mission statements and credos are examples for beliefs systems. 
While beliefs systems are too vague to provide standards against which performance can be 
measured, they are crucial for facilitating commitment and offering stability to organizational 
participants. In contrast, boundary systems impose constraints on the domain of activity for 
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organizational members. Typically, they are formulated in negative terms and establish limits 
to opportunity-seeking behavior based on identified business risks. Examples for boundary 
systems include codes of business conduct (Simons, 1995). 

Diagnostic control systems, defined as “the formal information systems that managers use to 
monitor organizational outcomes and correct deviations from preset standards of perfor-
mance” (Simons, 1995, p. 59), are cybernetic in nature and focus on results. Among the typi-
cal diagnostic control systems are budgets, business plans, and management-by-objectives 
systems. Interactive control systems, the counterparts of diagnostic control systems, “stimu-
late search and learning, allowing new strategies to emerge as participants throughout the or-
ganization respond to perceived opportunities and threats” (Simons, 1995, p. 91). Focused on 
strategic uncertainties, interactive control systems encourage dialogue by providing agendas 
for debate and motivating information gathering outside of regular channels. Of crucial im-
portance to understanding Simons’ framework is that senior managers are able to choose 
which control system should be used interactively and which one should be used diagnostical-
ly to manage strategy implementation effectively. 
 

Figure II-2: Levers of control framework (taken from Simons, 1995, p. 7) 

II.4.2 The Performance Management Framework by Otley 

Otley’s (1999) motivation to develop a new framework for MCS research lies in the emphasis 
of management accounting on financial performance and on the use of economic theories, 
such as agency theory. According to Otley, these approaches give a too narrow view of inter-
nal processes and offer little guidance for designing MCS. Consequently, he intends to “look 
beyond the measurement of performance to the management of performance” (Otley, 1999, 
p. 364) by considering the whole MCS of an organization. Performance is thereby understood 
as the achievement of organizational objectives as defined by key stakeholders.  
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In order to widen the scope of prior MCS research, Otley (1999) readdressed Anthony’s 
(1965) assumptions. In particular, the artificial differentiation of task control, management 
control and strategic planning as well as the neglect of non-financial performance measure-
ment are questioned. As a result, a performance management framework structured around 
five issues is proposed. The framework is presented in the form of five questions that are sup-
posed to cover all relevant facets of management control: 

1. What are the key objectives that are central to the organization‘s future success, and 
how does it go about evaluating its achievement for each of these objectives? 

2. What strategies and plans has the organization adopted and what are the processes 
and activities that it has decided will be required for it to successfully implement 
these? How does it assess and measure the performance of these activities?  

3. What level of performance does the organization need to achieve in each of the 
areas defined in the above two questions, and how does it go about setting appropriate 
performance targets for them? 

4. What rewards will managers (and other employees) gain by achieving these perfor-
mance targets (or, conversely, what penalties will they suffer by failing to achieve 
them)?  

5. What are the information flows (feedback and feed-forward loops) that are neces-
sary to enable the organization to learn from its experience, and to adapt its current 
behavior in the light of that experience? (Otley, 1999, pp. 365-366) 

According to Otley (1999), these questions relate to previous experiences in conducting field 
research. Moreover, Otley emphasizes that organizations operate in contexts that are conti-
nually changing. In order to account for these changing environments, organizations repeated-
ly have to find new answers to all five questions.  

II.4.3 The Performance Management Systems Framework by Ferreira and Otley 

The performance management systems (PMSs) framework has been proposed by Ferreira und 
Otley (2009) as a research tool to describe the design and processes of MCS. It is designed as 
an holistic approach towards MCS research since it integrates Simons’ (1995) and Otley’s 
(1999) framework. In particular, it addresses the respective strengths and weaknesses of each 
framework.  

Ferreira and Otley (2009) conducted two case studies and consecutively applied both frame-
works. As a result, the PMSs model was generated. While Otley’s (1999) framework proves 
to be useful in structuring and presenting the data collected, Simons’ (1995) levers of control 
stress the design and, more importantly, the use of MCS. Also, Otley focuses on the transmis-
sion of control across the organizational hierarchy, whereas Simons (1995) explicitly concen-
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trates on top management. Common to both conceptualizations is strategy as a crucial ele-
ment. 

With Otley (1999) as a starting point, Simons’ (1995) four key concepts are integrated to a 
question mode. In total, twelve questions form the PMC framework. These questions relate to 
(1) vision and mission, (2) key success factors, (3) strategies and plans, (4) organization struc-
ture, (5) key performance measures, (6) target setting, (7) performance evaluation, (8) rewards 
system, (9) feedback and feed-forward information flows, (10) type of use of the PMC sys-
tem, (11) change in the PMC system, and (12) strength and coherence of links.4 Figure II-3  
contains a schematic overview of the twelve questions. As indicated, cultural and other con-
textual factors lie beyond the PMC framework. Ferreira and Otley (2009) argue that these as-
pects do not belong to the characteristics of an MCS and, thus, do not have to be included in 
their description. Rather, contextual variables offer an explanation for the effectiveness of 
MCS in certain settings. 
 

Figure II-3: The PMSs framework (taken from Ferreira & Otley, 2009, p. 268) 

                                                 
4  For a detailed discussion of each of the twelve questions see also Ferreira and Otley (2005, pp. 36-42). 
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II.4.4 The Performance Management System by Broadbent and Laughlin 

Together with the work by Ferreira and Otley (2009), an extension of the PMC framework by 
Broadbent and Laughlin (2009) has been published. Their conceptual model of a performance 
management system (PMS) elaborates on the last four questions of the PMC framework with 
an emphasis on questions 9 and 10. In particular, different models of rationality as well as 
contextual issues are considered. According to Broadbent and Laughlin (2009), Ferreira and 
Otley (2009) fall short of discussing these issues that are concerned with the underlying na-
ture of any MCS and thus shape the answers to the first eight questions. 

Drawing on Max Weber and Jürgen Habermas, Broadbent and Laughlin (2009) distinguish 
between instrumental and communicative rationality that can be regarded as two ends of a 
continuum. Communicative rationality is characterized by desired, agreed ends. These objec-
tives can be achieved by a multiplicity of means and the achievement of objectives is meas-
ured by discursively agreed performance indicators. As a result, organizational participants 
are likely to approve and to feel a sense of ownership of the PMS. To further pursue the 
agreed ends, the governance structure of the organization should be built on reflexivity, i.e. in 
the belief that decision-making rules are negotiated by actors and institutions. In contrast, in-
strumental rationality emphasizes performance indicators based on accounting and calcula-
tion. These figures do not necessarily reflect the concerns of stakeholders to the PMS. Thus, 
they may impose a set of values on them and negative consequences, such as the rejection of 
the MCS, are provoked.  

According to Broadbent and Laughlin (2009), these two rationality models lead to two differ-
ent types of PMS which are referred to as ‘transactional’ and ‘relational’ PMS. These terms 
are supposed to describe the design of PMS in any organizational context. Transactional PMS 
provide clear and specific means and measurement techniques to achieve ends within a de-
fined period of time. They are frequently set up as projects. In contrast, relational PMS rely 
on a discourse between stakeholders to identify means and ends. A focus on long-term sur-
vival and sustainability is characteristic of those PMS. Furthermore, Broadbent and Laughlin 
(2009) stress that transactional characteristics may be observed in relational PMS whereas the 
other way around is less probable. 

The second extension of the conceptual model by Ferreira and Otley (2009) refers to contex-
tual issues that are supposed guide the nature of PMS in two ways. First, context relates to the 
focus of management control and covers the internal as well as the external environment of 
the organization. In that way, context influences the eight functional questions, while it has 
only an indirect impact on the modes of rationality through the designers of the PMS. Second, 
context implies an “intervening filter” (Broadbent & Laughlin, 2009, p. 290) between the 
PMS and the organization and organizational sub-units. This filter consists of financial trans-
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fers and related accountability requirements and emphasizes the role and uses of money for 
PMS. Both extensions are depicted in Figure II-4. 
 

Figure II-4: PMS: A conceptual model taking into account models of rationality and context (taken from 
Broadbent & Laughlin, 2009, p. 8) 

II.4.5 The MCS Package by Malmi and Brown 

A conceptual typology of an MCS package is proposed by Malmi and Brown (2008) as the 
most recent framework in the accounting and control literature. With the aim to facilitate and 
encourage research on MCS, a typology based on a synthesis of about forty years of literature 
is developed. Consistent with Otley (1999), Malmi and Brown (2008) prefer the term ‘pack-
age’ to ‘systems’, as the concept of a package indicates that individual systems are designed 
and implemented by different actors at different points in time. Central to the package ap-
proach is the idea that MCS direct employee behavior. Figure II-5 provides an overview over 
the elements of the MCS package. Whereas administrative controls at the bottom represent 
the basis of the control system, cultural controls are at the top as they are the broadest set of 
controls. The controls in the middle of the figure are depicted in a temporal order. 

Planning, as an ex ante form of control, has a goal-setting, monitoring and coordination func-
tion. Thereby, it directs the behavior of organizational members towards aspired organiza-
tional outcomes. More specifically, planning comprises action planning, which typically has a 
short-term focus of no more than twelve months, and long range planning, which is characte-
rized by a medium- to long-term orientation. Cybernetic controls include budgets, financial 
measures, non-financial measures, and hybrids. Cybernetic systems combine both financial 
and non-financial elements. Depending on the use, a cybernetic system can either be classified 
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as an information and decision-support system with an ex ante or a control system with an ex 
post focus. This differentiation corresponds to Simons’ (1995) dichotomy of interactive and 
diagnostic control systems. Reward and compensation systems are directed at motivating in-
dividual or groups of employees. In addition, reward and compensation systems are designed 
to align individual interests with those of the organization. 

Administrative controls refer to designing and maintaining the structure of an organization. 
This group of elements within the MCS package consists of controls related to organization 
design and structure, governance structure, and procedures and policies. Whereas this catego-
ry contains rather formal and bureaucratic approaches, cultural controls work through a shared 
set of values, beliefs and social norms. In particular, value-based, symbol-based, and clan 
controls are part of cultural control systems. Whereas value-based controls are explicitly for-
mulated, e.g. in a mission statement, clan controls are embedded in individual groups and thus 
less visible.  
 

Figure II-5: The MCS package (taken from Malmi & Brown, 2008, p. 291) 

II.5 Discussion of Conceptual MCS Research 

II.5.1 Definitions of MCS 

Management control is an ambiguous term, since it has been defined in many, sometimes 
even contradictory ways (Fisher, 1998). Many researchers have pointed to the difficulties of 
establishing a cumulative body of knowledge without a clear, consistent definition (Machin, 
1983; Merchant & Van der Stede, 2003; Otley, et al., 1995). However, the purpose of this re-
view is not to derive a consensus definition of management control. As the review database 
consists of five papers and books, the number of definitions is limited and cannot be regarded 
as representative of the field. Rather, a discussion of definitions by conceptual MCS research-
ers is considered as a starting point for exploring MCS conceptualizations in greater depth. 
Thus, the explicit, published definitions of MCS by scholars engaged in conceptual MCS re-
search are contrasted and compared. Such definitions may indicate scholars’ beliefs, their no-
tions of what constitutes management control, and possibly even future direction (Nag, et al., 
2007).  
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Table II-3 displays the definitions of MCS by those authors included in this review. Each 
framework for MCS research is thus built on a different definition of MCS. Moreover, some 
scholars even avoid the term MCS and use the term performance management systems 
(Broadbent & Laughlin, 2009; Ferreira & Otley, 2009). In contrast to MCS as something used 
by managers, performance management systems seem to be employed by organizations. Fur-
thermore, each definition highlights a different issue. Simons (1995) places an emphasis on 
strategy (“patterns in organizational activities”), Otley (1999) on information and Malmi and 
Brown (2008) on behavior. Whereas Simons (1995) stresses that control mechanisms are 
formalized, Ferreira and Otley (2009) also include informal mechanisms. 

Another notable point made by Otley (1999) concerns the notion of ‘systems’. From his point 
of view, this term is misleading, as it presumes a coherent set of control devices fulfilling ex-
actly the purposes for which they have been designed. However, Otley (1999) doubts that this 
degree of rationality can be achieved at any point in time by an overall control system. There-
fore, he suggests using the term ‘packages’ instead of ‘systems’. These considerations are re-
flected in the MCS package, the framework developed by Malmi and Brown (2008).   

However, the definitions also have some things in common. According to the definitions by 
conceptual MCS researchers, MCS consist of (1) mechanisms (processes, systems, routines), 
(2) used by managers to (3) achieve the objectives of (4) an organization. These four characte-
ristics seem to provide a common ground for the development of frameworks for MCS re-
search. 
 

Author(s) Year Definition of MCS 
Simons 1995 MCS are the formal, information-based routines and procedures managers use to 

maintain or alter patterns in organizational activities. (p. 5) 
Otley 1999 MCS provide information that is intended to be useful to managers in performing 

their jobs and to assist organizations in developing and maintaining viable patterns 
of behavior. (p. 364) 

Ferreira and Ot-
ley 

2009 We view PMSs as the evolving formal and informal mechanisms, processes, sys-
tems, and networks used by organizations for conveying the key objectives and 
goals elicited by management, for assisting the strategic process and ongoing man-
agement through analysis, planning, measurement, control, rewarding, and broadly 
managing performance, and for supporting and facilitating organizational learning 
and change. (p. 264) 

Broadbent and 
Laughlin 

2009 PMS are concerned with defining, controlling and managing both the achievement 
of outcomes or ends as well as the means used to achieve these results at a societal 
and organizational, rather than individual, level. (p. 283) 

Malmi and 
Brown 

2008 Those systems, rules, practices, values and other activities management put in place 
in order to direct employee behavior should be called management controls. If these 
are complete systems, as opposed to a simple rule […], then they should be called 
MCSs. (p. 290) 

Table II-3: Definitions of MCS 
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II.5.2 Functional Elements of Frameworks for MCS Research 

Five different frameworks for MCS research published between 1990 und 2009 have been 
presented in Section II.4. At first sight, these frameworks seem to be similar, not least because 
some build on each other. However, there are also notable differences that should be kept in 
mind when selecting a particular framework for empirical research, for further conceptual de-
velopments, or for evaluating an MCS in an organization. This section illuminates commonal-
ities and differences related to functional elements of frameworks for MCS research.5

Among conceptual MCS researchers, there appears to be a high consensus as to which ele-
ments are indispensable for an MCS framework. All frameworks for MCS research include 
planning, target setting, key performance measures, performance evaluation, reward and 
compensation systems as well as cybernetic controls. In this context, planning refers to a 
longer-term perspective, whereas target setting is associated with a short-term perspective 
which is typically not longer than a year. Cybernetic controls means that deviations from pre-
set standards are measured and that, if necessary, corrective actions are taken. Overall, these 
functional elements constitute the core of any MCS. 

  

A more mixed picture is found for all other functional elements, particularly to those related 
to top-management issues such as strategy, vision and mission, organization structure, key 
success factors, policies and procedures, and governance structure.  

Simons’ (1995) levers of control framework is focused on the use of different control systems 
rather than on control systems as such. Nevertheless, diagnostic control systems essentially 
entail the cybernetic control process described above. In addition, vision and mission state-
ments (beliefs systems), guidelines (boundary systems), and intelligence systems (interactive 
control systems) denote examples for functional elements. In fact, any control system that fits 
into one of the four levers of control represents a functional element.  

The performance management system by Otley (1999) is structured according to a cybernetic 
process and takes only functional elements into account. In contrast to the levers of control 
framework (Simons, 1995), strategy is regarded as a functional element. As the PMSs builds 
on Simons’ (1995) and Otley’s (1999) work, it shares substantial overlaps with both frame-
works. However, a difference consists in key success factors as a functional element. Otley 
(1999) indicates that key success factors are rather a contextual element. Likewise, Simons 
(1995) views such critical performance variables apart from the levers of control.  

Similar to the performance management framework (Otley, 1999), the MCS package consists 
entirely of functional elements or, as Malmi and Brown (2008) explain, of controls which can 

                                                 
5  As the PMS by Broadbent and Laughlin (2009) elaborates entirely on contextual elements, it is not included 

in this part of the analysis. 
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be designed and changed by managers. Distinct functional elements of the MCS package are 
governance structure and so-called hybrid measurement systems. The latter term has even 
been introduced by Malmi and Brown (2008) into the literature of management accounting 
and control. Another major difference between the MCS package and all other frameworks is 
the inclusion of cultural controls as a functional element. As in the levers of control frame-
work (Simons, 1995), policies and procedures belong the MCS package. Furthermore, some 
elements are explicitly excluded, such as strategy. While long-range planning has a more stra-
tegic focus than action planning, the organization’s strategy itself is not part of the frame-
work. Pure decision-support systems are also excluded due to their lack of a behavioral orien-
tation.  

In summary, there is a strong consensus about the functional elements which constitute the 
core of each framework for MCS research. Planning, target setting, key performance meas-
ures, performance evaluation, reward and compensation systems as well as cybernetic con-
trols constitute this core. Other functional elements have been conceptualized in different 
ways. Moreover, the levers of control framework by Simons (1995) takes a distinct approach 
towards the study of MCS, as it is less concerned with particular systems than with the way in 
which these systems are used. 

II.5.3 Contextual Elements of MCS Frameworks 

Frameworks for MCS research do not only consider different functional elements, but also a 
range of different contextual elements. For instance, the levers of control framework by Si-
mons (1995) includes business strategy as a contextual element, whereas other researchers 
view strategy as a functional element of MCS (Ferreira & Otley, 2009; Otley, 1999) or 
beyond MCS (Malmi & Brown, 2008). Characteristic to Simons’ (1995) framework are also 
core values, risks to be avoided, strategic uncertainties and critical performance variables as 
four strategy constructs, each of which is addressed by a lever of control. Furthermore, Si-
mons places an emphasis on the use of MCS by distinguishing between interactive and diag-
nostic control systems.  

The use of MCS is also addressed by Ferreira and Otley (2009). The PMS additionally con-
tains information flows, systems, and networks, the change of PMSs, as well as strength and 
coherence of links between the components of PMSs as more contextual elements. Culture 
and the contextual factors of the organization, i.e. the internal and external environment, are 
explicitly excluded from the framework. This contrasts with Malmi and Brown (2008) who 
view cultural controls as an integral part of the MCS package. In fact, cultural and administra-
tive control which many other researchers consider as contextual elements, represent func-
tional elements of the MCS package. According to Malmi and Brown (2008), all controls that 
managers can change, rather than those imposed on them, are management controls.  
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Otley (1999), in turn, does not include any particular contextual factor. However, he empha-
sizes that MCS have to be designed to fit to the organizational context. On the contrary, 
Broadbent and Laughlin (2009) focus exclusively on the contextual elements of the PMS de-
veloped by Ferreira and Otley (2009). The extension of the PMS considers the internal and 
external environment as well as a filter accounting for the role and uses of capital. Another 
extension addresses the underlying nature of MCS by elaborating on the context, on informa-
tion flows, systems, and networks as well as on the use of PMSs. This second extension refers 
to different models of rationality.  

In summary, a consistent set of contextual elements across all frameworks for MCS research 
could not be identified. Frameworks for MCS research display a wide array of contextual 
elements, ranging from none to cultural elements and to the underlying nature of an MCS. 

II.5.4 Theories Underlying Frameworks for MCS Research 

The field of MCS research is characterized by various theoretical and methodological ap-
proaches (Merchant & Otley, 2007; Merchant & Simons, 1986; Otley, et al., 1995). As in the 
field of strategic management, this allows researchers to study a range of theoretical as well as 
practical issues (Nag, et al., 2007). However, instead of discussing the theoretical foundations 
of empirical MCS research, this review is concerned with the theories underlying the frame-
works for MCS. A closer examination of the theoretical underpinnings allows gaining a dee-
per understanding of the authors’ ontological assumptions. 

Simons (1995) rejects what he calls a “command-and-control rhetoric” (p. 3) that, from his 
point of view, underlies traditional approaches to management control. Such a rhetoric im-
plies top-down strategy implementation, a focus on efficiency and plans, and taking corrective 
actions if deviations are found. In contrast, Simons advances an “action-theory of control” 
that allows strategies to emerge by, for instance, employee initiatives or by monitoring stra-
tegic uncertainties. This innovation-and-control approach is thus characterized by a bottom-up 
perspective on the process of strategy formulation which further means that MCS can re-
influence strategy. 

Otley’s (1999) framework has been inspired by contingency theory, which is among the most 
popular approaches for MCS research. Its central tenet is that the design of MCS must fit the 
respective organizational circumstances and particularly an organization’s strategy. Accor-
dingly, defining a universally applicable set of management controls is impossible and Otley 
(1999) emphasizes that control practices have to suit well to the context in which they are 
used. 

Even though Ferreira and Otley (2009) build on the two previous frameworks, they deny to 
use contingency theory and make no reference to an action-theory of control. Rather, the 
PMC is intended to provide a descriptive tool to collect data for further analysis. In contrast, 



Chapter II: A Review of Frameworks for Management Control Systems Research, 1990-2009 31 
 

 

the extension of the PMC framework by Broadbent and Laughlin (2009) draws on sociologi-
cal theory. In particular, the authors refer to the models of rationality by Max Weber and 
Jürgen Habermas. As a sole exception, Broadbent and Laughlin (2009) dedicate most of their 
article to their theoretical ideas. 

Finally, multiple theories shape the MCS package, as “many of the individual controls have 
significant research streams associated with them” (Malmi & Brown, 2008, p. 291). However, 
it remains unclear in which way(s) different theories had been integrated in each of the 
frameworks. Moreover, these conceptual ambiguities may impede their application in empiri-
cal research. 

In spite of these differences in their theoretical foundations, all frameworks share a commo-
nality which is their relation to the field of cybernetics. All frameworks include a procedural 
element, meaning that MCS imply a process of planning, measuring, and feedback informa-
tion flows. Such cybernetic principles are also prevalent in the earliest discussions of man-
agement control (Bedeian & Giglioni, 1974) as well as in Anthony’s (1965) framework. The 
cybernetic philosophy rests on the assumptions of a standard, against which the accomplish-
ment of objectives can be compared, the feasibility of measuring actual accomplishment, and 
use of variance information to intervene in the process as to take corrective actions (Hofstede, 
1978). In addition to this feedback function, controls in cybernetic models are also recognized 
to have a feed forward function, such as extrapolating figures before measures are taken 
(Merchant & Otley, 2007; Parker, 1986). 

II.5.5 Dissemination and Critique of Frameworks for MCS Research 

As a final category to contrast and compare conceptual MCS research, this section reviews 
how the different frameworks have been received by the academic community. However, due 
to the fact that the PMS by Broadbent and Laughlin (2009) and the MCS package by Malmi 
and Brown (2009) have only recently been published,6

The levers of control framework by Simons (1995) has attracted the most attention in the aca-
demic community, since it has been applied in numerous studies in management accounting 
research (e.g. Bruining, Bonnet, & Wright, 2004; Tuomela, 2005; Widener, 2007). In addi-
tion, the monograph was reviewed very favorably, as “it represents a clear framework for a 
common-sense understanding and use of controls in organizations” and “a different way of 
thinking about management control systems that is thoroughly grounded in behavioral prin-

 a critical analysis and examination as 
well as empirical applications are largely absent. Nevertheless, discussing the dissemination 
and critique of the frameworks indicates the features that other researchers consider to be im-
portant.  

                                                 
6  While the PMSs framework by Ferreira and Otley has also only been published in 2009, an earlier version 

has been available on SSRN since 2005 (Ferreira & Otley, 2005). 
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ciples” (Shelleman, 1995, p. 84). Another strength refers to the distinction between diagnostic 
and interactive control systems. This typology of uses has been regarded as particularly valu-
able (Bisbe, Batista-Foguet, & Chenhall, 2007; Henri, 2006). Finally, scholars in the field of 
MCS appreciated its emphasis on strategy and the way in which strategy impinges on MCS 
(Ferreira & Otley, 2009). Other reasons for its popularity could be that it represents the out-
come on sound empirical research published in highly-ranked accounting and management 
journals and that, due to its focus on strategy it seems also relevant to researchers outside the 
area of management accounting. Among its weaknesses are the omission of informal controls 
and its one-sided emphasis on the top-management level. Furthermore, some of the concepts, 
such as interactive controls, are considered to be ambiguously defined. The possibility that a 
control device may belong to more than one lever of control is also regarded as confusing 
(Collier, 2005; Ferreira & Otley, 2009). 

Otley’s (1999) framework has been employed by several authors for different purposes. For 
instance, Tuomela (2005) employed this MCS framework to organize case-based research 
findings on the introduction and use of a new performance measurement system. Another ex-
ample is the review by Stringer (2007) who evaluated 120 field studies published in Account-
ing, Organizations and Society and in Management Accounting Research and used Otley’s 
(1999) framework to classify the studies. Otley (1999) himself perceives his framework to be 
useful in assessing and enhancing control techniques as well as in developing research ques-
tions and identifying topics for further studies. The strengths and weaknesses of this frame-
work are reviewed by Ferreira and Otley (2009). The breadth, the complementarity with other 
frameworks, the straightforward application and usefulness of structuring and dealing with 
data are considered as strengths of Otley’s (1999) framework. In contrast, drawbacks of the 
framework include the apparent omission of the organization’s vision and mission, the focus 
on diagnostic control systems whose purpose is to monitor organizational outcomes and cor-
rect deviations, the neglect of information use, a static view on MCS, and the lack of explicit 
linkages between different elements of the MCS.  

To my knowledge, the PMSs framework has not yet been adopted by any published empirical 
research paper.7

                                                 
7  An exception seems to be the work of Tuomela (2005) who uses Simon’s levers of control framework to 

analyze his case while drawing on Otley’s (1999) classification to present his findings. No reference is 
made to the PMC framework since Tuomela (2005) uses the two concepts separately, such that Simons 
(1995) is applied to the analysis of an organization’s MCS while Otley (1999) is used to structure the em-
pirical findings. 

 Collier (2005) consideres its use in his study about entrepreneurial control. 
The author appreciates that the framework stresses the relevance of both the use and the de-
sign of MCS. However, Collier argues that the PMSs framework is less applicable to lower 
hierarchical levels. Besides, he criticizes that it emphasizes diagnostic and interactive systems 
and, thus, neglects beliefs and boundary systems. Another objection relates to the disregard of 
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environmental and cultural aspects (Collier, 2005). Malmi and Granlund (2009), who discuss 
the role of theory in management accounting, have also criticized that the interconnections be-
tween the twelve questions remain largely unclear. The critique of the PMSs framework is 
recognized in a recent publication by Berry et al. (2009). The authors argue that the weak-
nesses of the PMSs framework can be overcome by conducting in-depth and longitudinal 
field studies. In contrast, Ferreira and Otley (2009) themselves hold the opinion that their 
framework considers all levers of control and is applicable to all hierarchical levels.  

Broadbent and Laughlin (2009) note on several occasion throughout their paper that their in-
tention is to provide a ‘middle range’ conceptualization. The empirical application is thus in-
dispensable for evaluating its usefulness. However, as far as I know, the performance man-
agement system has not yet been applied in an empirical study. Similarly, the MCS package 
by Malmi and Brown (2008) has only recently been published, so that an empirical utilization 
of the approach has not yet been undertaken. Malmi and Brown (2008) themselves perceive 
their approach be useful in developing a better theory of the impact of management account-
ing innovations and how to design MCS packages. 

II.6 Conclusion 

This paper was motivated by the heterogeneity and the new dynamic in the field of conceptual 
MCS research, manifested in a variety of new frameworks that have been developed over the 
past years. Although these new frameworks try to consolidate existing research, the field is 
still fragmented (Berry, et al., 2009). To shed some light on the current state of MCS research, 
frameworks published in international scientific journals and books from 1990 to 2009 have 
been discussed in this review. In doing so, a traditional narrative methodology has been com-
bined with principles of a systematic review (Tranfield, et al., 2003). To this end, the frame-
works for MCS research developed by Simons (1995), Otley (1999), Ferreira and Otley 
(2009), Broadbent and Laughlin (2009), and Malmi and Brown (2008) have been included in 
the review. 

Before these frameworks have been presented and compared in detail, attention was drawn to 
the beginnings of conceptual MCS research. Anthony (1965) provided the starting point of 
this stream by differentiating between strategic planning, management control, and operation-
al control. However, increasing criticism led many researchers to developing their own 
frameworks.  

The analysis of definitions provided by conceptual MCS researchers revealed that MCS are 
essentially regarded as (1) mechanisms (processes, systems, routines), (2) used by managers 
to (3) achieve the objectives of (4) an organization. Subsequently, functional and contextual 
elements of frameworks for MCS research were contrasted and compared. A high consensus 
had been identified as to which elements are indispensable for an MCS framework. All 
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frameworks for MCS research include planning, target setting, key performance measures, 
performance evaluation, reward and compensation systems as well as cybernetic controls as 
functional elements. Yet, apart from these core elements, other functional elements as well as 
contextual elements differ considerably. For instance, strategy may be included as a function-
al element (Ferreira & Otley, 2009), as a contextual element (Simons, 1995), or strategy may 
not be included at all (Otley, 1999).  

Further differences can be found in the diverse theoretical foundations, ranging from contin-
gency theory (Otley, 1999) over sociological theories (Broadbent & Laughlin, 2009) to mul-
tiple theories (Malmi & Brown, 2008). Whereas Simons (1995) bases the levers of control 
framework on his action-oriented theory of control, Ferreira and Otley (2009) regard the 
PMSs framework as a-theoretical. The frameworks have also been developed for different 
purposes. The levers of control framework (Simons, 1995) focuses on the use of MCS, whe-
reas the performance management framework (Otley, 1999) and the MCS package (Malmi & 
Brown, 2008) both address the design of MCS. The PMSs (Ferreira & Otley, 2009) is consi-
dered to be applicable to the study of the use and change of MCS and the extended PMS 
(Broadbent & Laughlin, 2009) is concerned with the underlying nature of an MCS and with 
different modes of rationality. Finally, some frameworks have attracted more attention in the 
literature (Otley, 1999; Simons, 1995) than others (Broadbent & Laughlin, 2009; Malmi & 
Brown, 2008).  

Overall, frameworks for MCS tend to become more holistic in nature (Ferreira & Otley, 2009; 
Malmi & Brown, 2008). Such “broader conceptualizations of control can encompass almost 
everything managers do to acquire, deploy, and manage resources in pursuit of the organiza-
tion’s objectives” (Merchant & Otley, 2007, p. 785) and are indicative of the dilemma faced 
by the field of MCS research. On the one hand, frameworks for MCS research become broad-
er to provide a basis for integrating different results and viewpoints of different researchers. 
The broader the frameworks for MCS research, the more they present a synthesis of prior re-
search. On the other hand, MCS research already shares considerable overlaps with other 
fields of study which involves the risk of losing the field’s distinctiveness. As Nag et al. 
(2007, p. 945) noted in the case of strategic management, “sharing terrain with more estab-
lished, high-stature fields can be a source of intellectual enrichment and legitimacy for stra-
tegic management, or it could lead to its co-optation and, ultimately, its disappearance”. Thus, 
MCS research may completely merge into related areas of study.  

However, as scholars in the field of strategic management, conceptual MCS researchers agree 
on the meaning of the field and on core functional elements of an MCS. Following Nag et al. 
(2007), I suggest that what has been regarded as a dilemma, may, in fact, be considered as a 
strength of MCS research. The field benefits from the duality of a fundamental consensus 
about its core and a diversity of research orientations. Researchers with different interests 
from different disciplines are attracted by the field’s pluralism which allows studying issues 
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of management control from different theoretical and methodological approaches while at the 
same time sharing an understanding of the field’s core. Thus, rather than deploring the frag-
mented status of MCS research, scholars may appreciate that the success of the field rests on 
its inherent pluralistic character combined with a common identity. 
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III Institutional Entrepreneurship Revisited: 
The Case of Private Equity Firms in German-Speaking Countries 

The previous chapter has concluded that, in essence, MCS are a process consisting of plan-
ning, performance measurement, and the use of feedback information to take corrective ac-
tions, in case that actual performance deviates from pre-set standards. As such, the concept of 
MCS is useful to study the design, use and operation of organizational mechanisms. However, 
the notion of systems or packages disregards the behavioral routines and the beliefs and 
norms associated with management control. In other words, what organizational members ac-
tually do and what their actions imply is not captured by the concept of MCS. Therefore, this 
chapter draws attention to management control practices and to the actors initiating and im-
plementing the change of such practices.  

Actors who introduce new or modify existing management control practices and who, thus, 
bring about institutional change engage in institutional entrepreneurship. Recently, a model 
for the study of the process of institutional entrepreneurship has been proposed by Battilana et 
al. (2009). The purpose of my study is to apply this model to the case of private equity firms 
in German-speaking countries. Private equity firms provide a salient example for the study of 
institutional entrepreneurship, as their success often rests on the introduction of new or the 
modification of incumbent management control practices. 

A field study has been conducted to explore the process of institutional entrepreneurship in 
the case of private equity firms. Even though none of the frameworks for MCS research is 
used in this chapter, the prior review helped to capture the breadth of management control 
practices during data collection.  
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III.1 Introduction 

As a stream of institutional theory, new institutional sociology (NIS) has informed a number 
of recent studies in the field of management accounting (e.g. Cruz, et al., 2009; Dambrin, 
Lambert, & Sponem, 2007; Tsamenyi, Cullen, & González, 2006). Focusing on the topics of 
management accounting change (Scapens, 2006) and institutional aspects of performance 
measurement and management (Modell, 2009b), research predominantly describes the impact 
of institutions on the beliefs and behaviors of actors. This topic is covered by the term institu-
tional control. In contrast, institutional agency refers to the work of actors to create, trans-
form, maintain, and disrupt institutions, and is manifested in the concept of institutional en-
trepreneurship (Lawrence, 2008). However, management accounting research has to date paid 
little attention to the actors involved in introducing and modifying management control prac-
tices, thus neglecting how institutional change is initiated (Dillard, et al., 2004).  

The purpose of this study is to demonstrate that management accounting research can both 
benefit from and contribute to the concept of institutional entrepreneurship. In particular, two 
distinct issues are addressed. First, this study illustrates the concept of institutional entrepre-
neurship by taking the example of private equity firms. Institutional entrepreneurship refers to 
“the activities of actors who have an interest in particular institutional arrangements and who 
leverage resources to create new institutions or to transform existing ones” (Maguire, Hardy, 
& Lawrence, 2004, p. 657). Private equity firms represent salient examples for such actors, as 
their success frequently rests on abandoning existing and institutionalizing new management 
control practices. Conceptualizing private equity firms as institutional entrepreneurs enhances 
our understanding of how these actors proceed in the implementation and modification of 
management control practices.  

The second issue is to further develop the model of the process of institutional entrepreneur-
ship (Battilana, et al., 2009) by applying it to the case of private equity firms. Based on a lite-
rature review, the model captures different phases from the emergence of institutional entre-
preneurship to the implementation of divergent change. According to Battilana et al. (2009), 
the model allows investigating divergent change both within the boundaries of an organiza-
tion as well as within the broader institutional context. However, the authors predominantly 
draw on macro-level changes. Thus, applying the model to organizational-level changes, such 
as in the case of private equity firms, generates new theoretical insights. 

Another limitation of the model of the process of institutional entrepreneurship is the issue of 
power. On the one hand, power is central to explaining how institutional entrepreneurs are 
able to initiate institutional change by promoting practices deviating from incumbent norms 
and rules. On the other hand, power plays a pivotal role in implementing divergent change, as 
it is necessary to mobilize resources for change. Yet, the relationship between institutional en-
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trepreneurship, power, and practices, is underresearched (Greenwood, Oliver, Sahlin, & 
Suddaby, 2008). Indeed, Battilana et al. (2009) do not account for the issue of power. Conse-
quently, different forms of power are examined in the process of institutionalizing new or 
modified management control practices in private equity buyouts. To this end, two different 
forms of power are distinguished. Whereas episodic power describes discrete, strategic acts of 
influence, systemic power is embedded in routines and habitual organizational practices. In 
this regard, episodic power underpins institutional agency, while systemic power is associated 
with institutional control (Lawrence, 2008). 

In order to explore the process of institutional entrepreneurship and to illuminate the dynam-
ics of different modes of power, a field study of private equity firms has been conducted. The 
field study involves 14 semi-structured interviews with managers of private equity firms in 
German-speaking countries. The German context is thereby of particular interest, since pri-
vate equity firms have been severely criticized for their approach (German Council of 
Economic Experts, 2005). Their institutionalization project often contrasts sharply with in-
cumbent practices and the prevailing stakeholder orientation in most small and medium-sized 
German companies. Thus, changes initiated by private equity firms frequently break with the 
existing institutional logic.   

This study aims to make four contributions to the literature. First, it extends Battilana et al.’s 
(2009) model by including organizational characteristics as an enabling condition for institu-
tional entrepreneurship. Organizational characteristics seem to be vital for institutional change 
within the boundaries of an organization. Second, empirical evidence indicates that the way in 
which field and organizational-level characteristics serve as enabling conditions of institu-
tional entrepreneurship depends on the level on which institutional changes are initiated. 
Thus, a more differentiated view on institutional entrepreneurs and on the process of institu-
tional entrepreneurship is needed than the approach proposed by Battilana et al. (2009). As a 
third contribution, the issue of power is taken into account, as it is necessary to mobilize and 
to sustain change. Consequently, it provides further insights into the implementation of diver-
gent change and is indispensable for future studies on institutional entrepreneurship. Finally, 
this study shows how management accounting research benefits from and contributes to the 
concept of institutional entrepreneurship. This concept offers a new theoretical perspective 
which enhances our understanding of how new organizational constituencies following own-
ership changes shape management control practices (Granlund, 2003; C. S. Jones, 1985, 
1992; Roberts, 1990; Yazdifar, Zaman, Tsamenyi, & Askarany, 2008). Such micro-level stu-
dies, in turn, help validating approaches to institutional analysis like the model of the process 
of institutional entrepreneurship. 

The remainder of this paper is organized as follows: Section III.2 describes the theory and 
background of this study. The concept of institutional entrepreneurship is presented in greater 
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depth as well as the characteristics of private equity firms. Section III.3 gives a detailed ac-
count of the research design and of the institutional context of private equity firms in German-
speaking countries. The process of institutional entrepreneurship as well as different forms of 
power in the case of private equity firms are explored in Section III.4. Section III.5 concludes 
this study. 

III.2 Theory and Background 

III.2.1 Institutional Entrepreneurship 

The concept of institutional entrepreneurship has been introduced by DiMaggio (1988, p. 14, 
emphasis in the original) who noted that “new institutions arise when organized actors with 
sufficient resources (institutional entrepreneurs) see in them an opportunity to realize inter-
ests that they value highly”. In doing so, DiMaggio (1988) re-integrated notions of agency in-
to institutional analysis and opened up an avenue for explaining fundamental change within 
institutional theory. Prior research, in contrast, had depicted organizations as acquiescence to 
institutional pressures. Moreover, a related development facilitated the spread of the concept 
of institutional entrepreneurship. In the early 1990s, scholars began to understand institutional 
contexts as not only complex and fragmented, but also as frequently subject to competing in-
stitutional demands (Greenwood, et al., 2008). Accordingly, institutional entrepreneurs occu-
pying different social locations are able to perceive these institutional contradictions and to 
recognize opportunities for change (Thornton & Ocasio, 2008).  

Regarding the question as to who qualifies as an institutional entrepreneur, Battilana et al. 
(2009) define two conditions which individual or groups of actors have to fulfill. First, they 
need to initiate divergent changes, i.e. to break with the institutional logic in a particular insti-
tutional context. Non-divergent changes, in contrast, are aligned with existing institutions in a 
field. Second, institutional entrepreneurs have to participate actively in the implementation of 
institutional changes, i.e. to mobilize resources. In deciding whether or not an actor represents 
an institutional entrepreneur, the actor’s intentionality does not play a role. Neither is the suc-
cess of the change project a criterion for institutional entrepreneurship. In fact, relative fail-
ures in institutional entrepreneurship are likely to happen quite frequently, although the litera-
ture rarely reports on them. 

Institutional change is particularly challenging when it comes to institutionalized practices. 
Institutionalized practices are defined as “patterned social interactions that are implicitly re-
produced in behavioral routines (tacit knowledge) and cognitively sustained by implicit be-
liefs and norms (taken-for-granted beliefs and norms)” (Boxenbaum, 2006, p. 3). Institutiona-
lized measurement practices, in particular, are never objective and symbolize common mean-
ings of those actors who have defined and accepted them (Déjean, Gond, & Leca, 2004). Fur-
thermore, institutionalized practices are associated with a set of rewards and sanctions and 
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“owe their survival to relatively self-activating social processes” (Jepperson, 1991, p. 145). 
Consequently, institutionalized practices are often subject to inertia and change is likely to 
encounter considerable resistance (Berger & Luckmann, 1967; Greenwood & Hinings, 1988). 
Imposing institutional change is only possible in rare instances when actors possess sufficient 
resources (Battilana & Leca, 2005; Dorado, 2005). An example for such a rare case are corpo-
rations who do this “routinely […] when structural changes are imposed on companies that 
have been acquired” (Scott, 1987, p. 501). However, the extent to which this applies to other 
types of institutional entrepreneurs has not yet been addressed.  

Corresponding to the concept of institutionalization, which refers to both a process and an 
outcome (Zucker, 1977), the concept of institutional entrepreneurship can also be conceived 
as a process (Maguire, et al., 2004). Following Battilana et al. (2009), the model of the 
process of institutional entrepreneurship starts with enabling conditions for institutional entre-
preneurship (see Figure III-1). These conditions include field characteristics, such as jolts and 
crises as well as the degree of heterogeneity and institutionalization, and actors’ social posi-
tion, such as formal and socially constructed positions. Divergent change implementation then 
involves creating a vision and mobilizing allies behind that vision. Framing is essential to 
achieve the former, whereas the latter refers to the use of discourse and to the mobilization of 
resources. Framing can further be distinguished into diagnostic framing, prognostic framing, 
and motivational framing. Finally, the levels of institutionalization and fragmentation, that 
represent field characteristics, have the potential to influence the process of institutionaliza-
tion. Thus, field characteristics do not only represent enabling conditions for institutional en-
trepreneurship, but also influence the process of implementing divergent change (Battilana, et 
al., 2009). 
 

Figure III-1: Model of the process of institutional entrepreneurship (taken from Battilana, et al., 2009, 
p. 87) 

A final aspect of institutional entrepreneurship refers to the issue of power in the process of 
institutional change. Power is thereby regarded as a dynamic, relational phenomenon, rather 
than a commodity or something actors can ‘possess’ (Clegg, 1989). The exercise of power is 
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connected to subject positions occupied by actors, for instance in the board of directors 
(Hardy & Maguire, 2008). Moreover, as “power is expressed in and through disciplinary prac-
tices and in and through struggles against or in resistance to such practices” (Clegg, 1989, 
p. 109), the study of practices is also central to understanding power. Based on this concep-
tion of power, two different modes of power can be distinguished. Episodic power implies 
discrete, strategic acts of mobilization initiated by institutional entrepreneurs trying to make 
actors conform to their interests. In contrast, systemic power refers to routines and habitual 
organizational practices, such as management control practices. Thus, systemic power is less 
visible than episodic forms of power (Lawrence, 2008; Lawrence, Winn, & Jennings, 2001). 

The way in which episodic and systemic forms of power unfold in the relationship between 
institutions and agency is described by Lawrence (2008, p. 172) as follows: 

As much as institutions are connected to [systemic forms of] power through their im-
pact on the beliefs and behaviors of actors, they are also connected to [episodic forms 
of] power through the strategies of actors that are intended to transform institutional 
arrangements through political means. 

Thus, these forms of power allow explaining how institutional entrepreneurs are able to in-
itiate institutional change by promoting practices deviating from incumbent norms and rules, 
as well as revealing how institutionalized practices affect actors in an organization (Hardy & 
Maguire, 2008; Lawrence, 2008). Figure III-2 visualizes this relationship and also illustrates 
different roles of power. As the first role of power, institutional control refers to the effect of 
institutions on the beliefs and behaviors of actors and is connected to systemic power. In this 
role, power operates rather unobtrusively through rules and norms. Research in management 
accounting has focused on this role under the topics of management accounting change 
(Scapens, 2006) and institutional aspects of performance measurement and management 
(Modell, 2009b). The second role of power concerns institutional agency and encompasses 
the work of individual and collective actors who engage in institutional entrepreneurship. It is 
associated with episodic power. Finally, institutional resistance as the role of power signifies 
the boundaries set by actors on institutional control and institutional agency. So far, manage-
ment accounting research has paid little attention to both institutional agency and institutional 
resistance. The focus of this study is on institutional agency and different forms of power. 
Light is shed on the approach adopted by private equity firms to institutionalize management 
control practices by taking a dynamic view on institutional entrepreneurship (Battilana, et al., 
2009). In addition, the issue of power in the process of institutionalizing management control 
practices in private equity buyouts is examined. This issue has been largely neglected in insti-
tutional literature (Lawrence, 2008) as well as in management accounting research (e.g. Burns 
& Baldvinsdottir, 2005; Dillard, et al., 2004). 
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Figure III-2: The interplay of institutional control, agency and resistance (taken from Lawrence, 2008, 
p. 173) 

III.2.2 Private Equity Firms 

Private equity firms have once been enthusiastically described as the “new generation of ac-
tive investors [arisen] to recapture the lost value” (Jensen, 1989, p. 66). At the time of this 
statement, increases in leveraged buyouts (LBOs) and restructurings, followed by considera-
ble performance improvements, had been observed in the U.S.A. and the U.K. Several large-
scale studies found evidence for the predominant positive economic effects of these activities 
in the 1980s (e.g. Kaplan, 1989; Lichtenberg & Siegel, 1990; Smith, 1990). These were attri-
buted to utilizing most recent insights into finance theory. Private equity firms were less in-
terested in accounting-based performance metrics and more in maximizing shareholder value 
by applying discounted cash-flow principles (Jensen, 1989).8

A distinctive characteristic of private equity firms refers to the governance structure they en-
force in their portfolio companies. In order to maximize shareholder value, private equity 
firms are actively involved in monitoring and “managing the managers” (Cuny & Talmor, 
2007, p. 630). Practices include remuneration dependent on the generation of free cash flow, 
and equity ownership by managers of the portfolio companies. As active investors, private 

 While deal activity slowed 
down in the 1990s (Wright, Robbie, Chiplin, & Albrighton, 2000), LBOs resurged both in 
Anglo-American countries and internationally since the year 2000 (Cumming, Siegel, & 
Wright, 2007). However, these buyouts focused more on exploiting entrepreneurial oppor-
tunities (Wright, Hoskisson, Busenitz, & Dial, 2000) and were accompanied by an increased 
questioning of their benefits (Wright, et al., 2009).  

                                                 
8  In 1986, the seminal work “Creating Shareholder Value” by Alfred Rappaport had been published. 
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equity firms further provide debt or equity capital, hold positions as non-executive directors, 
counsel and monitor management, and actively participate in strategic issues (Jensen, 1989). 
In performing the latter, private equity firms may provide resources and capabilities comple-
mentary to those of the management team (Wright, et al., 2009). All activities are shaped by a 
shareholder value philosophy, meaning that reducing the waste of free cash flow is of utmost 
importance for private equity firms (Jensen, 1989).  

Private equity firms further entail a specific model of general management. Under the legal 
form of a partnership, funds for buyouts are provided. These funds stem from institutional in-
vestors and are used to buy equity as well as to provide debt financing. Banks are also in-
volved in the latter. By holding large equity stakes, company managers usually represent 
another element of the new ownership structure (Jensen, 1989). From the beginning, the fund 
typically has a definite exit strategy. Within three to five years after the buyout, on average, 
the return has to be maximized. While the exit value will be the main source of returns, fees 
and dividends will also play a role during the investment period (Wright, et al., 2009). 

In the field of management accounting and control, private equity firms have attracted compa-
ratively little interest.9

                                                 
9  In contrast, much attention has been drawn to the introduction of management accounting and control sys-

tems in venture-capital backed start-ups (e.g. Davila, 2005; Davila & Foster, 2005, 2007; Davila, Foster, & 
Li, 2009; Sandino, 2007). These studies suggest that the presence of venture capital is positively associated 
with the rate of adopting MCS. However, little is known about how venture capitalists may push the rate of 
adoption. 

 An early exception is provided by Jones (1992), who studied 17 MBOs 
in which owner-managers were contractually bounded to “financial backers”. These backers 
constrained the modification of accounting systems, as owner-managers were obliged to com-
pile certain regular performance reports, business plans and budgets. Although Otley (1999) 
highlighted the practical relevance of situations such as buyouts in which elements of strate-
gy, management control, and operations may become part of a single manager’s responsibili-
ty, research is still sparse. Among the few more recent studies is the comparison of two dif-
ferent MBOs by Bruining et al. (2004). Using Simons’ (1995) levers of control framework, 
effects on management control systems and strategy are examined. Evidence suggests that 
performance enhancements emanate from financial investors’ focus on cash flow in manage-
ment reports, emphasizing operational improvements and achieving targets. Through regular 
interactions with management, a learning process was initiated that sensitized management to 
financial impacts of their decisions. Another example is Silvola (2008a, 2008b), who takes a 
life-cycle perspective on management accounting and control systems in organizations funded 
by equity capital investors. An explorative case study shows that overseeing and monitoring 
management works through both modified management accounting and control systems as 
well as external investors as non-executive board members. While advice on strategic issues 
was appreciated, external investors also required more detailed information in the revival 
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stage than the management felt it would actually need (Silvola, 2008a). Results from a survey 
questionnaire further indicate that growth and revival firms funded by equity capital investors 
put a stronger emphasis on shareholder value (Silvola, 2008b). 

However, none of the aforementioned studies provides a detailed account of how private equi-
ty firms proceed in institutionalizing new or modified management control practices, although 
they all indicate that these practices change substantially. Furthermore, none of the studies 
explores the issue of power in the relationship between private equity firms and their portfolio 
companies, even though prior research suggests that power is pivotal to understanding 
changes in management control practices following a private equity buyout. Both research 
gaps are addressed by my study. 

III.3 Methods 

III.3.1 Research Context 

A study on institutional entrepreneurship needs to account for the wider social context in 
which institutional change is promoted because organizations are embedded in organizational 
fields which are in turn shaped by the economic and political level (Dillard, et al., 2004). In 
this regard, German-speaking countries provide salient attributes, making the study of private 
equity firms particularly interesting. Throughout Europe, private equity firms have come un-
der criticism in recent years. For instance, European parliamentarians accused private equity 
firms of myopia, i.e. focusing short-term value gains through asset stripping at the expense of 
long-term interest, such as employment and investment capabilities (PSE Group of the 
European Parliament, 2007).  

However, the critique has been particularly strong in Germany after a politician accused pri-
vate equity firms of being corporate raiders in 2005 (SPD, 2005). By referring to private equi-
ty firms as locusts, a picture of a swarm of insects plaguing German firms, selling them out at 
the expense of jobs, and hopping onto the next firm once they are done, was evoked. This me-
taphor was based on the case of a German fittings manufacturer. Formerly a family business, 
this fittings manufacturer had been owned by private equity firms since 1998. In 2005, a re-
structuring program was announced involving job losses, a relocation of production into low-
wage countries, and a high debt ratio. As an immediate consequence, interest and net income 
dropped, unleashing a storm of indignation.  

Indeed, the approach adopted by private equity firms contrasts sharply with the traditional 
model of corporate governance in Germany that aims at balancing the interests of different 
stakeholders (e.g. Vitols, 2001). Although the use of the locusts metaphor has soon been criti-
cized (German Council of Economic Experts, 2005), it became popular in the media and led 
to a widespread skepticism towards private equity firms. In contrast, a bill passed in 2008 re-
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quiring investors of quoted companies to disclose their objectives and the source of funds at-
tracted little attention. Even the fact that the fittings manufacturer, which provided the impe-
tus for this controversy, was a few years later regarded as paradigm example of a successful 
private equity buyout has gone largely unnoticed. Accordingly, private equity buyouts are 
prone to cause substantial disturbance in organizations. This seems to be particularly true for 
German Mittelstand corporations. As the example of the fittings manufacturer indicated, in-
cumbent practices in these corporations can be expected to deviate considerably from share-
holder value-oriented practices promoted by private equity firms. A stakeholder orientation is 
still prevailing in Germany, aiming at balancing the interests of multiple stakeholders (Fiss & 
Zajac, 2004).  

Against this background, several projects of the Institute of Management Accounting and 
Control (IMC) of WHU – Otto Beisheim School of Management dealt with issues related to 
the influence of private equity and venture-capital firms on management control systems and 
practices in their portfolio companies. These projects were carried out from 2007 to 2009 in 
Germany and were designed as cross-sectional field studies. Interviews with private equity 
managers and representatives of portfolio companies represented the main data sources. Con-
tacts to private equity firms originated from WHU faculty members and the WHU alumni as-
sociation in praxi e.V. Due to the dense network of professionals and due to extensive field-
work (see for instance Weber, Bender, Eitelwein, & Nevries, 2009), a profound understanding 
of the German private equity industry could be developed. 

This study is part of the series of field studies on private equity firms at the IMC. By review-
ing prior studies, the interest to research private equity firms from the perspective of institu-
tional theory arose. It was felt that a deeper understanding of how management control prac-
tices change in a private equity context was needed. The resulting study draws on data that the 
author herself has collected as well as on data from similar field studies in 200810

III.3.2 Research Design 

. The fol-
lowing section explains the research design in detail. 

A field study has been considered most appropriate to answer the proposed research questions 
concerning the impact of private equity firms on management control. Compared to other me-
thods, a field study involves a less structured data collection than surveys, and a less intensive 
data collection than in-depth case studies. Among the advantages of field studies is the possi-

                                                 
10  Two field studies have been carried out in 2008. The first research project involved interviews with 17 pri-

vate equity managers and five managers of corresponding portfolio companies (Fuchs & Twellmeyer, 
2008). The second study resulted in eleven interviews with private equity managers and three managers of 
corresponding portfolio companies (Gamba & Gebert, 2008). All cases referred to buyouts. 
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bility to engage in open-ended interactions with individuals in the field to obtain broad, con-
textual explanations (Yin, 2003).  

From February to July 2009, I conducted seven interviews, enlarging the data base to 35 in-
terviews with managers of 26 different private equity firms. In order to obtain a comprehen-
sive picture of the private equity industry, my field study further involved observations. These 
observations included a private equity conference that took place at WHU in spring 2009 as 
well as a guest lecture held by the managing director of a private equity firm. I discussed my 
impressions with an assistant professor giving a lecture on private equity and regularly visited 
the websites of the German (Bundesverband Deutscher Kapitalbeteiligungsgesellschaften, 
BVK) as well as the European Private Equity and Venture Capital Association (EVCA). In 
addition, publicly available documents such as industry standards and information on partici-
pating private equity firms were collected. However, in order to conceptualize private equity 
firms as institutional entrepreneurs, two issues had to be addressed. 

The first issue refers to the type of private equity firms that are included in the sample. For 
both theoretical and practical reasons, I decided to focus on private equity firms specializing 
in buyouts of small and medium-sized enterprises (SMEs). One the one hand, the term 
buyouts implies that private equity firms have controlling interests in corporations and are 
able to exert influence on the businesses. On the other hand, buyouts of SMEs are characteris-
tic deals for the buyout market in German-speaking countries, according to the BVK. Fur-
thermore, only those private equity firms have been selected that engage in operational im-
provements, as opposed to those firms that restrict their activities to the provision of equity 
capital. Thus, changes related to management control are supposed to happen after the trans-
action. Applying these criteria reduced the interview data base from 35 to 15 and the number 
of private equity firms from 26 to eleven. 

The second issue concerns which private equity firms classify as institutional entrepreneurs. 
In this regard, the literature on institutional entrepreneurship provides a number of criteria. 
According to DiMaggio’s (1988) definition, institutional entrepreneurs are characterized by 
sufficient resources and by taking opportunities to realize interests that they value highly. In 
addition, Battilana et al. (2009) defined the initiation of divergent change and active participa-
tion in the implementation of institutional changes as two conditions for institutional entre-
preneurship. Table III-1 illustrated how these four criteria have been interpreted in the context 
of this study. Their meaning in the case of private equity firms reflects insights gained from 
theory as well as from interviews. As a result of applying these criteria, another interview has 
been excluded from the analysis. In total, eight interviews of prior studies and six interviews 
of my study became part of the final sample. 

Table III-2 gives an overview of the ten private equity firms that participated in this study. 
Seven are headquartered in Germany, and one each in the U.K., the Netherlands, and Austria. 
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Eight focus exclusively on Germany or German-speaking countries and two on Europe. Four 
of ten private equity firms concentrate on particular sectors, such as mechanical engineering 
or services. The team size ranges from two to nine team members. The interviews are listed in 
Table III-3.11

 

 Overall, 14 interviews with 11 private equity managers were conducted. Two 
managers belonged to the same private equity firm (PE 04) and three managers were inter-
viewed twice (PE 01, PE 03, and PE 07). Another peculiarity is interview no. 11, as it has 
been conducted with two managers, one of which had already been interviewed in 2008. As 
the interviewees’ positions indicate, all participants were on a senior management level and 
involved in strategic matters of the private equity firm. Interviews took place between May 
2008 and July 2009. Interview no. 12 was performed on the phone. Interviews no. 2, 5, 7, 11, 
13, and 14 were conducted by the author of this study. Interview no. 9 was performed by 
Fuchs and Twellmeyer (2008) and interviews no. 1, 3, 4, 6, 8,10, and 12 were part of the 
study by Gamba and Gebert (2008). 

Criteria for institutional entrepreneurship Meaning in the case of private equity firms 
Sufficient resources  
(DiMaggio, 1988) 

Financial resources, i.e. capital provided by investors and/or 
by managers of private equity firms themselves 
Human capital, i.e. the competence and skills of managers 
and employees of private equity firms 

 Intangible resources, i.e. the network in which a private eq-
uity firm is embedded 

Pursuit of self-interest  
(DiMaggio, 1988) 

Maximizing shareholder value in the investment period 
“Inspiring” organizational actors with the private equity 
mindset 

Initiation of divergent change  
(Battilana et al., 2009) 

Introduction and/or modification of management control 
practices, such as monthly reporting schemes, budgeting, 
and incentive practices 

Active participation in the implementation of 
institutional change  
(Battilana et al., 2009) 

Active board membership 
Close collaboration with management of portfolio compa-
nies 

 Use of network to tackle specific problems 

Table III-1: Characteristics of private equity firms trying to engage in institutional entrepreneurship 

On average, interviews lasted one hour. The first five to ten minutes were not tape-recorded 
but used to explain the purpose of the study and the confidentiality agreement. The majority 
of interviews has been conducted in the case firms’ meeting rooms. Interview questions ad-
dressed the private equity firm’s approach right after the target firm has been acquired, the 
demands interviewees make on management control practices in their portfolio companies 
and how they enforce these demands, and the interaction between the private equity firm and 
its portfolio companies. Towards the end of each interview, interviewees were encouraged to 

                                                 
11  See also Appendix A. 
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recount other experiences or issues that they considered relevant for this study, but that had 
not been brought up before.12

 

  

PE firm  
no. 

Headquar-
ter Geographic focus Sector focus Investment 

phase 

Size of 
German 
team  

Distinguishing 
features 

PE 01 Germany German-speaking 
countries 

Mechanical 
engineering 

Restructuring, 
turnaround 

2 Equity stems from 
the sale of part-
ners’ family firm 

PE 02 Germany Germany Mechanical 
engineering 

Turnaround 4 Focus on dis-
tressed invest-
ments, interdis-
ciplinary team 

PE 03 U.K. Europe Various, e.g. 
mechanical 
engineering, 
healthcare 

Restructuring, 
turnaround 

6 PE firm is owned 
by its profession-
als, involvement 
of operating part-
ners 

PE 04 Germany German-speaking 
countries 

None  Restructuring, 
turnaround, 
company suc-
cession 

9 Focus on special 
situations, entre-
preneurial back-
ground 

PE 05 Germany German-speaking 
countries 

None  Restructuring, 
company suc-
cession 

4 Close collabora-
tion with selected 
consulting firms 

PE 06 Nether-
lands 

Europe Services Growth, com-
pany succes-
sion 

7 Focus on growth 
and internationa-
lization strategies 

PE 07 Germany German-speaking 
countries 

None  Restructuring, 
turnaround, 
company suc-
cession 

3 Collaboration 
with U.S.-based 
family office 

PE 08 Germany German-speaking 
countries 

None  Restructuring, 
turnaround, 
company suc-
cession 

4 Limited use of 
debt financing 

PE 09 Germany Europe None  Restructuring, 
turnaround 

2 Collaboration 
with restructuring 
teams 

PE 10 Austria German-speaking 
countries 

None  Turnaround 2 Associated with 
consulting firm 
providing interim 
managers 

Table III-2: Overview of participating PE firms specialized in SMEs 

As it has been mentioned above, data from other sources was collected as well. Private equity 
firms’ Web sites have been monitored regularly and information from the business press as 
well as documents provided by private equity firms have been considered in the analysis. 
These comprehensive data sources allowed me to build stronger interpretations (Yin, 2003). 

                                                 
12  See also Appendix B. 
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The data has then been structured by using Atlas.ti, a software for qualitative data analysis 
(Moll, Major, et al., 2006). 
 

Interview 
no. Date PE firm 

no. Interviewee’s position Location Duration 

1 21.05.2008 
PE 01 Managing Director 

On-site 01:04:55 
2 20.04.2009 On-site 00:50:03 
3 26.05.2008 PE 02 Managing Director On-site 00:51:03 
4 30.05.2008 

PE 03 Managing Director 
On-site 00:46:54 

5 08.06.2009 On-site 00:49:44 
6 02.06.2008 

PE 04 
Investment Director On-site 01:22:03 

7 10.07.2009 Managing Director On-site 00:52:45 
8 02.06.2008 PE 05 Partner On-site 00:25:26 
9 05.06.2008 PE 06 Senior Investment Manager On-site 00:49:32 
10 10.06.2008 

PE 07 
Managing Director On-site 00:43:52 

11 31.03.2009 Managing Directors On-site 00:55:42 
12 17.06.2008 PE 08 CEO Phone 00:27:19 
13 24.02.2009 PE 10 Managing Director On-site 00:42:47 
14 30.03.2009 PE 11 Managing Director On-site 00:54:20 

Table III-3: Overview of interviews 

III.4 The Case of Private Equity Firms 

III.4.1 Exploring the Process of Institutionalizing Management Control Practices 

Private equity firms can either impose management control practices on the portfolio compa-
ny (Scott, 1987) or introduce management control practices according to the process of insti-
tutional entrepreneurship (Battilana, et al., 2009). The field study reveals that private equity 
firms are aware of these different opportunities and employ both ways to push through their 
interests. While some management control practices are developed together with manage-
ment, others are imposed on the portfolio firms because private equity firms consider them 
indispensable. Monthly financial statements, liquidity planning, and budgeting belong to the 
latter. In the following, the process of institutional entrepreneurship in the case of private eq-
uity firms is first explored, before attention is drawn to the imposition of management control 
practices.  

Enabling conditions for institutional entrepreneurship 

The decision made by private equity firms to acquire a particular company is shaped by 
enabling conditions for institutional entrepreneurship. A range of such enabling conditions 
have been identified and categorized as either field characteristics or actors’ social positions 
(Battilana, et al., 2009). However, as the following remarks demonstrate, a third category has 
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to be introduced in order to account for institutional entrepreneurship within the boundaries of 
an organization. 

First of all, field characteristics include jolts and crisis as well as acute field-level problems. 
Changes related to technology, competition and regulations may, for instance, call taken-for-
granted principles into question and provide opportunities for institutional entrepreneurship. 
Yet, the field study indicates that in the case of private equity firms, such field-level condi-
tions have exactly the opposite effect. Private equity firms look for acquisition targets which 
operate in stable markets with the prospect of stable cash flows. Problems affecting organiza-
tional fields discourage private equity firms, as an interviewee described by using the example 
of furniture manufacturers: 

Take furniture manufacturers, for example. There are only a few left, as many weren’t 
competitive in international comparison. Consequently, buying the last furniture man-
ufacturer would be pointless. It’s not our intention to turn off the lights of furniture 
makers in Western Europe. The management missed out on facing the competition in 
the past. As this management mistake has happened a long time ago, acquiring the 
company isn’t an attractive option for us anymore. (Interview no. 7) 

Another field characteristic is the degree of heterogeneity which refers to “the variance in the 
characteristics of different institutional arrangements” (Battilana, et al., 2009, p. 75). A high 
degree of heterogeneity is supposed to enable institutional entrepreneurship, as it is likely to 
cause contradictory institutional arrangements which, in turn, may be questioned by reflective 
actors. Yet, it seems that the degree of heterogeneity is of minor importance for private equity 
firms’ decision to engage in institutional entrepreneurship, since a relationship with the case 
of private equity firms could not be identified. 

The degree of institutionalization, however, seems to cause the opposite effect as in the case 
of jolts and crisis. While lower degrees of institutionalization are associated with higher de-
grees of uncertainty which may encourage strategic action, private equity firms are more in-
terested in institutionalized than emerging fields. After all, the latter falls into the domain of 
venture-capital firms. 

Instead of field-level conditions, private equity firms put a greater emphasis on conditions and 
problems related to individual organizations. Problems tackled by private equity firms are of-
ten interrelated, containing issues of succession, unqualified personnel, investment backlogs, 
looming insolvency or liquidation, lack of transparency, unprofitable investments, and family 
disputes. In general, private equity managers declared to be interested in situations reducible 
to management mistakes and characterized by a limited degree of complexity: 

We aren’t interested in companies which require us to change 30 levers at once in or-
der to be successful. Rather, we are interested in situations that require us to change 
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five to seven levers. Then we work systematically and rigorously on these levers. I be-
lieve, due to our experiences and judgment, we have the capabilities in our organiza-
tion to change these five to seven levers. (Interview no. 7) 

Within the boundaries of the organization, the degree of heterogeneity gains relevance as 
well. Once the private equity firm is represented on the board of directors, institutional con-
tradictions typically arise due to the different perspective of private equity board members on 
the business. While private equity firms’ approach is shaped by a shareholder value orienta-
tion, portfolio companies typically do not follow the principle of maximizing shareholder val-
ue. In fact, private equity firms in this sample target companies with perceived deficits in 
management control systems and practices. Thus, the discrepancy between existing manage-
ment control practices in portfolio companies and the demands that private equity firms make 
on such management control practices is supposedly vast. Such a high degree of heterogeneity 
is illustrated by the following quotations: 

Many companies don’t have formalized management control systems. They don’t 
know which products generate earnings, and which products generate losses. They ha-
ven’t heard about profitability figures for business units, products, segments, and so 
forth. Often, we made the experience that you have to start building a management 
control system from scratch. (Interview no. 11) 

Difficulties consist mainly in demonstrating to the employees why particular informa-
tion and figures are needed, since they don’t know these at all. (Interview no. 1) 

As the latter quotation indicates, the degree of institutionalization is also frequently high. On 
the one hand, this finding is contrary to expectations derived from theoretical considerations. 
On the other hand, it contributes to our understanding why institutional change is particularly 
difficult in a private equity context. Private equity firms are confronted with entrenched struc-
tures, processes and practices in portfolio companies: 

Processes belong to our favorite topics. Typically, there’s an organization manual, an 
ISO-certificate, and audits have been carried out. You think, wow, that’s excellent! 
But actually, no one cares about guidelines. They are hidden in a file cabinet. Accor-
dingly, some processes just don’t work, such as in the areas of quality management 
and purchasing. […]. Implementing change is difficult because giving instructions and 
flipping a switch is not enough. You have to change people’s minds, you have to 
change their behavior and this is the most difficult and time-consuming task to per-
form. (Interview no. 11) 

Ingrained habits are most difficult, as people don’t see the necessity of change. And 
this pervades the organizational hierarchy. Department heads act according to the mot-
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to “we have always done this in that way and it has always worked, why should I en-
courage my employees to change something?” (Interview no. 2) 

The second category of enabling conditions for institutional entrepreneurship refers to the ac-
tors’ social position which shapes their perspective on the field or an organization and pro-
vides them with necessary resources for institutional change. An aspect of actors’ social posi-
tion is their subject position. In the case of private equity firms, the subject position is first 
and foremost that of an active investor. For the interviewees, who were mostly managing di-
rectors of private equity firms, this means that they monitor or, in exceptional cases, take over 
the management of their portfolio companies, and are members of the board of directors. 
Sometimes, they become project managers for specific projects in their portfolio companies. 
As active investors, private equity firms typically have access to industry experts or so-called 
operating partners who may take over a board position. Moreover, employees of private equi-
ty firms may work in the accounting department of the portfolio company. This implies a spe-
cific interpretation and assignment of tasks of the supervisory or advisory board: 

Board means for us to design the structures of the company so that the board gets as 
many rights as possible under German company law. Consequently, the board can al-
most be equated with the general meeting of shareholders, as its responsibilities in-
clude the appointment of managing directors, executive contracts, budgets, strategy 
development. Thus, the board is indeed the highest decision-making body of the com-
pany. (Interview no. 5) 

Another crucial enabling condition for institutional entrepreneurship is the status of the pri-
vate equity firm. In this regard, the track record as well as the private equity firm’s network is 
of particular importance. The track record, as a chronological list of the private equity firm’s 
transactions is a measure for its success and is used by investors in making their decisions to 
invest in a particular private equity fund. Furthermore, private equity firms in this sample 
were embedded in a network of different actors, including banks, investors, consultants, audi-
tors, restructuring teams, and insolvency administrators. This network helps private equity 
firms identifying and valuating acquisition targets.  

In terms of individual characteristics, all interviewees held a degree in business administra-
tion. Many also had work experience as consultants or had different managerial positions in 
industrial firms. Interviewees who were managing directors of a private equity firm further 
frequently represented the founders of the firm. Another typical feature consists in the fact 
that many private equity firms have been founded at the end of the 1990s or in the early 
2000s. Thus, it took about ten years until the phenomenon of private equity spilled over from 
Anglo-Saxon countries to German-speaking countries.  
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Divergent change implementation 

Institutional entrepreneurs undertake specific activities to initiate and support the implementa-
tion of divergent change. First, institutional entrepreneurs have to develop a vision for diver-
gent change. In a second step, institutional entrepreneurs have to mobilize allies to achieve 
and sustain the vision. Associated with the mobilization of allies is the institutionalization of 
change, which may either be based on or break with incumbent institutions. As it has been in-
dicated above, the latter is particularly challenging. The reason for this is that mobilizing 
allies requires institutional entrepreneurs to loosen the institutional embeddedness of those be-
ing mobilized (Battilana, et al., 2009). Referring to the case of private equity firms, this means 
that actors in portfolio companies have to act in compliance with the shareholder value prin-
ciples defined by private equity firms and to adopt their management control practices.  

Creating a vision for divergent change involves different forms of framing in order to make 
the vision appealing to the actors responsible for the implementation. The first of three forms 
of framing refers to diagnostic framing and entails analyzing reasons for the failure of the ex-
isting organizational arrangements, outlining problems of incumbent management control 
practices and identifying managers who made wrong decisions and mistakes. In case of pri-
vate equity firms, diagnostic framing begins with the due diligence, i.e. before the transaction 
takes place. A due diligence regularly exposes problems in various areas. A number of con-
sultants, auditors and lawyers are involved in this process and identify weaknesses which pro-
vide a basis for improvements after the transaction as well as for a strategic realignment:  

We will soon formulate a new strategy for the next couple of years together with the 
management. Often, we begin with that in the due diligence phase. (Interview no. 5) 

As the due diligence precedes a private equity firm’s commitment to invest, this quote shows 
that enabling conditions for institutional entrepreneurship and divergent change implementa-
tion as two stages of the process of institutional entrepreneurship may also be interwoven. 
Thus, in the case of private equity firms, the distinction between these two stages is not as 
clear-cut as theory suggests.  

A part of the due diligence is the assessment of management control systems and practices, in 
terms of generating reliable and plausible data. However, activities such as exposing deficien-
cies and problems also cause resistance and blame management, according to the experiences 
of several interviewees: 

We require changes related to the strategy formulation and implementation, and to the 
management of the company. These changes deviate from incumbent practices, […] 
and each change assigns blame to management. (Interview no. 11) 
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Prognostic framing, the second category, means for private equity firms to present new man-
agement control practices as superior to incumbent practices and to those practices supported 
by opponents. In contrast to diagnostic framing, private equity firms seem to engage far less 
in prognostic framing. This could relate to the fact that private equity firms introduce man-
agement control practices which they consider as “basic” rather than as sophisticated. Among 
such basic practices are, for example, working capital management and the provision of key 
performance indicators, whereas balanced scorecards and models based on economic profits 
were regarded as more elaborated. Due to their business background, private equity firms ap-
pear to assume that basic practices are in any case superior to the initial state. In addition, 
from private equity firms’ viewpoint, the failure of existing organizational practices or of the 
absence of practices is obvious. Yet, the advantages of management control practices propa-
gated by private equity firms are often not that evident to organizational actors, as the follow-
ing example illustrates: 

Three years ago, we bought a company and initiated a project to collect customer data. 
Only recently, this project has been implemented. It took a very long time due to a 
lack of sensitivity in this company. People asked, “For which purposes should I need 
that? That’s not necessary, what should I do with the information?” They can’t im-
agine what to do with such information: You can invite customers for events; you can 
choose a couple of mystery shoppers from your customer base who will give you 
feedback to your products. (Interview no. 11) 

However, this is not to say that private equity firms refrain completely from prognostic fram-
ing. Another interviewee explained that he “preaches” constantly about the advantages of 
management control practices, such as the possibility to identify variances and inefficiencies 
and to take corrective actions. Nonetheless, these advantages seem self-evident to private eq-
uity firms and prognostic framing is not as emphasized as diagnostic framing. 

Motivational framing as the third category involves convincing reasons to support the new vi-
sion created by private equity firms. Consequently, private equity firms would have to see 
things from organizational actors’ perspective and relate the vision to the interests of others. 
As prognostic framing, motivational framing is exercised to a lesser extent than diagnostic 
framing. Private equity firms usually highlight in works meetings and in their discussions 
with management that management control practices contribute to the survival of the compa-
ny and to its competitiveness, but other than that, motivation is closely connected to incentive 
practices and, therefore, with resource mobilization. 

In the context of framing, social skills further play a decisive role, as institutional entrepre-
neurs need to be sensitive to and to account for different discursive and cultural environments 
(Battilana, et al., 2009). The field study indicates that private equity firms approach organiza-
tional actors particularly in the beginning of their engagement in order to stimulate under-
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standing of their goals. They also try to take existing practices of the portfolio company into 
account in order to implement changes in a moderate rather than a radical manner: 

Keep in mind that you have entrenched structures. You have employees who may have 
thought in other categories and who have a totally different view of the firm. (Inter-
view no. 6) 

If we as outsiders understand and anticipate the culture and people’s background, we 
will be able to win people over. For instance, we would like to involve employees in 
decision-making processes. If we realize that this practice hasn’t been used in the 
company, we have to be very careful. Why? If I asked Mr. Smith in a meeting about 
his opinion or how he would decide, he would be taken by surprise. Possibly, he 
would even think that my intention is to lure him into a trap in order to fire him. Since 
involving employees in decisions wasn’t part of corporate culture, we have to act more 
subtly, for example, by discussing topics in one-on-one meetings. (Interview no. 13) 

As many other institutional entrepreneurs, private equity firms need support to implement di-
vergent changes. Thus, they have to mobilize allies and to form coalitions and cooperations. 
Mobilization activities include the use of discourse. Accordingly, private equity firms must 
convince organizational actors of their vision which requires particular communication skills. 
These skills refer first and foremost to a constant questioning of key figures and the progress 
of improvement projects:  

Inquiries are my job. You have to be obstinate and not be satisfied with the first an-
swer. Instead you have to inquire. Don’t have inhibitions to say, I don’t understand, 
please explain it one more time. Then they will explain it to you again. Be only con-
tent when you understand the issue fully. (Interview no. 9) 

In doing so, private equity firms are able to give discussions a certain direction: 

We need an integrated planning of the profit-and-loss-statement according to the cost-
of-sales method and a liquidity planning. Next, we require a monthly variance analysis 
in order to monitor the company. We proceed as follows: In a board meeting, quarterly 
and monthly figures are compared to target figures. If there is a negative gap, man-
agement has to explain the reasons. Plus, management has to outline what will be done 
to close this gap. Then we agree to measures. In the following month, these measures 
are on the agenda and we discuss where we stand. (Interview no. 7)  

Moreover, private equity firms use a distinct “institutional vocabulary” (Suddaby & 
Greenwood, 2005, p. 43) shaped by their background in business management. Words, ex-
pressions, and meanings stem from the field of finance and economics. This allows private 
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equity firms to express their concerns on a certain level of abstraction which facilitates the 
communication of their vision.  

The second sub-category of mobilizing allies behind the vision is resource mobilization. This 
category encompasses financial resources as well as resources related to the social position of 
institutional entrepreneurs. Examples for the latter are formal authority, i.e. decision-making 
rights, and social capital, such as the institutional entrepreneur’s network. In terms of finan-
cial resources, the management of the portfolio company is turned into an ally by means of 
milestones and incentive systems. Financial resources are tied to milestones, i.e. additional 
capital is dependent on the achievement of targets set by the private equity firms. Incentive 
systems are also designed for the managers of the portfolio company. Typically, a perfor-
mance-oriented variable compensation forms a considerable part of the remuneration. As 
many interviewees explained, they aim for an alignment of interests by introducing variable 
compensation. Employees and managers below the second management level usually do not 
take part in such incentive programs. However, they may profit from other programs that lead 
to efficiency enhancements while letting the proponent participate on these enhancements: 

We set up a program that honored each suggested improvement with 500 Euro. […] 
That was priceless. […] Of course, we also would have to pay 500 Euro for sugges-
tions that won’t pay off. But that was rarely the case. Instead, we got excellent sugges-
tions. I believe we had savings in cost of three millions. (Interview no. 6) 

Resources related to the social position of the private equity firm as an institutional entrepre-
neur involve the dense network in which they are embedded and that also represented an 
enabling condition for institutional entrepreneurship. However, in this regard, private equity 
firms’ main resource is their managers’ position as outside board members. Due to this posi-
tion, private equity firms are involved in decision-making processes. 

Imposing management control practices 

As in the case of corporate acquisitions (Scott, 1987), private equity firms also impose certain 
management control practices on portfolio companies. These practices involve monthly fi-
nancial statements, budgeting, and liquidity planning and are regarded imperative by private 
equity firms. However, in terms of monthly financial statements, another reason for the impo-
sition is that private equity firms themselves have to compile reports for their investors and 
thus need this kind of information.  

Associated with the imposition of management control practices is a certain rigor that also be-
comes obvious in other instances. Private equity managers will not conceal being rigorous if 
anything does not meet their expectations. They described themselves as being forceful and as 
taking drastic measures as a last resort. The latter means that parts of or the whole manage-
ment team of the portfolio company can be replaced: 
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If a manager isn’t able to perform his tasks, we immediately take action. For instance, 
if we realize that a CFO doesn’t meet our demands, she will be replaced right away. In 
the past, we sometimes waited too long and regretted that afterwards bitterly. (Inter-
view no. 4) 

The reason for this rigor lies in the responsibility that private equity firms have for their inves-
tors. However, the personal background and the experiences made by private equity managers 
can also play a role, as one interviewee described: 

I worked with an insolvency administrator for a long time. Due to this experience, I 
know that many firms fail because they are not radical enough, too hesitant, too cau-
tious, too considerate, and endanger the whole company in the end. We try to explain 
this to the managers of our portfolio companies by giving examples. We also bring 
them together with this insolvency administrator, to give them first-hand information 
on the risks of hesitating too long. […]. However, we also need to be quick and to set 
priorities. One can discuss briefly, but we are not in parliament, we don’t have parlia-
mentary groups, we don’t need to form coalitions. In the end, we need to implement a 
plan and if this doesn’t work out, last resort; the whole management team gets re-
placed, no doubt. (Interview no. 11) 

In summary, private equity firms as institutional entrepreneurs can bring about institutional 
change gradually by mobilizing allies or by imposition. Management control practices im-
posed on the portfolio company consist of monthly financial statements, budgeting, and li-
quidity planning. These are considered indispensable by private equity firms. For this reason, 
private equity managers insist on their implementation. Other management control practices 
which are promoted by private equity firm follow roughly the process of institutional entre-
preneurship. As a key insight, field-level conditions do not seem to be relevant as an enabling 
condition for institutional entrepreneurship in the case of private equity firms. Instead, evi-
dence suggests that organizational-level conditions are of greater importance. Another finding 
is that diagnostic framing appears to be employed far more often than prognostic and motiva-
tional framing. Finally, my field study suggests that incentive practices play a key role in 
terms of mobilizing allies. 

III.4.2 Understanding the Dynamics of Different Modes of Power 

Different forms of power are associated with the institutionalization of practices on the one 
hand, and with the impact of institutionalized practices on the other hand. Following Law-
rence et al. (2001) and Lawrence (2008), episodic and systemic modes of power are distin-
guished. Whereas institutional entrepreneurs rely on episodic power to create, transform, 
maintain, and disrupt institutionalized practices, systemic power is related to the impact of 
such practices on the beliefs and behaviors of actors. This section focuses on the ways in 
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which private equity firms as institutional entrepreneurs exercise episodic acts of power to in-
stitutionalize management control practices. Issues related to systemic power embedded in 
management control practices are also touched on at the end.  

Episodic power is most evident in the direct interaction of private equity firms with execu-
tives of portfolio companies. This interaction is particularly intensive in the first three months 
after the transaction has taken place. Typically, private equity firms are several days a week 
on-site and stay in continuous telephone contact with management when they are off-site. As 
many change projects are initiated at this stage, private equity firms seek to ensure that man-
agement is – from their point of view – on the right track and sets the same priorities: 

In the first 100 days, we focus on standing on managers’ feet in day-to-day business. 
We ask whether they initiated their projects, where do they stand, what are their prob-
lems, what do they do, what are their next steps – basically, issues related to manage-
ment accounting and control. (Interview no. 11) 

This is a good example of how private equity firms use their on-site presence to question 
managers extensively about the progress of change projects. In doing so, private equity firms 
are able to press for improvements in their portfolio companies. Management control practic-
es used and promoted by private equity firms include 100-days plans and roadmaps: 

When we invest in a company, we have a very specific roadmap of the actions that we 
would like to take. We are rather rigorous in focusing management on these core is-
sues, as we are convinced that they will increase the value of the firm. (Interview 
no. 7) 

In addition, the diagnostic use of these management control practices reveals that private eq-
uity firms put an emphasis on feedback information flows.  

A similar example for the exercise of episodic power refers to the determination, measure-
ment and review of the development of key performance indicators. In this regard, regular 
meetings provide opportunities for private equity firms to ask questions, influence decision-
making and to discuss current issues. In the first couple of months, such meetings are sche-
duled at least once a week. In some cases, private equity firms even requested daily sales fig-
ures. Financial statements on a monthly basis are also considered essential for private equity 
firms’ monitoring purposes. Such management control practices provide both a basis and a 
justification for their interventions.  

As it has already been indicated, a further instance of episodic power is the dismissal of ex-
ecutives, if they or their actions do not correspond with the private equity firm’s expectations. 
Many interviewees explained that they try to keep former executives or owners due to their 
know-how. However, a private equity firm’s patience may be soon exhausted. In addition, is-
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sues related to finance and management accounting and control are often non-negotiable. One 
interviewee explained the private equity firm’s rationale: 

At the beginning, there is an opportunity and if this opportunity isn’t seized, there are 
stages of development. In the first stage, we ask the manager to take his well-earned 
holidays or we reflect which tasks he could fulfill, which role would fit to him. Often, 
former owners know their customers and their products best. A dismissal could be 
dangerous for us. We try to focus on the financials, on monitoring processes, and to let 
the former owner take care of customers. If it doesn’t work out, there is the next stage. 
Then he will be dismissed and we take over the management alone. (Interview no. 14) 

So far, examples have shown how private equity firms exercise episodic power in the interac-
tion with executives to institutionalize management control practices at the top management 
level. However, such episodic acts of power are not restricted to executives but may also ad-
dress other organizational actors. One private equity manager explicated how these interven-
tions indirectly affect employees and managers at lower hierarchical levels: 

We make observations in portfolio companies. We walk through the company and ask 
questions, but we don’t intervene in the company’s operations. We can only talk to the 
management and say, listen, these are our observations, and this is what we have no-
ticed. We think you should take action, we suggest the following. Needless to say, we 
give point to our words. (Interview no. 7) 

In addition, private equity firms exercise episodic power vis-à-vis employees and managers 
on the operative level primarily in the first couple of months. At the beginning of their in-
volvement, private equity firms talk to many employees in different areas and at different hie-
rarchical levels in order to get a holistic picture of the company. Depending on the industry, 
different departments are of interest to the private equity firm. For instance, in a mail-order 
company, the focus was on the sales department:  

You have to talk to employees. Just ask them, what do you do? Go to sales representa-
tives and ask them, with how many customers have you been in contact in the last six 
months? Let’s go through this list: With whom have you been in contact, what were 
the results, how much revenue have you generated? (Interview no. 6) 

In another case, the private equity firm made appointments with the quality manager, as im-
proving quality management was a major issue. Through such face-to-face interactions, pri-
vate equity managers were able to make their priorities clear. Later, private equity firms with-
draw from such interventions in operative business in order to preserve executives’ authority. 
Nevertheless, interviewees felt that they have to perform a constant balancing act between in-
fluencing operations on the one hand and preserving top management’s authority over day-to-
day business on the other hand. 
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Another way in which a private equity firm is able to exercise episodic power directly to or-
ganizational actors is when private equity managers become executives in their portfolio 
companies. However, these cases are rather rare. An example is private equity firm no. 1, 
which is specialized in acquiring insolvent companies and frequently takes over the manage-
ment of its portfolio companies on an interim basis:  

Besides identifying and analyzing acquisition targets and raising funds, I commonly 
take over the management of the company at first until someone else has been found 
to operate the business. The manager may be recruited internally or externally. This 
takes about six to twelve months, sometimes even longer. When someone has been 
found, I refrain from operative business and change to a board position or I take over 
another management position. (Interview no. 2) 

In such situations, the private equity manager tries to lead by example and to take over the 
role of explaining the reasons for the introduction of certain management control practices, 
such as a monthly reporting scheme. Still, the majority of private equity firms refrains from 
taking over the management. It is commonly regarded as a last resort when the management is 
not able to fulfill the private equity firms’ requirements. For instance, the managing directors 
of private equity firm no. 7 reported such a case in which they decided to dismiss the whole 
top management team of a portfolio company and to operate the business together with a 
couple of functional managers. The situation allowed them to dictate management control 
systems and practices directly to those responsible. 

Furthermore, episodic forms of power are sometimes not directly bound to private equity 
firms, but reflect their interests nonetheless. For instance, this is the case when well-defined 
tasks are delegated to consulting firms:  

Consultants are increasingly asked to eliminate operating deficiencies. That’s normal 
for us, but not for a typical Mittelstand company. Those companies have a limited 
management capacity, in terms of know-how, of the number of managers. The compa-
ny is immersed in operating problems and does not have the possibility to tackle and 
solve them without external consultants. (Interview no. 10) 

Such operating deficiencies can relate to issues of strategy, production, IT, or logistics. In 
terms of management control practices, consultants are rather rarely hired, as private equity 
managers typically have a degree in business and feel competent in that area. Moreover, many 
private equity managers have work experience as consultants. Yet, while some refuse to hire 
consultants, exceptions exist: 

We hired consultants to develop and implement a sales stimulation program for the 
sales department. Other issues related to costs belong to our area of competence. In 
this regard, I would say that we know exactly what we do. (Interview no. 6) 
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In contrast to episodic acts of power, systemic power affects the belief and behavior of actors 
through management control practices (Lawrence, 2008; Lawrence, et al., 2001). While epi-
sodic acts of power exercised by private equity firms frequently revealed a certain impatience, 
interviewees allowed organizational actors more time to change their behavior and to get used 
to new management control practices. This seems particularly true for actors below top man-
agement who are anyhow not in direct contact with private equity firms: 

You need to draw conclusions from the figures that you get reported. However, it 
takes time until people get their heads around it. Not only top management, but also 
the second and third management level take time to learn how to use figures, to under-
stand their purpose, to figure out what these figures tell them and what to do with 
them. This is not a matter of course. (Interview no. 11) 

In addition to key performance indicators, a salient example for systemic power is provided 
by budgeting, as budgets are often introduced on behalf of private equity firms in order to 
cascade targets throughout the hierarchy. Interviewees explained that budgeting is a new 
management control practice for many of their target companies. Yet, private equity firms 
consider it indispensable, as budgeting affects all management levels in their portfolio com-
panies:  

In the first year, budgeting is a learning process for firms. Not only top managers, but 
also managers at least down to the third management level have to occupy themselves 
with these systems and ideas. You’ll get many question marks in the first year, but it is 
imperative to sensitize people to issues of cost, information, control. You have to be-
gin at the bottom. (Interview no. 11) 

Systemic power is further embedded in management control practices which relate to the ex-
ecutive level. For instance, rules of procedures are regularly requested by private equity firm 
no. 3, as it focuses on the upper end of Mittelstand companies in terms of their size. Although 
portfolio companies are given a voice in the rules of procedures, they nonetheless are subject 
to systemic power: 

At the beginning of our involvement, we develop rules of procedure together with the 
management. These rules of procedure are very detailed, not because we are interested 
in a detailed enforcement, but because we like to have definite instructions as to who 
decides which issue. (Interview no. 4) 

A similar example for systemic power relates to the catalogue of transactions subject to the 
authorization of the board of directors. In contrast to rules of procedures, this catalogue is 
prepared by the board of directors, in which private equity firms hold a majority. As active 
investors who are highly involved in the company’s business, private equity board members 
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set up an “exceptionally extensive” catalogue of transactions. However, private equity board 
members still have to preserve executive’s authority: 

The management is autonomous. If everything required the approval of the board, 
management could be dismissed. However, certain issues are always part of the cata-
logue of transactions subject to the authorization of the board. These include the ac-
quisition and the disposal of a business, and other decisions that affect the firm sub-
stantially. […]. To put it pragmatically, the firm needs to operate on its own and the 
board of directors is involved in major decisions. (Interview no. 8) 

Finally, management control practices unfolding systemic power can also support episodic 
power and vice versa. An interviewee described this interrelationship: 

We always try to implement a top-down management control system. It is not as com-
plex as a balanced scorecard or an economic value added. Rather, a DuPont model is 
implemented to make managers focus on key figures. We try to support managers by 
sticking close to these key figures and values in our meetings in order to avoid getting 
lost in daily problems. (Interview no. 11) 

In summary, private equity firms exercise episodic power to institutionalize different man-
agement control practices in their portfolio companies. As interviewees indicated, episodic 
acts of power are considered of particular importance in the interaction with executives in the 
first couple of months after the transaction has taken place. Furthermore, systemic power is 
embedded in routinized and habitual management control practices which affect all organiza-
tional levels. Thus, private equity firms are able to display their influence to all organizational 
actors. 

III.5 Conclusion 

This study was motivated by a lack of research on institutional entrepreneurship (DiMaggio, 
1988; Maguire, et al., 2004) and on the issue of power (Lawrence, 2008; Lawrence, et al., 
2001) in the management accounting literature. Prior research focused on topics of institu-
tional control, whereas this study was concerned with institutional agency. Taking the case of 
private equity firms in German-speaking countries, the concept of institutional entrepreneur-
ship has been applied to private equity firms that try to engage in institutionalizing new or 
modified management control practices in portfolio companies. In addition, the issue of pow-
er in the relationship between private equity firms and portfolio companies has been ad-
dressed. A field study involving 14 open-ended interviews with managers of private equity 
firms, observations, and publicly available documents has been conducted to enhance our un-
derstanding of these actors and to advance the concept of institutional entrepreneurship.  
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The field study demonstrates how private equity firms as new organizational constituencies 
shape management control practices. In the literature on management accounting change, this 
topic has gained increasing relevance (e.g. Bruining, et al., 2004; Cruz, et al., 2009; Yazdifar, 
et al., 2008) whereas early studies focus more on the systems and practices as such than on 
the role of new owners and shareholders (C. S. Jones, 1985, 1992). Their position as active 
investors distinguishes private equity firms from other types of owners. In this context, pri-
vate equity firms constantly need to make a balancing act between influencing operations on 
the one hand and preserving top management’s authority over day-to-day business on the oth-
er hand. Private equity firms try to cope with that challenge by constraining their collabora-
tion to top management and communicating their aims to employees through management 
control practices, particularly through target agreements and variable salary components. 

The first part of the discussion was concerned with how private equity firms try to institutio-
nalize management control practices in their portfolio companies. A review of the literature 
on institutional entrepreneurship revealed that practices can either be imposed on an organiza-
tion (Scott, 1987) or gradually introduced as described by the model of the process of institu-
tional entrepreneurship (Battilana, et al., 2009). While the imposition of practices is consi-
dered as a rare case, my study shows that some management control practices have to be im-
plemented on behalf of private equity firms. These practices include monthly financial state-
ments, liquidity planning and budgeting. Other practices, such as providing key performance 
indicators, are also promoted by private equity firms. However, management is given a voice 
in the design of management control practices.  

In this regard, the model of the process of institutional entrepreneurship by Battilana et al. 
(2009) becomes relevant. The model proved to be helpful in structuring field data as well as 
in illuminating different aspects of each stage of the process of institutional entrepreneurship. 
Nevertheless, conceptualizing private equity firms as institutional entrepreneurs also revealed 
two shortcomings of this model. One issue refers to the inadequate consideration of organiza-
tional characteristics as enabling conditions for institutional entrepreneurship. Although Batti-
lana et al. (2009) understand institutional entrepreneurs as actors who initiate and implement 
divergent changes within the boundaries of an organization or within an organizational field, 
their model primarily accounts for changes related to organizational fields. Consequently, or-
ganizational characteristics are suggested as an extension of the framework (Figure III-3). Ac-
cording to field characteristics, organizational characteristics encompass jolts and crises, acute 
organizational-level problems, the degree of heterogeneity, and the degree of institutionaliza-
tion within the boundaries of an organization. By including organizational characteristics as 
an additional variable into the model, it becomes suitable for the study of change on an orga-
nizational level as well as on a field level.  
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Another issue consists in the way in which certain characteristics serve as enabling conditions 
for institutional entrepreneurship. It is shown that, in contrast to the assumptions made by 
Battilana et al. (2009), jolts and crisis as well as acute field-level problems and field-level 
characteristics hinder rather than encourage private equity firms to engage in institutional en-
trepreneurship. Thus, the way in which characteristics influence the probability to engage in 
institutional entrepreneurship may be dependent on the level on which changes are initiated. 
This indicates that a much more differentiated view on institutional entrepreneurs and on the 
process of institutional entrepreneurship is needed than the one proposed by Battilana et al. 
(2009).  

Regarding private equity firms, this study further shows that prognostic and motivational 
framing are of minor importance for private equity firms that are trying to engage in institu-
tional entrepreneurship. Rather, private equity firms make extensive use of diagnostic framing 
to increase the appeal of their vision for the portfolio company. Moreover, as diagnostic fram-
ing begins with the due diligence and, thus, before a commitment to invest is made, enabling 
conditions for institutional entrepreneurship and divergent change implementation are intert-
wined rather than subsequent phases of the change process in the case of private equity firms. 
 

Figure III-3: Extended model of the process of institutional entrepreneurship 

The second part of the analysis focused on how the process of institutionalizing management 
control practices is shaped by different forms of power. The field study reveals that episodic 
as well as systemic power is connected to the institutionalization of management control prac-
tices in the case of private equity firms. Episodic acts of power are most evident in the inte-
raction of private equity managers with managers of portfolio companies at the beginning of 
the investment period. In contrast, systemic power is embedded in routinized and habitual 
management control practices impinging on all organizational members.  

This study contributes to our knowledge in different ways. First, NIS offers a new theoretical 
perspective on an empirical phenomenon that has predominantly been analyzed from the 
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viewpoint of finance and economics. Prior research on private equity firms is characterized by 
an emphasis on cause-and-effect relationships (cf. Cumming, et al., 2007), while neglecting 
how institutional changes in management control practices are implemented. In contrast, con-
ceptualizing private equity firms as institutional entrepreneurs contributes to our knowledge 
of how new owners shape management control practices by making use of diagnostic fram-
ing, by questioning key figures and the progress of improvement projects, and by implement-
ing performance-oriented variable compensation schemes. A second contribution lies in ap-
plying the framework by Battilana et al. (2009). In doing so, it has been shown that in the case 
of private equity firms, different field characteristics are decisive to enable institutional entre-
preneurship on an organizational level of analysis than on a field level of analysis. Further-
more, organizational characteristics become relevant which were not included in the original 
model. Based on these insights, an extension of the framework has been suggested. By adding 
organizational characteristics as another enabling condition for institutional entrepreneurship, 
the model reflects the requirements for studying changes on an organizational level of analy-
sis. As a third contribution, notions of power are integrated in this study on institutional en-
trepreneurship. It has been shown that different forms of power are pivotal for understanding 
the dynamics of institutional change. 

Further research is needed to deepen the insights of this study on institutional entrepreneur-
ship. In particular, more micro-level analyses are essential to assess the way in which differ-
ent characteristics serve as enabling conditions for institutional entrepreneurship. Manage-
ment accounting research seems to represent an ideal field for such studies, as it is inherently 
concerned with institutionalized practices and routines. As a next step, processes of institu-
tional entrepreneurship within the boundaries of an organization as well as within the broader 
institutional context can be compared. In this way, different patterns of institutional entrepre-
neurship may be identified. Another promising avenue for further research is the issue of 
power and how it is intertwined in institutionalization processes. With respect to creating a vi-
sion of divergent change, the relation among different forms of framing may be worth inves-
tigating. Moreover, the role of social skills in sustaining institutionalized practices is under-
researched. These skills are not only necessary for achieving institutional change, but also for 
producing stability in organizations (Fligstein, 1997).  

As a final point, this study also has practical implications. Private equity buyouts represent an 
organizational break and, in light of the ‘locust’ discussion in Germany, cause substantial dis-
turbance among employees. A cultural change seems inevitable, as private equity firms follow 
a shareholder-value philosophy which regularly contrasts with incumbent principles in portfo-
lio companies. This contradiction becomes manifest in management control practices required 
by private equity firms. While private equity firms heavily rely on diagnostic framing to pro-
mote such practices, prognostic and motivational framing seems to be less pronounced. It was 
suggested that the reason for this is that private equity firms take the superiority of their man-
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agement control practices for granted. Yet, many interviewees complained about the refusal 
of organizational actors to acknowledge benefits of management control practices. Diagnostic 
framing appears to strengthen the resistance of actors to adopt new practices. Consequently, 
practitioners should engage further in prognostic and motivational framing and emphasize the 
benefits of new rather than the flaws of prior management control practices. 
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IV Multiple Logics, Radical Transitions, and Management Control: 
A Case Study of Institutional Change and Resistance 

So far, I have demonstrated how management accounting research can both benefit from and 
contribute to the concept of institutional entrepreneurship by exploring how private equity 
firms change management control in their portfolio companies. An emphasis was thus placed 
on the actors who initiate and implement divergent change. This chapter takes the issue of in-
stitutional change one step further, in terms of the theoretical underpinning of change as well 
as of the methodological approach to the study of change processes. In particular, I use the 
concept of institutional logics to explain how institutionally embedded actors can achieve in-
stitutional change. Under this approach, institutional entrepreneurship is regarded as one of 
three mechanisms by which change can be brought about.  

The precondition for institutional change is given by competing institutional logics of corpo-
rate governance in Germany. The German system of corporate governance is currently cha-
racterized by a stakeholder and a shareholder logic as two alternative sets of principles that 
define the meaning and content of institutions. Consequently, these logics can be imbued in 
management control practices. This means that the concept of institutional logics allows link-
ing changes in management control practices with changes in the broader institutional context 
of an organization more explicitly than the concept of institutional entrepreneurship. In addi-
tion, the institutional logics approach encompasses with structural overlap and event sequenc-
ing two more mechanisms of change.  

With regard to the methodological approach, I conducted a case study in a German Mittels-
tand firm which had been acquired by a private equity firm. Interviewing private equity man-
agers as well as the firm’s managing directors and department heads allowed me to gain a 
more complex and deeper insight into the process of institutional change than my field study 
on institutional entrepreneurship.  

Under the working title “Institutional Change and Resistance: A Case Study on How Compet-
ing Institutional Logics Unfold in Management Control Practices”, a previous version of this 
chapter has been presented in the PhD track of the 10th Manufacturing Accounting Research 
Conference in Ghent, on June 21, 2010. 
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IV.1 Introduction 

For more than two decades, the institutional approach to studying management accounting 
and control practices in organizational transitions has generated an impressive amount of in-
terest and research (Burns & Scapens, 2000; Colignon & Covaleski, 1988; Ezzamel & Bourn, 
1990; Granlund, 2003; Modell, 2001; Modell, Jacobs, & Wiesel, 2007). In this period, consi-
derable advances in institutional theory13

In this chapter, I investigate how radical changes as responses to organizational crises trigger 
a clash in institutional logics, when an incumbent stakeholder logic and lingering elements of 
a family logic are challenged by management control practices mediating a shareholder logic. 
For that purpose, a case study has been conducted in a German Mittelstand firm almost two 
years after a private equity firm became its majority shareholder. This type of institutional in-
vestor is considered to be the epitome of a short-term oriented, purely financially driven actor 
(German Council of Economic Experts, 2005) whose approach contrasts sharply with the tra-
ditional German model of taking multiple constituencies into account (Fiss & Zajac, 2004; 
Höpner, 2001; Lane, 2005). By deriving the stakeholder and shareholder logic from extant li-
terature on corporate governance, the paper aims to show how the enactment and reproduction 
of management control practices can reflect incomplete shifts in higher-order belief systems 
(Lounsbury, 2007). As these practices are embedded in contending institutional logics, they 
ultimately become a contested terrain of what constitutes legitimate ideas and values. Besides, 
the case firm had been family-owned for more than 40 years and although this era ended four 
years before the private equity firm took a stake in the case firm, paternalistic values derived 

 have been made. From an early emphasis on iso-
morphic processes and convergent change, stimulated by Meyer and Rowans’ (1977) found-
ing conception and later reinforced by DiMaggio and Powell’s (1983) seminal work on me-
chanisms of isomorphic change, the focus shifted towards the role of interest, agency and 
power in processes of institutionalization and institutional change (Modell, 2009b; Scott, 
2008). However, the relationship between agency and structure posed a central paradox to in-
stitutional theory, prominently phrased by the question of “how actors can achieve institution-
al change if their actions, intentions and rationalities are conditioned by these institutions?” 
(Holm, 1995, p. 398). To address this issue of institutionally embedded agency, recent re-
search draws on the notion of institutional logics, defined as sets of higher-order principles 
that shape actions and provide meaning (Friedland & Alford, 1991, p. 248). Institutions are 
thus embedded in institutional logics which, by guiding social action, legitimate and are mani-
fested in practices (Greenwood, et al., 2010; Lounsbury, 2007; Purdy & Gray, 2009). Thus, to 
understand how and why practices change in an organization, the relationship between an or-
ganization and its institutional environment has to be revealed. 

                                                 
13 In this study, the term institutional theory relates to the strand of new institutional sociology (NIS). 
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from a family logic still endured. Finally, this paper intends to contribute to the literature by 
exploring conditions for the hybridization of institutional logics against the background of 
radical organizational changes. 

Prior research in this area focused on the emergence and consequences of competing logics in 
organizational fields (Thornton & Ocasio, 2008). For instance, research investigated how 
competing institutional logics co-exist (Reay & Hinings, 2009; Townley, 1997), how institu-
tional logics may shift over time (Lounsbury, 2002; Reay & Hinings, 2005; Thornton & 
Ocasio, 1999) or result in hybrid logics (Glynn & Lounsbury, 2005; Haveman & Rao, 2006; 
R. E. Meyer & Hammerschmid, 2006; Schneiberg, 2007). In contrast, questions of how actors 
in an individual organization make sense of and respond to multiple, often competing institu-
tional logics, particularly those that underlie nonmarket institutions, remain under-researched 
(Greenwood, et al., 2010). In addition, the accounting literature has only lately picked up on 
notions of competing institutional logics, following calls for understanding practice variation 
effectuated by multiple rationalities (Lounsbury, 2008; Modell & Wiesel, 2008).14

A distinct feature of the case study is that several organizational changes occur quite radically 
as responses to external pressures, such as ownership changes and restructurings. Radical or-
ganizational change is understood here as a situation in which an organization breaks away 
from its existing template (Greenwood & Hinings, 1996) so that “prevailing ideas and values 
have lost legitimacy and become discredited” (Greenwood & Hinings, 1988, p. 306). Prior 
studies on changes in institutional logics drew more or less explicitly on notions of evolutio-
nary change (e.g. Thornton, Jones, & Kury, 2005). Consequently, expanding the concept to 
more radical periods of transition may help identifying which conditions facilitate or impede a 
process of logic hybridization. As another distinguishing element, this paper concentrates on 

 The major-
ity of research examines competing performance measurement logics in the public sector and 
assumes that a dominant, incumbent logic is challenged by another, emerging logic (Modell, 
2009a; Modell, et al., 2007; Modell & Wiesel, 2008; Ter Bogt & Scapens, 2009). To my 
knowledge, only Cruz, Major and Scapens (2009) conducted a study of conflicting logics in 
the private-sector. However, the concept is rather narrowly adopted without explicitly de-
scribing relevant logics and how they are linked to a broader institutional context. As private-
sector organizations are not exempt from institutional pressures (Hopper & Major, 2007) and 
may face different institutional pressures depending on their industry and sector (Scott & 
Meyer, 1991), it is necessary to apply the concept to the study of more private-sector organi-
zations. 

                                                 
14  An earlier example for the adoption of the institutional logics approach in accounting is the study by Dam-

brin, Lambert, and Sponem (2007). However, the authors assumed a shift in institutional logics and ana-
lyzed how a new, dominant logic evokes isomorphic responses to institutional pressures. Thus, this study 
does not contribute to our knowledge on how organizations cope with conflicting logics. 
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management control practices associated with a family logic and with corporate governance 
regimes. Institutional theory is thereby able to provide substantial contributions to the latter as 
it is inherently concerned with issues of control and coordination (Fiss, 2008). In particular, 
the narrative analysis in combination with a temporal bracketing strategy (Langley, 1999) 
shows that a family and a stakeholder logic prevailed in the first period when the case firm 
had been family owned, whereas the family logic was repressed in favor of the stakeholder 
logic in the second period under the owner-manager. In the third period, the private equity 
era, the stakeholder and lingering elements of a family logic clash with the shareholder logic. 
Finally, research in organizations has pointed towards the expression of institutional logics in 
concrete practices and organizational configurations, thereby indicating feasible, successful 
and legitimate roles, relationships, and strategies (Biggart & Guillén, 1999). In this regard, 
notions of shareholder value and restructurings have been largely overlooked by the literature 
on management accounting and control, although these themes have been central to the litera-
ture on corporate change processes since the early 1990s (Ezzamel, Willmott, & Worthington, 
2008).  

This study contributes to our understanding of the context conditioning the hybridization of 
institutional logics in periods of transition. As the sequence of events illustrates, radical orga-
nizational changes resulting in a clash in logics place high demands on institutional entrepre-
neurs for achieving institutional change, in particular when structural overlaps between new 
and incumbent roles, structures and practices are inherently limited, when organizational iner-
tia is high and when environmental shocks, such as the economic crisis, tie attention to opera-
tional problems. Indeed, environmental disturbances seem to have the potential defer the hy-
bridization process and to require continuous efforts of institutional entrepreneurs to explain 
and advance their change project. A second contribution of this study lies in its focus on how 
management control practices mediate multiple institutional logics in an organization. In addi-
tion to corporate governance logics, I find that management control is distinctly informed by a 
family logic. Furthermore, not only the existence, but also the deliberate absence of manage-
ment control practices can mediate a particular logic. As a third contribution, I show how the 
concept of institutional logics can be applied to a micro-level of analysis. 

The remainder of the paper is structured as follows. Section IV.2 elaborates on the theoretical 
background of the study by explaining the concept of institutional logics and outlining two 
ideal types of corporate governance logics in Germany. My research approach as well as a de-
scription of the research site is presented in Section IV.3. A narrative of institutional change 
and resistance is presented in Section IV.4. The paper concludes with a discussion in Section 
IV.5. 
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IV.2 Theory and Background 

IV.2.1 Institutional Logics 

The concept of institutional logics has been introduced by Alford and Friedland (1985) and 
advanced by Friedland and Alford (1991) as an opportunity to ‘bring society back in’ to insti-
tutional analysis. Capital markets, bureaucratic states, democracy, the nuclear family and 
Christian religion were identified as the core institutions of contemporary, capitalist, Western 
societies, whereby a distinct institutional logic underlies each societal sector (Friedland & 
Alford, 1991). As “master principles of society” (Thornton, 2004, p. 70), institutional logics 
shape actions independently of individual and organizational intentions. From an ontological 
perspective, they are thus conceptualized on an analytical level distinct from political power 
struggles over meanings (Leca & Naccache, 2006). Furthermore, institutional logics are both 
constituting and constraining in nature. They provide legitimacy and meaning as well as a 
scheme to structure reality (Friedland & Alford, 1991). In individual organizations, institu-
tional logics are mediated by management control practices (Modell, 2010) and, hence, pro-
vide a framework that integrates both macro and micro perspectives. In that way, the concept 
of institutional logic addresses the critique that neo-institutional analyses disregard the 
processes by which ideas diffuse and become rationalized (Hasselbladh & Kallinikos, 2000).  

Elaborating on Friedland and Alford (1991), Thorton and Ocasio (1999, p. 804) defined insti-
tutional logics as “the socially constructed, historical pattern of material practices, assump-
tions, values, beliefs, and rules by which individuals produce and reproduce their material 
subsistence, organize time and space, and provide meaning to their social reality”. The con-
cept of institutional logics thus concerns “broader cultural beliefs and rules that structure cog-
nition and guide decision making in a field” (Lounsbury, 2007, p. 289). Following Thornton 
and Ocasio (2008), the concept of institutional logics is interpreted as both a meta-theory and 
a method of analysis. As a meta-theory, the concept rests on the five assumptions of (1) em-
bedded agency, meaning that prevailing logics facilitate and constrain interest and agency; (2) 
society as an inter-institutional system in which each sector has its own distinct logic, so that 
each institutional context is usually shaped by multiple, often contradictory logics; (3) materi-
al and cultural foundations of institutions; (4) institutions at multiple levels, such as organiza-
tions, industries and organizational fields; and (5) historical contingency, thus touching on the 
notion of path dependency. In this study, particular attention is given to multiple institutional 
logics, thereby denying that all actions of a particular organization are guided by a single, 
overriding logic (Dunn & Jones, 2010; Greenwood, et al., 2010; Lounsbury, 2007). In addi-
tion to a detailed analysis of how institutional logics of corporate governance shape manage-
ment control practices, I also account for how the family logic as a nonmarket logic informs 
management control practices, since the case firm has previously been family-owned. As a 
societal logic, the family logic assumes actions to be guided by unconditional loyalty and for 
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the benefit of the community (Friedland & Alford, 1991; Thornton, et al., 2005). In order to 
illustrate the distinctive features of the family logic, its characteristics are contrasted with 
those of the corporate logic in Table IV-1.  
 

Characteristic Family logic Corporate logic 
Natural effect of symbolic analo-
gy 

Family as firm Hierarchy as corporation 
 

Sources of identity Family reputation, father-son rela-
tions  

Bureaucratic roles, quantity of pro-
duction 

Sources of legitimacy Unconditional loyalty Market position of firm 
Sources of authority Patriarchal domination   Board of directors, management 
Basis of strategy Increase family honor, security and 

solidarity 
Increase size and diversification of 
firm 

Learning mechanisms Sponsorship Competition, training and routines 
Informal control mechanisms Family politics Organization culture 
Formal control mechanisms Rules of inheritance and succes-

sion 
Board and management authority 

Organization form Family partnership M-form organization 

Table IV-1: Institutional logics of families and corporations as societal sectors (adapted from Thornton, 
et al., 2005) 

As a method of analysis, institutional logics have been used in event history analyses and in 
interpretive analyses that apply discourse theory, content analysis, triangulation, and ideal 
types (Thornton & Ocasio, 2008). In this study, institutional logics are described as ideal 
types representing unique combinations of multiple characteristics that are supposed to condi-
tion relevant outcomes. I would like to point out that ideal types are regarded as theoretical 
models or benchmarks to which actual meaning, action and behavior can be compared and 
contrasted. Actual belief systems are thus more or less similar to an ideal type, but are not as-
sumed to be identical. Furthermore, ideal types can be either derived from theory or from em-
pirical observations (Doty & Glick, 1994). Here, extant theory is used to specify multiple di-
mensions of higher-order institutional logics informing management control practices. Unco-
vering mechanisms at different levels contributes to the robustness and generalization of the 
theory (Stinchcombe, 1991). 

Furthermore, the institutional logics approach entails different mechanisms by which change 
can be achieved. In that way, institutional logics are a way to overcome the paradox of em-
bedded agency (Leca & Naccache, 2006). Thornton and Ocasio (2008) outline institutional 
entrepreneurs, structural overlap, and event sequencing as three mechanisms of change. In ad-
dition, competing institutional logics are presented as antecedents or consequences of change. 
As a first mechanism of change, institutional entrepreneurs and their ability to exploit contra-
dictions in institutional logics are brought into focus. By mobilizing resources asserting their 
interests, institutional entrepreneurs are able to change or create institutions (DiMaggio, 1988; 
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Fligstein, 1997). Second, structural overlap results from conflating previously separated roles, 
structures, and functions. Mergers and acquisitions and the creation of cross-functional teams 
are examples for structural overlaps (Thornton & Ocasio, 2008). Finally, event sequencing re-
fers to shifts in schemes, resources, and power due to sequential and distinctive events 
(Sewell, 1996). A congeries of events may lead to path-dependent processes that either but-
tress or dilute the incumbent logic (Thornton & Ocasio, 2008). In sum, institutional entrepre-
neurs and structural overlap allow to reassemble schemes and belief systems. In the sequenc-
ing of events, these blended or shifted institutional logics are consecutively advanced by other 
individuals (Thornton, et al., 2005).  

In contrast to these mechanisms, competing or conflicting institutional logics are not an ex-
planation for change, but a precondition for or an outcome of the three mechanisms (Thornton 
& Ocasio, 2008). Such a conceptualization of institutional environments as fragmented and 
contested is crucial, as prior research has tended to take an oversimplified view on shifts in 
institutional logics by distinguishing between stable periods of time (Lounsbury, 2008). Ra-
ther, shifts in institutional logics may be incomplete and multiple rationalities may co-exist 
(Lounsbury, 2007) or hybridize, thus combining the characteristics of two or more logics 
(Haveman & Rao, 2006). All three mechanisms of change as well as the concept of compet-
ing institutional logics are used to analyze the case. In doing so, competing institutional logics 
shaping the German system of corporate governance are – in combination with the family log-
ic – regarded as the determinants of micro-level change processes, as demonstrated by the fol-
lowing section.  

IV.2.2 Corporate Governance Logics in Germany 

Corporate governance is understood to be the cooperation between stakeholder groups in-
volved in operating and monitoring a company (e.g. Höpner, 2001; Vitols, 2001). By its na-
ture, corporate governance is concerned with issues of power and control. As Lane (2005, p. 
78) points out, “forms of corporate governance […] structure most other relationships within 
firms and even in society as a whole, as they are inherently connected with a redistribution of 
power and material welfare”. An institutional perspective on corporate governance thus sug-
gests to view institutions as structures reflecting the values and interests of powerful groups 
(Stinchcombe, 1968) and institutionalization as a political process infused with power and in-
terests of groups of actors (DiMaggio, 1988). The resulting corporate governance models in-
dicate then how power15

                                                 
15  In this context, Fiss (2008) stresses that power relationships implicate the obedience to power as well as the 

resistance to power. This is one distinguishing element between an institutional approach to corporate go-
vernance and the traditional approach that focuses on principal-agent problems between management and 
shareholders. 

 is distributed and which group’s interests obtained priority. Follow-
ing Fiss (2008, p. 391), these corporate governance models can be defined as “articulated sys-
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tems of meaning that embody the moral order as they explain and justify the proper allocation 
of power and resources”. By viewing institutional logics as underlying corporate governance 
models, this perspective allows linking both concepts (Fiss, 2008). Governance models are 
thus socially constructed patterns embedded in broader cultural beliefs and rules serving as 
decision-making rationales (Lounsbury, 2007). 

The rationales guiding decision-making in a field are further manifested in the everyday 
enactment and reproduction of management control practices, thus mediating higher-order in-
stitutional logics. A focus on the meaning embodied in practices is pivotal, as normative 
propositions of corporate governance models may change during the process of diffusion and 
implementation (Fiss, 2008). Organizational action is thus viewed as the outcome of struggles 
between different actors with different interests, resources, and ways of using control tech-
niques rather than as the expression of an abstract rationality (Clegg, 1989). This approach is 
consistent with Fligstein (1990), whose conceptions of control are similar to corporate gover-
nance models. He illustrates that organizational strategies do not per se entail a “world view”, 
but the rationales constructed by actors to pursue a particular strategy. 

Against this background, a stakeholder and a shareholder model of corporate governance in-
formed by competing institutional logics can be identified in Germany today (Fiss & Zajac, 
2004). Thus, in addition to the family logic, these two logics define the analytical framework 
of this study. In the following, these models and their underlying logics will be described by 
focusing on two levels of analysis, i.e. on governance arrangements between the corporation 
and its stakeholders as well as on governance arrangements within the corporation (Davis & 
Useem, 2002).16

The German system of corporate governance has traditionally been considered as the para-
digm case of a stakeholder model, for several reasons (e.g. Jackson, Höpner, & Kurdelbusch, 
2005). First, ownership is highly concentrated among families, the state, foreign investors, 
and other companies and banks. Banks further represent the primary source of company 
finance which is reflected in creditor-oriented accounting standards as opposed to sharehold-
er-oriented accounting rules. Second, the system of co-determination grants elected worker 
representatives rights of information, consultation and participation. Balancing the interests of 

 The latter includes management control practices associated with institution-
al logics of corporate governance. As the case firm is a medium-sized, privately held, limited 
liability company, the focus is further on those aspects of corporate governance models apply-
ing to the case characteristics.  

                                                 
16  The third level of analysis concerns corporate governance within and across societies. This literature on 

“varieties of capitalism” distinguishes between different types of political economies. Whereas coordinated 
market economies, such as Germany, rely on non-market, collaborative relationships, liberal market econ-
omies, such as the U.S., structure economic activities around hierarchies and arm’s-length transactions (for 
details see Hall & Soskice, 2001). 
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different stakeholders is thus indispensable for top management teams. Finally, a production-
ist, company-centered management orientation prevails considering the purpose of the firm as 
manufacturing products rather than generating money. This grants the high status of engineers 
and constrains the influence of accountants (Jürgens, Naumann, & Rupp, 2000). 

Consequently, the underlying template of this system can be termed a stakeholder logic, em-
phasizing the prevailing view of the corporation as a social institution serving multiple actors 
and interests (Fiss & Zajac, 2004). This rationale involves a managerial culture that is highly 
consensus-oriented (Jackson, et al., 2005) and managerial capabilities that emphasize compe-
tences in technology and engineering rather than in accounting and finance (Broadberry & 
Wagner, 1996). A long-term orientation aimed at stability and growth is also a fundamental 
features of this logic (Lane, 2005). A variety of management control practices, ranging from a 
centralized monitoring of compliance with accounting standards to elaborated cost accounting 
and performance measurement systems, are compatible with the stakeholder logic, as long as 
they are not entirely shareholder value-oriented. 

Traditionally, the German system contrasts with the shareholder model of corporate gover-
nance in Anglo-American countries that relies on the market for corporate control as a gover-
nance mechanism. Thus, accounting standards are shareholder-oriented (Höpner, 2001). Max-
imizing shareholder value is the prevalent paradigm with share value as the key source for le-
gitimacy. Rather than a multiplicity of constituents, shareholders benefit from intensive com-
munication with top management (Vitols, 2001).  

Thus, this model is shaped by an underlying shareholder logic of corporate governance. Un-
der this regime, the firm is viewed as an economic entity whose purpose is to maximize 
shareholder value (Fiss & Zajac, 2004). It is congruent with the finance conception of control 
that regards the firm as a collection of assets yielding different rates of return (Fligstein, 
1990). A shareholder value approach further promotes autonomous business units making 
managers accountable for value propositions of their subunit. Management control practices 
focus mainly on short-term financial goals, transparency, and the continuous monitoring of 
organizational activities. Key management control practices are those related to value-based 
management, such as performance indicators based on cash flows or profitability goals, and 
incentive systems that link remuneration to the individual performance of managers and em-
ployees (Höpner, 2001; see also Ittner & Larcker, 2001; Malmi & Ikäheimo, 2003). Accor-
dingly, managerial capabilities put an emphasis on financial and economic competence 
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(Jackson, et al., 2005). Table IV-2 provides an overview of distinguishing features of institu-
tional corporate governance logics in Germany.17

 

 

Characteristic Stakeholder logic Shareholder logic 
Sources of identity Firm as a social institution Firm as an economic entity 
Sources of legitimacy Nexus of stakeholders Share value 
Governance mechanisms Bank control 

Ownership concentration 
Employee co-determination 

Market for corporate control 
 

Management culture Highly consensus-oriented Strong dominance of the President 
Managerial capabilities Technical competence, engineering Financial and economic compe-

tence 
Organizational structures Unitary, centralized  Autonomous, decentralized 
Organizational objectives Profit maximization, growth, em-

ployee utility, stability 
Maximization of shareholder value 

Main focus of management con-
trol practices 

Long-term profit, growth Short-term financial goals, transpa-
rency, monitoring 

Key management control practic-
es associated with institutional 
logic 

Traditional control practices, e.g. 
budgeting and cost accounting 

Value-based management practic-
es, e.g. profitability goals, incen-
tive systems for managers and em-
ployees 

Table IV-2: Ideal types of institutional logics in the German system of corporate governance 

It follows that, in context of this study, shareholder value is viewed as a philosophy of value 
creation (Copeland, Koller, & Murrin, 2000) that shapes managerial beliefs about corporate 
goals, the means to achieve these goals, and the indicators to measure the degree of goal 
achievement regardless of a stock market quotation (Höpner & Jackson, 2002; Lane, 2005). 
The concept of shareholder value is thus reinforced by the use of key performance indicators 
for sophisticated target setting and systematic performance evaluation. Target setting includes 
cascading targets throughout the hierarchy, while performance reviews should be based on 
performance scorecards (Copeland, et al., 2000). As part of corporate governance, such insti-
tutionalized management control practices can act as “an adroit substitute for the overt use of 
power” while “cloaked in the appearance of objectivity and neutrality” (Covaleski, Dirsmith, 
& Michelman, 1993, p. 76). 

This shareholder model of corporate governance spilled over from Anglo-American econo-
mies in the early 1990s, parallel to the beginning erosion of the German stakeholder system. 
A change process evolved, leading to the adoption of elements of a shareholder model. 
Sources of this change process include the liberalization of European capital markets accord-
ing to the Anglo-American template, leading institutional investors to enter the market. Their 

                                                 
17  The description of the stakeholder and shareholder logic draws on characteristics that Thornton et al. 

(2005), Thornton and Ocasio (2008) and Modell (2010) used to describe ideal types of different institutional 
logics. 
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shareholder value-maxim quickly gained legitimacy and became widely accepted. Another 
source of change lies in the emergence of a new management culture that also promoted the 
concept of shareholder value and its assumptions, philosophy, and implications. The influ-
ences of consultancy firms as well as the changing educational background of managers, who 
increasingly attend Anglo-American business schools, have been the drivers of this develop-
ment (Lane, 2005). 

However, these developments did not remain uncontested in Germany. A well-known exam-
ple is the hostile takeover of Mannesmann by Vodafone (Höpner & Jackson, 2001). Another 
salient example picked by this case study is the emergence of private equity firms that have 
attracted considerable interest in German-speaking countries for a couple of years. In general, 
institutional investors contribute to the professionalization of organizational structures and 
management control by exerting pressures indirectly through monitoring activities (Steiger, 
2000; Vitols, 2001). More specifically, private equity firms create shareholder value through 
restructurings, improving operations as well as governance and managerial incentive systems 
(Bottazzi, Da Rin, & Hellmann, 2008; Bruining, et al., 2004; Cuny & Talmor, 2007; Wright, 
Hoskisson, et al., 2000). The German debate on this approach dates back to April 2005, when 
a German social-democratic politician accused private equity firms of being corporate raiders. 
He used the term locusts as a metaphor, thus evoking the picture of a swarm of insects pla-
guing German firms, selling them out at the expense of jobs, and hopping onto the next firm 
once they are done. In that way, private equity firms became the epitome of a short-term 
oriented investment approach that focuses solely on returns. Although the use of this meta-
phor has soon been criticized (e.g. German Council of Economic Experts, 2005), it became 
quite popular in the media. Until today, the public debate remains controversial and is charac-
terized by a widespread skepticism towards private equity firms. 

In conclusion, the incumbent stakeholder logic competes with a diffusing shareholder logic of 
corporate governance in Germany. In the case firm, the stakeholder logic and lingering ele-
ments of the family logic clash with the shareholder logic, when a private equity firm, i.e. the 
archetypical example for a shareholder-value driven organization, becomes majority share-
holder of a Mittelstand firm that had formerly been a family firm. As typical for a family firm, 
the case firm had been largely shielded from macro-level developments in the German system 
of corporate governance (Lane, 2005). 

IV.3 Methods 

IV.3.1 Case Selection and Data Sources 

Contacts to the management board of the case firm emanated from its participation in another 
research project at the Institute of Management Accounting and Control (IMC). This project 
involved a number of smaller case studies concerned with the role of private equity firms in 
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management control systems change and restructurings. For that purpose, interviews had been 
conducted with managing directors of private equity firms as well as with top management 
teams of the acquired firms. Due to the extensive fieldwork (see Weber, et al., 2009), a pro-
found understanding of the way in which private equity firms enforce their concept of corpo-
rate governance by initiating changes in management control has been developed. In particu-
lar, many interviewees of private equity firms asserted that their ultimate aim is to change the 
ways of thinking and to transfer their “mindset” to the acquired firms. This notion served as a 
starting point for this in-depth case study. One of the cases was selected in which the “mind-
sets” – or institutional logics – of both actors seemed diametrically opposed and in which the 
entry of a private equity firm provoked a clash of institutional logics of corporate governance. 

The first set of interviews with the managing directors of the private equity firm and the top 
management team of the case firm were also part of the multiple case study outlined above. 
When the advisory board, comprising both managing directors of the case firm and two man-
aging directors of the private equity firm, agreed to take part in this in-depth case study, a 
kick-off meeting was scheduled. During this meeting, the purpose of the study was explained 
to both managing directors and remaining questions were clarified. It also provided the oppor-
tunity to talk informally to the managing directors about the cooperation between them and 
the managing directors of the private equity firm, who were also advisory board members. 

In total, 17 interviews with 18 interviewees18

Table IV-3

 were conducted, including all department heads. 
The interview with the managing directors of the private equity firm took place in March 
2009. All other interviews were conducted between September and December 2009. The av-
erage interview lasted one hour, but the first five to ten minutes were not tape-recorded. The 
beginning of each interview was used to explain the purpose of the study and the confidential-
ity agreement. I set up a general agreement with the case firm’s managing directors and a 
summary of this agreement had been send to interviewees in advance. However, in order to 
establish trust between me and the interviewees, I highlighted that their names would be kept 
anonymous, gave them the possibility to ask questions about the use and storage of data, and 
provided contact details in case questions emerged after the interview. The majority of the in-
terviews were conducted in the case firm’s meeting rooms. Time between interviews was 
used to make field notes and to talk informally to the employees.  provides an 
overview of tape-recorded interviews.19

In terms of interview questions

 

20

                                                 
18  The two managing directors of the private equity firm were interviewed together. 

, interviewees were first asked to describe their current re-
sponsibilities and their occupational career. Several specific questions about the case firm’s 
recent history and organizational as well as strategic changes followed. An emphasis was put 

19  See also Appendix A. 
20  See also Appendix B. 
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on changes in management control and how interviewees perceived these changes. In this re-
gard, interviewees of the case firm were also asked to describe their interaction with the pri-
vate equity firm. Towards the end of each interview, interviewees were encouraged to tell 
other experiences, events or issues that they considered relevant for our study, but had not 
been brought up by me. Field notes were taken after each interviewing session to keep track 
of key interview themes. Further questions were noted in order to clarify them in subsequent 
interviews. Thus, the interview guideline initially developed served as a skeletal structure that 
was adapted to each individual interview. 
 

Date Interviewee(s) Location Duration 

31.03.2009 Two Managing Directors of the  
private equity firm Private equity firm 00:55:42 

02.09.2009 Managing Director Phone 00:39:04 
22.09.2009 Managing Director Operations Phone 00:43:18 
22.09.2009 Head of Finance Phone 00:41:50 

24.11.2009 Head of Sales (Central and Eastern  
Europe) Case site 00:50:54 

24.11.2009 Head of Quality Management Case site 00:50:46 
24.11.2009 Head of Key Account Management Case site 00:46:07 
26.11.2009 Head of Production Planning Case site 00:59:43 
26.11.2009 Head of Production Case site 01:02:55 
26.11.2009 Deputy Head of Production Case site 01:07:39 
01.12.2009 Head of Accounting Case site 01:08:24 
01.12.2009 Head of Purchasing Case site 00:58:51 
01.12.2009 Management Accountant Case site 00:46:41 
03.12.2009 Head of Product Development Case site 01:00:57 
03.12.2009 Head of Product Management Case site 00:38:54 
10.12.2009 Head of Export Sales Case site 00:43:32 

10.12.2009 Key Account Manager Technical  
and Medical Textiles Case site 00:55:51 

Table IV-3: Overview of tape-recorded interviews 

Documents about the case firm were also collected whenever possible. These included an or-
ganization chart, a company brochure, press releases and reports in business and trade jour-
nals as well as information on the case firm’s website. Of particular interest was information 
on the history of the firm, its organizational structure, range of activities, processes, and de-
velopment of performance indicators. I was allowed to view the 100-days plan that was set up 
by consultants and the advisory board during the due diligence. 

As a return favor for participating in the study, an individual benchmarking report about man-
agement accounting and control practices was compiled. For that purpose, a couple of em-
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ployees of the accounting department were asked to take part in the WHU Controller Panel21

Overall, I collected a variety of data from different sources and had the chance to interview all 
middle and top managers as well as the managing directors of the private equity firm who are 
also members of the advisory board. Thus, the data allowed me to observe corporate gover-
nance on a micro-level. The following section provides background information on the case 
firm. 

 
which required them to complete an online questionnaire. In addition to the interviews, the 
questionnaire gave an overview of current management control practices at the case firm. 

IV.3.2 Research Site and Context 

The research site is Fabric22

The production of elastic fabrics is a highly complex business as elastic textiles are a sensitive 
product. For instance, transportation, temperature, and humidity frequently change its proper-
ties such as its color, strain, or weight. The prototype that the customer orders is rarely iden-
tical to the finished product. Consequently, the production process is characterized by impon-
derableness. Vocational training for workers in the production department reflects the specific 
requirements for producing elastic textiles. While a couple of higher education institutions of-
fer degree programs for handling textile machinery, an internship at the global market leader 
of textile machines is common practice in advanced vocational training. The development and 
production processes require first and foremost a long-term experience in handling the ma-
chines. In addition, Fabric is in frequent contact with producers of textile machines and with 
yarn suppliers. This is exemplified in regular trade fair visits and in invitations for presenta-

 Ltd. (hereafter: Fabric), a medium-sized German corporation that 
was a family firm for more than 40 years after it had been established in 1958. Fabric produc-
es elastic fabrics and lace for the apparel industry as well as technical textiles for different ap-
plications. At the time of my study, Fabric had 120 employees and an annual turnover of 
about 20 to 25 million Euros. 70 to 80 percent of this turnover was made with one customer, 
whereas other apparel producers and consumers of technical textiles account for the remain-
ing 20 to 30 percent. Technical textiles are a segment that is in the process of being estab-
lished and currently makes a comparatively marginal contribution to sales. In Germany, Fa-
bric’s production facility and headquarter are located in an economically underdeveloped re-
gion lacking industrial firms and infrastructure. In addition to the German site, Fabric has a 
sales office in China. Nowadays, Fabric focuses on the production of elastic fabrics, whereas 
the production of laces has been outsourced to partner companies.  

                                                 
21 The WHU Controller Panel was set up by the Institute of Management Accounting and Control (IMC) in 

co-operation with the International Controller Association (ICV) to monitor the development of controlling 
in the German-speaking countries. Over 800 Panel members can take part in up to three studies per year. 

22  For reasons of confidentiality, the names of the organization as well as the names of the interviewees are 
kept anonymous. 
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tions of new textile machines. Furthermore, as Fabric is dependent on the fashion industry, it 
is indispensable to collaborate with trend agencies and to have long development cycles. It is 
also a seasonal business with a slack period in summer. 

The textile industry in Germany is still characterized by overcapacities, although it has been 
shrinking over the past 20 years. Nowadays, commodity textiles are almost exclusively pro-
duced in Asia, particularly in China, as cost structures of European producers are not competi-
tive in this area. The sub-sector of high-quality elastic textiles, in contrast, is controlled by 
Fabric and a few other European firms who focus on innovative products and benefit from 
long-standing business relationships with their customers. Nevertheless, market conditions are 
difficult. Growth can only be achieved by enticing customers away from competitors. The 
economic crisis exacerbated the situation further and at the time of my study, two of Fabric’s 
four European competitors were insolvent. This poses the threat of yarn suppliers going bank-
rupt as well, which may complicate the production process. Since yarns differ from supplier 
to supplier, it is almost impossible to produce the same fabric with yarns from different sup-
pliers. Thus, it remains questionable whether this industry will continue to exist in Europe. 

Since 2008, Equity, a private equity firm with a focus on distressed situations, has a major 
stake in Fabric. Equity is itself funded by a U.S.-American investor, but invests exclusively in 
SMEs in German-speaking countries. It is not focused on a particular industry. As it is typical 
for private equity firms, Equity’s activities go beyond the provision of capital. On the one 
hand, Equity’s investment approach rests on the assumption that a high involvement in opera-
tional issues generates shareholder value. In this context, involvement means that Equity’s 
Managing Directors become advisory board members of their companies and monitor top 
management closely. In fact, collaboration is restricted to the management board in order to 
perform a balancing act between preserving top management’s authority and Equity’s desire 
to influence change processes. Another aspect is that Equity’s Managing Directors have a 
background in business and consulting and frequently lack industry-specific knowledge. 
Therefore, Equity’s Managing Directors restrict their collaboration to the management board 
and avoid getting directly involved in the implementation of improvement measures. Conse-
quently, mutual trust and a close co-operation with top management are perceived as impor-
tant during the investment period. However, by inquiring lower-level managers about their 
progress, they are able to exert pressure and to communicate their goals to the middle man-
agement as well. On other hand, Equity’s investment approach places an emphasis on the in-
troduction and professionalization of management accounting and control practices. Their ex-
perience taught them that many of their target companies do not have any management con-
trol system in place. Equity’s focus is first and foremost on the introduction of liquidity plan-
ning, a timely monthly reporting scheme as well as an incentive system with performance-
linked compensation. 
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The case analysis will elaborate on Fabric’s institutional environment and how the challenges 
faced by the firm – a highly uncertain environment, a partly uncontrollable production 
process, and the necessity to innovate – also presented challenges for the implementation of 
management control practices shaped by a different institutional logic. In this context, the role 
of the private equity firm who represents an industry that has been heavily criticized in Ger-
many will be explored as well.  

IV.3.3 Data Analysis 

The data analysis leading to the subsequent case narrative relies on thematic coding as an in-
tegral step for structuring process analysis and sensemaking. In a second step, a temporal 
bracketing strategy has been combined with a narrative strategy. On the one hand, this gives a 
detailed, structured account of organizational change processes at Fabric and on the other 
hand, it enables the systematic comparison of distinct periods of these change processes. The 
analysis begins in the early 1990s, when the problems of Fabric emerged and the situation 
gradually began to erode. 

A temporal bracketing strategy allows decomposing the data into different phases that repre-
sent comparative units of analysis. By comparing similarities and differences across these 
units, theoretical propositions can be explored and replicated. However, in this context, the 
notion of phases does not imply a certain sequence of a change process. Rather, it is charac-
terized by similar activities and definite process boundaries (Langley, 1999). Consequently, a 
temporal bracketing strategy “enables the explicit examination of how actions of one period 
lead to changes in the context that will affect action in subsequent periods” (Langley, 1999, 
p. 703). By adapting this strategy, three distinct phases emerged around which the case narra-
tive has been structured. Moreover, these three phases, i.e. the family-firm era, the owner-
manager era, and the private equity era, also represent the first set of codes applied to the 
qualitative data. 

For each phase, a narrative analysis has been conducted. As a detailed story composed from 
raw data, the narrative is here used to gain an in-depth understanding of organizational proc-
esses and to obtain thick descriptions (Langley, 1999). Similar to the temporal bracketing 
strategy, this strategy relies on mechanisms as a form of sensemaking and seems thus particu-
larly suitable for examining how institutional entrepreneurs, structural overlaps and event se-
quencing trigger changes in institutional logics. In terms of thematic coding, a different list of 
codes emerged for each phase of the change process, accounting for different meaningful 
themes that informed the respective phase. 



Chapter IV: Multiple Logics, Radical Transitions, and Management Control: 
A Case Study of Institutional Change and Resistance  83 

 

 

IV.4 A Narrative of Institutional Change and Resistance 

IV.4.1 The Family-Firm Era 

Intensified product market competition which triggered among other factors shifts in the 
German model of corporate governance did not spare the textile industry. Since the mid 
1990s, the textile industry in Germany has been shrinking due to a relocation of production 
towards low-cost countries. At first, this referred primarily to commodity textiles that were 
increasingly produced in Eastern Europe, Turkey, and particularly in Asia. The sub-sector of 
high-quality elastic textiles and laces, in contrast, was mainly shielded from this development 
because European firms were able to keep a technological advantage (cf. Section 4.3.2). At 
the time when this industry-level change process started, Fabric produced a variety of com-
modity as well as high-quality textiles and laces at its two close-by production sites in Ger-
many and at its Austrian plant.  

Parallel to this emerging threat, a change in Fabric’s management board took place. In 1994, 
the founder’s son took over the management alone. Together with his sister, he had been in 
charge of the firm since 1976, when the founder of the firm died at a rather young age. How-
ever, frequent quarrels between the two siblings resulted in the sister’s withdrawal from her 
executive position. As she did not have a lot to say in entrepreneurial matters beforehand, this 
was rather a legal formality and did not cause any operational differences.  

A reason for these frictions between brother and sister lies in the character of the Managing 
Director. He was described by interviewees as a patriarchal leader with an autocratic man-
agement style. The latter had been particularly evident in centralized decision-making 
processes. He typically made decisions on the basis of his judgment and communicated them 
top down. Critical managerial functions remained in his sole responsibility, such as key ac-
count and financial management. Other employees were not supposed to meddle with his af-
fairs. Yet, on the other hand, the Managing Director (hereafter: the Patriarch) was a well-
respected person in the local community as he showed a great sense of social responsibility. 
Living with his family in the same town, he knew most of his employees and their concerns 
personally. For instance, one of our informants noted that “he was there for his employees 
when it came to the crunch”. This created a familial atmosphere at Fabric. Many employees, 
in turn, were loyal and spent their whole working-life at the firm, although career opportuni-
ties were rather sparse and often left to chance. The Patriarch was also committed to the re-
gion and kept close ties to the local community by being a member of clubs and associations. 
In particular, being the president of the local football club, he used his position to sponsor the 
football team.  

The patriarchal leadership style was further reflected in the absence of formalized manage-
ment control practices at Fabric. For instance, a formal organization structure was lacking. 
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While employees occupied different positions, the title of these positions did not refer to a 
well-defined area of responsibility: 

As a sales manager, you had been responsible for everything: that the yarn is there, 
that the machine is running, that the dyer doesn’t make a mistake, that it gets delivered 
in time, that the customer pays. More or less a general dogsbody. (Head of Sales) 

Another example is that the position of a management accountant did not exist. Reporting, 
budgeting, and performance measurement had never been issues at Fabric. In addition, sales 
and profit figures were not communicated to lower hierarchical levels. Apart from the Pa-
triarch and financial accountants, only the works council had access to performance informa-
tion. Employees could only draw conclusions from rather rough indications of Fabric’s per-
formance, as one interviewee explained: 

The family has never disclosed any figures, not even for middle managers. We were 
told that profits were good or that profits were bad. Or we sensed it because we got a 
Christmas allowance, or we got less Christmas allowance, or we didn’t get any 
Christmas allowance at all. (Head of Sales) 

However, the resulting lack of transparency did not remain unquestioned by employees. This 
referred particularly to costs and processes in the product development department. For in-
stance, custom-made fabrics were offered to each customer, although about three-fourth of 
sales were achieved with one customer. Another example is that fabrics were sometimes too 
expensive to find a buyer because product development cost had not been taken into consider-
ation beforehand. Occasionally, it was felt that these costs should be recorded: 

Products have been developed without considering cost… [Costs] have never been 
recorded […]. And then, from time to time, it was said‚ well, actually, we should 
know how much costs occurred in the product development department’. (Head of 
Production Development) 

Yet, these thoughts never resulted in any attempts to introduce cost accounting as a manage-
ment control practice. Similarly, the process for documenting newly developed products was 
described as unstructured, but had apparently been tolerated: 

“Only one employee was responsible for product development […]. There was only 
this person… who could somewhere make a handwritten note. This note had been fed 
into the computer and this formed the article description. Whether it worked that way 
is another issue.” (Head of Production Development) 

These accounts given by Fabric’s employees in conjunction with the description of the Pa-
triarch indicate that management control was informed by two distinct institutional logics. On 
the one hand, a family logic unfolded in the managing style of the Patriarch and in his delibe-
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rate abstinence of formalized management control practices. According to Thornton et al. 
(2005), this nonmarket, societal logic is characterized by patriarchal domination as source of 
authority and unconditional loyalty as source of legitimacy. Further elements of this logic are 
parent-child relationships and governance mechanisms based on rules of inheritance of suc-
cession. The increase of family honor, security and solidarity are goals underlying any strate-
gy under a family logic. Thus I can find a number of characteristics belonging to a family log-
ic that are transmitted by the way in which management control is exercised during the fami-
ly-firm era. On the other hand, management control was shaped by a stakeholder logic of cor-
porate governance. Rather than a profit-making entity, the firm was regarded as a social insti-
tution providing jobs for the benefit of its employees, their families and the region. Conse-
quently, organizational objectives focused on growth and employee utility. Organizational 
structure was centralized with the Patriarch as centre of power. Whereas knowledge in the 
area of finance and accounting was of minor importance, technical competence was valued 
highly in this era. Accordingly, in addition to a family logic, a stakeholder logic of corporate 
governance informed management control.  

As long as business was going well, the absence of formalized control practices did not pose a 
threat to Fabric. The firm has been embedded in a dense network of customers and suppliers 
and has long-standing business relationships with both groups. Fabric showed archetypical 
characteristics of a firm in a coordinated market economy (Hall & Soskice, 2001) such as 
Germany. Due to this network, macro-level changes in the textile industry remained largely 
unnoticed at Fabric as they did not yet have an impact on its performance. As a consequence, 
the relocation of production was largely ignored by the Patriarch. 

This dealing with the problem was challenged by a new Head of Marketing who had been 
hired after he graduated from a private business school in Germany in summer 1996. This 
business school was based on the model of Anglo-American business schools. Similar to most 
of employees, he was born and grew up in the same town. However, due his educational 
background, he was also a representative of the new managerial elite (Höpner, 2001; Jackson, 
et al., 2005; Lane, 2005). In this regard, Head of Marketing was an entry-level position as he 
was supposed to be the successor of the Patriarch at some indefinite future date, whose child-
ren were not interested in running the company. In contrast to the Patriarch, the Head of Mar-
keting perceived the increasing competition, particularly from China, as a major problem and 
urged the Patriarch to invest in China as well. The Patriarch disagreed with him and nothing 
happened. Finally, after frequent quarrels between the Patriarch and the Head of Marketing, 
the latter left Fabric in fall 1999 to become a consultant.  

Meanwhile, in the late 1990s, Fabric was drifting into a price competition, although the firm 
was not able to compete with firms in low-cost countries. The Patriarch pursued a short-
sighted strategy to cope with these challenges. Investments in research and development and 
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in machinery were delayed. Due to the Patriarch’s long-standing and intensive relationships 
with his customers and suppliers, Fabric could still rely upon its reputation. In particular, the 
relationship between the Patriarch and Fabric’s largest customer was characterized as “famili-
al”. Thus, long-time customer relationships protected Fabric from the increasing environmen-
tal threat. The latter was also largely unnoticed by employees: 

In the past, we were undisputed. We knew exactly that we’ll sell what we produce and 
that we’ll sell it well. And each year profits were high as well. There weren’t any 
problems. However, this has changed more and more and finally – but what we didn’t 
know at that time – profits weren’t as high as before. (Head of Sales) 

At the beginning of the new century, problems at Fabric accumulated and became manifest in 
an increasingly tight liquidity position. At first, the Patriarch seemed still to be able to deal 
with these issues. Suppliers extended the terms of payment and customers settled their ac-
count quickly. Both stakeholders had an interest in the survival of Fabric given the few Euro-
pean competitors in the market for high-quality elastic fabrics. However, when the Patriarch 
fell severely ill, customers’ trust began to fade away. The more the Patriarch was marked by 
his illness, the more it was doubted that he was able to run a business. Another problem con-
sisted in the extensive sponsoring of the local football club that tied up many resources. For 
instance, some footballers were employed by the firm, although they did not have to show up 
for work. Organizing football matches was expensive, because the club was playing at the 
third level of the German league structure. As a consequence, reserves were dissolved to 
finance day-to-day business. The Patriarch refrained from terminating the sponsorship as well 
as from firing employees because this might have meant losing his face. Furthermore, the Pa-
triarch’s illness made him even less sensitive towards criticism. Neither the suggestions by 
employees nor those by consultants that had been sent by Fabric’s bank creditors had been 
considered. Employee motivation was low, a well-defined strategy did not exist, and there 
was already an investment backlog of machinery. The siblings as well as banks were at odds 
with one another. In sum, Fabric was faced with a variety of interrelated problems. 

Finally, in 2003, one of the major creditors sent a permanent consultant to Fabric. In February 
2004, the pool of banks agreed to replace the Patriarch by this consultant and to set in a 
second interim manager. Both interim managers had experience in restructurings and while 
one of them was responsible for finance and accounting, the other was in charge of sales and 
production. This change in management caught most employees by surprise as still only a few 
had an idea about the severity of Fabric’s liquidity position. However, when the two interim 
managers initiated a first wave of layoffs that affected 40 employees, some employees de-
cided “to do something”:   

We saw that the bank wanted to wind up Fabric, i.e. to withdraw as much money as 
possible and then to close the firm. And we must not, we could not allow this; we 
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needed to do something […]. We realized that only profits mattered, but the people 
here didn’t matter. Right away some were fired […]. The family had lived here and 
had a certain obligation for the people. When someone comes from [the city where the 
major bank creditor is located] he doesn’t care whether Fabric exists or not. (Head of 
Production Planning) 

After assumedly realizing the banks’ true intentions, a group of four long-standing employees 
met to discuss how Fabric could be rescued. Soon, it was decided to ask the former Head of 
Marketing whether he would like to come back and to take over the management. Alternative 
candidates were not available anyway: 

No one that was familiar with the textile industry and whom we knew. Because he [the 
former Head of Marketing] comes from this town. Therefore, from our point of view, 
he was the ideal person for this position. (Head of Production Planning) 

The rationales given for asking the former Head of Marketing to return to Fabric indicates 
that the motivation of this group to take action was twofold. On an individual level, they had 
little chances to find another job in case the firm would have been liquidated because of their 
age, their unreadiness to relocate, and their specific training. On a higher level, and perhaps 
more pivotal, they seemed to share the vision to ensure the company’s survival for the region. 
These actors showed a sense of responsibility for and loyalty to Fabric as integral part of the 
region. In fact, the region played a pervasive role in my interviews with long-standing em-
ployees and can be regarded as the key stakeholder. Interviewees affiliated to the region 
showed a remarkable solidarity and almost treated it like a protective area demanding special 
attention. The former Head of Marketing was thus the ideal candidate because, due to his ori-
gin, he was supposed to share the same values and ideas. Indeed, it turned out that he was in-
terested in a management buy-in. He was also aware of the fact that the region had a poor in-
frastructure, making it unalluring for new businesses to settle. The former Head of Marketing 
found a business partner and together with the group of employees, they set up a business 
plan in the following months. In September 2004, he and his business partner became share-
holders and represented the new management board of Fabric. 

Regarding management control in these last years of the family-firm era, some of my infor-
mants regretted in retrospect not to have known business figures so that they would have been 
able to intervene earlier: 

I was angry with myself not to know the exact figures, because then one might have 
been able to do something. (Head of Sales) 

However, the desire for cost accounting and performance information – that was independent 
from the sequence of events also evident in the product development department – cannot be 
interpreted as a questioning of a stakeholder logic of corporate governance. In contrast, more 
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transparency is quite congruent with employees’ interests, i.e. to monitor economic power 
(Höpner, 2001). Neither does it represent a questioning of the family logic, as the bringing 
back of the former Head of Marketing demonstrates. To some extent, he was regarded as the 
“heir” of the business, leaving the patriarchal denomination uncontested. Towards the end of 
the family-firm era, no evidence suggests a renouncing of the stakeholder or the family logic 
and an embracing of another institutional logic.  

In conclusion, the sequence of events led to considerable changes in the firm’s ownership 
structure and competitiveness. It also led to a growing awareness that certain management 
controls are necessary to monitor the firm’s activities and to identify corrective actions. Nota-
bly, this phase shows that also the deliberate absence of formal management control practices 
can mediate a distinct logic. The family and the stakeholder logic clearly shaped actions and 
provided meanings to the actors. Moreover, these logics remained stable and homogeneous 
throughout the family-firm era, because the issues at Fabric were mainly attributed to the Pa-
triarch’s personality and his poor health as well as to the excessive sponsoring of the local 
football club. In contrast, the underlying corporate governance model remained unquestioned. 
The fact that two of three mechanisms of change, i.e. institutional entrepreneurship and struc-
tural overlaps, were absent in this era supported this conclusion. Whereas the Head of Market-
ing was not powerful enough to act as an institutional entrepreneur, the Patriarch lacked 
access to other institutional logics and the incumbent institutions were furthermore in line 
with his self-interests. Structural overlaps, in turn, could not emerge due to the homogeneity 
of the institutional environment. Thus, although the stakeholder logic had been increasingly 
contested on a macro level, these developments remained unnoticed at Fabric. However, the 
new Managing Director, who as Head of Marketing had not been powerful enough to inter-
fuse the incumbent logic with his template, was now in a position to draw on alternative insti-
tutional logics. 

IV.4.2 The Owner-Manager Era 

As soon as the new Managing Director and his business partner, the Deputy Managing Direc-
tor, took over the management of Fabric in September 2004, the corporate reorganization be-
gan. Whereas the Managing Director was responsible for marketing and sales-related activi-
ties, his deputy was in charge of finance and operations. However, interviewees reported that 
the Managing Director was the driving force behind the trajectory of change. The reorganiza-
tion consisted of a variety of measures, including what the Managing Director described as a 
“classical” reorganization. This involved the consolidation of production sites. As a first step, 
the plant in Austria was closed and machinery was transferred to the two production sites in 
Germany. Non-operating assets were sold and another wave of lay-offs followed. In addition, 
a financial restructuring was undertaken. Fabric paid off a couple of banks and continued to 
cooperate with only one local bank. A federal debt guarantee had been granted. Furthermore, 
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a reallocation of shares was necessary in 2005, after the death of the Patriarch. Then, the new 
Managing Director and his deputy became shareholders in equal parts. 

In terms of strategic alignment, the Managing Director perceived that innovation and quality 
form the basis of competition in market segment of elastic textiles and laces. Consequently, 
his strategy was on the one hand based on differentiation and on a focus on the firm’s core 
competencies. By reinforcing Fabric as a brand standing for high quality fabrics and innova-
tion, he assumed the firm to be less sensitive to price competition. On the other hand, he envi-
sioned Fabric as a vertically integrated global player in the industry of elastic fabrics. In that 
way, he aimed to safeguard as many jobs as possible in his home town. Several events in the 
years 2005 and 2006 reflect this strategy. 

In Germany, investments in modern machinery were made in the period from 2005 to 2006, 
in order to enhance Fabric’s competitiveness. These machines reduced per unit cost and could 
be more flexibly deployed. For instance, it was now easier to switch from one pattern to 
another. New employees for the design team were hired and another trend agency was con-
tracted. The range of articles was divided into four segments according to their degree of fa-
shion and their technical requirements. Vertical integration was expedited by a joint venture 
with a fabrics finishing firm in October 2005. Both managing directors of Fabric were part of 
the management board of this joint venture. International expansion was achieved through the 
foundation of a sales office and a subsidiary in China in late 2005. While the sales office was 
supposed to supply the Asian market with elastic fabrics, the production site should provide 
the European market with basic qualities. However, the latter was mainly a response to pres-
sures from Fabrics major customer and many employees were critical of this step, as they per-
ceived it to be too late to enter the Asian market. The production in China began in early 2006 
on a limited scale with four machines on-site. Furthermore, these developments were also 
used for a couple of public relations activities. In 2005, Fabric launched a new website and in 
2006, several industry-specific journals reported about Fabric’s modernization of machinery 
and published interviews with the Managing Director. These activities, combined with face-
to-face meetings between the Managing Director and the management of his customers, led to 
a gradual restoration of customer’s confidence and to a rebuilding of good relationships. 

The new strategy formulated and implemented by the Managing Director involved an under-
lying production pattern that has been described by Streeck (1992) as diversified quality pro-
duction. This highly-successful production pattern has been an integral element of the Ger-
man model of corporate governance. As an advanced form of craft production it relies on 
skilled labor, on diversified, high-quality products as well as on non-price competition in a 
specific market-niche. Basically, diversified quality production means “high volume produc-
tion of customized quality-competitive goods” (Streeck, 1992, p. 26). The concept further 
emphasizes strategic alliances and joint ventures as well as dense and trust-based relationships 
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between firms at different stages of value chain. This reveals a dependence on non-social in-
stitutions. Rather than relying on competitive market arrangements or on hierarchies, colla-
borative arrangements were used to foster the firm’s competitiveness (Hall & Soskice, 2001; 
Streeck, 1992): 

The Managing Director was looking for co-operations with textile manufacturers. I 
don’t think it would have been a good idea to start competing with those firms (they 
produce other textiles than Fabric). It’s better to form strategic partnerships, to appear 
jointly on the market, and to save resources. That’s beneficial for everyone. (Head of 
Production Development) 

The sequence of events suggests that the Managing Director did not intend to challenge the 
incumbent stakeholder logic of corporate governance. Organizational objectives, including 
growth, employee and regional utility, did not substantially change, although the measures he 
took to achieve these objectives were fundamentally different. Employees also felt that the 
Managing Director’s motivation was not exclusively driven by profitability concerns: 

Maybe it played a role, just as a small hidden agenda, that he was able to protect the 
people in this town. (Head of Production) 

However, conceptualizing the Managing Director as a change agent implementing non-
divergent changes within the organization’s institutional environment (Battilana, et al., 2009) 
would underestimate the extent to which he perceived institutional contradictions. Due to the 
different social positions that he occupied in the inter-institutional system, his mindset was on 
the one hand shaped by his origin from the region and his former occupation as head of mar-
keting. On the other hand, it was shaped by his educational background in business and his 
career as a consultant. In fact, the changes initiated by the Managing Director departed consi-
derably from the incumbent family logic. In particular, he tried to break with the patriarchal 
domination, a key element of the family logic. In order to “turn the patriarch into an elder 
brother”, he followed a participative management approach, emphasizing team-made deci-
sions. His approach was more consensus-oriented and was thus congruent with the stakehold-
er logic. Examples were the weekly meetings of all department heads that he initiated to foster 
their interaction. In part, the involvement of employees was also necessary as he was depen-
dent on employees’ many years of experiences. Employees seemed to appreciate this new 
management style:  

The approach was fine and we were making progress. There were considerable 
changes, communication channels became shorter, we had a management, and particu-
larly a Managing Director, who was daily on site and who took care of current prob-
lems. Everything was decided right away in the team. The cooperation was different, 
no doubt about it, it was modern. (Head of Purchasing) 
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In addition, the Managing Director tried to encourage employees individually to give up es-
tablished routines and to try other ways without waiting for a directive. He attempted to foster 
more autonomous and decentralized decision structures that were incompatible with the in-
cumbent family logic, but reflected practices and values of the Managing Director’s prior oc-
cupation. However, whereas the quote above suggests a smooth change process, the strong 
desire for a patriarchal leader indeed prevailed in this period of transition. A renunciation of 
patriarchal leadership and other styles of collaborating between the Managing Director and 
his subordinates were found difficult by Fabric’s workforce as independent decision making 
had never been an issue before the change in management. Although these changes were 
compatible with the stakeholder logic of corporate governance, the Managing Director 
seemed to be rather unsuccessful as an institutional entrepreneur. 

In terms of management control practices, the focus was at first on standardizing bookkeeping 
procedures to provide a basis for a reporting scheme. For that purpose, a new Head of Ac-
counting with a background in taxation was hired to reassess financial accounting procedures. 
These lacked structure and coherence: 

We had to start from scratch. We had to say, if you book this, then you have to have a 
look on that because these two issues belong together and if there is something pecu-
liar, you have to inform x and y. (Head of Accounting) 

However, breaking up routines proved to be difficult and required convincing and patience. 
There was a strong tendency to book transactions as they had been handled before and ac-
countants refused to alter their routines. The former management was held responsible for 
these reactions: 

That [to stand up to accountants] was very, very difficult. That was due to the corpo-
rate culture of the family firm. One was unconcerned about reporting issues. (Head of 
Accounting) 

As a first management control practice, cost accounting has been introduced in the form of 
cost distribution sheets to analyze the firm’s cost structure and to identify non-profitable 
products. Consequently, these products were either eliminated or formed the starting point for 
operational changes. In addition to cost accounting, the tight liquidity position made liquidity 
planning necessary. 

A matter of particular concern for the Managing Director was a more systematic approach in 
the product development department. Each new product was henceforward assigned to a cus-
tomer and got a profile that summarized its characteristics. This practice put an end to the ra-
ther unstructured way in which new products had been documented previously. Furthermore, 
product development was continuously monitored to ensure a full product pipeline. According 
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to the Managing Director, budgets for the product development department formed another 
integral part of his strategy: 

Such a firm can only be successful in the long run if one invests heavily in innovation, 
if one creates a climate of innovation, if one provides budgets and ensures that the 
product, the brand and the service are a differentiation criterion. (Managing Director) 

Related to product development budgeting was an ABC analysis to categorize customers ac-
cording to their percentage of sales. Consequently, the full range of custom-made fabrics was 
only offered to A-customers, whereas C-customers could only choose between already avail-
able fabrics. Beforehand, customized fabrics were offered to each customer. In addition, tar-
get costing was introduced to calculate whether a new fabric could be produced at a competi-
tive price: 

We begin with product development… In the past, we brought fabrics onto the market 
which were much too expensive for their specific market segment. Now we calculate 
first and assess how much a fabric is allowed to cost. Then we produce it. Basically, 
we start from the end, which is the right way. (Head of Production Planning) 

In contrast to the new management style, the introduction of management control practices 
did not represent a paradigm shift due to their congruence with the stakeholder logic. Al-
though financial considerations gained more importance in the owner-manager era, the Man-
aging Director tried to balance social and financial goals and never evoked a rhetoric different 
from the stakeholder rhetoric. Management control practices based on management account-
ing information formed part of his plan to professionalize processes at Fabric. According to 
the accounts given by department heads, they generally seemed to have a positive attitude to-
wards practices focusing on efficiency, as these practices represented a way to secure jobs in 
the region. However, as indicated above, the implementation of a new bookkeeping evoked 
resistance among accountants who were deeply entrenched in their routines. Accordingly, 
management control practices were not particularly elaborated and mainly affected day-to-day 
business in the product development department. 

However, similar experiences to those made in the accounting department were made in the 
quality management department. The current Head of Quality Management started to work at 
Fabric at the end of 2006 and was the first institutionalized quality manager. Before, a forma-
lized quality management did not exist either: 

Processes haven’t been documented, but more or less maintained by employees who 
passed their knowledge down generations by telling, listening, learning by doing. 
(Head of Quality Management) 
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To begin with, the Quality Manager assessed which quality tests could be conducted at Fa-
bric. For that purpose, all processes had to be recorded and employees were asked to describe 
the processes in their departments. Afterwards, it was evaluated whether and how these 
processes could be simplified. This involved further interviews with staff from different areas. 
Next, process improvements and operating procedures have been documented and communi-
cated to staff in trainings. In particular, test instructions have been developed for the quality 
management department. This approach proved to be successful as it turned out that quite a 
few tests could be conducted and that the rejection rate could be decreased after a short time. 
However, despite these achievements and the involvement of different employees, the Quality 
Manager encountered substantial resistance among employees. An interviewee remarked that 
a good product would speak for itself and would not need such tests. This attitude could be 
part of the reason for employees’ resistance. As with the accounting department, resistance 
was strongest when employees were asked to change their routines, i.e. the way in which they 
performed a particular task.  

In spite of these difficulties, employees were generally sympathetic to the changes initiated by 
the Managing Director. In particular, open communication and the fact that “the Managing 
Director lends an ear to everyone’s problems” were appreciated by employees. Nevertheless, 
the promising activities could not hide the fact that Fabric still had to cope with severe liquidi-
ty issues caused by the expansion to China and investments in new machinery. Specifically, 
the firm was regularly short of cash to buy raw materials, although the order volume was 
high. The purchase of yarn was often delayed because Fabric had to wait until other custom-
ers settled their account. Due to the usage of long terms of payment of its suppliers, it was 
impossible to deduct cash discounts. Moreover, Fabric still had to pay in advance until its 
suppliers would provide yarn. Consequently, it was impossible to stock up and Fabric had 
long delivery times. Another reason for its financial distress lied in a high capital lockup. Fa-
bric was still able to produce a variety of textiles as it had different machine groups. Accor-
dingly, capacity utilization was rather low. In addition, the production in China never took off 
owing to a lack of orders. It also turned out that these textiles were of an inferior quality com-
pared to those produced in Germany. Another problem representing a major obstacle for the 
creation of a “global player” concerned fabrics finishing firms. Even if the firm had several 
production sites around the globe, these textiles would have to be finished somewhere before 
they could get sold. As transport can easily cause damage to fabrics, such a finishing firm 
would have to be located in the vicinity of each production site. In retrospect, some of our in-
formants took a critical look at the strategic alignment: 

If you are from this region, you make one mistake: to retain staff. We wanted to in-
crease sales in order to retain all staff. We never achieved this goal and this was our 
doom. (Head of Production Planning) 
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There was a plate in the hall, ‘flexibility is our business’. This was a reason for our fi-
nancial distress because we had many machines, we had many machine groups, we 
had many people, we could do almost anything. And this was our undoing. (Head of 
Production Planning) 

We discussed for the second and the third time whether we might be able to do it. 
Maybe we’ll generate 200,000 Euros more sales next month and then we can afford to 
retain this employee or we don’t need to close this department. (Head of Purchasing) 

The issues described by interviewees relate to a precondition for the adoption of diversified 
quality production, namely to the presence of redundant capacities. In order to be successful, 
diversified quality production requires universally applicable, unspecified capabilities that can 
be employed for a variety of uses. Thus, it is difficult to measure the return on investment on 
those capacities which makes them particularly vulnerable to cost-cutting pressures. Exam-
ples for these capacities are broad and high skills, functional overlaps in organization struc-
ture enabling subunits to act as substitutes for each other, decentralized decision-making 
processes, and social peace manifested in the system of co-determination (Streeck, 1992). 
Ironically, a couple of these kinds of success factors turned out to be disadvantageous for the 
case firm. The quotations above also indicate a first questioning of the stakeholder logic. It 
was more and more considered impossible to combine the desire to pursue Fabric’s social 
goals with the achievement of profitability necessary for the firm’s survival. As in the family-
firm era, neither structural overlaps nor institutional entrepreneurship triggered changes, but 
the sequence of events. Management control practices contributed to this changing perception 
by revealing which activities were financially feasible.  

The financial position eventually became worse at the end of 2006, when the Deputy Manag-
ing Director, who was involved in several other businesses, got into difficulties. When his 
other firms became insolvent, he suddenly bowed out of the firm. At first, the Managing Di-
rector tried to run the business alone, but soon it became clear that Fabric needed more capi-
tal. In 2007, the Managing Director decided to look for a financial investor that would support 
a buy-and-build strategy. This means, after having focused on core competencies and effi-
ciency improvements, Fabric would grow by acquisitions in a widened geographical base 
(Smit & Moraitis, 2010). A financial investor was preferred to a strategic investor: 

I was looking for a financial investor who was interested in investing in the firm and in 
utilizing it as the basis for a buy-and-build strategy. I refrained from looking for a stra-
tegic investor because I wanted to give this site a future. A buy-and-build strategy 
seemed to me more promising than a takeover by a strategic investor who inevitably 
has his own production sites. I would have failed to meet this social goal. (Managing 
Director) 
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In a works meeting, the Managing Director informed his employees about his plan to look for 
an investor. Afterwards, he contacted more than a dozen potential investors. Due to his educa-
tional background and his consulting practice, he was socialized in this community. In sum-
mer 2007, he decided to cooperate with Equity for several reasons. First, Equity focuses on 
distressed situations in the German Mittelstand market and had thus experiences in dealing 
with organizational crises and reorganizations such as those of Fabric. Next, Equity has no de-
finite investment periods which allow flexible investment strategies. According to Equity, 
they invest on a long-term basis, i.e. more than five years:  

We are not interested in a ‘quick flip’ as other distressed investors, but in long-term 
value enhancements. (Equity’s Managing Director) 

That suited the Managing Director who was of the opinion that neither the organization nor 
the market for elastic fabrics would fit into a rigid investment period. He also valued the en-
trepreneurial attitude of Equity’s Managing Directors. Finally, sympathy between the Fabrics’ 
Managing Director and Equity’s Managing Directors played a role as well. An extensive due 
diligence assessment conducted by a large international auditing firm and by an international 
law firm followed a tentative agreement in fall 2007. The management audit suggested that 
every employee in a managerial position had to reapply for his or her job. Two auditors inter-
viewed each manager for three hours. At that point in time only the works council was in-
formed about which financial investor would take a stake in Fabric. In addition, Equity of-
fered Fabric’s work council to visit another firm owned by them. The opportunity to exchange 
experiences with the other firm’s work council was grasped and contributed to gaining confi-
dence in the financial investor. Nevertheless, it became clear that considerable operational 
changes and some layoffs would follow. Since Equity’s stake meant that the firm would con-
tinue to exist, these constrains were accepted. In mid-November, the contract was signed and 
the closing took place at the end of January 2008. Owning 92% of stock, Equity became ma-
jority shareholder. 

In conclusion, the owner-manager period was still characterized by a family logic and a 
stakeholder logic of corporate governance. However, the stakeholder logic has been ques-
tioned by some employees who felt that Fabric was trying to safeguard too many jobs and that 
its production was too flexible to survive in the industry of elastic textiles. Consequently, ca-
pacity utilization remained rather low and costs high. Yet, the stakeholder logic has not been 
replaced by alternative logics emphasizing financial goals over social goals. A reason for that 
lies in the motivation of the Managing Director. Although the new Managing Director as a 
former consultant and graduate of a business school was socialized in an institutional envi-
ronment propagating a shareholder logic of corporate governance, his self-interests as an in-
stitutional entrepreneur were in many parts congruent with the stakeholder logic. In particular, 
he shared the view that Fabric had a certain responsibility for the region. Organizational ob-
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jectives were concerned with growth and employee utility instead of shareholder value. The 
strategy was clearly focused on diversified quality production (Streeck, 1992). So he tried to 
create a balance between financial and social concerns. Cost accounting practices such as tar-
get costing and budgeting for product development were congruent with this agenda. Man-
agement control practices thus mediated economic considerations but within the constraints 
set by a stakeholder logic. In contrast, the Managing Director tried to break with central tenets 
of the family logic by adopting a more participative management style. However, he encoun-
tered substantial resistance among employees who did not abandon taken-for-granted rou-
tines. Thus, at the end of the owner-manager era, management control was shaped by a stake-
holder logic of corporate governance and lingering elements of a family logic. 

IV.4.3 The Private Equity Era 

The first time that Fabric’s employees met Equity’s managing directors was after the closing 
in January 2008. First, a department head meeting took place in which Equity’s managing di-
rectors introduced themselves and presented their vision for the modernization and expansion 
of the firm. Afterwards, Equity’s managing directors introduced themselves to all employees 
in a works meeting. To many department heads and employees this buyout represented anoth-
er radical change after interim managers took over the family business in 2004. Many of Fa-
bric’s stakeholders were skeptical and afraid of Equity’s motives, not least due to the “locust” 
discussion (cf. Section 2.2): 

We heard that there was an investor […]. Then you read the newspapers from time to 
time: Bought by an investor, know how, machinery sold, bankruptcy, liquidation. You 
worry about what they are going to do now. […] As every time when something 
changes, you assume the worst things. What are they going to cash in on the firm? 
(Deputy Head of Production) 

Yet, this concern dissipated for the most part after the presentation: 

Of course we had heard of financial investors and of locusts. But, right from the start, 
we had the impression that the investors had more time and were more patient. They 
didn’t say ‘we are going to sell this business next year with a profit, if possible’. […] 
So we thought we found a good partner. (Head of Purchasing) 

Similar reactions to those of the employees came from Fabric’s customers: 

When the customers heard that a financial investor joined the firm, they were skeptical 
as to whether this investor was really interested in the continuation of the business or 
whether he was only interested in short-term returns. (Head of Sales)  
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However, as Equity could convince all stakeholders that it was not interested in asset strip-
ping, the mutual trust between the firm and its long-standing customers remained largely un-
affected. What remained, though, was the awareness that a financial investor has different 
goals than a bank or a strategic investor. This lingering element will be picked up later again. 

After the closing and the introduction of Equity’s managing directors, the so-called 100-days 
plan was enacted. According to Equity, this plan aimed at stabilizing Fabric’s liquidity posi-
tion and at improving its operations within the first three months. The focus was to a lesser 
extent on strategy than on operative deficits. The plan was set up on the basis of SWOT 
(strengths, weaknesses, opportunities, threats) analyses that were part of the due diligence as-
sessment. A look at it revealed that it contained large spreadsheets for each function, for in-
stance for finance and control, sales, and product development. For each area within a func-
tion, the plan specified a range of activities that should be taken as well as deadlines for each 
activity. Red, yellow, and green traffic lights indicated the progress of each activity and were 
automatically calculated. The plan also provided spaces in which one could give reasons for 
the deviations. Overall, the 100-days plan seemed to be very detailed and comprehensive. 

With the enactment of the 100-days plan, a process started that led to what many informants 
described as a more “tight” control. One of Equity’s managing directors described their ap-
proach as follows: 

We focus on the day-to-day business, on standing on management’s feet and question 
the management: Did you initiate this step, where do you stand, what are your prob-
lems, what are you doing, what are further initiatives – traditional themes of coordina-
tion and control […]. Take any textbook on management accounting and control – 
that’s what we do. (Equity’s Managing Director) 

Instead of monitoring the management solely through their advisory mandate, Equity’s man-
aging directors have been almost daily on-site in the first couple of months in order to exert 
influence on the business. As the quotation indicates, this influence was mainly concentrated 
on the firm’s top management. However, Equity also tries to connect well to middle managers 
and to the works council. While the works council was supposed to give a true and unfiltered 
summary of the situation, Equity expected to discover potential problems early in talks with 
middle managers. 

In contrast to the abstract account given by Equity’s Managing Director above, the beginning 
phase of Equity’s commitment to the case firm proved to be more difficult than expected. Al-
though the three managing directors got to know each other more than half a year before the 
signing of the contract and had been accompanied by a coach from this point in time onwards, 
in the initial phase they “had to find a new modus operandi”, as Fabric’s Managing Director 
put it. He stressed several times that it took a while to get accustomed to each other, not least 
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because Equity was lacking industry-specific knowledge. Even more challenging was gaining 
confidence of middle managers and employees: 

Worlds clash together. Worlds in a sense that, on the one hand, there are people com-
ing from a world where they do 150 cases in Excel… in two days [laughs]. On the 
other hand, there are people who do one case in reality, in five years. There are worlds 
in between, cultural worlds. (Managing Director) 

In other words, the Managing Director illustrated that there were few, if any, structural over-
laps between Equity’s approach and the incumbent approach towards management control at 
Fabric. He further explained that the additional benefit of having a financial investor is often 
not obvious for middle managers, as advantages lie more in the strategic development than in 
their day-to-day business, once operational improvements have been completed in the first 
phase after the takeover by a private equity firm. 

Against this background, Equity began to push its perception of management control by pro-
moting basic control practices. Among the first practices was working capital management. 
The reason for introducing this practice was twofold. On the one hand, the case firm had been 
almost insolvent at the beginning of 2008 and, thus, its liquidity position had to be improved 
quickly. On the other hand, from Equity’s point of view, cash flow represents the single most 
important performance figure for controlling a business. Thus, Equity emphasizes right from 
the start the role of cash flows for value creation (Rappaport, 1999). Parallel, Equity expected 
Fabric to compile a monthly report including a balance sheet, a profit-and-loss statement, and 
a statement of cash flows. This report should be available within ten days after the end of each 
month. In addition, reporting involved weekly reports focusing on sales figures and incoming 
orders. These were discussed in weekly meetings with department heads. Given the fact that 
with the closing of the deal, a new holding structure had been enacted in addition to the exist-
ing legal entity of the firm, the workload in the accounting department increased substantially. 
As a consequence, a Head of Finance was recruited in Mai 2008. Before, many issues relating 
to finance, financial and managerial accounting belonged to the responsibilities of the Head of 
Accounting. 

The Head of Finance had to set up further a scorecard with key performance indicators 
(KPIs). This was of particular relevance for Equity as it allowed monitoring its primary objec-
tive, namely the creation of value (cf. Copeland, et al., 2000):  

We try to implement on top-down control systems, not as complex as a balanced sco-
recard or an economic value added, but which represent a performance measurement 
system. We encourage the management to focus on key performance indicators […]. 
In addition, we try to structure our meetings according to those key performance indi-
cators and value drivers. (Equity’s Managing Director)  
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The KPIs mentioned by Equity’s Managing Director, included EBITDA, cash flow, unad-
justed margin, and incoming orders at a ratio of sales in Fabric’s case. Other KPIs were re-
lated to working capital management, quality management, utilization of machine groups, the 
delivery backlog, and productivity ratios. This scorecard was reported together with the end-
of-month accounts.  

While the Fabric’s Managing Director was appreciative of Equity’s desire for detailed and 
prompt numbers, he himself did not feel to need this information to run his business. Equity, 
in turn, used the reports in a diagnostic way, i.e. to identify deviations and to ask for explana-
tions. In that way, Equity increased each middle manager’s degree of accountability. Al-
though almost every informant denied an influence by Equity on their area of responsibility, 
Equity was able to make its goals clear to middle management as well as top management by 
asking questions: 

Equity has frequently been on-site. And you had to report to them why things were as 
they were. (Head of Quality Management) 

They [Equity] truly have a financial background. In the beginning, we had to get used 
to the fact that basically everything was questioned. […] For I have a rather technical 
background, but they saw everything only from a financial point of view. (Head of 
Key Account Management) 

They [Equity] let us work as long as the numbers crunch perfectly. (Head of Purchas-
ing) 

These quotes demonstrate prominently how Equity was able to mediate a new institutional 
logic through management control practices. In contrast to reporting practices that did not af-
fect middle managers, being accountable for financial results was new to them as issues of 
finance and control had traditionally fallen in the area of top management. While some pre-
viously approved a more financial orientation, changes in management control were more far-
reaching than these considerations. 

Another management control practice introduced by Equity concerned incentives for top and 
middle managers. Equity left everyone the choice to decide the extent of a variable compensa-
tion. Thereby, variable compensation was dependent on target achievement. In case of top 
management, these targets were always linked to the generation of a cash surplus, again 
stressing the importance of cash flows for shareholder value generation. However, some em-
ployees rejected this form of variable compensation: 

As everyone, I had been asked whether I would like a variable compensation. I don’t 
like bonuses in general. In my opinion, the supervisor has to decide whether her sub-
ordinates work or not. Then she has to realize that they showed a good performance 
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and it is her responsibility to say: My people worked hard, I was able to deliver every-
thing on-time and now they deserve a bonus. (Head of Accounting) 

This viewpoint of the Head of Accounting shows that variable compensation dependent on 
the achievement of formal targets mediated a corporate governance logic contended with the 
incumbent institutional logic. Instead, the Head of Accounting favored the incentive practice 
prevailing in the family-firm era, when the Managing Director would decide whether his em-
ployees got a bonus at the end of the year. The differences in incentive practices are salient 
examples for the clash in institutional logics. 

Equity’s influence on management control practices became also apparent in the area of bud-
geting. For the year 2009, budgets were defined for each department head in fall 2008. There-
by, the Managing Director and Equity agreed on key parameters, while the Head of Finance 
and his team worked out the details. Budgets reflected the cost incurred in the previous year 
as well as the targets for the current period. Targets are discussed and result in an agreement 
of objectives, but budgets could not be negotiated. While many department heads said that 
they just stayed within their budget in a sense that it turned out to be realistic base for their 
operations, the lack of a basis for negotiation led also to some paradoxical situations. An ex-
ample is the budget for the sales manager responsible for technical and medical textiles. 
These textiles represented a by-product and had been neglected for a couple of years. Then, in 
October 2008, a sales manager for this area had been hired. As this manager had to start from 
scratch, she would have to travel a lot to build up a customer base. However, she immediately 
realized that this budget did not allow her to fulfill her tasks as budgeted travel expenses were 
far too low. This issue was discussed with the Managing Director when she got her budget. 
Although he agreed with her, the budget was not adjusted and sanctions for exceeding it did 
not exist. Overall, this suggests that budgeting was introduced as a legitimizing tool, but 
loosely coupled to organizational routines (Orton & Weick, 1990). In part, the problems asso-
ciated with budgeting can be traced back to Equity’s limited knowledge of the textile indus-
try. It took some time until Equity became familiar with these specific issues: 

They [Equity] could not imagine the problems which we have to face: The lead time, 
the backorders, delivery schedule adherence, and so on. They said to me, delivery 
schedule adherence has to be 100 percent. But that is impossible in our business, in 
our industry. No chance at all. For one year, they insisted on this issue, now they final-
ly gave in. (Head of Production Planning) 

A final area related to management control that got more attention in the private equity era 
concerned quality management. The Quality Manager, who began to work at Fabric under the 
current Managing Director, got his own department and became Head of Quality Manage-
ment. As Equity emphasized a culture of quality management, KPIs such as the first quality 
ratio, to requirement, and the rejection rate were not only reported to top management, but al-
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so hanged up in the production facilities since mid-2008. Another part of the responsibilities 
of the Head of Quality Management included projects such as ISO and Öko-Tex certifica-
tions. Öko-Tex Standard 100 applies when the fabric complies with certain test criteria, i.e. 
when it is free from harmful substances. In contrast, the ISO 9001 certification requires the 
company to meet substantial standards, such as having a quality policy and a quality manual. 
It contains detailed documented procedures, operating procedures, and test instructions. 
Again, it turned out to be difficult to convince employees of the necessity and benefits of such 
formal quality management processes, although the results continued to be impressive: 

I hope that people, at the end of the day, recognize that these processes make sense. 
And the results speak for themselves. In spite of our success, it [quality management] 
is not on their minds. It is difficult. It represents additional work that will not be ac-
cepted easily. (Head of Quality Management)  

Again, as in cases of incentive practices and budgeting, ambitions and reality were drifting 
apart. Employees resisted these practices and the prevailing opinion was still that a good 
product would not need these quality tests. Whereas there had been no open opposition 
against new management control practices, these were not really adopted by employees. The 
clash between the new corporate governance logic mediated by management control practices 
and the incumbent institutional logic was obvious.  

Changes in connection with Equity affected also the organization structure. As it has been il-
lustrated in Section 4.1, structures at Fabric were rather loose with roughly-defined areas of 
responsibility. This did not change much in the owner-manager era. Since Equity became ma-
jority stakeholder, the organization structure has been formalized with well-defined tasks as-
signed to each position:  

Everything is very well and tightly organized. This is something that I hadn’t known 
in the past and which I actually don’t need: Now there is a department for production 
planning, there is a department for quality management, and so on. (Head of Sales) 

Similar to the legal structure, the organization structure had been designed according to those 
of corporate groups. Another informant even perceived that a completely new management 
level underneath the Managing Director had been set up. In addition, various new depart-
ments and positions have been created, such as the department for export sales and technical 
textiles. At the request of Equity, most newly created positions were occupied by external ap-
plicants from other regions. Some of these candidates were not familiar with the industry of 
elastic fabrics, so that Fabric’s workforce became a little more diverse in terms of training and 
origin. 

With the beginning of Equity’s engagement, not only management control practices changed, 
but also the collaboration of the Managing Director and the department heads. In the owner-
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manager era, department heads played the role of a sparring partner by advising and support-
ing the Managing Director in decision-making processes. The Managing Director consulted 
these managers frequently and meetings several times a week were not unusual. Everyone 
was on a first-name basis with the Managing Director. In retrospect, they seemed to act more 
like a team. When Equity became majority shareholder, decisions were made in close coordi-
nation of the Managing Director and Equity, whereas the department heads were excluded 
from these discussions. They were presented with a fait accompli. It appears that the relation-
ship between the Managing Director and the department heads became more hierarchical. The 
formalized organization structure contributed to this development as well as the fact that were 
little interfaces between the department heads and Equity: 

We actually don‘t have anything to do with the investors anymore. They say what they 
want and then it will be done. (Head of Production Planning) 

Another incident reinforcing this change in the management style represented the recruitment 
of the Head of Finance. He was chosen by a headhunter and had previously worked in an or-
ganization financed by a private equity firm. As his responsibilities involved compiling the 
reports for Equity, he was the only person apart from the Managing Director who was in regu-
lar contact with Equity. When asked about the vision of the firm, the differences between his 
viewpoint and those of the department heads became obvious: 

Fabric’s vision is dependent on the financial investor. The financial investor has an in-
vestment period. The vision is to make the firm profitable in this investment period to 
such an extent that it hits the hurdle rate. (Head of Finance) 

While the Head of Finance was primarily concerned with fulfilling tasks for the Managing Di-
rector and Equity, he was to a much lesser extent in contact with departments. His recruitment 
thus contributed to insulating top management from middle management. 

As the previous remarks indicated, institutional entrepreneurship in the private equity era was 
exerted by Equity’s two Managing Directors in their role as advisory board members. 
Changes in management control practices were made in order to follow their requirements. In 
the owner-manager era, management control practices were primarily introduced to monitor 
the firm’s liquidity position and to ensure that product development focuses on the most 
promising innovations. In contrast, management control practices implemented as a response 
to Equity’s requirements affected all department heads and, for the first time, held them ac-
countable for financial results. Since Equity was not directly involved in the implementation 
of management control practices, institutional entrepreneurship seems to be of an indirect na-
ture in this case. 

Overall, both Equity and the Managing Director seemed to be satisfied with the progress of 
Fabric. However, in summer 2008, the economic crisis put an end towards the intended buy-
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and-build strategy for the time being. It represented another disruptive event that triggered 
radical changes at Fabric, since, compared to other industries, the economic crisis hit the tex-
tile industry strongly and at an early stage. In mid-August, a major cost-cutting program for 
the production department was set up, as capacity utilization was down to 40 percent. The 
Managing Director, Equity as well as the designated Deputy Managing Director and Chief 
Operating Officer (hereafter: COO) were involved in the design of this reorganization plan. 
The COO, who started to work at the firm in October 2008, was supposed to carry out the re-
organization. He gained experiences as a top manager in other German Mittelstand firms in 
which he conducted several restructurings and change initiatives. The cost-cutting program at 
Fabric provided for the consolidation of the two close-by production plants to a single plant. 
Again, machines were sold or relocated to other firms so that certain fabrics were now pro-
duced by outsourcing partners. Another 40 employees were either laid off or went into early 
or partial retirement in the following months, according to a social compensation plan. The 
production plant in China was closed and machinery was transferred to Germany in spring 
2009. Only the distribution company in Hong Kong remained. In addition to the reorganiza-
tion plan, both Equity and the Managing Director increased Fabric’s capital base to avoid the 
firm’s insolvency. This was a relief to most employees, as it was interpreted as the final sign 
that Equity had a sincere interest in the continuation of the firm. During the restructuring, es-
tablished management control practices, in particular the reporting scheme, allowed monitor-
ing how certain costs, machinery, and the number of employees changed. Management con-
trol practices as such were not affected by the restructuring. However, it turned out soon that 
most of the targets set for department heads were not achievable anymore, leaving many de-
motivated. At the end of the restructuring 120 employees were left at Fabric. It denoted the 
end of the shrinking process in the production department, as it was assumed that production 
could not be maintained with fewer employees. 

These reactions to the economic crisis at last brought about a renunciation of ideas of diversi-
fied quality production that had inspired the initial strategy adopted by the Managing Direc-
tor. While the brand was still intended to stand for high-quality and innovative products, these 
majority products were not necessarily produced at Fabric’s facilities after the reorganization. 
The focus shifted to elastic textiles that guaranteed high capacity utilization, whereas other 
fabrics with small margins had to be bought in addition from outsourcing partners. In that 
way, redundant capacities – which are characteristic for diversified quality production 
(Streeck, 1992) – could be eliminated. Instead of forming alliances at different stages of the 
value chain, Fabric established partnerships with corporations at the same stage of production. 
However, as the restructuring plan was rather quickly executed, Fabric failed to train its part-
ners in working with the outsourced machines. Consequently, from time to time, some of Fa-
bric’s employees had to visit these companies in order to help them. Nevertheless, these out-
sourcing activities demonstrate that decisions were now primarily made on the basis of finan-
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cial implications, whereas social considerations seemed to play a minor role. Another indica-
tion for the primacy of finance is that, together with the COO and in the midst of the wave of 
layoffs, Fabric’s first designated management accountant had been recruited to support the 
CFO. His main task was to conduct the monthly reporting, particularly for Equity. 

Due to the reorganization, the new COO quickly became a central actor in the trajectory of 
change. His joining the firm resulted in a split of responsibilities at the top of the organization. 
The Managing Director’s responsibilities encompassed all marketing and sales-related activi-
ties as well as strategic matters, communication, and human resource development. In con-
trast, the COO was responsible for activities related to production, quality management, 
finance, and management accounting and control. Although the Managing Director remained 
a primus inter pari in the eyes of employees, both top managers discussed many issues to-
gether and the COO saw his role as the Managing Director’s critical counterpart. While the 
COO was not familiar with the textile industry, he was experienced in turnaround manage-
ment. Hired by a head hunter to solve Fabric’s quality and delivery problems, he described his 
day-to-day business as follows:  

I lift a finger on those things that don’t work and make sure that we get at the point at 
which we understand why it doesn’t work, and then take actions to make it work. 
(COO) 

The COO had thus a hands-on approach that he described as “management by walking 
around”. Indeed, in the course of the fieldwork, he would often stop by employees’ offices to 
discuss current issues with them. My informants were generally impressed by the speed of his 
actions, as illustrated by a middle manager’s comment that the COO “always pushes the pedal 
to the metal”. For instance, the COO professionalized the firm’s inventory management and 
made it possible to stock up at least frequently used yarns. Another example concerns the re-
duction of lead time by one-third as a result of constructive discussions with suppliers. As a 
result of the reorganization following the economic crisis, capacity utilization doubled to 80 
percent. Similar to other actors in the organization trying to bring about change, the COO was 
confronted with a high inclination among employees to do things the way they had been done 
before. Encouraging employees to try out other ways and methods was viewed by the COO as 
the “hardest work” of his position. In addition to working close together with employees, he 
made a point of making mistakes and learning from them: 

If someone makes a mistake, I say thank you, well done, how can we solve this? And 
look, that way it wouldn’t have happened. […] Nowadays, people are afraid of getting 
fired if they make a mistake. But you can turn it around and say, alright, fine, how 
could I do it differently, how could we avoid this? (COO) 
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Nevertheless, the COO was driven and pressured by the imperative to deliver results. He was 
aware that he would be fired by Equity if he did not achieve his targets. Furthermore, in any 
case, he would not stay for a long time at Fabric, but move on to another firm once the turna-
round was achieved. According to him, he is only qualified for radical transitions, while his 
management approach would not fit to periods of stability and continuity. 

In summer 2009, the restructuring was by and large completed. Every interviewee agreed later 
that Fabric managed the economic crisis fairly well in comparison to its competitors due to 
the financial and hands-on support by Equity before and during the crisis. While Fabric’s li-
quidity position was still tight, the Managing Director could already see signs of an economic 
recovery. Contacts with Equity were also less frequent than during the restructuring, although 
the management of Fabric and the two managing directors of Equity communicated regularly. 
On the one hand, formal appointments were scheduled such as telephone conferences, board 
meetings, and bi-weekly meetings to discuss Fabric’s performance, current issues, and 
projects. On the other hand, informal discussions over the telephone were frequent, some-
times several times a day. At that time, the Managing Director and the COO generally de-
noted more attention to internal problems, such as the communication between employees. 
Although staff had been downsized and everyone had an office in the two-storey administra-
tive building, many employees did not talk to each other. One interviewee held the formalized 
organization structure responsible for this issue. According to him, it had led to fragmented 
viewpoints as people were only concerned with their tasks, did not network with colleagues 
outside their department, and lacked an understanding for the context. Therefore, all heads of 
sales-related departments as well as their staff had to share on open-plan office from October 
2009 onwards.  

At the time when the interviews were conducted, the atmosphere at the case firm was mixed. 
Employees still had an ambivalent relationship with Equity. On the one hand, they were 
aware that the firm would have gone bankrupt without the financial investor and were grateful 
that the financial investor supported them during the crisis. It was agreed that providing jobs 
for 120 people was better than nothing. On the other hand, they continued to prefer another 
type of shareholder as they constantly worried when Equity would sell the firm and what 
would happen to the firm afterwards. As the liquidity position continued to be tight, some 
were also quite frustrated that their sacrifices to keep their jobs, such as unpaid overtime 
hours or years without pay raises, were not honored accordingly. Instead they felt that the 
pressure on them to perform was constantly rising. Complaints about employees who stuck to 
established routines also remained. However, the staff structure had already become a little 
more diverse, as all employees recruited within the last two years did not stem from the re-
gion and showed less resistance to new approaches. At the level of the management board, a 
return to the original buy-and-build strategy was encouraged by Equity. Together with Equity, 
so-called “strategic options”, i.e. potential acquisition objects, were discussed regularly. 
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However, Fabric’s managing directors did not seem to be pleased with these discussions be-
cause those strategic uncertainties had to be managed in addition to the day-to-day business. 
Both managing directors described the firm as being constantly in flux and appeared to prefer 
to stabilize the firm further. 

In terms of management control practices, reporting and performance measurement, planning, 
budgeting and target agreements were in place at the time of the fieldwork. Reports still ful-
filled predominantly Equity’s requirements, although the finance and accounting department 
also compiled a number of reports used by the COO. The Managing Director focused on 
sales-related figures, but did not feel the need for such detailed information as he was on site 
and did not need a report to be informed. Planning had been expanded with a rolling forecast 
to improve the firm’s liquidity management and the adoption of the cost of sales method was 
intended. Budgets and target agreements continued to be unfamiliar practices for employees, 
as the Head of Finance noted: 

When we talk about motivation, we do not talk about the top level of Maslow’s pyra-
mid. Instead, we are on the lowest level, that is livelihood, security and fear, and in the 
end, all employees are worried about their job. And the rest does not matter that much 
to them. (Head of Finance)  

Accordingly, my informants often remarked that they just tried to stay within the limits of 
their budgets and to meet their targets, while their actual aim was to ensure the survival of the 
firm for the benefit of the region. 

In conclusion, Equity’s share in Fabric and the subsequent restructurings provoked a clash in 
institutional logics of corporate governance. Beforehand, management control was shaped by 
a stakeholder and lingering elements of a family logic. In their role as advisory board mem-
bers, Equity’s Managing Directors were able to engage in institutional entrepreneurship by 
promoting the introduction and professionalization of management control practices at Fabric. 
Thereby, Equity’s primary aim was to increase the value of the firm, since its profits emanate 
from selling Fabric at a higher price in a couple of years. Consequently, management control 
practices mediated a shareholder logic of corporate governance. As Fabric was not quoted on 
a stock market, the shareholder value logic unfolded in profitability goals as hurdle rates, per-
formance-dependent remuneration practices, and investment decisions based on discounted 
cash flow principles (Höpner, 2001). In addition, quality management practices gained more 
importance as well as budgeting and reporting. Fabric also got an organization chart with 
well-defined positions. Most of these changes were initiated within the first 100 days. Since 
Equity had no formal authority over Fabric’s employees, it mainly brought about changes by 
providing advice and support and by making certain requirements, such as the information 
that should be included in the monthly report. Thus, Equity can be characterized as an indirect 
institutional entrepreneur. As such, Equity’s possibilities to exploit and to effectuate structural 
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overlaps between the incumbent and the emerging logics were sparse, since Equity’s interac-
tion with Fabric’s employees was limited to the questioning of certain KPIs in the first couple 
of months of the private equity era. Some department heads had not even met Equity’s Man-
aging Directors and for many, these elaborated management control practices did not seem to 
entail any guiding principles for social action. The economic crisis further impeded a process 
of logic hybridization, as it drew the attention to urgent operational problems. The original 
buy-and-build strategy was temporarily given up to reduce overcapacities. This was primarily 
achieved by outsourcing two-thirds of the value chain to partner companies. The economic 
crisis had also a considerable effect on management control practices, because budgets and 
target agreements were not valid anymore. As a result, management control practices contin-
ued to be meaningless in the eyes of Fabric’s employees. 
 

Phase Family-firm era Owner-manager era Private equity era 
Time period Pre-2004 2004-2008 2008 onwards 
Change in institutional 
logics 

None; stakeholder and 
family logic remain un-
questioned 

Family logic challenged 
by Managing Director; 
stakeholder logic ques-
tioned towards the end of 
this era 

Imposed shareholder log-
ic mediated through man-
agement control practices  

Institutional entrepre-
neurs 

None New Managing Director Two Managing Directors 
of the private equity firm 
in their role as advisory 
board members 

Structural overlaps None Overlaps between a more 
consensus-oriented and 
team-based management 
style and incumbent 
stakeholder logic  

Limited overlaps between 
increased accountability 
and elaborated reporting 
practices, and incumbent 
management control 
practices 

Event sequencing Absence of shareholder 
logic 
 
Early 1990s: Increasing 
competition from low-
cost countries  
 
Late 1990s: Head of 
Marketing criticizes the 
lack of a competitive 
strategy  
Drift into price competi-
tion 
 
Early 2000s: Illness of 
the Managing Director 
Increasing liquidity prob-
lems 
 
2003: 1st wave of layoffs 

2005-2006: Consolida-
tion and modernization of 
main production plant 
2nd wave of layoffs 
Vertical integration 
Expansion to China 
 
2004-2007: Continued li-
quidity problems 
 
2007: Search for a finan-
cial investor to prevent 
bankruptcy 

Late 2008-2009: Eco-
nomic crisis leads to 3rd 
wave of layoffs and to the 
outsourcing of two-thirds 
of the value chain 
 
2009: Closure of Chinese 
plant 
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Changes in ownership 
and top management 

2003: Takeover of man-
agement by creditors 

2004: Management-buy-
in by former Head of 
Marketing; his business 
partner becomes deputy 
managing director and 
COO 
2005: Death of the Pa-
triarch; the Managing Di-
rector and his Deputy be-
come shareholders at 
50% each 
Late 2006: Deputy Man-
aging Director bows out 
of the firm 

January 2008: Equity 
purchases 92% of Fa-
bric’s shares 
May 2008: New CFO 
October 2008: New COO 

Changes in strategy None Diversified quality pro-
duction, internationaliza-
tion 

Buy-and-build strategy 
intended 
Fall 2008: Due to eco-
nomic crisis focus on 
outsourcing and on those 
in-house products gua-
ranteeing a high capacity 
utilization  
Late 2009: Return to a 
buy-and-build strategy 

Changes in management 
control 

None  2004: Introduction of 
new bookkeeping prac-
tices, cost accounting, 
and budgets for product 
development 
2004-2007: Resistance to 
new accounting practices 

2008: Professionalization 
of management control 
practices, e.g. working 
capital management, de-
tailed monthly reporting 
scheme 

Table IV-4: Phases in the process of institutional change and resistance 

IV.5 Concluding Discussion 

This study has been motivated by a research interest in how an organization responds to a 
clash in institutional logics of corporate governance that involves radical changes. In explor-
ing this question, management control practices were deemed to mediate the incumbent 
stakeholder and family logics as well as the imposed shareholder logic, as these logics pro-
vide particular rationales for the introduction or the absence of management control practices. 
In contrast to prior studies, I started from notions of multiple logics (Dunn & Jones, 2010; 
Greenwood, et al., 2010). Following a sequence of events characterized by several organiza-
tional crises of the case firm, the traditional logic combining stakeholder and family perspec-
tive, and the shareholder logic finally clashed when a new institutional entrepreneur, the fi-
nancial investor, became majority shareholder. Despite the efforts of the financial investor to 
enforce more shareholder value-oriented practices, the case analysis revealed that the stake-
holder logic still had a pervasive influence on management control practices. In contrast to the 
Managing Director, who previously engaged in institutional entrepreneurship, the financial 
investor failed to exploit and to effectuate (Modell, 2010) structural overlaps. This also 
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seemed to impede a process of logic hybridization, as management control practices provided 
little meaning to actors at and below the top-management level. Table IV-4 provides a sum-
mary of key actors and events that hampered, initiated, and influenced changes in institutional 
logics. 

The process of institutional change and resistance began in the early 1990s, when the case 
firm had still been owned by a family. At that time, management control was informed by a 
stakeholder logic of corporate governance. A nexus of stakeholders, particularly the local 
community and employees, provided legitimacy to the organization that was rather regarded 
as a social institution than a profit-making entity. Governance mechanisms included bank 
control, as banks were the source of debt capital, family ownership and employee co-
determination. Technical competence in the textile production was highly valued, whereas 
proficiency in finance and accounting was of marginal importance. However, management 
control was also distinctly shaped by another, nonmarket institutional logic, namely that of 
the family. Patriarchal domination, rules of inheritance and succession as well as values such 
as loyalty and solidarity represent characteristics of the family-firm logic (Thornton, et al., 
2005) that were also evident in my case study. Consequently and in line with prior research 
on Friedland and Alford’s (1991) central institutions, I find that the management control in a 
particular setting is not exclusively influenced by one higher-order institutional logic, such as 
the stakeholder logic, but by multiple logics (Dunn & Jones, 2010; Greenwood, et al., 2010). 
In this case, the family logic as identified by Friedland and Alford (1991) played a central 
role. Whereas the literature agrees that organizational fields are typically characterized by 
multiple logics (e.g. Reay & Hinings, 2005), I show that this can also apply to individual or-
ganizations. Thus, we need to account for complex institutional contexts in organizational 
studies. 

During the family-firm era, Fabric was headed by the founder’s son who was described as a 
patriarchal leader. He assumed a high degree of social responsibility for employees, their fam-
ilies, and local clubs and associations. Formalized management control practices did not exist, 
as the Patriarch made all decisions on his own authority and gave only vague accounts, if any, 
of the firm’s performance. Accordingly, only few employees were aware of the firm’s profit-
ability problems due to increasing competition from low-cost countries in the 1990s. The lack 
of formalized control practices contributed thus to the entrenchment of the stakeholder and 
the family logic. The mechanisms in place resemble a clan type of control, i.e. they are based 
on a common social agreement on legitimate goals and behavior (Ouchi, 1979). Organization-
al actors were dependent on the Patriarch’s goodwill that inhibited any autonomous decision-
making. A salient example is the failed attempt of the Head of Marketing to convince the Pa-
triarch of strategic changes. Similarly, recommendations by consultants on how to improve 
the firm’s increasingly tight liquidity position, its operations and strategic alignment were ig-
nored. This allows extending prior theory on the materialization of institutional logics. In ex-
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tant literature, the link between institutional logics as principles that define the meaning of in-
stitutions (Thornton & Ocasio, 2008) and management control practices as manifestations of 
logics is well-recognized (Biggart & Guillén, 1999; Greenwood, et al., 2010; Lounsbury, 
2007). However, this study illustrates that not only the existence but also the deliberate ab-
sence of formalized management control practices mediates a particular logic.  

Neither the incumbent stakeholder logic nor the family logic had been questioned during the 
family-firm era, as there were no other logics available. Accordingly, this period was charac-
terized by stable institutions and a homogenous institutional environment. Institutional entre-
preneurship and structural overlaps as mechanisms of change were absent while the sequence 
of events took place. At last, the family-firm era ended abruptly for most employees, when the 
banks installed an interim management due to the firm’s devastating liquidity position and the 
inability of the Patriarch to take remedial actions. After the former Head of Marketing re-
turned as the new Managing Director in 2004 – the starting point of the owner-manager era – 
he was finally in a position to pursue his vision of Fabric as a high-quality, international pro-
ducer of elastic textiles. This involved the first, formalized management control practices such 
as budgets for the product development department. Furthermore, a Head of Accounting had 
been hired who advocated altered bookkeeping practices in order to render meaningful reports 
possible. In addition, a quality manager was recruited who started to analyze and to formalize 
quality management practices. Notably, none of these changes represent a renunciation from 
the stakeholder logic of corporate governance, although issues related to accounting and 
finance gained more importance and reflected the Managing Director’s educational and occu-
pational background. Rather, the firm was still perceived as an organization providing jobs for 
the benefit of employees, their families, and the region. The strategy formulated by the new 
Managing Director entailed basically the same goals as before albeit with fundamentally dif-
ferent ways to pursue those goals. For instance, the necessity to innovate efficiently in the 
product development department were framed by a way of saving as much jobs as possible in 
his home town. Thus, a change in practices does not necessarily involve a change in institu-
tional logics (Thornton & Ocasio, 2008). 

While the stakeholder logic remained unchallenged, the Managing Director tried to abandon 
essential tenets of the family logic. Again, his pluralistic background as citizen of the same 
town, graduate of a private business school based on the model of Anglo-American business 
schools, former Head of Marketing, and former consultant enabled him to perceive institu-
tional contradictions and exploit them for his purposes. As an institutional entrepreneur, he in-
tended to break with the patriarchal domination and to encourage employees to act more on 
their own initiative. His management style was also more participative and team-based in na-
ture, as he frequently consulted long-time employees with wide expertise in the business. 
Since his approach tended to be more consensus-oriented than autocratic, these practices were 
congruent with the stakeholder logic of corporate governance. By recognizing a structural 
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overlap, the Managing Director seemed to have skillfully framed these practices within the 
stakeholder logic, although they mediated a logic distinct from the incumbent family logic 
(Fligstein, 1997). In general, my informants had a positive attitude towards these develop-
ments. They were relieved to get a successor with the same aspirations as theirs and looked 
upon the plans of the Managing Director favorably. Nevertheless, behavioral changes proved 
to be difficult to achieve, be they related to bookkeeping, quality management, or to a more 
independent work ethos. For instance, the Managing Director once remarked that there is still 
a tendency “to look up to him”, indicating that the desire for a patriarchal leader was deeply 
embedded in the organization. In other instances, employees simply resisted to abandon tak-
en-for-granted routines. However, the Managing Director qualifies as an institutional entre-
preneur although he was not able to fully convince all of his employees to change their rou-
tines (Battilana, et al., 2009). Such relative failures in institutional entrepreneurship are not 
uncommon (DiMaggio, 1988) and provide evidence against the widespread “heroization” of 
institutional entrepreneurs (Yang & Modell, 2009). 

In 2007, the trajectory of change was again determined by the sequence of events. After the 
Deputy Managing Director, who had an equal stake in the firm as the Managing Director, left 
the firm suddenly, it became clear that the firm needed more capital to prevent insolvency. At 
the same time, the worsened liquidity position led some employees to questioning the stake-
holder logic of corporate governance. From their point of view, the firm’s social goals were 
unachievable and financial considerations should have been given a greater weight. Against 
this background, the Managing Director still tried to combine these goals by deciding to coo-
perate with Equity. After an extensive due diligence followed, Equity became majority share-
holder in January 2008. Immediately after the closing of the deal, a 100-days plan was 
enacted, a typical tool applied by private equity firms. It contained detailed activities for each 
area and represented the beginning of a substantial restructuring of the firm. The professiona-
lization of management control practices formed an important part in this restructuring. For 
the first time, Fabric got an organization chart and well-defined tasks were assigned to each 
position. In addition, a couple of new positions were created, particularly in the sales depart-
ment. Of particular importance for Equity were detailed and prompt reports that included a 
balance sheet, a profit or loss statement, liquidity information and KPIs. Target agreements, 
profitability goals, budgets and performance-related remuneration schemes for all department 
heads represented another management control practices that had been introduced on the initi-
ative of Equity. Investment decisions were based on discounted cash flow principles. Changes 
in these first months of the private equity era happened very quickly, as the danger of insol-
vency had not yet been averted. 

Equity’s role in this change process was focused on a close cooperation with the Managing 
Director, although Equity’s Managing Directors also used to question department heads about 
the progress of the measures in the beginning of the restructuring. At that time, they were al-
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most daily on-site to initiate and to monitor the restructuring. By asking critical questions and 
increasing individual managers’ accountability, they were able to communicate their goals. In 
contrast to the Managing Director, Equity was purely financially driven and aimed at max-
imizing Fabric’s value in the investment period. After the first couple of months, Equity was 
less frequent at Fabric, but still in regular contact with the Managing Director through bi-
weekly meetings and telephone calls. Instead of personally communicating with department 
heads, Equity’s Managing Director made specific requirements and left the fulfillment to the 
Managing Director. In doing so, Equity exerted a particular, indirect form of institutional en-
trepreneurship. Through Equity’s indirect influence, management control practices nonethe-
less mediated a shareholder logic of corporate governance, for instance by including profita-
bility concerns in target agreements. Consequently, my informants perceived a more “tight” 
form of control and realized that Equity has to achieve its objectives within a limited time 
frame. However, structural overlaps between the incumbent stakeholder logic and lingering 
elements of the family logic and the imposed shareholder logic were limited. Due to its ap-
proach, Equity largely failed to exploit as well as to effectuate structural overlaps. While em-
ployees accepted the new, formalized management control practices, the logic mediated by 
these practices did not seem to provide meaning to them. Fabric remained to them a place 
where products were manufactured, which many families lived on and which formed an 
integral part of the region. In her study on competing rationalities, Townley (2002) described 
similar patterns of behavior according to which individuals gave the impression to agree to 
the new logic while their actions continued to follow the principles of the incumbent logic. 
Thus, although there was no direct opposition against management control practices at Fabric, 
employees have never agreed to their underlying principles.  

The implementation of the initially intended buy-and-build strategy was then interrupted by 
another unforeseen event. The economic crisis hit the case firm early and strongly in summer 
2008, when the demand for elastic textiles suddenly collapsed. With the aid of Equity, another 
restructuring plan was quickly set up that represented a temporal renunciation of the original 
strategy. Jobs in the production department were cut and machines with a comparatively low 
utilization rate got outsourced to so-called partner companies. In doing so, Fabric was able to 
retain its flexibility and to focus on the most profitable products at the same time. My infor-
mants agreed that, compared to its competitors, the case firm overcame the crisis through 
these measures fairly well. The economic crisis also had considerable consequences for man-
agement control practices. Budgets became irrelevant and targets unattainable. Since the out-
comes of the crisis were incalculable, neither budgets nor targets were initially adjusted. As a 
result, these management control practices continued to be rather meaningless devices in the 
eyes of most middle managers. Their actions were still guided by established, taken-for-
granted principles of maintaining Fabric for the benefit of the region. In terms of using man-
agement control practices for decision making, this means that profits are regarded as a neces-
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sary but not as a sufficient criterion. Social ramifications that are not reflected in management 
control practices were also taken into consideration. Thus, in terms of logic hybridization, the 
stakeholder logic and lingering elements of the family logic still provided the principles that 
enabled employees to make sense of their situation almost two years after Equity took a stake 
in Fabric. Employees were aware that a financial investor has different goals than a bank, yet 
a shareholder logic of corporate governance was alien to them. In addition, for most of them, 
Equity became only visible through management control practices. Some had not even met 
Equity and the financial investor remained to some extent a mystery to them. This resulted in 
the frequent complaint that Equity lacked an interest in the fate of Fabric and its employees. 
In conclusion, I find that environmental disturbances that affect operations suddenly and ex-
tensively so that they cannot be immediately be absorbed by management control practices, 
such as the economic crisis, can defer the process of logic hybridization. Furthermore, as 
structural overlaps were limited from the outset, these disturbances seem to require a conti-
nuous effort – rather than a one-time effort – of institutional entrepreneurs to effectuate struc-
tural overlaps.  

Future research on the interrelation between management control practices mediating compet-
ing institutional logics of corporate governance and radical organizational changes may be ex-
tended to gain a more profound understanding how and why institutional logics hybridize. In 
this study, the economic crisis as an “environmental jolt” (Amis, Slack, & Hinings, 2004, 
p. 35) has seemed to impede a process of logic hybridization, since budgets and target agree-
ments suddenly lapsed. Other kinds of environmental disturbances, such as new industry 
regulations or the emergence of more innovative products by a competitor, may have less 
clear implications on management control and logic hybridization. In addition, as time was 
always short, changes happened rapidly and simultaneously. This contrasts with recommenda-
tions for bringing about change in extant literature (Amis, et al., 2004). Thus, further research 
may analyze how other approaches aimed at radical transformations within a larger time 
frame induce logic hybridization. In this regard, multiple incumbent logics should be taken in-
to account to avoid an over-simplifying analysis of the institutional context. Another promis-
ing avenue of research has turned out to be the study of individual organization’s responses to 
conflicting institutional pressures. Exploring processes of change by looking inside organiza-
tions is likely to become a vibrant vein of research, as it extends our understanding of the in-
stitutionalization and de-institutionalization of institutional logics (Thornton & Ocasio, 2008). 
With respect to competing institutional logics, further research may go beyond analyzing how 
individual organizations interpret and react to complex institutional prescriptions by drawing 
attention to how these, in turn, provide opportunities for institutional entrepreneurs and lea-
dership (Greenwood, et al., 2010). Finally, future research may deepen the insights into the 
role of different corporate governance models and equity capital investors, such as private eq-
uity firms, in processes of institutional change and resistance. Prior research on corporate ac-
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quisitions and restructurings as well as on private equity buyouts studied the effects of such 
ownership changes on financial performance, employment and shareholder wealth primarily 
from an economic perspective (for reviews see Cumming, et al., 2007; Jensen, 1988). The li-
terature on management accounting and control focused on the impact of equity capital inves-
tors on management control systems (Bruining, et al., 2004; Silvola, 2008a, 2008b). In con-
trast, social, institutional and behavioral insights related to management accounting and con-
trol in change processes, such as acquisitions, have been largely neglected (Granlund, 2003). 
Of particular interest seems to be the indirect nature of the influence exerted by private equity 
representatives as members of supervisory and advisory boards. Thus, further investigations 
may address the specific way in which this institutional entrepreneurship is exercised, for in-
stance by following change processes in real-time from the due diligence until a couple of 
years after the transaction has been taken place. 

In summary, this study contributes to our knowledge of organizational change. It has shown 
that radical organizational changes leading to a clash in institutional logics make high de-
mands on institutional entrepreneurs to achieve institutional change, particularly when struc-
tural overlaps are sparse, when resistance to change is high and when the sequence of events 
follows a trajectory that is hardly capable of being influenced. Management control practices 
shaped by a shareholder logic were accepted, but provided little meaning to governance orga-
nizational actors. In contrast, the incumbent stakeholder and family logic still guided actions, 
probably because not enough time has elapsed since Fabric has been taken over by Equity. 
The study differs from extant research in three important points. First, I start from notions of 
multiple logics, thus denying the assumption that the organization is structured around a sin-
gle, higher-order logic. Second, I examine radical rather than evolutionary changes and how 
the management control practices entailed in these change processes are informed by compet-
ing institutional logics. Finally, I take an institutional perspective on the interplay between a 
private equity firm and a firm that it owns, thus bringing issues of corporate governance into 
focus. Logic hybridization could not (yet) be observed in the case study and the findings indi-
cate that a number of conditions impeded this process. 

 

Postscript 

In July 2010, Fabric announced that operations recovered due to cost savings. However, on 
the same day, Fabric also announced that the Head of Product Management and the Head of 
Export Sales left the company. The Head of Finance was supposed to quit in September. 
None of these positions were going to be reoccupied in order to save costs of administration.  

At the end of October 2010, a local newspaper reported that Equity plans the exit from Fabric 
and that the Managing Director has entered in negotiations with another investor. In this ar-
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ticle, the Managing Director is cited saying that these negotiations are in an advanced stage. 
Layoffs were neither confirmed nor disproved. At that time, 120 employees were left at Fa-
bric. 

About a month later, the same newspaper wrote that the Managing Director bought all shares 
from Equity, thus becoming the sole owner of Fabric. According to his own statement, a new 
investor would have led to massive job cuts. Yet, the article indicates that some layoffs are in-
evitable. 

In December 2010, a more detailed report followed, revealing that Equity had already sig-
naled its exit at the beginning of the year. The two “difficult” business years following the 
economic crisis are given as a reason for Equity’s wish to exit. An explanation for the failure 
of negotiations with the other possible investor is not provided. Instead, the Managing Direc-
tor is cited saying that he took the opportunity to buy the shares at “attractive terms”. In addi-
tion, he assumes that an acquisition by a competitor would have threatened the site in his 
home town. However, in order to remain independent, the Managing Director further expli-
cates that Fabric has to become as “lean” as possible. Thus, he intends to reduce the number 
of employees below 100 until the end of the year. The following months are expected to be 
difficult, despite a strong order backlog and customer base. Finally, employees’ reactions 
were described as a mix between insecurity and confidence. According to the Managing Di-
rector, the news did not induce euphoria. Nonetheless, he assumes employees to accept up-
coming changes. 

Internet research furthermore revealed that the COO left Fabric and became a quality manager 
in another portfolio company of Equity. 

Even though I was not able to discuss these events with the Managing Director, the newspa-
per articles indicate that Equity was impatient of deferring the originally planned buy-and-
build strategy longer than necessary. As the Managing Director and the COO described dur-
ing our kick-off meeting, dissonances aroused between Fabric and Equity due to different 
strategic priorities. Whereas the Managing Director preferred to form cooperations and to re-
cover stability, Equity pressed for acquisitions. Eventually, the Managing Directors of Equity 
gave up after having realized that these dissonances were insurmountable. The fact that the 
Managing Director was inarguably intertwined with Fabric’s fate and could hardly be re-
placed by another manager may have contributed to Equity’s decision.  

In the end, it seems that competing institutional logics of corporate governance have not and 
will not hybridize in the case of Fabric, as the proponents of the shareholder logic withdrew 
from the company. The stakeholder and family logic were deeply embedded in organizational 
actions, structures and practices. Despite or maybe because of Equity’s formal authority to 
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impose certain structures and practices, it was not able to find allies supporting their vision 
and, consequently, to implement divergent change. 
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V Conclusion 

V.1 Summary 

The purpose of this dissertation was to explore management control and organizational 
change in private equity buyouts from the perspective of institutional theory. The transforma-
tion of the German system of corporate governance from a stakeholder model towards the 
Anglo-American shareholder model constituted the overall context of this dissertation. In par-
ticular, four research objectives have been addressed in each Chapters II, III, and IV 
representing the main part of this dissertation. Each chapter makes distinct contributions to 
extant management accounting literature. In light of the research objectives described at the 
beginning of this dissertation, the results of the papers are summarized in the following re-
marks. 

Research objective 1 was to summarize and synthesize conceptual MCS research. This ob-
jective has been addressed in Chapter II. The review spanned a period from 1999 until 2009 
and included five different frameworks for MCS research published in a book or in an inter-
national scientific journal. A traditional narrative review methodology has been combined 
with principles of a systematic review (Tranfield, et al., 2003) in order to identify all relevant 
frameworks. Scoping studies have been conducted and a review protocol has been composed. 
As a result, the levers of control framework by Simons (1995), the performance management 
framework by Otley (1999), the performance management systems (PMSs) framework by 
Ferreira and Otley (2009), the extension of the PMSs by Broadbent and Laughlin (2009), and 
the MCS package by Malmi and Brown (2008) have been included in the review. 

Each framework has been illustrated briefly and its publication outlet as well as the affiliation 
of its author(s) has been examined. In the subsequent analysis, it became clear that all concep-
tual MCS researchers in my sample share the understanding that MCS consist of (1) mechan-
isms (processes, systems, routines), (2) used by managers to (3) achieve the objectives of (4) 
an organization. Furthermore, there is a high consensus as to which elements are indispensa-
ble for an MCS framework. All frameworks for MCS research include planning, target set-
ting, key performance measures, performance evaluation, reward and compensation systems 
as well as cybernetic controls as functional elements. However, apart from these core ele-
ments, other functional elements as well as contextual elements differ substantially. For in-
stance, strategy may be included as a functional element (Ferreira & Otley, 2009), as a con-
textual element (Simons, 1995), or strategy may not be included at all (Otley, 1999). Further 
differences refer to the theoretical underpinning of each framework. Finally, some frame-
works have attracted more attention in the literature (Otley, 1999; Simons, 1995) than others 
(Broadbent & Laughlin, 2009; Malmi & Brown, 2008).   
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Recent criticism of the state of conceptual MCS research indicated that the field faces a di-
lemma. While frameworks for MCS research need to become more holistic to fulfill research-
ers’ current requirements, this also can make them meaningless as they may lose their distinc-
tiveness. As a result, the field of MCS research could disappear, such as the field of interna-
tional business research which had been integrated into related areas of study (Nag, et al., 
2007). However, as Nag et al. (2007) emphasized in their analysis of the field of strategic 
management, diversity can also be a strength as long as scholars share a common understand-
ing of the field’s core. Since it has been demonstrated that this applies to MCS research, its 
conceptual, methodological and theoretical diversity can represent a benefit. Thus, I suggest 
that it is exactly this duality of an implicit consensus and an intellectual variety which attracts 
scholars from different disciplines to the field of MCS research. 

Research objective 2 was to investigate the process of institutional entrepreneurship in the 
case of private equity firms. This objective has been addressed in Chapter III which illu-
strated and extended the concept of institutional entrepreneurship by applying it to private eq-
uity firms. A particular focus was on the issue of power in processes of institutional change. A 
field study including 14 open-ended interviews with managers of private equity firms in Ger-
man-speaking countries has been conducted to explore the process of institutional entrepre-
neurship and to illuminate the dynamics of different modes of power. 

To begin with, my study suggested that private equity firms represent one of those rare cases 
in which an institutional entrepreneur is able to impose management control practices on an 
organization (Scott, 1987). Among those practices are financial statements and liquidity plan-
ning. Private equity firms consider these practices to be indispensable and thus press manag-
ers in portfolio companies to implement them. In addition, other management control practic-
es such as the provision of key performance indicators are gradually introduced as proposed 
by the model of the process of institutional entrepreneurship (Battilana, et al., 2009). 

According to the model of the process of institutional entrepreneurship, field characteristics 
and actors’ social position represent enabling conditions for institutional entrepreneurship. 
However, the field study on private equity firms demonstrates that different field-level condi-
tions are relevant than the model suggested. In addition, organizational characteristics play a 
pivotal role for the emergence of institutional entrepreneurship. Such micro-level aspects have 
been neglected by the framework, although it is acknowledged that institutional entrepreneur-
ship can also refer to changes within the boundaries of an organization. Another finding is 
that in the process of divergent change implementation, prognostic and motivational framing 
are comparatively little used by private equity firms. In order to create a vision for divergent 
change, private equity firms mainly rely on diagnostic framing. 

Regarding the issue of power, I distinguished between episodic and systemic forms of power 
in the process of institutionalizing management control practices (Lawrence, 2008). The field 
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study revealed that both forms of power are evident in the institutionalization process initiated 
by private equity firms. When private equity firms interact with managers of portfolio compa-
nies, particularly at the beginning of their involvement, episodic acts of power can be ob-
served. On the contrary, systemic power is manifested in management control practices that 
are routinely and habitually exercised. 

Overall, my study on private equity firms as institutional entrepreneurs directed attention to-
wards the process of institutional change and to the ways in which actors initiate such a 
change process. Not at least, my study also deepened our understanding of private equity 
firms which, as new majority owners, have a pervasive influence on management control 
practices in their portfolio companies. 

Research objective 3 was to illustrate how actors in individual organizations make sense of 
and respond to multiple, often conflicting institutional logics mediated by management con-
trol practices. This research objective has been addressed in Chapter IV, which comprises of 
an in-depth case study of a private equity buyout. Different data sources have been used in 
order to study management control and organizational change. 17 open-ended interviews with 
top managers, private equity managers, and department heads represented the main thrust of 
collected data and allowed me to study change processes in detail. The field research phase 
took place almost two years after the private equity firm became the case firm’s majority 
shareholder and spanned a period of several months. Following a temporal bracketing strategy 
(Langley, 1999), the analysis has been split up in three phases: the family-firm era, the owner-
manager era, and the private equity era. 

The German system of corporate governance constitutes the macro-level context for this 
study. The stakeholder and the shareholder logic were identified as two competing institution-
al logics. Whereas the stakeholder model aims at balancing the interests of different organiza-
tional constituencies, the shareholder model follows a philosophy of shareholder value crea-
tion. In addition, the family logic as a nonmarket, core institutional logic of contemporary, 
Western societies (Friedland & Alford, 1991) was found to play a pivotal role in this study. 
The institutional logics approach further involves three distinct mechanisms by which institu-
tional change can be achieved. Those mechanisms are institutional entrepreneurship, structur-
al overlap, and event sequencing. Moreover, competing institutional logics can be antecedents 
or consequences of change (Thornton & Ocasio, 2008). All three mechanisms have been ex-
amined in this study. 

In the first phase, management control was informed by a family logic and stakeholder logic 
of corporate governance. The case firm was characterized by a patriarchal leader and a lack of 
formalized management controls. Decisions were usually taken by the Patriarch. Performance 
information was only available to the Patriarch, accountants, and to the works council. More-
over, the case firm was rather regarded as a social institution serving the local community 



120 Chapter V: Conclusion 
 
 

than a profit-making entity. After the Patriarch was disposed from his position by the banks 
due to the firm’s liquidity problems and his illness, an ex-manager of the firm took over oper-
ations. Yet, neither the family nor the stakeholder logic was questioned during the family-firm 
era.  

In the subsequent owner-manager era, management control practices mediating by a stake-
holder logic were introduced, while practices reflecting the family logic were challenged. For 
instance, budgets were drawn up for the product development department. The goal was to in-
crease profitability in order to save as much jobs as possible. As a renunciation of the family 
logic, the Managing Director tried to cultivate a more consensus-oriented and team-based 
management style. While organizational actors appreciated these efforts, the liquidity position 
of the case firm was still tight. In consequence, organizational actors began to question the 
stakeholder logic, as it seemed increasingly difficult to combine profitability concerns with 
the goal to save jobs. The Managing Director finally decided to cooperate with a private equi-
ty firm in order to implement a buy-and-built strategy. 

In the private equity era, the new majority owners of the case firm sought to maximize share-
holder value. The private equity firm thus promoted management control practices mediating 
a shareholder logic of corporate governance. A particular emphasis was placed on cash flows, 
for instance by introducing liquidity planning and working capital management. However, 
these practices and their underlying rationale provided little meaning to organizational actors. 
There was a strong resistance against such practices, as they were perceived to be incompati-
ble with the incumbent institutional logics. For example, some actors rejected variable com-
pensation elements dependent on the achievement of pre-set targets. Such a practice would be 
incongruent with the principles of a family logic under which bonuses would be at the discre-
tion of the patriarch.  

Thus, my study revealed how management control practices became a contested terrain over 
what constitutes legitimate principles of corporate governance. 

Research objective 4 was to explore the conditions for the hybridization of institutional log-
ics in the context of radical organizational change. As the two previous objectives, this objec-
tive has been taken up in Chapter IV. The hybridization of institutional logics became rele-
vant in the private equity era. In this final phase of analysis, two Managing Directors of the 
private equity firm in their role as advisory board members engaged in institutional entrepre-
neurship. By introducing management control practices mediating a shareholder logic of cor-
porate governance, they tried to achieve radical organizational change. However, structural 
overlaps between increased accountability and elaborated reporting practices, and incumbent 
management control practices were rather limited. Another issue related to the sequence of 
events was the financial crisis that led to a collapse in demand for the case firm’s products. 
The crisis focused attention to operational problems rather than to pursuing the intended buy-
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and-built strategy. As a consequence, almost two years after the buyout, a process of logic 
hybridization could not be observed. Interviewees still perceived management control practic-
es to be primarily implemented on behalf of the private equity firm. Accordingly, practices 
were rarely regarded as useful, let alone as reflective of the case firm’s purpose. 

Overall, my analysis indicated which conditions seemed to impede a process of logic hybridi-
zation. Organizational inertia, few pre-existing structural overlaps, and environmental distur-
bances, which cannot immediately be absorbed by management control practices, appear to 
solidify a status of competing logics. Hence, such conditions place high demands on institu-
tional entrepreneurs for achieving institutional change. In particular, environmental shocks 
seem to require continuous efforts of institutional entrepreneurs to explain and to promote 
their change project. 

V.2 Theoretical Contributions 

Altogether, the theoretical and empirical insights presented in this dissertation lead to some 
overall contributions to research.  

First, the review of frameworks for MCS research reveals the dilemma of conceptual MCS re-
search. Current conceptual MCS research is caught between calls for broader and more holis-
tic frameworks and the definition of a distinct field of study. By bringing this dilemma to 
light, the review provides a basis for further advances in conceptual MCS research. Such an 
analysis of conceptual approaches was lacking in extant management accounting literature. 
Complaints about the fragmented status of MCS research were rather used as an opportunity 
to develop new frameworks than for a detailed discussion of existing frameworks.  

With respect to research on private equity firms, this dissertation contributes to our know-
ledge of how management control practices change in private equity buyouts, whereas prior 
research in this area has concentrated on cause-and-effect relationships (Cumming, et al., 
2007). NIS is presented as an alternative theoretical perspective to mainstream financial and 
economic theories in management accounting research. NIS draws attention to the processes 
of change in private equity buyouts, the role of different actors in such processes and to the 
relation of management control issues to the wider organizational and social context. Moreo-
ver, this dissertation enhances our understanding of how a specific type of new owners 
change management control practices. So far, very little was known about this topic 
(Granlund, 2003; C. S. Jones, 1985, 1992; Roberts, 1990; Yazdifar, et al., 2008). 

In the context of institutional theory, this dissertation focused on the concept of institutional 
entrepreneurship and on the concept of institutional logics. The contribution to the former lies 
in extending the model of institutional entrepreneurship as developed by Battilana et al. 
(2009). My suggestion is to include organizational characteristics to account for changes 
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within the boundaries of an organization. Corresponding to field characteristics, organization-
al characteristics encompass jolts and crises, acute organizational-level problems, the degree 
of heterogeneity, and the degree of institutionalization. Furthermore, notions of power are ex-
plicitly integrated in the analysis of institutional entrepreneurship which contributes to our 
understanding of how actors implement institutional change. 

As regards the concept of institutional logics, this dissertation concentrated on exploring the 
conditions for the hybridization of institutional logics. Thereby, management control practices 
were deemed to mediate different institutional logics of corporate governance. It has been 
concluded that environmental disturbances have the potential to defer a process of logic hy-
bridization. Moreover, radical organizational changes involving a clash in institutional logics 
represent a major challenge for institutional entrepreneurs. This seems especially true when 
structural overlaps are limited, when organizational inertia is high, and when environmental 
disturbances cannot be absorbed by management control practices.  

V.3 Practical Implications  

In addition to the abovementioned contributions to research, my dissertation has a number of 
implications for corporate practice. These implications are summarized and presented from 
the viewpoints of private equity managers, top managers in private equity buyouts, and man-
agement accountants in general. 

Regarding private equity managers, this dissertation has demonstrated that they need to ex-
plain and promote change projects continuously rather than occasionally to bring about insti-
tutional change. This requires private equity managers to put themselves in the positions of 
other organizational actors. However, evidence suggests that private equity managers often 
fail to take the perspective of organizational actors, probably due to both deficits in ability and 
in motivation. Private equity managers’ backgrounds in finance and economics seem to limit 
their ability to consider non-financially driven approaches. Interviews indicated that private 
equity managers are convinced of the superiority of their approach. Furthermore, private equi-
ty managers appear to lack the motivation to see things from another perspective. Instead, the 
emphasis is on making organizational actors understand and adopt the private equity mindset. 
A reason for the lack of motivation could be its incompatibility with the rigor that private eq-
uity managers perceived to be indispensable for implementing certain practices and structures. 
Yet, my dissertation suggests that it may be beneficial for private equity firms to overcome 
such limited abilities and motivation. In line with extant research, motivational framing is 
considered essential for a diffusion of divergent change and may be a first starting point for 
private equity firms. 

Top managers in private equity buyouts play a pivotal role in processes of management con-
trol and organizational change, as they are in a position to mediate between private equity 
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managers and organizational actors. However, such a role of a mediator places high demands 
on executives and other members of the top management team, not at least because they are 
not outside observers but highly involved in the sequence of events. Thus, top managers in 
private equity buyouts need to understand and to familiarize themselves as soon as possible 
with the private equity approach. While passing on the demands made by private equity man-
agers on the company’s management control systems and practices, they also have to avoid 
giving the impression to be marionettes of the private equity firm. Another issue refers to the 
collaboration with the private equity firm. Private equity managers strive for constructive de-
bates, believing that controversies lead to the best results. Conflict avoidant top managers 
may struggle with such manners and rather refrain from their position.  

From the perspective of management accountants, the review of frameworks for MCS re-
search enables them to critically evaluate the MCS of their organizations and to make sugges-
tions for improvement. Due to the variety of frameworks presented, core elements were iden-
tified that are supposed to be part of any organization’s MCS. Moreover, the frameworks ex-
plicated how the different elements of an MCS relate to each other and emphasized that MCS 
are embedded in, rather than isolated from, the wider organizational context. In a similar vein, 
the case and the field study demonstrate how management accounting and control practices 
are shaped by multiple organizational constituencies and rationalities. Such clashes of more 
technically-oriented stakeholders and more economically-focused stakeholders may be evi-
dent in a variety of different companies. Thus, management accountants in both private equity 
backed and non-private equity backed companies have to be aware of the underlying prin-
ciples manifested in management accounting and control practices. Figures presented by 
management accountants are never neutral, but reflect the outcome of the assumptions set at 
the beginning of the measurement process. Management accountants have to make these as-
sumptions explicit and to present, were appropriate, alternative ways of measuring or, for in-
stance, sensitivity analyses. By stimulating a discourse on measurement techniques, manage-
ment accountants may be able to increase the acceptance of their calculations. However, it has 
to be noted that such a claim requires management accountants to achieve a high level of pro-
ficiency and the addressees of management accounting and control practices to be open-
minded towards a debate. 

V.4 Limitations 

This dissertation is subject to several limitations related to theoretical as well as methodical 
and to data issues. Both sets of limitations are commented on in this section. 

As described at the outset of this dissertation, a fundamental problem of institutional theory is 
the number of approaches bearing the name “institutionalism” and, as a consequence thereof, 
the variety of different, sometimes even contradictory meanings associated with it. Depending 
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on which institutional approach is adopted, empirical evidence may be interpreted differently 
and different conclusions about the behavioral implications may be drawn. This range of 
meanings is regarded as a major obstacle to a more prominent position for institutional theory 
(Peters, 2000). While I dealt with this problem by being very specific about the institutional 
approach adopted in this dissertation, it nonetheless remains an unresolved issue.  

With respect to NIS, another point of criticism concerns the handling of economic arguments. 
Following most recent developments in NIS, this dissertation has refrained from differentiat-
ing between technical pressures and rational decision-making on the one hand, and institu-
tional pressures and an irrational imitation on the other hand. Such a narrow conceptualization 
has been used in the early NIS research which dichotomized between early adopters driven by 
technical reasons and late adopters blindly mimicking early adopters after a time lag. Instead, 
technical, market-driven forces are conceived to be institutionally embedded (Lounsbury, 
2008). However, critics may argue that economic arguments provide an alternative, equally 
convincing explanation of my empirical evidence regardless of whether these arguments are 
institutionally embedded or not. For example, a manager may resist management control prac-
tices simply for reasons related to transaction costs. In a small or medium-sized company, it 
may be more efficient to ask a sales manager directly for sales figures instead of waiting for a 
detailed report compiled by a management accountant. Similarly, private equity managers 
may ask for certain performance indicators because they are held accountable to their inves-
tors and not because they intend to implement shareholder-value principles. Yet, given my 
ontological assumptions and my empirical evidence, I am convinced that NIS provides a more 
insightful approach to the study of management control and organizational change than eco-
nomic theory. 

A critical aspect of using NIS as a theory refers to the knowledge transfer between organiza-
tional research on the one side, and management accounting and control research on the other 
side. While NIS concepts originating in the field of organizations are applied, refined, and ex-
panded in management accounting and control research, these efforts seem to remain unno-
ticed in organizational research. A look at the respective references reveals that a mutual ex-
change between both academic communities is largely absent. For instance, Scott (2004) only 
complained about the U.S. dominance in institutional research while disregarding that there is 
also a bias related to the subject of study. The knowledge transfer can thus be characterized as 
uni-directional, raising the question of how advances in NIS made in management accounting 
and control research can be recognized beyond the boundaries of the field. So far, research in 
the field of management accounting and control fails to arouse the attention from organiza-
tional researchers as one of its target audiences.  

In terms of the case and field study method, the dissertation was faced by the difficulty of 
clearly defining the scope of the research topic. Central to any piece of interpretive research is 
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the study of management accounting and control practices within their context, i.e. the wider 
organizational, social and economic systems in which they are embedded. Yet, the extent to 
which relations between practices and these broader systems form parts of the study has to be 
defined by the researcher. Similarly, the researcher has to determine the temporal dimension 
of the case. Thus, the insights gained from the case and the field study have to be assessed in 
light of the boundaries drawn around the subject matter. These limits have been made explicit 
in Chapter III and Chapter IV.  

Associated with the previous issue is the fact that my dissertation cannot be statistically gene-
ralized. Instead of following such a sampling logic, case and field study research follows a 
logic of replication and extension. Consequently, further case and field studies are needed for 
a process of theoretical generalization.   

Another methodical limitation concerns the nature of the social reality which is being re-
searched. As explicated in Chapter I, I assume reality to be socially constructed. Accordingly, 
reality is created by human beings and has to be interpreted by the researcher. Thus, case and 
field study research can never be an objective representation, as it is always biased by the re-
searcher’s interpretation. Following recommendations in the literature, I tried to reduce re-
searcher bias in the data collection and assessment by discussing my impressions and results 
with more experienced researchers (Ryan, et al., 2002). 

With respect to data issues, the most significant limitation probably relates to the fact that the 
production and reproduction of management control practices could not be observed in reali-
ty. For confidentiality reasons and due to the financial crisis, private equity firms were reluc-
tant to grant researchers several weeks’ access to the management accounting departments of 
their portfolio companies. In light of these difficulties, finding a private equity firm and a 
portfolio company that were willing to cooperate was not self-evident. 

Similarly, a limitation refers to the availability of data for the case study on institutional log-
ics. Due to the case firm’s tense situation, access to data was limited. A second round of in-
terviews would have provided the opportunity to further validate the data and to discuss my 
impressions with the interviewees. However, as I had the chance to interview all department 
heads, I was able to cross-check their statements. Moreover, I used a variety of documents to 
complement interview data. Despite a limited data access, the reliability and validity of data 
was ensured. 

A final limitation of both the case and the field study is the lack of a longitudinal perspective. 
While the case study is after all retrospective in nature, the field study rather takes snapshots 
of different private equity firms. Yet, within the time constraints of a dissertation, it would 
have been difficult to conduct a longitudinal study spanning several years.  
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V.5 Further Research 

This dissertation entails various points of reference for further research. These suggestions re-
late to conceptual MCS research, the use of institutional theory in management accounting re-
search, and to methodical issues, and are outlined in the following. 

The review of frameworks for MCS research has illustrated the dilemma of the current state 
of conceptual research in the field of management accounting and control. The need to devel-
op broader and more integrative frameworks has to be balanced against the distinctiveness of 
the frameworks. In light of this dilemma, it seems to make little sense to develop more and 
more frameworks for MCS research. Instead, further research should focus on consolidating 
conceptual research and on improving existing frameworks. For instance, this could be 
achieved by applying different frameworks to the same case or field study. As Ferreira and 
Otley (2005, 2009) have demonstrated, such an approach can highlight the strengths and 
weaknesses of each framework and lead to an integrated framework. The review presented in 
this dissertation may be used as a basis for such studies. 

Regarding NIS, the field study has illustrated how the concept of institutional entrepreneur-
ship can be applied and extended in management accounting research. Further research in this 
area may use my extended concept of institutional entrepreneurship to study other types of ac-
tors trying to bring about institutional change on an organizational level of analysis. The case 
study on institutional logic of corporate governance suggests digging more deeply into the is-
sue of how and why institutional logics hybridize. To this end, different institutional contexts 
and environments and their implications on management control practices and logic hybridi-
zation may be worth exploring. As the case study has shown, the study of individual organiza-
tions’ responses to conflicting institutional pressures is a promising avenue of research.  

In terms of methodical issues, further research may engage in longitudinal analyses of man-
agement control and organizational change in private equity buyouts. Ideally, such a study 
would span a period from the first contact between the private equity firm and the company to 
the exit of the private equity firm. In addition to interviews, observations could be increasing-
ly used as a data source. Another field study on private equity firms as institutional entrepre-
neurs could also include the perspective of organizational actors in the portfolio company. 
Such studies would deepen our understanding of private equity buyouts and the role of man-
agement control practices in processes of organizational change. 
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Appendix A: Overview of Interviews 
 

Date Firm Interviewee’s position Location Duration 
21.05.2008 

PE 01 Managing Director 
On-site 01:04:55 

20.04.2009 On-site 00:50:03 
26.05.2008 PE 02 Managing Director On-site 00:51:03 
30.05.2008 

PE 03 Managing Director 
On-site 00:46:54 

08.06.2009 On-site 00:49:44 
02.06.2008 

PE 04 
Investment Director On-site 01:22:03 

10.07.2009 Managing Director On-site 00:52:45 
02.06.2008 PE 05 Partner On-site 00:25:26 
05.06.2008 PE 06 Senior Investment Manager On-site 00:49:32 
10.06.2008 

PE 07 
Managing Director On-site 00:43:52 

31.03.2009 Managing Directors On-site 00:55:42 
17.06.2008 PE 08 CEO Phone 00:27:19 
24.02.2009 PE 10 Managing Director On-site 00:42:47 
30.03.2009 PE 11 Managing Director On-site 00:54:20 
02.09.2009 Case Managing Director Phone 00:39:04 
22.09.2009 Case Managing Director Operations Phone 00:43:18 
22.09.2009 Case Head of Finance Phone 00:41:50 

24.11.2009 Case 
Head of Sales (Central and 
Eastern  
Europe) 

Case site 00:50:54 

24.11.2009 Case Head of Quality Management Case site 00:50:46 

24.11.2009 Case Head of Key Account Manage-
ment Case site 00:46:07 

26.11.2009 Case Head of Production Planning Case site 00:59:43 
26.11.2009 Case Head of Production Case site 01:02:55 
26.11.2009 Case Deputy Head of Production Case site 01:07:39 
01.12.2009 Case Head of Accounting Case site 01:08:24 
01.12.2009 Case Head of Purchasing Case site 00:58:51 
01.12.2009 Case Management Accountant Case site 00:46:41 
03.12.2009 Case Head of Product Development Case site 01:00:57 
03.12.2009 Case Head of Product Management Case site 00:38:54 
10.12.2009 Case Head of Export Sales Case site 00:43:32 

10.12.2009 Case Key Account Manager Technic-
al and Medical Textiles Case site 00:55:51 

 
  



128 Appendix B: Sample Interview Questions 
 
 

Appendix B: Sample Interview Questions 

Sample interview questions for private equity firms 
 Please describe your professional background! 
 Please describe the distinguishing characteristics of your private equity firm! 
 Which steps do you undertake right after a company has been acquired? 
 Which role do management control practices play before and after the transaction? 
 As an outside member of the board of directors, which information do you require 

from top management? 
 How do you interact with organizational actors in the portfolio company? 

Sample interview questions for organizational actors 
 Please describe major events in the recent corporate history of the case firm! 
 Which issues led to the buyout? 
 Please describe your current responsibilities! 
 If so, how did and why did your responsibilities change following the buyout? 
 Which changes related to management control practices did you observe since the pri-

vate equity firm took over your company? How did you perceive these changes? 
 Which changes in corporate strategy did you observe since the private equity firm 

took over your company? How did you perceive these changes? 
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