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Abstract

Purpose: The purpose of this research is to examine how Management Control Systems

(MCS) impact Diversification Strategy Processes (DSP) in diversified firms.

Method: A qualitative research method was used where five different profiled managers
participated in the research. The interviews were semi-structured and secondary data were
used together with the findings where secondary data was available. Thematic analysis was

used throughout the data analysis.

Conclusion: The results are inconclusive regarding the impact of the Belief, Interactive, and
Diagnostic Controls on the Initiation, Searching, and Execution Stage of DSP. The findings
are, however, consistent with the impact of Boundary Controls on the Initiation, Searching,

and Execution Stage of DSP.

Research Limitations: This research has not differentiated between different types of
diversification strategies and their processes. Small, medium, and large firms have not been
separated throughout the research. The sample size of the data collection was small, making

the results not generalizable.

Key Words: Management Control Systems (MCS), Belief Controls, Interactive Controls,
Boundary Controls, Diagnostic Controls, Diversification Strategy Processes (DSP), Initiation

Stage, Searching Stage, Execution Stage
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1. Introduction

This section generally introduces the subject of strategy, diversification, and management
control to provide a contextual background for the research. The problematization is
developed to explain why the subject area is of interest, followed by the contribution of the

research. Most importantly, the purpose and research question of this research are stated.

1.1 Background

Strategy has been asserted to be a central aspect of organizations and is based upon the
mission, vision, purpose, and values of organizations. The essence of strategy is particularly
reiterated in the resource-based view where performance is dependent on the distribution of
resources (Prahalad & Hamel, 1990; Barney, 1991). Strategy is required to eftectively
distribute resources and reevaluate the distributed resources over time to capture maximum
return (Bingham, Eisenhardt & Furr, 2011). According to Miller and Friesen (1982), and
Otley (2016), strategies must be tailored to match the environment of a firm as the degree of
uncertainty in each firm’s environment may differ. Therefore, in today's business
environment where dynamism defines the core relevancy of a business, organizations need to
match the development of the environment to strategy. For example, a new entry or changes
in the economic situation may cause a change in the taste and preferences of buyers. Such
changes may, in turn, cause a product to be more or less relevant in a market, and therefore

the need for new strategies to match the new market condition.

Another example is when a firm has excess capacity that is not currently in use in its current
endeavors. Such a firm can extend its operations to new markets or industries to make use of
the excess capacity to increase its performance (Ansoff, 1958). The strategic process of
redistributing resources to meet the changes in the external environment is diversification.
Diversification as a strategy has long been used by pioneers to search beyond market and
industry as a mitigation for low profitability as the environment of organizations changes.
Extensively, Ansoff (1958) presented several reasons why a firm would divert into new

markets or industries. Diversification as a strategy is extensively studied in both business



research (including for example Lawrence & Lorsch, 1967; Andrews, 1971; Chandler, 1977)
and economic research (including Gort, 1962; Berry, 1975; Caves, 1975, among others).
Although the extant literature covers different aspects of diversification, common to both
bodies of research is the outcome and goal of the firm. However, there is less research on the
process of formulating and implementing a diversification strategy. Since the outcomes and
the goals of a diversification strategy have a huge impact on organizational performance
(Ansoff, 1958), it is important to understand the process of formulating and implementing a

diversification strategy.

Moving on, management control has been widely studied throughout the years. The extant
literature has outlined how control systems impact a firm’s behavior in a market (including
for example Hedberg & Jonsson, 1978; Ewusi-Mensah, 1981; Gordon & Narayanan, 1984;
Langfield-Smith, 1997; Malmi & Brown, 2008). According to Nilsson and Rapp (2005, p.
99), systems of management control are: “The formalized, information-based routines,
structures and processes used by management to formulate strategies and to implement them
by influencing employee behavior”. The three processes of management control include
strategy formulation, managerial control, and task control (Riahi-Belkaoui, 2004).
Furthermore, management control has the role to formulate and implement strategy (Nilsson
& Rapp, 1999; Marginson, 2002; Riahi-Belkaoui, 2004). It can thus be seen as an internal

resource and capability for diversification strategy formulation and implementation.
1.2 Problematization

The relationship between Management Control Systems (MCS) and strategy has been
extensively studied (including Langfield-Smith, 1997; Kaplan & Norton, 2008; Skaerbak &
Tryggestad, 2010; Frigotto, Coller & Collini, 2013; Bedford, Malmi & Sandelin, 2016; Eker
& Eker, 2016; Coller, Frigotto & Costa, 2018; Jukka, 2023, among others). Additionally, the
research of Simons (1987, 1990, 1991, 1994, 1995) has contributed to useful insights by
investigating the relationship between MCS and business strategy. Based on these previous

studies, it is clear that MCS shape strategy.

Diversification strategy has a significant impact on organizational performance and has also
been extensively studied. Previous studies on diversification strategy are concentrated on for

example why firms diversify (Ansoff, 1958; Hyland & Diltz, 2002), the relationship between



organizational performance and diversification (Ansoff, 1957 & 1958; Williamson, 1979;
Neftke & Henning, 2012; Markides, 1995) and the types of diversification strategy (Weston
& Mansinghka, 1971; Christensen & Montgomery, 1981; Park, 2003). However, there is
currently less extensive research on Diversification Strategy Processes (DSP), the process of
formulation and implementation of the diversification strategy. We believe that DSP are
crucial to the success or failure of a diversification strategy which in turn determines business
continuity in times of for example low profitability, uncertainty, and risk in a market or
industry. The lack of research on the topic makes it relevant to look further into and therefore

is the direction of this study, in the aspect of diversification strategy.

Considering that MCS is examined to shape strategy and DSP has central parts in
organizational performance and existence, it is important to understand how MCS impact
DSP. Understanding the impact of MCS in DSP will provide relevant insights and contribute

to both academia and practice during the need for a diversification strategy.
1.3 Purpose Statement and Research Question

The purpose of this research is to dive into relevant literature to gain a deeper understanding
of Management Control Systems (MCS) and Diversification Strategy Processes (DSP), and
thereafter evaluate and explore how MCS impacts DSP in diversified firms. Ultimately, the

research purpose leads to the following research question:

How do Management Control Systems impact Diversification Strategy Processes in

diversified firms?
1.4 Disposition

Chapter 2 presents the theoretical framework of this research. Chapter 3 presents the method
used. Chapter 4 presents the results based on the collected empirical data as well as an
analysis of the results, using the theoretical framework presented in chapter two. Lastly, a
conclusion, limitations, and suggestions for further research as well as implications are stated

in Chapter 5.



2. Theoretical Framework

In this section, relevant literature on both Diversification Strategy Processes and
Management Control Systems are reviewed, and a model integrating the two is reached based
on propositions. This section provides the theoretical basis for answering the research

question during the empirical analysis.

2.1 Diversification Strategy Processes

Strategy is defined by Grant (2016) as the process of allocating scarce resources. According
to Simons (1995), strategy is defined as how an organization interacts with the outside world.
Diversification strategy is how organizations distribute resources into different regions,
markets, or industries (Cincera & Ravet, 2014). Diversification strategy is a corporate
strategy based on an organization’s involvement in different types of products, sales, or
brands, where internal risks are separated from external risks by having extensive scopes and
diverse business models (Ansoff, 1957 & 1958; Berger & Ofek, 1995). The above definitions
of strategy and diversification strategy provide the same meaning, therefore, the literature of
strategy will be used in this research as diversification strategy to provide a richer
understanding of organizational diversification processes, since there is limited research on

diversification strategy in the context of formulation and implementation.

2.1.1 The Reasons for Diversification Strategy

Diversification strategy is an important phenomenon in organizations as diversified firms are
measured to have low operational fluctuation as such a firm operates several main businesses
at the same time and therefore, reduces or averts risks (Markowitz, 1952; Mackey, Barney &
Dotson, 2017). According to Kong, Jiang, and Liu (2021), enterprise resilience equips
businesses to prevent economic uncertainties. The authors presented diversification as a way
to improve enterprise resilience by spreading a firm’s risks and uncertainties into different
markets and or industries. During for example the COVID pandemic where risks and
uncertainties were higher, diversified firms performed better than undiversified (Kong et al.,

2021). Diversified firms were more resilient through their diversified operations which



reduced risks. Diversified firms also achieve financial synergy as cash flow shortage and low

turnovers were reduced (Kong et al., 2021).

The phenomenon of diversification strategy is especially crucial when a specific performance
outcome is not as desired. As presented by Hyland and Diltz (2002), on average, the industry
of a diversified firm is not necessarily characterized by low growth. However, the operating
performance of diversifying firms can be poor with minimal growth opportunities within the
market causing them to diversify (Hyland & Diltz, 2002). Rumelt (1974) examined
diversification strategy as relevant when firms start to experience a decrease in profitability in
their business. This is in line with March (1991) who analyzed that organizations must be
able to simultaneously match their activities to the changing environment in which they
operate. This requires the ability to stay alert to capture the changes that occur within the

environment and act appropriately.

Moreover, diversification provides firms with multimarket contact and competitive
advantage. Multimarket contact and competitive advantage gained through diversification
lead to a positive impact on performance (Li & Greenwood, 2004). Thirathon and Meeprom
(2020) added to the importance of diversification strategy that service diversification for
instance has a substantial impact on firms’ financial performance. Additionally, firms can
diversify to use excess capacity that is not in use in the current endeavors, which can generate

additional yielding in a new market or industry (Hyland & Diltz, 2002).

2.1.2 The Different Types of Diversification Strategies

This research does not differentiate the different types of diversification strategies, and
therefore calls all the different types of diversification strategies, for example, industry,
market, or country, diversification strategy as a common description. This is because the
types of diversification strategies are not the focus of the study but they are used to provide a

better understanding of DSP in general for diversification strategies.

Diversifying within the industry for instance, provides firms with resource synergies and
makes them independent from industry forces and therefore, provides them with a
competitive advantage over competitors who depend on industry forces such as suppliers
(Yip, 1982; Li & Greenwood, 2004; Duijm & Van Beveren, 2022). According to Xie, Wang,

and Miao (2021), related diversification has a positive impact on firms' innovations.



Chatterjee (1986) added that the reallocation of resources within an industry can lead to
effectiveness and efficiency. Additionally, a profit-declining industry may not generate a
positive impact on performance through within-industry diversification, which is why firms
can choose to diversify outside their industry as a remedy for declining profits (Christensen &
Montgomery, 1981). By diversifying into more attractive industries, firms can improve their
performance (Park, 2003). Defensive diversification according to Weston and Mansinghka
(1971) is for instance used by low profitability industry firms to tackle the unfavorable
structures in their industry, thus searching outside the boundaries of their industry although
resource synergy is reduced (Sohl, 2017). By doing so, firms offset risk exposure and

increase performance (Aggarwal & Samwick, 2003).

In summary, diversification strategy is deemed relevant for firms as it has a great impact on
the firm's performance, existence, and survival, especially in the case of the quest to increase
profitability, declining profitability in markets or industries, and the use of idle resources.
Diversification thus, can lead to an increase in profitability, resource sharing, risk or

uncertainty reduction, financial synergy, and effective use of idle resources.

2.1.3 The Downside of Diversification Strategy

However, the negative aspect of diversification strategies must be considered. Diversification
increases the size of firms and their operations and thus has a downside effect on shareholder
monitoring (Rajan, Servaes & Zingales, 2000; Hyland & Diltz, 2002). According to Shin and
Stulz (1996), diversification could create bureaucracy and inertia in firms and thus negatively
impact how they respond to market forces. Hyland and Diltz (2002, p.1) concluded that
diversification does not improve performance and thus, does not create value: “While
diversification does not improve performance and hence does not create value, it does not
appear to destroy value relative to the current activities of the firm.”. Notably, diversification
by management may not necessarily be a strategy to avoid risk and increase performance.
Managers opt for diversification when it will lead to an increase in private benefits in the
form of incentives. Thus, diversification has a positive relationship with managers’ incentives
rather than as a strategy to reduce risk or increase performance (Aggarwal & Samwick,

2003).



2.1.4 The Three Stages of Diversification Strategy Processes

Based on the above review, it is visible that diversification strategies have an influential role
in an organization as well as can have negative impacts. The process of formulating and
implementing a diversification strategy is thus of importance. We, therefore, theorize the
formulation and implementation of DSP into three stages: Initiation Stage, Searching Stage,
and Execution Stage. We make our theorization of the process because there are fewer studies
on the process of a diversification strategy. The Initiation Stage is the stage at which the need
for diversification is identified. It could be one of the several reasons for a diversification
strategy presented above that leads to the Initiation Stage of diversification. The Searching
Stage 1is the stage of identifying the kind of diversification strategy to pursue, thus, market or
industry diversification. This stage directs firms to choose the appropriate diversification
strategy that matches their interest. The Execution Stage is the stage where the identified
diversification strategy is implemented, monitored, and controlled leading to a positive or

negative impact as listed above.

2.1.5 The Foundation of Diversification Strategy Processes

According to Grant (1991), the resources and capability of a firm are a critical foundation for
the formulation of strategy. The resources and capabilities are the primary source of identity
to which strategy is framed. The formulation of strategies should therefore maximize the
unique characteristics of a firm (Grant, 1991). The implementation of strategy requires the
use of enabling mechanisms to motivate members of an organization to implement strategies
(Marginson, 2002). Based on the study by Ferreira and Otley (2009), strategy formulation is
the decision on what direction to take to achieve goals while strategy implementation is
tasked with the execution of the formulated strategy by monitoring to attain desirable results.
This indicates that the Initiation, Searching, and Execution Stage of diversification strategies
are heavily dependent on the resources within an organization, where MCS are a part of the

resources within organizations.

2.2 Management Control Systems

This section builds upon Robert Simons’ Levers of Control Framework (1995). By using the
four control systems which have been widely studied we establish what MCS are in this study
and how they impact DSP: Initiation, Searching, and Execution Stage. Thus, the use of MCS
in DSP.



Beliefs Boundary
Systems Systems

Core
Values

Risks To
8e Avoided

Business
Strategy

Critical
Performance
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Sirategic
Uncer lainties

Diagnostic Interactive
Control Control
Systems Systems

Robert Simons’ Levers of Control Framework

MCS are broadly studied with several definitions and representations. Simons (1987) for
instance examined MCS to be the formal procedures and systems used to maintain or affect
changes within an organization. In his latter version, Simons (1995) defined MCS as a tool
used for strategy formulation and implementation which encourages freedom and creativity
but also constraints to direct an organization towards its aim. Henri (2006) built upon the
definition and added that MCS has a dual role to formulate and implement strategy as well as
facilitate the emergence of new strategies. Chenhall (2003) presented MCS as a tool that is
designed to assist in decision-making. MCS have the nature to provide feedback on
performance and ensure goals are achieved through monitoring, measuring, and enforcing

corrective measures (Langfield-Smith, 1997).

It is important to note that MCS have evolved from financial measures to a broad scope that
includes assisting management decision-making processes through a vast array of
information (Davila, 2000; Chenhall, 2003). The intensive use of MCS is said to help
organizations to generate and implement creative ideas including product innovation although
it can also prevent innovation (Davila, 2000; Bisbe and Otley 2004). Using the Levers of
Control framework by Simons (1995), MCS in this research are defined on the bases of

10



Belief Systems, Interactive Control Systems, Boundary Systems, and Diagnostic Control

Systems.

2.2.1 Belief Controls

Belief Controls are seen as a positive force as it explicitly outlines the mission, vision, and
core values (Widener, 2007) and goals of an organization which guides, directs, encourages,
and provides a sense of purpose. The Belief Controls are said to inform how a firm generates
its value, the types of relation a firm has with its environment, and the goal for a firm’s
performance (Simons, 1995). It is seen as inspirational forces to increase commitment and
stability, especially in times of uncertainty. The Belief Controls allow for creativity and the
search for new opportunities within the core value (Simons, 1995). The mission and vision
statements of a firm provide a broad direction that an organization wants to pursue. The
mission provides the purpose while the vision guides future directions. The two become

relevant when they are communicated and acted upon (Ferreira & Otley, 2009).

According to David (2002), the Belief Controls are used to maintain uniformity within an
organization, especially with growing size and increase in complexity and uncertainty.
Additionally, the controls are used to pursue strategic change in an organization by
influencing ideas and initiatives for change. It also guides idea search by ensuring that the
idea complies with the organization’s climate. Thus, the controls act as a filter for which

ideas to propose in the search for new ideas (David, 2002).

2.2.2 Interactive Controls

Interactive Controls is the formal communication system that outlines how information is
exchanged within an organization, and it encourages dialog within and thus leads to learning
and growth as well as the emergence of new strategies (Simons, 1995). Interactive Controls
are specifically associated with new ideas which leads to strategy formulation and
implementation. Ferreira and Otley (2009) and Su, Baird, and Schoch (2015) presented that
information helps firms to learn from past experiences to create new ideas and strategies.
Langfield-Smith (1997) sees Interactive Controls as an alert for the need for new ideas to be
proposed and tested. Thus, the system is used to encourage initiative, innovation, and idea
generation within an organization. Interactive Controls are especially suitable during the

growth stage of an organization where new initiatives and ideas are crucial (Su et al., 2015).

11



Moreover, communication within an organization allows for strategy understanding and
acceptance which then aligns the individual parts of a firm (Ferreira & Otley, 2009) leading
to opportunity searching and learning as it motivates dialog, debates, and face-to-face
interaction (Bisbe & Otley, 2004). The controls also create competitive pressures within,
direct attention to emerging uncertainties, and based on that, develop new strategies (Kober,
Ng & Paul, 2007) as well as being a forward-looking tool for generating new ideas (Widener,
2007).

2.2.3 Boundary Controls

Boundary Controls constrain and impose by explicating acceptable standards to limit the
behaviors within an organization to protect the organization’s interest and consist of rules and
limitations that must be followed (Simons, 1995). The controls outline the maximum freedom
and flexibility to focus the attention of the organizations. It is particularly important for
delimiting the directions of an organization to reduce risks and uncertainties while
establishing the position to take in a market. By outlying the boundaries of a business, it
provides a Code of Conduct, business standards, and legal constraints. It is outlined by Bisbe
and Otley (2004) as a system that pinpoints the acceptable activities in an organization. By
setting rules and limits, a firm can avoid risk and focus on its operational direction which is
stated through the Belief Controls (Mundy, 2010). Thus, the Belief Controls influence and
compliments the Boundary Controls (Widener, 2007).

It is enforced that the Boundary Controls reduce creativity through its constraints and limits,
however, it allows for creativity within the maximum outlined creativity and flexibility realm
(Simons, 1994). The perspective of Kimura and Mourdoukoutas (2000) is that Boundary
Controls include guidelines that encourage members to use their own judgment which can
lead to creativity and the generation of new ideas thus leading to competitive advantage. This
perspective does not see the Boundary Controls as strict rules that must be followed, contrary

to the perspective of Simons.

2.2.4 Diagnostic Controls

Diagnostic Controls have the role to monitor performance and correct deviations. The
controls allow for performance measurement according to the planned strategy and course of
action (Simons, 1995). By measuring performance against plan, the goals are monitored

while undesirable results are mitigated and desirable results are rewarded. According to

12



Ferreira and Otley (2009), measuring performance being its financial or non-financial
performance allows for the evaluation of strategies to determine if a strategy is succeeding or
not and the appropriate measure to take thereafter. Evaluating individual and group
performance also allows for the evaluation of the overall performance of a firm for
redirection if strategies are not producing the desired result (Ferreira & Otley, 2009). Su and
colleagues (2015) examined the Diagnostic Controls link strategy to a performance by
monitoring strategy and goals. It also supports the formulation of strategy by identifying
weaknesses in performance and the need for new strategies to achieve goals. By tracking
differences between outcomes and preset goals, Diagnostic Controls provide feedback

(Simons, 1994) which leads to the mitigation of deviations (Widener, 2007).

The controls have, however, received various criticisms. The tight control and monitoring
may prevent creativity and innovation (Simons, 1994) as they box members of organizations
to acting within the realms of existing goals and strategies (Kimura & Mourdoukoutas, 2000).
On that note, it is important to emphasize that tight control is used when there is a need to
achieve the intended strategy through monitoring progress to ensure an intended strategy is
achieved (Kruis, Speklé & Widener, 2016). The system is meant to execute existing strategies
(Simons, 1994). This indicates that the Diagnostic Controls are not intended for the purpose

of creativity and innovation.

2.3 The Proposed Impact of Management Control Systems

on Diversification Strategy Processes

In this section we integrate MCS with the DSP presented above to show the role of MCS as
internal resources and capabilities to understand how MCS impacts DSP. With the
relationships, we will propose propositions and develop a tentative theoretical model which

the empirical analysis will be tested on.

The Initiation Stage of DSP as presented above is the stage at which the need for
diversification is identified. This stage is said to come about during the quest to increase
profits, as a mitigation to declining profits in the markets or industries of operation, and also,
as a strategy to use idle resources. The Searching Stage on the other hand is the stage of
identifying the kind of diversification strategy to pursue, for example, diversification through

market, industry, merger and acquisition (M&A), or internationalization. The stage directs
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firms to choose the appropriate diversification strategy that matches their interest. Lastly, the
Execution Stage represents where the identified diversification strategy is implemented,
monitored, and controlled leading to a positive or negative impact. It is important to note that
the three stages of diversification strategies have the same meaning throughout the process

and do not change the meaning to which control applies to them.

2.3.1 The Proposed Impact of Belief Controls on Diversification Strategy

Processes

According to the literature review above, Belief Controls are meant for guiding, directing,
encouraging, and providing a sense of purpose. It also allows for creativity and the search for
new opportunities within the core values, as well as used to pursue strategic change in the
organization, and acts as a filter for which ideas to propose when searching for new ideas. It

is also used to maintain uniformity within an organization.

In relating these roles of the Belief Controls to the DSP, it can be established that the Belief
Controls guide, direct, and encourage creativity when searching for new opportunities and
strategic change (Simons, 1994, 1995). The search for new ideas is related to the Initiation
Stage of a DSP where the need for diversification is identified (Ferreira & Otley, 2009).
Moreover, the control filters upon ideas to pursue and maintains uniformity across various
areas of a firm (David, 2002). These roles of the Belief Controls are related to the Searching
Stage of the DSP where the type of diversification strategy to pursue is identified. The Belief
Controls thus impact the Initiation Stage and Searching Stage of the DSP, but not the
Execution Stage as the system does not control or monitor and has no goal for

implementation.

We propose that:
1. Belief Controls impact the Initiation and Searching Stage of Diversification Strategy

Processes, but not the Execution Stage

2.3.2 The Proposed Impact of Interactive Controls on Diversification

Strategy Processes

The Interactive Controls as presented in the literature review above is a formal
communication system which outlines how information is exchanged within an organization

for learning and growth, the emergence of new strategies, and strategy formulation and
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implementation. Communication within an organization allows for strategy understanding
and acceptance as well as compliance. The system thus encourages initiative, innovation, idea

generation, and the communication of how the new ideas are implemented.

Concerning the Initiation Stage of DSP, it can be claimed that the Interactive Controls as
formal tools, communicate the need for a diversification strategy across the organization
(Widener, 2007). The system, as a learning and growth tool, filters for and identifies the type
of diversification strategy to pursue (Simons, 1994, 1995; Ferreira & Otley, 2009; Su et al.,
2015) in the Searching Stage of the DSP. When the diversification strategy is identified, the
communicative role of the Interactive Controls allows for the communication on how the
diversification strategy should be implemented (Kober et al., 2007) at the Execution Stage of
the DSP.

We thus propose that:
2. Interactive Controls impact the Initiation, Searching, and Execution Stage of

Diversification Strategy Processes

2.3.3 The Proposed Impact of Boundary Controls on Diversification

Strategy Processes

As presented in the literature review, the Boundary Controls constraint and impose by
explicating acceptable standards, delimiting the directions of an organization to reduce risks
and uncertainties while pinpointing the acceptable activities in an organization. Although it
limits and constraints, it allows for creativity within the maximum acceptable creativity and

flexibility of an organization.

In relating the system to the DSP, the Boundary Controls allow for creativity within the
acceptable limits during the Initiation Stage of the DSP when identifying the need for a
diversification strategy (Simons, 1994, 1995). It constrains and directs the type of
diversification strategy to pursue during the Searching Stage of the DSP, and it contains and
imposes standards and rules during the Execution Stage of the DSP by indicating how the

identified diversification strategy is implemented (Bisbe & Otley, 2004).
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We propose that:
3. Boundary Controls impact the Initiation, Searching, and Execution Stage of

Diversification Strategy Processes

2.3.4 The Proposed Impact of Diagnostic Controls on Diversification

Strategy Processes

As earlier presented, Diagnostic Controls have the role to monitor and control the
performance of strategies and goals and correct deviations through performance
measurement. It evaluates strategies and goals to identify weaknesses in performance and the
need for new strategies to achieve goals. The Diagnostic Controls are used to achieve the
intended strategy and execute existing strategies. It, however, is not intended for creativity

and innovation.

In relating the Diagnostic Controls to the DSP, the system monitors and evaluates a
diversification strategy when it is implemented during the Execution Stage of the DSP to
identify weaknesses and provide correction to deviations (Simons, 1994, 1995; Widener,
2007; Ferreira & Otley 2009; Su et al., 2015). Since it is with tight control and monitoring, it
can not be used during the Initiation Stage and Searching Stage where creativity and

innovation are necessary.

We propose that:
4. Diagnostic Controls impact the Execution Stage of Diversification Strategy Processes,

but not the Initiation and Searching Stage

2.3.5 Tentative Theoretical Model

Based on the above propositions, we develop the below tentative theoretical model to be
tested empirically. The model includes the two main concepts, MCS and DSP, where the
arrows go from each control to each stage where the control is suggested to have an impact
according to the stated proposition. Lastly, the model also shows that the controls within
MCS are interlinked and that DSP starts with the Initiation Stage, followed by the Searching

Stage, and ends with the Execution Stage.
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3. Method

This section informs about the research design, methods, empirical sources, and processes

used in this research. Lastly, the reliability and validity of this research are discussed.

3.1 Research Design

Our research aims to understand how MCS impact DSP. A qualitative research method is
suitable since it delves deeply into a subject to find whether something exists and to
understand how it works and our qualitative data is expressed in words and interpretations
(Sallis, Gripsrud, Olsson & Silkoset, 2021). Our qualitative research method frequently
entails the reconstruction of events by asking interviewees to think back over how certain
series unfolded concerning a current situation (Bryman & Bell, 2011). Therefore, this
research is conducted with a retrospective, since the data is based on past events to examine
the impact of MCS on DSP. Furthermore, this research uses an exploratory design which
provides insights and understanding within the stated subjects, where our primary goal is to
explore this topic in detail (Sallis et al., 2021). Lastly, an abductive approach, a combination
of deductive and inductive approaches, will be used where we seek the most likely
explanation in our observations by testing our propositions stated in Chapter 2.3 based on our
empirical findings (Sallis et al., 2021). In line with the abductive approach, our research
serves as a flexibility in the shift between theory and method (Bryman & Bell, 2011), which
is suitable since there is little previous research on how MCS impact DSP. The goal is to get a

further understanding of this stated impact, therefore the abductive approach is suitable.

3.2 Empirical Sources

In this research we use both primary and secondary data. Primary data is collected to
understand the profiles of participants of diversified firms and their firms' approach to DSP
using MCS. This was done to enable us to gain a deeper understanding of the phenomena to
answer the research question, while secondary data was collected from already existing
sources (Sallis et al., 2021) to provide more understanding of firms and their diversification

processes.

18



3.2.1 Primary Data

Using interviews are well-suited for this research, to build an understanding of the
participants' experiences and opinions (Sallis et al., 2021). We used a prepared interview
guide of questions to structure the responses and discussion. Since this research aims to
understand the impact of MCS on DSP, interviews with managers working in diversified
firms were deemed as appropriate profiles as they have participated in several DSP.
Semi-structured interviews were performed and the interview guide included a list of topics
and key questions to be covered (Bryman & Bell, 2011). Our interview process started with
us asking specific open questions which provided flexibility for detailed responses. Our
interviewee had a great deal of leeway to reply, the order of our questioning varied and
follow-up questions followed when necessary (Bryman & Bell, 2011). Furthermore, the
interviews were performed digitally through pre-booked Microsoft Teams meetings, on a
preferred date and time by the interviewee. The interview guide was sent to the interviewee at
the same time the interview was booked, to give them a chance to prepare before the
interview. For our use, Thematic Operationalization of the Interview Guide was made to get a

clear structure of the questions' connection to the used literature (see Appendix 1).

The potential participants of our research were gathered through professional contacts,
Linkedin, and through contact forms on organizations’ websites. There were two criteria
when contacting potential participants: their organization must use any type of diversified
strategy, and the potential participant must have known about management control and
verification strategy processes of their organization. Based on these criteria, several
organizations and top-level highly experienced managers were contacted, and approximately,
one-third of them expressed interest in participating in our research. Once a requested
manager had expressed interest to participate, a Letter of Intent (see Appendix 2) was sent to
the manager as an official invitation to participate in our research. Finally, the managers that
had expressed interest agreed to fulfill the process and participate in our study. These
managers also fulfilled our criteria stated above and thus were judged to be suitable for
answering interview questions about how MCS impact DSP, which resulted in the final
sample. The interviews’ duration was between 25 and 35 minutes per participant and the

profiles of the participants are presented in the table below.
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Profile of the Interview Participants

Each participant has their abbreviation, P1-P5, that will be used when analyzing the

empirical findings. The table also includes a Profile Description, Managerial Position Held,

Years of Experience in the Industry, and Time Length of the Interview.

Participant | Profile Description | Managerial Years of Time Length of
Position Held Experience in the Interview
the Industry
Pl From a large CEO 31 years 25 minutes
international firm
involved in food chain
supply, medicine,
banking, insurance, and
real estate
P2 From a multinational President of 8 years 26 minutes
corporation involved in | Assortment and
consumer goods Buying
production, marketing
and sales
P3 From a multinational Commercial 17 years 31 minutes
corporation involved in | Director
diverse consumer
products
P4 From a large Group Strategy 1,5 years 35 minutes
international firm Manager
involved in food chain
supply, medicine,
banking, insurance, and
real estate
P5 From an international Management 6 years 29 minutes
consulting group which | Consultant

provides strategy
consultation services

P1 was currently in the third CEO assignment, while also having previous experience in

various roles within other diversified firms. Therefore, we judged P1 to be a very valuable

participant with deep knowledge of our subject and experience in impressive positions. P2

being the President of Assortment and Buying also had previous experience in various roles

concerning business strategy. As Commercial Director, P3 had 17 years of experience within

various roles in the same organization, being a diversified firm. P4 had been a Group Strategy

Manager for about 1,5 years but also had a few years of previous experience as a
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Management Consultant. P5 had several years of experience being a Management
Consultant, and therefore had valuable insights into providing strategy consultation to, among

others, diversified firms.

When the interviews were performed, ethical concerns were highly considered. As
researchers and interviewers, it was of the highest importance to be prepared and show
respect, integrity, and confidence toward the interviewee (Bryman & Bell, 2011). Also,
information about the right to withdraw from the study, anonymity, and that the interview is
recorded was clearly stated in the Letter of Intent (Appendix 2) as well as informed at the
beginning of the interview. Furthermore, when performing the interviews, several biases
among both the interviewers and interviewee can potentially influence the data collection and
analysis which we were aware of (Bryman & Bell, 2011). To minimize these biases, we
gained knowledge about what we identified as the most crucial potential biases: interviewer
bias, response bias, memory bias, and selection bias. To avoid interviewer bias, we did our
best to stay objective during the whole interview process. To avoid response bias, the
interviewees were, as explained above, given a chance to prepare to answer our questions
since the interview guide was sent to the interviewee before the interview. The interviewees’
responses were also matched with the secondary data collected from the organizations’
websites to minimize memory bias as they had to recall how their DSP took place. Lastly, the
selection bias is more or less connected to the entire quality of the study and will therefore be

further discussed in section 3.4.

3.2.2 Secondary Data

We used external data as secondary data: the participating organizations’ websites, interim
reports, annual reports, and vision and mission statements, because secondary data can be
useful in all research designs, and the decisive factor is how well the data is suited to
answering the research questions (Sallis et al., 2021). The reason why we used secondary
data in this research is to cross-check findings from our primary data to produce findings that

are more reliable with minimal response biases.

Just like primary data, secondary data can also have limitations that we as researchers are
aware of. In our research, the most crucial limitation concerns that the secondary data was
collected for a different purpose in the first place and did not always match our needs, which

also is a common limitation with secondary data according to Bryman and Bell (2011) Also,
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it is important to highlight that some of our findings have not been cross-checked, due to the
reason that some of the data were only possible to collect from primary data since it did not

exist in the form of secondary data.

3.3 Process and Analysis

To clearly explain the research process, we will state the different phases we used during the
research process. In the first phase, a literature review within both MCS and DSP was made.
A theoretical framework of MCS, Levers of Control, was found to be the most suitable and
was thereafter further reviewed. When the literature review of DSP was done and the three
stages of the DSP had been identified, a tentative theoretical model to be tested empirically
was established, while simultaneously working on the introduction and contacting potential

managers to interview.

In the second phase, the process of data collection was performed. The five semi-structured
interviews took place between the 8" — 22" of May 2023 and the secondary data was
collected to cross-check what was possible simultaneously, while also conducting the method

chapter.

In the third phase, the data analysis and conclusion were conducted. The method used for
analyzing the data is thematic analysis. Our thematic analysis involved creating themes to
organize the data, which is suitable when performing qualitative data analysis (Bryman &
Bell, 2011): due to the two main themes of this research, MCS and DSP, and the aim to
understand the impact of MCS on DSP, it was an appropriate method to use for our data
analysis. Furthermore, our thematic analysis followed five key steps to systematically analyze
our primary data, learned from Bryman and Bell (2011). The first step was understanding and
transcribing the audio-recorded data. To transcribe the data, transcription software from
Transcriptor.com was used. The second step was coding the data by putting labels on specific
sections of the data, such as using labels of the four controls within MCS and the three stages
of DSP. The third step was searching for themes in the labeled data, by identifying answers
from the participant relevant to answering our research question. The fourth step included
reviewing and defining themes. The themes were divided and sorted into a set appropriate for
systematically analyzing the primary data together with our tentative theoretical model, why
Chapter 4 also is modeled after the titles in Chapter 2. In the fifth and final step, a rigorous

test of the four propositions versus the data was done.
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3.4 Reliability and Validity

Being qualitative research which does not use measuring of data to the same extent as
quantitative research, also measuring reliability and validity might be difficult. However, to
conduct a reliable and valid qualitative study, ¢triangulation can be considered. By definition,
triangulation means using more than one method or source of data, which in qualitative
research can be a process of cross-checking findings (Bryman & Bell, 2011). Due to the time
limit of this research, performing more than one research method has not been prioritized.
However, data triangulation has been performed by using both primary and secondary data,
which strengthens the reliability and validity of this research. More specifically, the
secondary data have been used to cross-check the primary data. Also, transparency is
provided in terms of the detailed description of the data collection and analysis process,
which gives the reader the possibility to understand both strengths and weaknesses of the

Process.

To ensure reliability in this research, the conducted interview guide could be used on any
diversified firm, which facilitates repetition of the study if used at another time by
interviewing other companies (Bryman & Bell, 2011). However, since this is qualitative
research that focuses on depth and not width, we cannot guarantee that the findings would be
the same if the research was repeated by interviewing other managers at other diversified
firms. Also, doing research with different participants and companies could include factors
that are not considered to affect the result. Therefore, it is difficult to determine if the same
results would be achieved if the research was performed again. Partly, this also applies to the
external validity of this research, which refers to the question of whether the results of a study
can be generalized beyond the specific research context (Bryman & Bell, 2011). It is also in
this context the issue of how people and organizations are selected to participate in research
becomes crucial, which refers to the previously mentioned selection bias. In this research, we
have succeeded in selecting interviewees suitable for what we aim to research: managers with
knowledge about their organization’s strategy and management control function at strategic
diversified companies. Also, we judge them to have deep knowledge about our subject as we
have interviewed one CEO and other managers in various roles with many years of
experience. However, since all interviews are unique, it is a risk to get other answers if other
persons were interviewed. Also, it is crucial to highlight that our primary data only contains

five profiles, due to the difficulty of finding suitable managers willing to participate in our
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rather tight time frame. Therefore, our data collection might not be representative of a larger
group of strategically diversified firms, thus lack of generalizability is a limitation of this

research.

Lastly, credibility and how believable our findings are is important to consider, measured as
internal validity (Bryman & Bell, 2011). Doing partly retrospective research may be limited
by the accuracy and the completeness of available data, which may lead to biases or in other
ways affect the internal validity of the findings. However, we have tried to use the most
up-to-date data suitable for this research, and we believe that the triangulation of data
strengthens the internal validity of this research. Also, possible limitations and biases of both
primary and secondary data have been considered in order to minimize their impact as earlier

discussed, which strengthens the validity of our research.
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4. Empirical Findings and Analysis

This section presents and analyzes the empirical findings from the participants stated in the
previous section, using thematic analysis. First of all, a background of the findings in
Diversification Strategy Processes and Management Control Systems is presented to establish
the importance of the phenomena for the participating organizations and thus, the impact of
Management Control Systems on Diversification Strategy Processes to test the propositions.
As previously stated, each participant has their abbreviation, P1-P35, that will be used during

this section.

4.1 Diversification Strategy Processes

Diversification strategy is used as a means for growth (P1, P2, P3, P4, P5) and is dependent
on the ambitions of the diversifying firm. It is a way to diversify and spread risks across to
survive in times of economic uncertainties (P5). These presentations are consistent with the
reasons for diversification according to Markowitz (1952), Mackey and colleagues (2017),
and Kong and colleagues (2021). The limitations of growth opportunities in a market can also

initiate a diversification strategy (Rumelt, 1974; Hyland & Diltz, 2002):
“First of all, there is a certain market where there is only so much you can grow in your
local market. So to be able to grow the company and make the company bigger obviously,

you need to look outside your home market” (P4).

Based on P2 and P5’s accounts, the more component and knowledgeable a firm is about a

certain market, the easier it is for the firm to diversify into that market:

“We felt that we had the competence and knowledge that could be useful in a certain market,

then it was easier to expand the business to that market” (P2).

Diversification strategy is also presented to have positive impacts on organizations (Li &

Greenwood, 2004) as the involvement in several products and services provide customers
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with varieties of choices making a firm a one-stop shop for their needs and thus, leading to

long-term good relationships between a firm and its customers:

“When we want to diversify, we want to do that to get more interactions and more touch

points with the customers and reach them in more possible ways” (P5).

According to P1, having a firm that provides customers with food, medicine, insurance, real
estate, and banking means that the customers get most of their daily needs serviced by the

same company. In the same reasoning, P4 added that:

“You can see that there is a synergy effect in terms of what the customers are looking for.
When they look for one type of product, they also typically look for the other ones. So for
example, we can see that there are very many people buying their pharmacy products at the
same time as they buy the groceries. So then it is really good to offer both because then they

can do it all at the same time and they can do all of that with us” (P4).

Diversifying into other countries also means that the customer can get the same kinds of

products and service with the same quality even when abroad:

“We provide the customers’ needs at home and even abroad, which tightens our relations with
them because they know the quality we provide and they can get several products and

services at the same time” (P1).

Furthermore, this is not just a way to increase profitability and presence, but also increase
customer loyalty, strengthen the relationship of the firm with the customers, and increase
learning and growth leading to more competence, not only in its field of operation but also
new fields that enable more diversification and the growth of the business (P3; P2; P5). For

instance:

“I think that our firm has learned a lot in terms of how to operate in the international market,

other industries, and the kinds of benefits that help us diversify more” (P3).

Despite the positive representation of diversification, the executives also acknowledged the

negative impact of the diversification strategy. P4 explained that diversifying into new
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markets require large resources. These resources such as time and capabilities will have to be
shared between the core business and the new business the firm is diversifying into. By
sharing these resources they risk hurting the core business and its operations, explained P4.
Expanding the business also makes it more challenging to control which leads to stricter rules

and sometimes affects creativity:

“Because we are so big and present in many industries and markets, it is more difficult for us
in terms of control. That is why we use tighter rules which, to be honest, can affect employee

creativity” (P2).

Also, P4 added that even though their diversification strategy comes with unique competitive

advantages, it also comes with especially operational challenges:

“Diversification has given us unique benefits and competitive advantages that our
competitors do not have since we have other types of offerings than our direct competitors
have. But there are also of course challenges with having this type of working within several
different industries. In terms of working in the company, you can see that it is like different
companies that we are working in. We are therefore trying to leverage each other's strengths,
but of course, it is a challenge to ensure that we get the synergy effects that we want. So 1
think using a diversification strategy is a really good competitive advantage, but it also

comes with challenges in terms of how we work operationally” (P4).

These accounts are consistent with the findings of Rajan and colleagues (2000) and Hyland

and Diltz (2002).
The process of diversification according to P5 starts within the firm through a strategy audit.
P2 added that the company has a goal to provide customers with many easy choices. With

such a goal, each strategy audit leads them to decide the next stage to take:

“Because we have a company goal to provide multiple and easy choices for the consumer,

each strategy audit is a stepping stone for the strategy we will take” (P2).
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Furthermore, it was explained that the reason to diversify was not that the company did not
make enough money, but rather that they had the resources to do it (P1). New technologies

and trends could be a reason according to P4:

“When we decided to add medicine into our category, it was because we knew our customer
base and their needs, not because we were not making enough profits with our food products.
It was also because we had the key strengths and knowledge to venture into that market”
(P1). [...] “The whole process starts from the customer perspective, we try to identify products
that customers are asking for. Then the question is, can we diversify into that to really make
that into an advantage for us? What we also try to identify is any new technologies or new

trends rising up in the market that could benefit our business” (P4).

Linking the proposed first stage of DSP, the Initiation Stage, the above findings are consistent
with our definition of the Initiation Stage, being the stage at which the need for
diversification is identified. There are, however, more complex reasoning behind the stage
rather than our previous indications as the quest to increase profits, as a mitigation to
declining profits in the markets or industries of operation, and also, as a strategy to use idle

resources.

P2 and P3 explain that when the decision to diversify is reached, the next stage is based on
SWOT analysis where the key strengths, weaknesses, opportunities, and threats are
examined. The interested market to diversify into is also examined through market analysis:
what is the size of the market, what are the opportunities, and what are the entry barriers (P1).

P5 Explained the Searching Stage as a design or a deep dive phase once the need is identified.

The findings are consistent with the proposed Searching Stage of DSP where a diversification
strategy to pursue is chosen. However, P4 argued that the Initiation and Searching Stage are
done quite at the same time, but that it also depends on the situation in terms of how a

diversification situation occurs:
“For example, is there someone that is approaching us with the proposition saying that we

have a good idea for this? Then the Initiation and Searching Stage are done simultaneously”

[...] “Once you have a hypothesis of potential diversification areas then we sort of work to
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prioritize them according to where we see the largest potential. Mapping is one way of doing

it” (P4).
However, the last quotation supports our definition of the Searching Stage.

According to the participants, the sensitivity of a newly diversified company is high as the

market is new and management has less certainty. For instance:

“The difficulty lies in when we diversify” (P1) [...] “We want to make sure that everything
works, we do not want to make mistakes, although mistakes are inevitable so we want to

control activities as much as possible to avoid as many problems as possible” (P3).

The proposed Execution Stage of DSP where the diversification strategy is implemented,

monitored, and controlled is consistent with the findings.

Lastly, P4 and PS5 argued that different kinds of diversification can have different processes,

and thus no specific process is suitable for all diversification strategies:

“We should be able to differentiate different types of diversification. There are different
processes and ways of doing it. All diversification has a specific way of being done” (P4) [...]
“How the diversification process is performed usually depends on what type of
diversification you look into. From the perspective that I have is more of an M&A
perspective, but if you look into how you diversify your product portfolio, you will probably
get very different answers” (P5).

These were important insights for us since it explains some differences in the answers of the

participants.

4.2 Management Control Systems

According to all participants, all four control systems: Belief, Interactive, Boundary, and
Diagnostic Controls, play a vital role in ensuring that organizational goals are achieved
effectively and efficiently. Two of the participants added that MCS encompasses techniques

and systems that they use to manage activities within the organization and certainly important

29



boundaries in the context of DSP (P1; P2; P3). In contrast, P4 argued for Diagnostic Controls
being the most important, while P5 argued that the four control systems are interdependent
and therefore could not say which one was most important. However, these claims are
consistent with the reasoning behind MCS research (Simons, 1995; Langtield-Smith, 1997,
Henri, 2006; Chenhall, 2003), and also support the representation that all four controls are

used interchangeably within the organizations.

Furthermore, the organizations had their departments concerning management control
features organized in similar ways, which could be applied in the reasoning of Simons’

(1995) Levers of Control. For instance, P2 told us:

“We have a finance department and an analysis department. We also have analysis as part of
the strategy department. We use those departments a lot in terms of understanding consumer

dynamics, market, and competition. Also what opportunities we have and tracking

differences” (P2).

P4 and P5 both answered that their organizations have a management and strategy team that
works with various controls. Whether management control functions play a role in
diversifying, is highly agreed upon that it does since it monitors the process (P1, P2, P3, P4,
P5). For instance, P3 claimed that the financial analysis department of course had an impact
on the strategic choices that they have taken. However, P1 explained the integration between

MCS and strategy:

“We have a strategy department which is outside the finance department that reports directly
to me, CEO. In that department, we have a lot of people who are doing analysis. The
department includes creating new strategies and working on new business ideas, but also

tracking the previous strategic choices that we have taken” (P1).

Lastly, it was explained that the strategy department includes MCS and the controls act as a
filter of which new strategies and business ideas to act upon, in the same way of reasoning by
David (2002). These findings project MCS as a role of the management team and are mostly

used by the finance, analytical, and project departments for diversification strategies.
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4.3 The Impact of Management Control Systems on

Diversification Strategy Processes

4.3.1 The Impact of Belief Controls on Diversification Strategy Processes
Belief Controls are defined as the vision, mission, core values, and goals of an organization:
they guide, direct, and encourage creativity when identifying new opportunities and strategic
change (Simons, 1995; David, 2002; Widener, 2007; Ferreira & Otley, 2009). Therefore, they
were proposed to have an impact on the Initiation Stage of DSP where the need for
diversification is identified. P4 and P5 argued that the impact of Belief Controls may differ in

different kinds of diversification strategies. To clarify, P5 explained that:

“If we diversify from scratch by ourselves, then I would say that the Belief Controls have less
impact because the diversification is within, and already based on what we know to be right
for us. But when we make an acquisition then we of course look into them, to find out whether

they match with our beliefs or not”.

However, P2 insisted that the vision and the mission are very important and steering since
they decide if and how they should expand, which indicated that Belief Controls impact the
Initiation Stage. P1 argued that:

“It is always very important for us to decide within our organization what is our core
business and whether we want to expand within the core or something that is supporting the

core” (P1).

The different views of these participants make the impact of the Belief Controls on the
Initiation Stage of DSP inconclusive since its impact depends on the type of firm and type of

diversification strategy.
Secondly, it was proposed that Belief Controls filter upon ideas to pursue and maintain

uniformity across various areas of a firm (David, 2002), which is related to the Searching

Stage where the kind of diversification strategy to pursue is identified. P4 stated that:
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“The Belief Controls guided us during our diversification process. The vision, mission, and
values are the goals of the company and what the company wants to achieve. For example,
when we are searching for a diversification idea, the mission and vision guide us on what

idea to emulate” (P4).

In a similar way of reasoning, P3 added:

“In terms of our vision, it is about giving easy choices for the customer. I think that is very
important because then we have decided what type of products and offerings we are selling to
the customer. So I think that is also super important when considering in which way to
diversify because if we all of a sudden divert and expand with products and offerings which

are not in line with our vision, that would have severe consequences" (P3).

These findings indicate that the Belief Controls impact the Searching Stage of DSP.

Lastly, it was proposed that the Belief Controls do not impact the Execution Stage where the
identified diversification strategy is implemented, monitored, and controlled leading to a
positive or negative impact. As values are a part of the Belief Controls, P1 argued:

“Values are secondary, because once we establish our business then the values matter. It is
more about what kind of culture we create in the company, how we operate, and how we train
the organization to work together” (P1).

P3 added that values matter after the implementation of a diversification strategy:

“Although our values do not monitor or control behaviors, they are some kind of rules on

how we should behave” (P3).
None of the other participants' claims indicate that Belief Controls impact or do not impact

the Execution Stage. The impact of the Belief Controls on the Execution Stage of DSP is

therefore inconclusive.
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In summary, the findings do not conclusively support Propesition 1: Belief Controls impact
the Initiation and Searching Stage of Diversification Strategy Processes, but not the

Execution Stage

4.3.2 The Impact of Interactive Controls on Diversification Strategy

Processes

Interactive Controls are defined as a formal communication process which outlines how
information is exchanged within an organization (Simons, 1995; Langfield-Smith 1997;
Widener, 2007; Ferreira & Otley, 2009, Su et al., 2015). In Proposition 2, it was proposed that
Interactive Controls act as a formal communication tool to communicate the need for a
diversification strategy across the organization, which is related to the /nitiation Stage where
the need for diversification is identified. When answering how communication in a
diversification process is navigated, the participants presented that there are formal processes
for interaction in their diversification process since the process can be delicate. However, the

Initiation Stage is rather open as opportunities can emerge from anywhere:

“I remember when a small production firm contacted us with an opportunity to partner with
them, we did not have any intentions in the beginning but the deal looked good and lucrative,
so we seized the opportunity. There is no formal way to communicate that now we must
diversify, not always anyhow, but sometimes when some business is getting bad, we can start
to ask around, but no formal way on how to do i’ (P2) [...] “The initial communication I
think depends on the type of diversification process. If it is an M&A, then it is typically very,
very secret. So not many people are aware. If it is more about a newly diversified product or

if we want to build something from scratch, then it is more work with communicating” (P4).

With these findings, it is clear that the Initiation Stage of DSP is not driven by a formalized
way of doing things, it can emerge at any point in time and initiated by anyone within or
outside the firm based on the type of diversification strategy. Thus, the findings do not
support the proposed impact of Interactive Controls on the Initiation Stage of DSP.

Interactive Controls, as a learning and growth tool, were proposed to filter for and identify
the type of diversification strategy to pursue in the Searching Stage where the kind of
diversification strategy to pursue is identified (Simons, 1994, 1995; Ferreira & Otley, 2009;

Su et al., 2015). According to participants, the selection of a specific diversification strategy
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over the other is dependent on the organizational situation in terms of resources and
capabilities. It requires clear communication and interaction when selecting a specific
diversification strategy over the other to pursue. It is especially important when diversifying
into a new country or industry where you have less knowledge compared to your core

business:

“When we decided to go from food production to banking, it was a big difference to our core
business, it required more communication for such kind of redirection” (P1) [...] “I was the
consultant for company X when they acquired company Y from a different industry. One key
Jfocus was how easy it would be to combine both companies and if it was possible to gain
synergy if we combined them. Communication within is very important when you choose a

strategy” (P5).

The findings are consistent with the proposed impact of the Interactive Controls on the

Searching Stage of DSP.

When the diversification strategy is identified, the communicative role allows for the
communication of how the diversification strategy is implemented and was proposed to
impact the Execution Stage, where the identified diversification strategy is implemented,
monitored, and controlled leading to a positive or negative impact (Kober et al., 2007). The
implementation of a diversification strategy is sensitive according to participants and
therefore requires constant and consistent communication across the organization to ensure
alignment and desired outcomes. Project documentation was a tool common to all

participants. For instance:

“We create a project documentation, which includes goals, milestones, timeline, KPI's and
how far we have come at a certain stage, a document for the whole project in terms of what
activities are happening. Then we use that documentation to communicate and update it all
the time, so everything is in the same documentation all the time. We keep it together and
distribute it only to the people that are involved” (P1) [...] “We inform employees what is
going on; what is the process, what is required of them, where we are going and how far have
we come” (P2) [...] “Communication is super important in our diversification process

because internally we need to communicate to create clarity and answer questions that might
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arise. Also, communicate what resources are allocated to the project and who should be

doing what” (P3).

The Interactive Controls allow for transparency, uniformity, and alignment. The findings are
inconsistent with Bisbe and Otley (2004), Kober and colleagues (2007), Widener (2007), and
Ferreira and Otley (2009) and in line with the proposed impact of Interactive Controls on the

Execution Stage of DSP.

In summary, the findings do not fully support Proposition 2: Interactive Controls impact the

Initiation, Searching, and Execution Stage of Diversification Strategy Processes

4.3.3 The Impact of Boundary Controls on Diversification Strategy

Processes

Boundary Controls are defined as standards and rules to reduce risks and pinpoint acceptable
activities (Simons, 1995; Kimura & Mourdoukoutas, 2000; Bisbe & Otley, 2004). Common
to all participants was the importance of Boundary Controls within a diversification project.
As mentioned earlier, P1, P2, and P3 argued for Boundary Controls being the most important
control seeing to DSP. In connection to the Initiation Stage which is about identifying the
need for diversification, it was argued that not having Boundary Controls could shift

organizational focus in the wrong direction. For instance:

“If we do things in one way and we look into companies that do things in completely different
ways, then we do not see the synergy effects. Then it is not a good fit, thus we do not go ahead
there” (P5) [...] “I think the boundaries are most important of all the mentioned controls in a
diversification process because often there are lots of different opportunities and
uncertainties about market entry, entry into a new segment etcetera. It is super important to

understand how far you want and can go with diversification” (P1).

Whether boundaries harm employees' creativity, as previous research indicates limits
creativity (Simons, 1994, 1995; Mundy, 2010) in the initiation target of DSP, P1, P2, and P4

argued that Boundary Controls do not harm but rather allow for creativity, for instance:

“We can not overlook our boundaries when we diversify but we do not stop creativity because

of our boundary statements” (P1) [...] “I do not think our boundaries limit people s creativity,
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people are always welcome to bring their ideas, whether the ideas are accepted or not is

another question” (P2).

The findings are in line with the proposed impact of the Boundary Controls on the Initiation
Stage of DSP. It is however relevant to add that, organizations with limited resources might
not have the opportunity to accept and work on new ideas when the current focus is not on

working on new ideas:

“I have worked with a firm that was new and fragile, they did not allow the organization to
put in time and effort to work on new ideas. So it depends on the organization structure and

how the company steered; where the time is being spent” (P5).

Furthermore, it was proposed that the Boundary Controls constraints and directs the type of
diversification strategy to pursue (Simons, 1995; Bisbe & Otley, 2004) during the Searching
Stage. Participants unanimously agreed that Boundary Controls impact if they diversify into
new markets, industries, countries, or M&A. The Boundary Controls are connected to the

Belief Controls which limit organizations from certain diversification strategies:

“If we all of a sudden divert and expand with products and offerings which were not in line
with our vision, that would not be very successful” (P1) [...] “In terms of diversification, we
have boundaries to which local market we can join, types of companies we can acquire, and

even what countries we can expand into” (P3).

The above representations support the proposed impact of the Boundary Controls on the

Searching Stage of DSP.

Lastly, the Boundary Controls were proposed to provide the standards and rules on how
diversification strategy is implemented (Simons, 1995; Bisbe & Otley, 2004) at the Execution
Stage of DSP where the identified diversification strategy is implemented, monitored, and
controlled leading to a positive or negative impact. According to P1, the implementation
stage is crucial to how a diversification strategy turns out, because of that the stage is highly
monitored and controlled using KPI’s and other control mechanisms. P3 added that the
sensitivity of the stage requires more control and therefore rules and regulations are normally

used:
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“We want to make sure that everything works, we do not want to make mistakes, although
mistakes are inevitable so we want to control activities as much as possible to avoid as many

problems as possible” (P3).

P1 added that for instance, they have clear guidelines on how to handle cultural differences
when diversifying into a new country as such differences can have a strong impact on

diversification if not probably handled. P4 had a similar reasoning:

“Cultural difference requires clear rules and regulations when we expand abroad in my
company, the strategy must follow these regulations to create the right offer” (P1) [...] “We
use strict rules because its too many uncertainties and people reason in different ways, better

to have the same of reasoning when we are not sure” (P4).

In conclusion, the findings support Proposition 3: Boundary Controls impact the Initiation,

Searching, and Execution Stage of Diversification Strategy Processes

4.3.4 The Impact of Diagnostic Controls on Diversification Strategy

Processes

Diagnostic Controls are defined as monitoring and controlling by using performance
measures to execute diversification strategies (Simons, 1995; Ferreira & Otley, 2009; Su et
al., 2015). They monitor and evaluate a diversification strategy when it is implemented
during the Execution Stage, to identify weaknesses and provide correction to deviations
(Simons, 1994, 1995; Widener, 2007; Ferreira & Otley 2009; Su et al., 2015). Diagnostic
Controls are seen by participants to affect a successful diversification project. P2 argued that
at the beginning of a diversification strategy, the Initiation Stage, Diagnostic Controls are

important and used indirectly. P4 had a similar way of reasoning:

“For example, we saw that product X was declining in sales based on diagnostics so we
suggested to start with product Y. I call it indirectly because we use the diagnostics on

Product X to help us bring in Product Y’ (P4).

As to whether the Diagnostic Controls impact the Initiation and Searching Stage of DSP or

not, none of the findings could directly support or demise the claim.
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Regarding the Execution Stage, however, we found several arguments that supported our
findings. All participants agreed to the importance of using KPI’s to monitor and control

performance. P1 explained their use of performance measurements concerning execution:

“Performance measurements have an important role in a diversification execution. For
instance, when we launch new businesses like the pharmacy and the insurance business, we
follow the KPI's very closely yearly, to see if they correspond to plan, otherwise, mitigation is
necessary” (P1).

P3 and P4 urged the importance of Diagnostic Controls when implementing a diversification

strategy:

“For example, we started a diversification into health products like medicines, we invested a
lot of resources, but the KPI's were showing that we are not growing as you thought. We
aborted the plan and changed the strategy, diagnostics are important when implementing”
(P3) [...] “It is hard to execute a diversification process only based on the belief statements

for instance. I would say that Diagnostic Controls are the most important one” (P4).

Lastly, using performance measures for mitigation was explained by P2 and P5:

“There are lots of examples, for instance, we tried to establish operations in Germany and the
UK, the KPI's show not very successful results, we restructured and left”. (P2) [...] “The
mitigation part makes the Diagnostic Controls very useful. when we see any risks or likely

risks, then we mitigate” (P5).
In summary, the findings only support the first part of Proposition 4: Diagnostic Controls

impact the Execution Stage of Diversification Strategy Processes, but not the Initiation and

Searching Stage
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5. Conclusion

This section outlines a summary of the previous section to provide a summarized conclusion
of our findings. The limitations of this research are presented and potential future research
topics are listed. Lastly, the theoretical and practical implications of the research are

presented.

The above findings and analysis answer the research question: How do Management Control
Systems impact Diversification Strategy Processes in diversified firms? The question was
answered based on the developed propositions and theoretical model presented in Chapter 2
and the empirical findings in Chapter 4. Since there is limited research on DSP, the reasoning
was to combine Simons’ Levers of Control, the theory used for MCS, with our proposed

stages of DSP.

We proposed that the Initiation Stage of DSP be the stage at which the need for
diversification is identified. The Searching Stage was proposed to be the stage of identifying
the kind of diversification strategy to pursue, for example, diversification through the market,
industry, M&A, or internationalization. Lastly, the Execution Stage was proposed to be the
stage where the identified diversification strategy is implemented, monitored, and controlled

leading to a positive or negative impact.

Contrary to our initial reasoning on how the Belief Controls impact the Initiation, Searching,
and Execution Stage of DSP, the results show that the impact of the Belief Controls on the
Initiation Stage depends on the type of diversification strategy in question. For example, a
M&A coming from outside the organization does not give relevance to the Belief Controls of
the organization but it is up to the company to decide if they want to take up the opportunity.
But a diversification strategy started from within the organization needs to be in line with the
Belief Controls of the firm. Regarding the Searching Stage, the Belief Controls were
presented to serve as a guide on what diversification strategy to choose and pursue out of
numerous opportunities which is in line with our reasoning. We, however, lack sufficient
evidence to conclude whether the Belief Controls have an impact or not on the Execution

Stage. The findings, therefore, do not conclusively support Propeosition 1: Belief Controls
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impact the Initiation and Searching Stage of Diversification Strategy Processes, but not the

Execution Stage.

The above situation is similar to Interactive Controls. The findings do not fully support the
proposition because the Initiation Stage does not always use formalized Interactive Controls
and there is no specific interactive approach during the Initiation Stage of DSP. The findings
are, however, consistent with the proposed impact of the Interactive Controls on the
Searching Stage, especially when diversifying into new industries or countries. Similarly,
Interactive Controls impact the Execution Stage as it allows for transparency, uniformity, and
alignment of goals. The findings, therefore, do not fully support Proposition 2: Interactive
Controls impact the Initiation, Searching, and Execution Stage of Diversification Strategy

Processes.

However, our findings fully support the proposition regarding Boundary Controls. It was
reiterated that Boundary Controls are the most important control systems in DSP, although
there are cases where there could be a risk of limiting creativity within an organization. The
system limits exaggerations during the Initiation, Searching, and Execution Stage where the
rules and regulations can lead to a successful diversification strategy. The Boundary Controls
are by far the only control system that can conclusively have an impact on all the stages of
DSP. Therefore, we can conclude that our findings fully support Proposition 3: Boundary
Controls impact the Initiation, Searching, and Execution Stage of Diversification Strategy

Processes.

Finally, the findings support only a part of the findings for Diagnostic Controls. Some of the
participants indicated that the Diagnostic Controls may have an indirect impact in the
Initiation and Searching Stage, but can not state whether there is a direct impact or not.
Regarding the Execution Stage, however, we found several arguments that supported our
findings. Therefore, our findings only support the first part of Proposition 4: Diagnostic
Controls impact the Execution Stage of Diversification Strategy Processes, but not the

Initiation and Searching Stage

To conclude, the results are inconclusive regarding the impact of the Belief, Interactive, and

Diagnostic Controls on the Initiation, Searching, and Execution Stage of DSP. The findings
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are, however, consistent with the impact of Boundary Controls on the Initiation, Searching,

and Execution Stage of DSP.

5.1 Limitations and Suggestions for Future Research

There were several limitations affecting the results of this research. A further dive into these

limitations could produce more conclusive results that help in the DSP of diversified firms.

First of all, during the research, we realized that different types of diversification strategies
require different DSP. For example, diversification through an M&A requires a different DSP
compared to a diversification strategy for a new product in the same market. Certain DSP
might require both the Initiation and Searching Stage to happen at the same time, while in
other DSP, the processes are separated according to our proposed stages. By differentiating
the types of diversification strategy and their processes it will provide a more conclusive
result. Thus, future research on the impact of MCS on specific diversification strategies and

their DSP is required.

The findings also indicate that specific types of organizations require specific DSP. A large
experienced corporation’s DSP will differ from a small inexperienced firm’s DSP, which this
research has not considered. Therefore, it is a need for future research on the impact of MCS

on DSP where small, medium, and large firms are separated.

Finally, due to limited time, the sample size for the data collection method adopted was small
which makes the results not generalizable. Future research with a larger sample size could

provide a more generalizable result.

5.2 Managerial and Theoretical Implications

The research had the purpose to dive into relevant literature to gain a deeper understanding of
Management Control Systems (MCS) and Diversification Strategy Processes (DSP), and
thereafter evaluate and explore how MCS impacts DSP in diversified firms. The findings
were drawn from highly experienced top managers from various industries with various
diversification experiences across countries. The empirical context is thus not limited to a

specific industry or country as diversification can take place in any industry or country. The
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results, therefore, provide relevant insights for management in diversified firms or
non-diversified firms looking to diversify. However, the limitations of the study must be

considered when applying the results.
Finally, there is less theoretical research on the impact of MCS on DSP. The theorized

processes in this research, the Initiation, Searching, and Execution Stage of DSP, add relevant

insights for understanding and further development of the impact of MCS on DSP.
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Appendices

Appendix 1

Thematic Operationalization of the Interview Guide Based on the

Theoretical Framework

Theme Questions Connection to literature/
motivation for asking
DSP 1. Your organization is a diversified firm | To establish grounds for the relevance of
with multiple products/markets/industries. | diversification strategy and understand why
How would you say a diversification firms diversify (Rumelt, 1974; Hyland &
strategy has impacted your organization? | Diltz, 2002; Park, 2003; Li & Greenwood,
2004; Mackey et al., 2017; Kong et al., 2021;
2. Why did your organization diversify Duijm & Van Beveren, 2022)
into different
products/markets/industries? To explore how diversification strategy could
have a negative impact and why that happens
3. Do you see any negative impact of the | (Hyland & Diltz, 2002; Rajan et al., 2000;
diversification strategy on your Shin & Stulz, 1996; Aggarwal & Samwick,
organization? 2003)
4. How was the process of your To establish if the proposed different stages
diversification strategy organized? of DSP (Initiation, Searching and Execution
Stage) of diversification holds: aiming to
theorize these stages
MCS 5. Do you have an To explore if MCS is used within the

accounting/management control function
in your organization?

6. How would you describe their role in
the organization during your
diversification process?

7. MCS includes Belief Controls (vision,
mission, and core values), Interactive
Controls (formal communication
process), Boundary Controls (rules,
standards, how things are done) and
Diagnostic Controls (performance
measurements, mitigation). Are you
aware of these?

organization (Simons, 1995;
Langfield-Smith, 1997; Chenhall, 2003;
Henri, 2006)

To explore how MCS are used in DSP
(Simons, 1995; Langfield-Smith, 1997;
Chenbhall, 2003; Henri, 2006)

To understand how organizations organize
their MCS and their awareness of Levers of
Control (Simons 1995; Ferreira & Otley,
2009)
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The impact of

8. How did Belief Controls impact your
DSP?

To explore the role of Belief, Interactive,
Boundary, and Diagnostic Controls in DSP

MCS on DSP . . )
(Simon 1994, 1995; David, 2002; Bisbe &
9. How did Interactive Controls impact Otley, 2004; Kober et al., 2007; Widener,
your DSP? 2007; Ferreira & Otley, 2009; Su et al., 2015)
10. How did Boundary Controls impact
your DSP?
11. How did Diagnostic Controls impact
your DSP?
The 12. Were there any of the controls that To understand if the four controls are
relationship were more relevant and useful than complementary, stand-alone, or can be used

between the
impacts of the
different
controls on
DSP

others?

13. Would you recommend the use of
MCS in DSP?

interchangeably (Kimura & Mourdoukoutas
2000; Henri, 2006; Widener, 2007)

To explore the relevance of MCS in DSP
(Kimura & Mourdoukoutas 2000; Henri,
2006; Widener, 2007)
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Appendix 2

Uppsala University
Master’s Thesis in Accounting and Financial Management
Spring 23
LETTER OF INTENT: Interview Participation

Dear Madam/Sir,

We are students of the Department of Business Studies at Uppsala University Sweden and
contacted your organization previously concerning our Master’s thesis. We are writing to
formally request an interview with you to obtain insight regarding the role of Management

Control Systems (MCS) in your organization’s Diversification Strategy Processes (DSP).

The purpose of the interview is to gain a practical understanding of the management control

function of your organization concerning your strategic decision process, specifically,
diversification strategy. Your insight together with other participants will increase the
knowledge in academia about the relationship between MCS and DSP. The interview will
take a maximum of 30 minutes between the 8" — 22" of May 2023 digitally via Microsoft
Teams. All data and information will be treated with confidentiality in the project (by
teachers and fellow students). We hope that the result of the study can be useful to your
organization and other organizations in clearly understanding the management control

function in a diversification process.

Important:
* At any point during the interview, you have the right to withdraw from the study.
* Your answers will be anonymous.

* The interview must be recorded to transcribe it.

Best Regards,
Kira Ostlund

Naomi Akelmu

Participant: ... .o
(Name, Signature, Date)
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