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Control systems:
‘HARD’ AND ‘SOFT’
MANAGEMENT CONTROLS

The ambiguous relationship between formal controls and trust has

important implications for our understanding and design of modern

control systems for today’s organizations. Indeed, state the authors of

this article, ‘hard’ and ‘soft’ controls both do matter, and we should try to

understand their interrelationship. Only then will the debate on formal

control systems and its alternatives end satisfactorily, as we can design

new and well-balanced control structures then. 



Frank Hartmann and Sergeja Slapnicar:
It is undeniable that we are living in times in which

the dominant belief is that management control

systems should be based on tough and clear perfor-

mance measurement of organizational participants

(Bouwens & Hartmann, 2005). Inventions such as

EVA and BSC, which have been added to the portfo-

lio of traditional accounting-based performance

measures, propose that performance measures

should aim at capturing the value that companies

create, and should do so at various functional and

hierarchical levels of the organization (Hartmann

et al. 2006). 

‘Hard controls’
These systems are typically regarded ‘hard’ forms of

management control, as they rely on formalized tar-

get setting, performance measurement and rewar-

ding. The paradox of this development is that the

same factors that apparently drive the quest for ever

better and more performance measurement, most

notably increased global competition at the product

and factor markets, at the same time complicate its

application. One important reason is that increased

global competition is pushing companies into for-

mats that move away from traditional hierarchical

formats, into such forms as the ‘network’-organiza-

tion or the ‘knowledge intensive’ firm (Volberda,

1998), which differ from traditional firms in the way

their value chain is designed and which therefore

differ in the kinds of controls that can be applied.

Indeed, the current challenge for performance

measurement systems seems to lie in finding new

ways and metrics that fit such new organizational

formats. One such way has been proposed under the

dynamic title of ‘beyond budgeting’. Indeed, a wor-

king group makes strong claims about the elementa-

ry weaknesses of the old cybernetic model of control

that still dominates our thinking about performance

evaluation (Hartmann, 2004). Whether we call it

the ‘control cycle’, the ‘plan-do-check-act’ cycle, or

use any other acronym, the ideas underlying the es-

sence of performance measurement for controlling

organizations are firmly grounded in the cybernetic

model of control which prescribes that proper ma-

nagement should rely on the formulation of targets,

the measurement of outcomes and basing manage-

ment decisions on an analysis of the variance be-

tween the two.

This philosophy raises a number of fundamen-

tal problems in the context of the increasing com-

petition and organizational reactions. Problems

range from down-to-earth measurement problems

to the more conceptual challenge of understanding

what performance measurement means in the case

of networks of organizations that have strongly in-

tertwined production functions. In all cases, disen-

tangling individual efforts in what essentially are

increasingly synergetic processes seems a true im-

possibility. Whereas the ‘beyond budgeting’ argu-

ment is basically a plea to abandon the cybernetic

logic underlying traditional budgeting cycles alto-

gether, other responses to these challenges have ra-

ther been the opposite. Developments concerning
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‘strategic maps’, ‘business models’ and the BSC

mentioned earlier (Hartmann et al., 2006) in fact

provide an extension of the micro-cybernetic model

into what Hartmann & Vaassen (2003) have labeled

the macro-cybernetic model. 

Under this logic, organizations are advised to

explicate the causal relationships between various

processes in the organization that, at least in theo-

ry, would allow decision making towards overall

value optimization. Evidence on the success of

these macro-models is still limited, although re-

cent academic research on the success of new per-

formance measurement systems shows very mixed

results (Biddle et al., 1997; Lipe & Salterio, 2002).

‘Soft controls’
It is perhaps for this reason that the debate on the

appropriateness of various controls in situations of

increasing competition and dynamism has taken

another turn as well. Increasingly it is realized that

‘soft controls’, which rely on interpersonal rela-

tionships are essential for the well-functioning of

complex organizations. Amongst these ‘soft con-

trols’, especially ‘trust’ is seen as an important ante-

cedent of organizational performance (Malhotra &

Murnighan 2002). Trust is a hard to understand

concept however. We may understand it in a trivial

sense as the perception one person has about the

trustworthiness of another person. But then we

have to define trustworthiness, which relates to the

extent that the ‘trusted party’ will act in the inte-

rest of the ‘trusting party’. Social psychologists inte-

rested in the emergence of trust describe trust-

worthiness as a person’s preference for showing

socially acceptable behavior, such as honesty, fair-

ness, commitment and reciprocity. The importance

of trust for control lies in the fact that the expectati-

on of socially acceptable behavior means that the

trusting party has positive expectations of the trus-

ted party’s behavior, and that the trusting party ac-

cepts vulnerability to the trusted party’s actions

(Rousseau et al., 1998). This adds to controlling the

organization as it stimulates cooperation, coordina-

tion and exchange of private information.

Despite the claimed, and proven, importance of

interpersonal trust for organizational performance,

it is generally believed to be unlikely that organiza-

tions can be controlled by the sole reliance on trust

(Malhotra & Murnighan 2002). Indeed, organiza-

tions typically also require the formal types of con-

trol that we labeled ‘hard’ controls to elicit the proper

behavior of organizational participants. Thus, for-

mal systems of performance measurement and per-

formance evaluation are required as well. Although

this may suggest that optimal control system designs

simply involves the application of both ‘hard’ and

‘soft’ controls, in reality the combination of these

two types of controls appears to be complex. It is now

believed that formal controls (‘hard’) and trust-based

control (‘soft’) are not simple complements, but may

indeed affect each other. This has importance conse-

quences for the design of control systems, and indeed

answers a question that has not yet been addressed:

‘if trust is so important, how do we make organiza-

tional participants trust each other?’

Complex relationship 
The reason why the relationship between formal

controls and trust is complicated is that we have

strong reasons to believe that formal controls may

have a role in the creation and destruction of inter-

personal trust. On the one hand, formal control

systems are considered as a means of surveillance

which may have detrimental effects on interperso-

nal trust of organizational participants. To realize

this effect, consider the joint efforts of organizatio-

nal participants that operate in a team. Often, the

social processes within the team are crucial for the

team’s effectiveness. Such social processes may

involve team members monitoring each others

efforts. Research shows that such, so called, mutu-

al monitoring may be more effective than monito-

ring by any outside supervisor (Coletti et al., 2005).

When, in stead of these informal, social processes,

formal controls are installed, team effectiveness

may decrease for two reasons. One reason is that, in

the presence of control systems, team cooperation

may be attributed to the presence of the formal

control system, rather than the inherent trust

worthiness of the team colleagues (e.g., Malhotra &

Murnighan, 2002). A second reason is that the mere

installment of a formal control system will be

perceived as a signal of distrust, which disturbs the

social controls in place (Tenbrunsel & Messick 1999,

p. 685).
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Table 2: 

The cybernetic control model and its extension

Step in control process 

1. Standard setting

2. Performance measurement

3. Performance evaluation

4. Feedback for corrective
actions

‘Micro’ cybernetic

Control model:

Few, clear, stable and

operational goals

Outputs clearly measurable

Outputs clearly interpretable

Ex ante set definition of

possible actions and single

loop learning

‘Macro’ cybernetic

Control model:

Many, ambiguous, changing and abstract goals

Difficult to measure individual contributions to macro outputs

Difficult to interpret results in view of multiple goals

Ex post action choice based on experience and double loop

learning

Table 1: 

Characteristics of traditional and ‘new’ organizations

Characteristic

Production routine

Technology imperative

Information systems

Task demarcation

Task complexity

Core labor force

Tightness of labor relations

Degree of specialization

Decision making

Managerial challenge

Dominant control mode

Perfect control

Traditional organization:

Mass production

Technological determinism

Legacy information systems

Well-defined tasks

Simple tasks

Core of production workers

Life-time employment

Integration

Centralized

Control

Cybernetic

Achieving ex ante plans

New organization:

Mass customization

Technological discretion

Multi purpose information systems

Ambiguous tasks

Complex tasks

Core of knowledge workers, and periphery of part-time and

temporary workers

Employability

Outsourcing

Decentralized, workers being empowered

Flexibility

Interactive

Realizing ex post potential

Source: Hartmann & Vaassen (2003)

Source: Hartmann & Vaassen (2003)
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To make things even more complex, there is an ‘on

the other hand’ effect that needs to be considered.

While formal control systems have indeed been pro-

ven to diminish trust between organizational partici-

pants, the reverse has also been documented. The

reason underlying a positive effect of formal control

systems on trust is that such systems may encourage

cooperative behavior between organization mem-

bers, which itself is an important condition for the

development of trust. Indeed, for trust to emerge be-

tween parties, they need to have a track record of suc-

cessful cooperation (cf. Coletti et al. 2005). The re-

sults of this latter study suggest that trust is caused

by the specific way in which the formal control sys-

tem is used, rather than the by presence of a system

as such.

Towards further understanding 
The ambiguous relationship between formal controls

and trust has important implications for our under-

standing and design of formal control systems for to-

day’s organizations. Indeed, ‘hard’ and ‘soft’ controls

both matter, and we should try to understand their

interrelationship. Several studies have done so, with

interesting results. Lau & Buckland (2001), for exam-

ple, investigate the relation-ship between the use of

budget-based performance measures by superiors to

evaluate subordinate performance and the subse-

quent trust these subordinates put in the superior.

They report a positive effect due to the precision and

verifiability that budget-based performance evalua-

tion enables. In contrast, Lau & Shohilin (2005) find

that trust is positively related to the use of non-finan-

cial performance metrics. This is explained by the

fact that budget-based performance metrics may re-

sult in evaluations that are ‘narrow and rigid’, where-

as non-financial performance metrics enable a broa-

der assessment of subordinate performance. Based on

these apparently conflicting results, a recent study by

Hartmann & Slapnicar (2007) sets out to explore whe-

ther the effects may be dependent on the context of

performance evaluation. Their results show that such

is indeed the case. Formal control systems affect su-

bordinates’ trust in the superior in various ways, and

the relative strengths of these effects depend on the

manager’s function and task environments. It seems

that crucial factors underlying the emergence of trust

are related to the performance feedback that formal

control systems provide and the extent to which they

portray the superior as a trustworthy person (cf. Co-

letti et al., 2005). Studies such as these will, eventu-

ally enable us to transform the discussion on the rela-

tive effectiveness of ‘hard’ and ‘soft’ controls, into one

in which both kinds of controls are seen as essential

elements of any control system. This will then bring

some closure to the debate on formal control system

and its alleged alternatives, the need for which is

clearly demonstrated in current critical evaluations of

many control system innovations. We may then be

more able to provide new and emerging organizatio-

nal forms with a proper and well-balanced control

structure (Biddle et al., 1997; Lipe & Salterio, 2002). 
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