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Abstract

Management control systems (MCS) are designed to achieve the greatest possible goal
congruence, where people pursue personal goals that conduce to the organizational goal. Use
and design of MCS are crucial aspects for achieving goal congruence, but they are thought to
be contingent to specific external situations. We attempt to analyse that justice in the design
and fairness in the use of MCS are required to achieve specific levels of goal congruence
independently of the situation.

We derive that there are two stable types of goal congruence, labeled maximum goal
congruence (where the MCS design is just and the user is just) and minimum goal congruence
(where the MCS design is unjust and the user is unjust); and two unstable types of goal
congruence, in which goal congruence is occasional (unjust MCS design used justly) or perverse
(just MCS design used unjustly).
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THE JUST DESIGN AND USE OF MANAGEMENT CONTROL SYSTEMS
AS REQUIREMENTS FOR GOAL CONGRUENCE

1. Introduction

Management control systems (MCS) are intended to motivate managers to ensure that
organizational objectives are accomplished. They do this by acting as controlling and enabling
devices (Simons, 1990, 1994, 1995a, b), and by rewarding and promoting people according to
certain criteria. Usually, they are designed to achieve the greatest possible goal congruence, i.e.,
a situation in which by pursuing personal goals, people also pursue organizational goals.

The literature on management control has focused mainly on formalized MCS (e.g. see
Chenhall, 2003; Davila and Foster, 2007; Davila et al., 2009). In general, however, wherever a
control process is implemented, formal and informal controls coexist (Anthony and
Govindarajan, 2003, p. 98). In the MCS literature, the study of MCS design has evolved to
capture intangibles by including more complex indicators, using what is called a balanced
scorecard (Kaplan and Norton, 1992, 1993). The balanced scorecard is thought to produce a
greater alignment or congruence with organizational strategy (Epstein and Manzoni, 1997;
Kaplan, 1996). In a four-case study, Chapman (1998) suggests that MCS have a complementary
role as devices for coping with uncertain environments.

Contingency theoretical approaches to MCS situate them in a particular situation and moment
in time (Chenhall, 2003), and have been the starting point of a literature that explains how MCS
can be used to reduce uncertainty while promoting innovation (Bisbe and Otley, 2004; Davila et
al., 2009; Davila, 2000), as learning devices to help particular strategies (Abernethy and
Brownell, 1999), and to allow for entrepreneurial activities (Davila, 2005). Recent literature in
the field has expanded the concept of MCS, exploring interactive uses (Abernethy and Brownell,
1997; Bisbe and Malaguefio, 2009; Bisbe and Otley, 2004; Simons, 2000; Simons, 1995b), and
enabling uses, based on the concept of enabling bureaucracy (Ahrens and Chapman, 2004).

Recent financial scandals have sparked debates on both MCS and the concepts of justice and
fairness. Governments have been forced to intervene and inject public funds into some of the
companies (mainly in the financial sector) that have been at the origin of the problems. Of
course, the justification for the intervention has been to avoid worse consequences for the rest
of society: if banks go bankrupt, savers lose their money; and if this were to happen on a large
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scale, it could become a national (and international) catastrophe. What governments have done,
however, is unfair, because the consequences of the misbehavior of a few have been paid for by
taxpayers who (as such) did not directly create the original problem. It is also unfair that those
who created the financial problems at the social level (executives in the banking industry,
mainly) have not directly suffered any consequence for their misbehavior. Rather, they have
derived personal material benefits from their acts in the form of salaries and bonuses, which in
the end they have not had to pay back. It can be argued that there is nothing illegal (hence,
‘unjust’), in this situation; but obtaining private benefits by intentionally breaking the system
and provoking a socialization of losses can be legal and unfair at the same time.

Interestingly, many problems have their origin in the incentive systems of the organizations
involved. Incentive systems in particular and MCS in general have the power to generate such
problems when they are used unjustly and when their design is unjust. For example, many
mortgage salesmen had an incentive to sell mortgages. They were paid a commission based on
the total amount of mortgages sold, no matter whether the people concerned could pay the
mortgages back or not. This obviously created a short-term incentive for these mortgage
salesmen that went against the long-term profitability of the bank they worked for. Also, many
executives had an incentive to seek the short-term profitability of their bank, which was
increased by selling those mortgages and accounting for them as a good asset. After a few
years (or even months), when the crisis started and it became clear that the properties had a
much lower value than the mortgage loans that had been granted, the further unfair
consequence was that people lost their homes because they were unable to repay the loans.

The possible dysfunctionalities of MCS have been well documented in the literature. They range
from very specific variables (e.g. budgetary slack and short term orientation, Merchant, 1985;
Van der Stede, 2000) to much wider, dynamic frameworks, such as those of Gouldner (1954),
Merton (1957), and Selznick (1949), as well as subsequent work by March and Simon (1958),
Hopwood (1974), and Flamholtz et al. (1985). Hopper and Powell, in a paper that goes beyond
these frameworks to examine their underlying assumptions (Hopper and Powell, 1985), provide
many examples of dysfunctions found in the accounting literature, from the classical papers of
Argyris (1953) and Ridgeway (1956) to, say, Ashton (1976), and Burrell and Morgan (1979).
Dysfunctional here means inappropriate to the objectives of the organization, or to the people
belonging to the organization. It follows that the results may be considered ‘unfair’ by someone
else, inside or outside the organization. Thus, fairness towards someone is always an issue when
dysfunctional behavior occurs (Cropanzano, 2001; Folger and Cropanzano, 1998).

For this reason, it is worth examining, on the one hand, the justice and, on the other, the use
and design of MCS in order to see the role each may have played in permitting the abuses that
may be the cause of the unfair consequences of MCS. In any company it is possible for a small
group of managers to create and implement a MCS that pushes people in the wrong direction.
By imposing ways of doing things, a MCS may benefit a small minority and create unfairness
for the rest of the company.

In this paper, we study a way to address this problem and propose some solutions that have
their origin inside companies, specifically regarding MCS. We attempt to show that taking
justice into account in the design and use of MCS will result in greater goal alignment of
individuals and, ultimately, more just consequences.

Specifically, we aim to show how the (in)justice of MCS design and the (in)justice of MCS use
combine to create different levels of goal alignment. Different levels of goal alignment, in turn,
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lead to future states that are more or less stable and that feed back into the level of justice and
fairness of MCS design and use. Just uses of justly designed MCS contribute to greater goal
alignment, so that, in the long run, companies achieve better results and are less likely to
generate unfair external consequences. Our main contribution is based on the distinction
between formal and informal justice and on the fact that both types of ex ante justice are
different from the fairness of the results. Then, as we will show, the combinations of formal and
informal (in)justice lead to four states of goal congruence, of which we study the dynamics.
Two of these states are stable: we label them maximum and minimum goal congruence. The
other two are unstable: we label them perverse and occasional goal congruence. Each of the
two unstable states evolves towards one of the two stable ones. We place importance on
informal justice, as the presence of informal justice makes one of the unstable states evolve
towards maximum goal congruence.

MCS have been studied mainly in the organizational justice literature, especially in relation to
Human Resource Management systems (Folger and Cropanzano, 1998; Gilliland and Chan,
2001). It has been found that certain characteristics of HRM systems make people perceive them
as being more or less just or fair, which makes people more or less motivated to contribute to
the attainment of organizational goals. As Folger and Cropanzano point out, “when individuals
perceive a lack of fairness, their morale declines, they become more likely to leave their jobs,
and they may even retaliate against the organization. Fair treatment, by contrast, breeds
commitment intentions to remain on the job and helpful citizenship behavior that go beyond
the call of formal duties. In short, justice holds people together, whereas injustice can pull them
apart” (preface xii, Folger and Cropanzano, 1998).

It is important for our purposes to clarify the use of two concepts. In the organizational justice
literature, ‘justice’ and ‘fairness’ have been used interchangeably and typically are linked to
measures of ‘organizational justice perceptions’, which are shaped by relevant aspects of system
design, outputs and use (Adams, 1966; Adams, 1965; Colquitt et al., 2005a; Colquitt et al.,
2005b; Leventhal et al., 1980; Thibaut and Walker, 1975a; Thibaut and Walker, 1975b; Thibaut
and Walker, 1978). This research is important in that it considers fairness perceptions in terms
of the effects a system generates. The focus, however, is on testing specific hypotheses in
different settings, with promising incursions into MCS, especially in relation to human resource
management.

In this paper we treat justice and fairness as separate concepts. In what follows we aim to clarify
them. We use justice to refer to the ex-ante provisions of a system and the way the system is
used. We consider two types of justice: formal justice, which refers to objective, rule-based
aspects; and informal justice, which refers to the specific way in which a MCS is used. In contrast,
fairness refers to perceptions of the ex-post consequences of a MCS and the way it is used. Thus,
it is possible for a system to be designed in accordance with formal justice, and used in
accordance with informal justice. Together, these two aspects will generate perceptions of
fairness. From a legal perspective it can be argued that it is important to keep justice and fairness
separate; to equate the two would be ethically or morally difficult to defend. There are many
extreme examples of this, especially in unfair, authoritarian political regimes that apply the legal
system strictly. While acting ‘justly’ (as defined by law), they are nevertheless ‘unfair’, from the
point of view of an outsider, because of the consequences that enforcing their laws entail. In our
view it is precisely the ability to stand back and consider the difference between justice and
fairness that gives us room to critique. Indeed, this is a central point of our analytical model: a
just use of the system can be sensitive to possible unfair consequences, thus allowing for future
improvements to the system’s design. This view is in line with studies by proponents of natural
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law, who argue that people have natural rights, beyond any legal system, and that once these
natural rights have been detected, they must be included in the legal system and must be
defended and implemented (Finnis, 1980). This, the proponents of this view argue, is the way to
improve existing legal systems and achieve an ideal of justice closer to natural law.

There are two main reasons why many social scientists treat justice and fairness as
interchangeable concepts. First, they argue that a system which has been designed to be just
cannot produce unfair results (e.g. Rawls, 2003). Second, they are interested in perceptions of
justice/fairness, and so they measure how people perceive the justice or fairness of outcomes
and following the existing procedures. Specifically, they make no distinction between
perceptions of justice and perceptions of fairness.

According to some current philosophical trends, justice and fairness have no meaning
independent of human conceptions of justice and fairness. However, there are philosophical
arguments for considering them as distinct and separate aspects. A concept such as justice or
fairness can have no stability or depth if it is equal to an individual measure of justice or
fairness, even if the perception is shared by several people. If we believe that what is just or fair
is derived from what people perceive as being just or fair, we effectively exclude the possibility
of misperception and cut short any discussion of what justice or fairness might be beyond an
individual’s first impressions. Of course, this also applies when a small group of managers
implements a system (an internal rule in an organization) that is perceived as unfair: a majority
shares the perceptions of unfairness, but what makes the perceptions real are the arguments
behind them, not the fact that they are the perceptions of a majority.

Here again, our approach is close to that of natural law scholars, who clearly separate natural
rights from implemented rights. This separation allows room for improvement. Human beings are
holders of certain rights and those rights need to be defended by legal systems, independently of
circumstances. As humans, we can recognize when actual systems of law produce fair or unfair
results. We do this through perceptions and through moral reasoning. We therefore need to
constantly update the justness of our legal systems by questioning them in terms of fairness. To
give an example, slavery was seen as just and fair by Aristotle, when he proposed his theory of
justice; but our updated concepts of fairness have morally questioned slavery, as it conflicts with
the natural right of human beings to equal freedom (Aristotle, 2000; Finnis, 1980).

Regarding perceptions, research on organizational justice has suggested that people perceive
certain aspects of justice to be the same for everyone, regardless of personal circumstances and
broader contextual embeddedness. In fact, all constructs of fairness perceptions rely on empirical
evidence that shows them to be statistically significant, which means that we can falsify the
hypothesis that they do not exist (Cohen and Greenberg, 1982). At the same time, people perceive
the injustices of actual legal systems. This clearly shows that people can morally detect what is
unfair and needs to be updated in legal systems in order to make them more just. It is precisely
the fact that things can be perceived to be unjust and the arguments we can use to defend such
perceptions that makes perceptions interesting; at the same time, it also makes it impossible for
perceptions to stand on their own, without further consideration and deliberation.

In our study we consider the concept of justice because we are interested in the ex-ante
provisions of MCS and the use of such systems. We consider that justice in MCS design and
justice in MCS use should be a set of minima that combine and conduce to different types of
goal congruence.
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We aim to show that different levels of justice in MCS design and use can lead to different levels of
goal congruence or goal alignment. There is empirical evidence that certain aspects of justice
perceptions link to MCS (see for instance Coletti et al., 2005; Hartmann and Slapnicar, 2009), but
there has been no conceptual analysis (for evidence look at Cuguero-Escofet and Rosanas, 2011).
Our research serves three purposes. First, it may start a constructive debate on the appropriateness
of our proposal, which is badly needed after the recent financial scandals, as our opening example
clearly shows. The current financial crisis has brought MCS design and use into question, and we
propose ways in which MCS design and use can be improved. Second, it paves the way for
empirical research into how close or far actual MCS are from our conceptual proposal, in order to
see whether justice is a characteristic that escapes from the argument proposed by contingent
theory, namely, that everything in MCS is contingent. Third, we can look at why actual MCS match,
or fail to match, our proposal and consider how they could be improved.

Apart from these general objectives, we also fill two important gaps. First, we reintroduce the
concept of goal congruence into the study of MCS and show how justice of MCS design and justice
of MCS use are necessary for achieving certain types of goal congruence. The main purpose of MCS
has been to help achieve goal congruence. This general objective of goal congruence is
complementary to the more recently identified objective of helping companies cope with strategic
risks and uncertainties. Recent literature has concentrated on how MCS can be designed to favor
particular strategies, such as promoting learning through budgeting processes (Abernethy and
Brownell, 1999), promoting innovation (Davila, 2000), or enabling entrepreneurial success (Davila et
al., 2009). This is not at odds with the ultimate objective of achieving congruence of individual and
organizational goals, as even when a MCS is used to decrease uncertainty, it still needs to achieve
some degree of alignment between the interests of individuals and the interests of the organization
(Gottschalg and Zollo, 2007). Ultimately, management control systems need to make people behave
in ways that lead to the achievement of organizational goals.

Second, we introduce the discussion of how justice is a requirement of MCS in order to attain
goal congruence. The organizational justice literature has investigated which aspects of fairness
create the strongest perceptions of fairness and so elicit the best reactions, thus helping to achieve
organizational goals (Colquitt et al., 2001; Cropanzano et al., 2007; Greenberg, 1987). We know
that perceptions of fairness can be achieved through specific measures, which may be motivated
by a desire to create real justice but which can also be a mere impression management exercise
aimed at managing perceptions, with no attempt to improve substantial justice (Ashford, 1992;
Greenberg, 1990a; Greenberg et al., 1991; Greenberg, 1988; Tedeschi and Reiss, 1981).

We are not the first to suggest that fairness is an important requirement of MCS use. In the
theoretical control literature, fairness and goal congruence are considered the main criteria for
evaluating MCS use (Vancil, 1973). This provides a first starting point for our argument here
because even though Vancil does not explain how fairness and goal congruence are linked, he
attempts to bring the two concepts together and define them in more depth. We stress, however,
that this is almost the only example we have found in the literature where fairness and goal
congruence are linked (Cuguero-Escofet and Rosanas, 2011).

In this paper we proceed as follows. First, we explore the concepts of MCS and justice. Second,
we identify the requirements for a MCS design to be just and for the use of a MCS to be fair,
and derive a set of propositions for just MCS design and use. Third, we propose a normative
model of how justice needs to be taken into account in the design and use of MCS in order to
produce four possible types of goal congruence. In doing this we show how the presence or
absence of justice in design and use leads to different types of goal congruence.

IESE Business School-University of Navarra - 5



2. Management control systems and goal congruence

According to Otley and Berry (1980), control is a much neglected subject. Thirty years on, the
situation is hardly any better, in spite of technical progress in tools such as the Balanced
Scorecard or better information based on advances in IT (Kaplan and Norton, 1992, 1993). In
the same article, Otley and Berry quote Tannenbaum (1968) as saying that “an organization
without some form of control is impossible”, which should be only too obvious. Managerial
tasks entail setting goals, monitoring execution, evaluating results, and allocating rewards and
punishments. All these tasks are part of the management control process.

Traditional, highly formalized control systems are particularly suitable for cybernetic systems,
where there are more certainties than uncertainties. In rapidly changing, highly uncertain
environments, however, a traditional MCS can become a straightjacket. Hence, informal
structures are needed to influence the control process. To allow for flexibility, the behavioral
literature on MCS has considered how these systems can be used to cope with uncertainty
(Chapman, 1998). The concept of enabling bureaucracy (Adler and Borys, 1996) has introduced
different uses of MCS best suited to dealing with uncertainty (Ahrens and Chapman, 2004).

The four levers of control described by Simons (1995b) are labeled beliefs, boundary, diagnostic
and interactive control systems (Simons, 1995b). This framework has been used in several
papers as types of MCS, and to test how managers seek to manipulate culture and beliefs for
management control purposes (Marginson, 2002; Mundy, 2010; Simons, 2000; Widener, 2007).
In general, culture and social controls have been investigated as having influence over
managerial behaviors (Hopwood, 1974; Johnson and Gill, 1993). Research has also addressed
interactive uses of MCS.

Formal and informal controls coexist, as the informal organization creates informal controls
that have an impact on people (Anthony and Govindarajan consider the informal organization
as a set of relationships). However, the impact of the informal organization on management
control has been sadly neglected (Anthony and Govindarajan, 2003, p. 102). Also, Barnard
included the informal organization in his groundbreaking book, The Functions of the Executive
(Barnard, 1938). Informal controls may give rise to concerns about arbitrariness, and for that
reason a body of literature has concentrated on how MCS can include subjectivity that removes
arbitrariness (Bol et al., 2010), or other variables, such as organizational justice in procedures,
that make subjectivity unnecessary (Burney et al., 2009). In general, even in organizational
startup situations, formal controls have been seen as conducive to organizational success
(Davila, 2005; Sandino, 2007), which is to say that informal controls alone do not suffice. Also,
extremely formalized control systems (Adler and Borys, 1996) can be so inflexible as to have no
enabling uses (Simons, 1995a).

As stated before, goal congruence is “the central purpose of a management control system”
(Anthony and Govindarajan, 2003, p. 98). Having made this central statement, Anthony and
Govindarajan go on to say that “in a goal congruent process, the actions people are led to take
in accordance with their perceived self-interest are also in the best interest of the organization”.
They recognize that usually, in an imperfect world, perfect goal congruence does not exist, but
insist that MCS need at least “not to encourage individuals to act against the best interests of
the organization” (Anthony and Govindarajan, 2003, p. 98). In a more practical vein, they
argue that in order to evaluate any management control practice, there are two crucial
questions to be answered: 1) What actions does the management practice motivate people to
take in their own self-interest? 2) Are these actions in the best interest of the organization?
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Vancil (1973) does not use the expression ‘congruence’ but proposes that “the controller must
select the objectives and measurements in such a way that a good decision by any manager is
also a good decision for the corporation as a whole” (Vancil, 1973, p. 77). Vancil thus defines
goal congruence in terms of how control systems need to be designed by a controller.

In the economics literature, goal congruence was labeled ‘incentive compatibility’. Of course,
the economics literature assumes perfect (unbounded) rationality on the part of the agents and
takes only tangible economic variables into account, implicitly assuming them to be perfectly
measurable. The term ‘incentive compatibility’ was coined by Hurwicz (1972) in a classic article
in which he tried to answer the question of how an institution needs to be designed when self-
interested individuals might try to manipulate economic variables to their personal advantage.
Incentive compatibility is, of course, a desirable characteristic; but it is limited to perfectly
defined aspects of MCS. These systems need to have tangible, quantifiable variables, excluding,
for instance, unselfish cooperation in organizations. Incentive compatibility is a necessary
condition, but it is not sufficient to align individual and organizational goals. MCS should be
designed in such a way that goal congruence increases over time, or at least does not decrease.

In the early days of the more behaviorally oriented management control literature, some
researchers classified organizations into normative, instrumental or coercive, depending on
whether goals are perfectly aligned, partially aligned, or totally misaligned (Otley and Berry,
1980). In practice, most organizations are close to the instrumental model, so the real problem is
finding solutions that provide inducements to individuals to contribute to the organization’s goals
(Barnard, 1938), thus increasing the probability that individuals will act in ways that lead to the
attainment of organizational goals. A recent version of the term was labeled ‘organizational
interest alignment’, defined as “the degree to which the members of the organization are
motivated to behave in line with organizational goals” (Gottschalg and Zollo, 2007, p. 420).

3. Justice and fairness in MCS. Goal congruence

Justice and fairness, as we stated in the introduction, have gained prominence recently and, as we
will show, can be important concepts in the operation of a MCS. Justice has been associated with
legal justice (Aristotle, 2000), and with ideas close to practical wisdom (Aristotle, 2000). Justice is
parallel to characteristics of MCS design and managerial use. Fairness has a perceptual dimension,
relating to how people see systems and the decisions which those systems produce.

Next, we discuss the main philosophical arguments about the importance of considering justice
as a requirement of formal and informal systems and their use. We also consider how social
science has studied perceptions of justice and fairness in order to show major contributions in
relation to the consequences of the formal and informal aspects of control systems and their
use. These two paths of inquiry (philosophical and empirical) are in fact interrelated, because
empirical research has been used to test the extent to which certain aspects of control systems
and their use were present or not when studying people’s perceptions. In general, though, and
applied to organizational settings, organizational justice in social science has been studied
mainly in an empirical way.

Then, we will show what we consider to be the justice requirements of MCS design. Finally, we
turn to the problem of what is required for MCS use to be considered just.
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3.1. A conceptual view of justice applied to MCS

One of the first analyses of justice in philosophy is to be found in Plato (Plato, 2006). Plato
conceives of justice as a societal device used to protect people from abuse by the powerful. He
proposes that a well ordered society needs to include justice, instead of the “rule of the
stronger”, which is the natural state of affairs if no limits are applied. Plato’s pupil, Aristotle,
argues for a more systematic approach to justice, in terms of conditions for societal systems to
guarantee arrangements that lead to happiness, which is to be considered the ultimate end.

We consider primarily Aristotle because he takes a systematic approach to justice as a
fundamental aspect of social systems that encompasses the ‘design’ and ‘use’ dimensions we are
concerned with in this paper. Furthermore, Aristotle is at the origin of most of the conceptual
applications of justice in current systems of thought applied to management (Adams, 1966;
Adams and Freedman, 1976; Adams, 1965; Goodman and Friedman, 1971; Leventhal et al.,
1980). Aristotle’s main thoughts on justice are found in the fifth book of his Nicomachean
Ethics (Aristotle, 2000). As our aim is to go back to the basics in order to apply the basic
concepts to the MCS literature, we think that a systematic approach to Aristotle’s system of
thought regarding justice and fairness is crucial for our analysis.

The framework established by Aristotle clearly distinguishes between three concepts: justice of the
legal system; justice associated with the virtue of using these systems in accordance with the law
(the virtue of the just); and fairness associated with adapting the system to specific situations
when applying it (the virtue of the fair). Justice of the legal system is a quality of the system itself,
in the sense that the system includes specific criteria to help guarantee fair distributions and
retributions. Justice and fairness are associated with the quality of applied justice, and therefore
with the use of the system, which reflects the inclusion of contextual circumstances to change the
decisions made using just systems, and might originate possible future system improvements.
Following Aristotle, justice and fairness are needed because it is not enough to consider justice
only as a static aspect of a system. Justice is an aspect of the system, but at the same time,
together with fairness, it is also a virtue that includes willingness to follow the spirit of the law,
i.e., not blindly but adapting it to take account of contextual and personal considerations,
resulting in a personalized application of the system. Justice thus encompasses what is lawful
(justice of the system design), willingness to follow the law (justice as a virtue of the system user),
and willingness to achieve just and fair results for people (fairness as a virtue of the system user)
(Aristotle, 2000, Book V). Even if Aristotle is not clear enough in separating the concepts of
justice and fairness, it seems that justice is close to ‘legality’ (justice associated with current
regulations) and willingness to adhere to a legal system (justice as a virtue), while fairness is more
dynamic and clearly closer to how justice is implemented, so as to generate fair outcomes. A
system, whether just or unjust, can therefore produce fair or unfair results. Following Aristotle,
however, a just design, used with the practical virtues of justice and fairness, will tend to produce
fair results — perhaps not immediately, but after some conflict, which will then give rise to
proposals for changes to the system.

Aristotle talks about justice as a virtue, one that is part of a person’s character (i.e., willingness
to use the legal system to create fair results). He defines justice as “that kind of state of
character which makes people disposed to do what is just and makes them act justly and wish
for what is just” (Aristotle, 2000, p. 109). In his view, justice is the greatest human virtue and
the one that comprises all the rest: “in justice is every virtue comprehended” (Aristotle, 2000,
p. 111). Justice is also complete in the sense that it is the only virtue that is needed in
cooperation; in other words, justice is the virtue that people need to have when engaging in
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cooperative acts and therefore is particularly important in organizational contexts. Aristotle
stresses the person’s will as part of this virtue because “a man is just when he acts justly by
choice” (Aristotle, 2000, p. 129).

Simplifying somewhat, justice has been studied following two different paths: that of Plato and
the followers of justice as an ideal, and that of Aristotle and the proponents of justice applied in
more realistic terms. Nowadays, the debates between the real and ideal continue, as Flyvbjerg
points out when discussing the ideas of Habermas and Foucault, “Foucault as a practitioner of
phronesis... with the emphasis of phronesis on practical rationality and common sense
knowledge” (Flyvbjerg, 1998, p. 225), and Habermas being the “most prominent living exponent
of a universalistic and theorizing tradition from Socrates and Plato” (Flyvbjerg, 1998, p. 228).
After Aristotle, Aquinas proposed a version of justice along very similar lines (Aquinas, 2002).

The discussion of justice later entered the societal arrangements arena. Two main approaches
can be found: libertarian and utilitarian. For libertarians, the state is reduced to a minimum.
Property rights are acquired and transferred, and with them, those justice rights associated with
their public societal defense (Locke, 1952). The libertarian view is normative because as long as
morally mandatory acts are performed, consequences are good (the right antecedes the good).
For utilitarians, the important thing is the consequences of specific societal designs. Utilitarians
argue that as long as the consequences of particular arrangements are considered good, those
arrangements are right (Bentham, 1948).

A different way of classifying theories of justice is according to whether they attempt to be
normative or explanatory. We thus find normative and positive theories. Normative theories
consider which arrangements are necessary in order to arrive at a just society. There are two main
groups of normative theories of justice: theories focused on the content (Finnis, 1980; Kant,
1981), and theories focused on the procedures (Habermas, 1990; Rawls, 2003; Rawls, 1971).

Finnis considers justice as a means to guarantee a set of natural rights. In his view, some rights
are universally defensible independently of any particular societal arrangement for a given
point in time (Finnis, 1980). The basic idea is to assert which are the rights that cannot be
neglected. Looking at the terrible things that some human beings have done to others, it seems
more defensible to look at Finnis’s proposal as a set of minimum rights, rather than as a set of
universal laws. Kant’s defense is more aligned to moral imperatives that also need to be
followed in order to lead a virtuous and moral life (Kant, 1981). Kant grounds his arguments on
the necessary inclusion of morals as principle-based and metaphysical, proposing his
categorical imperatives: “If you want A, then do B”. Kant has been criticized for being
unrealistic, dogmatic and idealisticc and for offering little practical guidance for
implementation, blindly focusing on principles of morals (Chomsky and Foucault, 1974).

Rawls deserves special mention, as he has been very influential. Rawls considers that justice
and fairness are the same. According to him, a just design will produce fair results. In this
sense, following our previous classification, he is utilitarian, normative, and focused on
procedures. John Rawls offers a definition of justice as a rational foundation for a well ordered
society, assuming that “..a society is rightly ordered, and therefore just, when its major
institutions are arranged so as to achieve the greatest net balance of satisfaction summed over
all the individuals belonging to it...” (Rawls, 1971, p. 22). Rawls finds it necessary to include the
protection of some rights for the powerless (a parallel to Plato can also be noticed here); but he
mostly justifies the current state of affairs and does not offer a way to examine in depth how
organizations can contribute to justice or injustice. There are at least two important aspects of
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Rawls’ theory that make it difficult to apply. The first is that Rawls does not answer the basic
question of why an organization should act justly. In the basic capitalistic approach,
organizations maximize profits and extract surplus value from society, and in doing so they do
the opposite of what Rawls’ theory suggests. The second aspect is that the individual’s
perceptions and moral reasoning are ignored in his proposed theory, although they are
important, as individuals usually follow their own perceptions and reasoning in deciding
whether a particular societal arrangement is fair or not. Offering a closed concept of justice that
works now and forever seems inappropriate because it ignores the need to distinguish between
justice and fairness in order to explain how justice evolves over time.

Habermas proposes an intersubjectivity approach to justice and argues in his theory of
communicative action and discourse ethics that “the communicative rationality includes
connotations of a noncoercively unifying, consensus-building force of a discourse in which the
participants overcome their at first subjectively based views in favor of a rationally motivated
agreement” (Habermas, 1987). Human social life, according to Habermas, is a process of
reciprocal understanding that is universal because people cannot avoid it. The human being is
defined as homo democraticus, and “nothing coerces anyone except the force of the better
argument” (Habermas, 1990). Some requirements of discourse ethics are thus necessary in
Habermas’s thinking: all parties must be included; all of them can present and -criticize
arguments; they must be willing to empathize with each other; they must eliminate power
differences; and intentions and goals need to be explicitly recognized. This is an ideal type of
theory that is helpful to constitutional writing but not to implementation (Flyvbjerg, 1998).
Habermas it is a “top-down moralist as concerns process: the rules for correct process are
normatively given in advance, in the form of the requirements for the ideal speech situation.
(...) But a bottom-up situationalist because what is right and true in a given communicative
process is determined solely by the participants” (Flyvbjerg, 1998, p. 214).

On the other side from the normativists we find researchers who focus mainly on actual events.
Within this group we find, at one extreme, the positive theorists. For them, justice is absolutely
dependent on societal arrangements at a given point in time. They consider that what people
find good, will be right (Gauthier, 1986). Apart from this very relativistic approach, we can find
authors who revisit Aristotle and, while far from being purely ideal, are also far from being
relativistic and purely consensual or contractual. In their view, justice cannot not be merely an
agreement as to what we think is just, but nor is it an ideal of what ought to be just
independently of context and local circumstances (Chomsky and Foucault, 1974; Foucault,
1988). New Aristotelians are to some extent normative in the sense that they put what is right
before what is good, and because they also think that consensus does not define what is just. At
the same time, they also consider enlightened practical wisdom important and think that it, too,
is contextual and dependent on personal circumstances (they give importance to conflict and
virtuous practice). These new Aristotelians base justice on phronesis and are very close to
reproducing Aristotle’s ideas (Chomsky and Foucault, 1974; Foucault, 1988).

Habermas relies on constitution writing and development. Following Flyvbjerg (1998),
Habermas proposes the force of the better argument as the rational solution for justice as an
output of a democratic process (Habermas, 1990). Flyvbjerg contrasts Habermas with Foucault,
who proposes a focus on reality and context-dependent solutions and argues for a justice that
is found after necessary power struggles (Flyvbjerg, 1998, p. 227). Foucault proposes the force
of conflict to fight against established ideas of justice that produce actual unfair arrangements
for minorities. In this paper we include the ideal view of Habermas when considering justice in
MCS design (a constitutional view), and Foucault’s new Aristotelian view when we assess MCS
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use according to justice criteria. Other philosophers, such as Derrida, use the concept of
‘undecidability’ to suggest that deciding is not just weighing up and choosing amongst certain
pre-conceived internal options, i.e., making a decision is not the same as preparing oneself to
decide. Derrida suggests that, for a decision maker to be truly responsible for a decision, the
decision should surprise the decision maker and should go beyond calculative reasoning
(Derrida, 1997, p. 69). This is very close to our concept of informal justice, which requires that
subjects update their justice reasoning based on the unfairness they witness or perceive, or for
which they are held responsible. This is in line with Derrida’s general idea regarding ethical
behavior, which includes being forever open to possibilities, rather than taking a definitive
position (Derrida, 1995). Kelsen also separates the formal system of law (an idea close to our
‘formal justice’) from fairness (which Kelsen considers subjective in nature). Kelsen is against
natural law, and as a positivist separates facts (positive law) from justice (which he considers an
irrational ideal) (Kelsen, 1945).We find that Kelsen affords important insights into the process
by which laws are validated to form a well-established hierarchy of norms. But what about the
norm that validates the rest, i.e., the ‘constitution’? How is the constitution validated? Kelsen
seems to have no answer to this question. It is quite clear, therefore, that this constitutional
norm must be inspired by natural rights, even though Kelsen argues that justice (as an
‘irrational ideal’) cannot be cognitively understood.

Turning to the justice/fairness debate in accounting, there are several papers worth discussing
here. Regarding the importance of including fairness concepts in accounting we find the
conceptual work of Williams (1987) and, four years later, a comment made by Pallot (1991).
Williams suggests that the principle of decision usefulness is incomplete for organizing
accounting research. He submits that fairness must be included in accountability and
distribution, as a necessary condition for making the value judgments in accounting research
explicit. Williams points out that accounting problems are distributive in nature and that
“fairness is the concept required” and “deliberations involving fairness in accounting are
actually inescapable” (Williams, 1987, p. 178).

Williams stresses the point that efficiency criteria and market justice have consequences in
terms of fairness judgments in accounting; but the accounting literature leaves efficiency
criteria and market justice implicit, and so obscures their rational arguments. Williams argues
that the assumptions contained in fairness judgments should be made explicit, so as to see
possible alternatives of choice. This is very close to the idea of discourse ethics proposed by
Habermas (Habermas, 1990). Williams argues that attention to the concept of fairness needs to
be included in the design of accounting devices and in the use of such devices, stressing the
fact that the “process needs to be characterized by the discounting of prejudice in any
balancing of conflict”, and that “the accountant as evaluator attempts to adopt a perspective of
impartiality” and needs to “recognize that the production of accounting data involves
consequences that may be judged as unfair” (Williams, 1987, p. 171). With these arguments,
Williams also includes system use and context dependencies that are closer to Foucault’s idea
of adapting systems to produce fair outcomes, not merely proposing normative requirements to
be followed (Foucault, 1988). Williams goes on to say that “a profession becoming more
scientific does not necessarily require abandoning moral decision making and the cultivation of
modes for doing so” (Williams, 1987, p. 185). In his view, fairness has potential implications for
a possible development of accounting epistemology.

Commenting on Williams’ work, Pallot stresses that competing ethical frameworks suggest
different attitudes towards the question of fairness (Pallot, 1991). She stresses that ideas about
fairness have evolved: whereas the neoclassical paradigm ignores whether a bargain is fair or
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not, rights-based approaches, such as the one proposed in Rawls’ Theory of Justice, are mainly
individualistic but include accountability (Pallot, 1991, p. 203). Contracts are by their very
nature incomplete (Sandel, 1984), and there is a need to include concepts based on a shared
understanding of our common life as members of a society.

Luft (1997) deals with the concept of fairness as a goal different from self-interest. In Luft’s
approach, fairness is a motivation, rather than a system requirement or a characteristic of the
outcome itself. She claims that the widely represented self-interest preference models fail to
show the concern for ethics that current managerial practice reveals. Luft’s paper is related to
the literature on organizational justice, which has shown that justice and fairness are great
motivators for people (Cropanzano et al., 2005).

More recent thinkers apply justice concepts to organizations. They have done this by expanding
Aristotle’s proposals (see for instance Adams’ equity theory, based on Aristotle ideas of equity,
Adams, 1963, 1965). Organizational justice scholars have studied both fairness and justice
perceptions from an individual point of view (Adams, 1963, 1965; Thibaut and Walker, 1978).
We will discuss some of their main findings next.

Organizational justice has been studied in order to explain justice perceptions linked to many
organizational variables (as an example of surveys of the field, see, for instance, Fortin, 2008;
Greenberg, 1987). In this literature, the terms fairness and justice are used interchangeably. For that
reason - and to distinguish this literature from our concepts of formal justice, informal justice, and
faimess - we shall avoid using ‘justice’ as far as possible and shall use ‘fairness’ instead, except
when referring to particular types of fairness perceptions, or where certain empiricists have focused
on dimensions of fairness that go beyond mere perceptions of results. As we understand it, this
literature deals mainly with a concept that it is close to the one we have termed ‘fairness’, i.e., linked
to an outcome and therefore ex post and based on individual perceptions.

Major analyses in the field have been directed towards understanding what fairness/justice is
(Adams, 1963, 1965; Cropanzano and Ambrose, 2001); why people have fairness/justice
motivations (Cropanzano et al., 2005; Folger, 1998); how judgments are formed (Cropanzano
and Folger, 1989; Folger, 1986; Folger and Cropanzano, 2001); and the consequences of
different fairness perceptions and justice policies applied in organizations (Cropanzano, 1993).
Some research has concentrated on how to establish guidelines to help managers improve the
fairness perceptions of employees (Cropanzano et al., 2007). People care about fairness, and
many desirable organizational outcomes may be adversely affected by perceptions of fairness.
Caring about employees’ fairness perceptions therefore seems likely to pay off, and establishing
policies to improve those perceptions can be considered proper managerial behavior
(Cropanzano et al., 2007).

This means that, subjectively, people care about the treatment they receive from formal systems,
on the one hand, and from managers, on the other. The most widely used model of fairness
perceptions has been tested by Colquitt (Colquitt, 2001). Colquitt found four justice facets:
‘procedural justice’, ‘distributive justice’, ‘interpersonal justice’, and ‘informational justice’.
Distributive justice is defined as the fairness perceived depending on the outcomes received;
procedural justice, as the perception of fairness formed depending on the procedures used (Blader
and Tyler, 2003); interpersonal justice, as the quality of interpersonal treatment (Bies and Moag,
1986); and, finally, informational justice depends on the explanations received by the decision
maker (Shapiro et al., 1994). All facets can be combined to lead to overall fairness perceptions,
even if different facets are found to create different effects (Colquitt, 2001).
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The approach to justice/fairness in the management literature has been largely empirical.
Initially, empirical models drew upon philosophical theories of justice, especially the concepts
of Aristotelian thought (Greenberg and Bies, 1992). Recent studies have usually built directly on
empirical findings, without explicitly stating what philosophical theories are at the basis of
their findings (see a recent study of Long et al., 2011).

Many organizational justice scholars have shown interest in core topics of management and
control. There has been considerable organizational justice research in organizational settings
and some of this research has focused on HRM systems (Folger and Cropanzano, 1998; Gilliland
and Chan, 2001). A recent, different way of looking at fairness perceptions is the concept of
fairness monitoring, introduced in a recent paper by Long et al. (2011). Fairness monitoring is
people’s effort to gather and process fairness information in order to make sense of their
organizations. Depending on the type of controls individuals perceive in their organizations,
they start monitoring one type of fairness or another (Long et al., 2011). Justice and fairness
have also been found to be clear motivators for people to behave in ways that are more
beneficial to the organization (Cropanzano et al., 2001). In general, people are motivated for
fairness/justice out of instrumental motivation, a sense of belonging, and purely moral motives;
these three types of motives can appear at the same time, as people usually are motivated by all
three aspects, each of which may be more or less salient. We have already mentioned that some
accounting scholars propose the fairness motive as an alternative to self-interest (Luft, 1997). In
this sense, there could be a justice/fairness motive linked to the morality of fairness and justice
proposed by Cropanzano et al.

Organizational justice scholars have recently declared the need to go back to basics and
reformulate simple and informative concepts in order to build better models of justice and
fairness in organizations. We start by examining the requirements of a just design, and the
propositions that follow from it. We use ‘just’ for design and use, even though some researchers
have used ‘fairness’ for both use and results (Aristotle, 2000). In our approach, fairness is more
useful as a measure of ex post results, whereas here we are focusing on ex ante conditions and so
basically are using the concept of justice. For example, there could be a court system, in which
certain procedures must be followed in order to guarantee formal justice, e.g., the right not to
incriminate oneself (an aspect of formal justice). There will be a judge or jury which, by
examining the evidence, will decide on the penalty to be applied and, with some degree of
subjectivity, the degree of penalty to be applied (informal justice). The decision or result is then
applied to a person, who may see the decision as either fair or unfair. But there are also third
parties, who may likewise perceive the decision as fair or unfair (fairness). All three dimensions,
formal justice, informal justice and fairness, are necessary and different, especially in the case of
an organization, where the specific rules are not legally mandatory and there is no judge (the
manager acts as a judge of sorts but cannot be totally impartial, as he/she has something at stake
in every decision he/she makes). A bonus, for instance, is sometimes shared between the manager
and his/her subordinates, so the more the subordinates get, the less is left for the boss. That it is
why it is crucial to clearly distinguish between fairness, on the one hand, and formal and
informal justice, on the other, as this distinction makes it possible to assess results and highlights
the need for informal justice on the part of the manager. For a judge, sometimes it is easier to
remain detached from informal justice and focus on strictly applying the law (formal justice).

After that, we shall consider the limitations of a just design, and how a just use is also needed.
Then, we formulate some specific propositions on justice in the use of a MCS. Finally, we draw
a model of how the two types of justice (formal in relation to the design, informal in relation to
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use) combine, giving four states of goal congruence, for each of which we provide a series of
propositions in order to look at the dynamics that are generated.

Propositions about what MCS design and use should be like in order to be considered ‘just’ are
normative in nature; our propositions therefore come mainly from conceptual arguments.
However, we also use some empirical evidence, which can be useful, although we caution the
reader that such evidence is used as an auxiliary element.

We think it is possible to empirically test whether a particular combination of just/unjust design
and use does actually result in a particular goal congruence state. We believe that each
combination (of just/unjust design and use) will lead to a particular state, which will evolve in
the way we describe. Although our purpose here is to set up the model and provide sound
arguments to support it, we believe that future empirical research may find empirical evidence
for the existence of these four states and their pattern of development. This empirical research
could be done using cross-sectional data, but we think it would be more useful to find
longitudinal data, as our approach also considers the dynamics of the four states.

3.2. Justice in MCS design: Formal justice

Organizational goals are a very complex aggregation of individual goals (Simon, 1964).
Organizations must avoid arbitrariness (Leventhal et al., 1980). In general, involving individuals
in the budgeting process has been one of the tenets of recent literature on participative
budgeting (Chenhall, 1986; Chenhall and Brownell, 1988; Shields and Young, 1993). Procedures
that allow individuals to take part in the process is also one of the requisites of the procedural
justice literature (Lindquist, 1995). Giving people a say and offering explanations during
management control processes has been found to have a positive effect (Libby, 1999, 2001; Van
den Bos et al., 1996). Generally speaking, managers react more positively when procedurally
just management control systems are implemented (Taylor et al., 1998). Findings suggest that
management control system designs that are developed following due process lead to greater
procedural justice perceptions (Taylor et al., 1995).

Subsequently, research moved towards a better understanding of the mechanisms by which a
formalized budgeting process can create fairness perceptions, and how such mechanisms lead to
higher performance. Wentzel (2002) argues that these mechanisms can be explained following a
two-step process. The first step concentrates on how participation in the budgeting process
increases fairness perceptions. The second step shows that those fairness perceptions lead to
greater goal commitment (goal congruence) on the part of managers and thus to greater overall
performance (Wentzel, 2002). Generally speaking, perceptions of justice coming from the
management control system lead to more positive behavior towards the organization and the
supervisor (Thurston Jr. and McNall, 2010). More recent empirical research has included
elements of procedural and distributive justice as variables mediating between strategically
oriented management control systems and performance (Burney et al., 2009). Researchers have
used distributive and procedural justice constructs that show formal fairness aspects of the
management control systems. We summarize our discussion in the following proposition:

Proposition 1: A just design of a MCS should set goals in a way that integrates individual goals.

Another important requirement regarding the justice of a MCS is how the rules of the game are
established. Regarding MCS as evaluating and rewarding mechanisms, goals and performance
assessments across subunits need to have certain characteristics; for instance, assessment
procedures need to be consistent (Leventhal et al., 1980). This means that people need to know
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in advance on what criteria they are going to be judged and rewarded (Van den Bos et al.,
1996). Consistency also implies that procedures must not contradict each other, and what is
expected of people must be in line with the contribution they are prepared to make (Leventhal,
1976). Finally, the norm of distributive justice should be transparent and understandable
(Sandel, 1984; Sen, 1992). In summary,

Proposition 2: A just design of a MCS should distribute resources and responsibilities among
subunits and evaluate subunits according to the real achievements of each subunit and the
competences of its staff, in accordance with rules of the game that are explicitly established ex ante.

Management control scholars have always recognized that managers must be assessed on
factors they are able to control (the so-called controllability criterion). One of the proponents of
this criterion is Vancil (1973), who argues that evaluation based on controllable performance
can be considered to be ‘fair’. He also explains that “a manager must believe that measurement
encompasses all the factors he can control and excludes those over which he has no control”
(Vancil, 1973, p. 77). Indeed, controllability is one of the tenets of management accounting, in
spite of possible dysfunctionalities (Demski, 1976). At the same time, organizational justice
scholars consider controllability to be a procedural design requirement of any process (Colquitt,
2001; Leventhal et al., 1980).

Recent studies have focused on acquiring a better understanding of this controllability principle
(Giraud et al., 2008). Findings suggest that managers are willing to accept being evaluated on
factors they can influence but do not necessarily fully control. Moreover, they clearly
distinguish between internal and external factors and tend to be more concerned about
controlling the internal ones (Giraud et al., 2008). It is clear that to have perfectly controllable
ex ante variables is impossible, and that a degree of flexibility may foster creativity and be a
desirable characteristic of a MSC (Giraud et al., 2008). In summary,

Proposition 3: A just design of a MCS should include some form of controllability criterion,
meaning that managers should only be evaluated on elements over which they have some
influence.

Rewards are a crucial aspect of management control systems and are recognized by the
literature on distributive justice. It is recognized that people need a minimum reward, below
which it is difficult to have a decent standard of living (Aristotle, 2000; Sen, 1992). Therefore, it
seems necessary to establish a ‘just’ minimum reward when designing management control
systems. Various contributions in the literature argue for a social minimum to guarantee basic
needs and prevent social exclusion. Empirical research has acknowledged that establishing such
a minimum is appropriate (Scott et al., 2001). Rawls was explicitly considering that this
minimum in some cases has to be maximized, all else being equal (Rawls, 2003; Rawls, 1971).
The management control literature has not called for a social minimum reward, but minimum
wages have been established by law.

Besides this social minimum, some researchers have warned that attention must be paid to pay
inequalities, as they have harmful effects on those concerned and ultimately also on the
companies that rely on systems that create such inequalities (Siegel and Hambrick, 2005). There
is a tension between the need to design systems that compensate according to performance and
the fact that creating huge pay differences makes low performers feel unfairly treated, which
affects their actions. Low performers end up believing there is nothing they can do to attain
higher levels of performance in the future, and start to feel detached from the organizational
purpose (Siegel and Hambrick, 2005). Usually, research on formal systems has concentrated on
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the first part of this tension, i.e., rewarding according to merit, but recently the focus has
turned to examine the effects of pay inequalities, which are important and cannot be ignored
(Fredrickson et al., 2010). In summary,

Proposition 4: A just design of a MCS should establish a minimum reward to be received by all
participants, and must set a limit to pay inequalities.

No system is perfect and important variables are not perfectly measurable, so MCS need to
provide some rules regarding this assumption of not being perfectly designed. In terms of
justice, this means explicitly recognizing flaws in management control systems by establishing
formal means of repairing any injustices that may be created (Wenzel et al.,, 2008).
Organizational justice scholars have found that the main motivation, after an injustice occurs,
is the willingness to find means of reparation (Conlon et al., 2005). MCS design needs to
acknowledge that a MCS cannot deal with all possible situations and that no MCS design can
take all possible future states into account. Furthermore, research has found an appropriate
managerial behavior to promote ways of making reparation (Cropanzano et al., 2007; O’Malley
and Greenberg, 1983). Thus, applicable reparation policies and the option of repairing the
system need to be explicitly included in the system’s design. In summary,

Proposition 5: A just design of a MCS should include formal means of repairing injustices and
should provide mechanisms for changing the system.

3.3. Justice in the use of the MCS: Informal justice

The design of a MCS is important, but we need to go beyond the design to look at the use of
the MCS. In the MCS literature we find three different arguments for doing so. The first has to
do with the fact that MCS that rely exclusively on formal controls have generally been shown
to be suboptimal when the output is not measurable and the activities performed are not
perfectly observable (Quchi, 1979). This applies to MCS that are designed to follow only justice
formal requirements, which we have shown in the previous section.

A second argument comes from incomplete contracts theory. Under bounded rationality it is
impossible to establish a contract that anticipates every possible contingency that may arise
from future fulfillment of the contract (Milgrom and Roberts, 1992, p. 256). The informal
dimension therefore makes it imperative to go beyond justice requirements in the design.

A third argument, also based on bounded rationality, has to do with the possibility of learning,
i.e., the fact that in any management control interaction between any two people, both of them
may change their minds about the desirability of some anticipated state of affairs. Power needs
to be delegated in the expectation that people will honor the trust placed in them by exercising
power correctly (Simons, 1995b). Flexibility has been considered important in order to decrease
uncertainty (Chapman, 1998). This informal dimension, which we identify with the use that is
made of the MCS, has been treated as a behavioral dimension in the MCS literature, by
accepting enabling uses of MCS (Ahrens and Chapman, 2004) and the use of interactive systems
to foster other desirable variables that may have some impact on interest alignment (Bisbe and
Malaguefio, 2009; Simons, 1995b).

It is not enough, therefore, for a MCS to include a set of justice requirements in its design. A
MCS always requires informal procedures, which by their very nature include some form of
subjectivity. In our analysis, that subjectivity has to do with the fairness shown by the users of
the system.
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Research into this issue, applied to MCS, has been mainly empirical (Cuguero-Escofet and
Rosanas, 2011), studying different organizational justice dimensions and their role in different
hypothesized realities (see as examples Bol et al., 2010; Seifert et al., 2010; Sholihin and Pike,
2009; Yue, 2008). One attempt to link constructs used in the organizational justice literature
and import them into behavioral accounting is that of Burney et al. (2009), who use two of the
four components of the organizational justice measure provided in Colquitt (2001) and find that
some aspects relevant to management control systems are best captured by distributive and
procedural justice. This is a valuable finding regarding justice perceptions and MCS use, but
some of the informal aspects of justice in the way MCS are used remain unexplored, as they are
not found to be important in Burney et al.’s study. Those informal aspects need to be prescribed
and will be included in our analysis. Justice and fairness in the way MCS are used has in part
been studied empirically in the form of interactional justice. Interactional justice is individuals’
justice perceptions regarding whether managers use procedures to deliver outcomes and
information fairly (Bies, 1987a; Bies and Moag, 1986; Bies, 1987b). In summary,

Proposition 6a: Just use of a MCS should include willingness on the part of managers to use
the just system and to care for fairness in the results.

Proposition 6b: Just use of a MCS should include willingness on the part of managers to
propose changes to the MCS design that will make it more just.

The problem of subjectivity is that of arbitrariness (Posthuma and Dworkin, 2000). Even if a
MCS design meets the justice requirements, decision makers, when using the system, may
interpret certain specific arrangements in very atypical situations differently. More importantly,
we know that once a MCS has established a basic equality, because equality is not possible in
all facets, inequalities appear and are necessary when using the system (Sen, 1992). It is unjust
and unfair for people who are not behaving in the same way to receive the same treatment in
all MCS arrangements, even if they are in an equal position and have the same behavior
options. That said, to prevent inequalities from seeming arbitrary, the reasons for them must be
explained. In summary,

Proposition 7: A just use of a MCS should make explicit and explain specific inequalities in any
reward or recognition, basing them on well argued criteria, so as to avoid arbitrariness.

4. A dynamic analysis of MCS based on formal and informal justice

We have shown that any governance system needs to include aspects of justice in order to be
considered a means to attain a well ordered cooperation for people (Aristotle, 2000). Most
research has set out to show empirically how fair or unfair certain outcomes, procedures and
interactions using MCS are perceived to be (Cuguero-Escofet and Rosanas, 2011). Very little
research has analyzed the concepts of formal and informal justice in conjunction in the MCS
literature (Arnett, 1967; Luft, 1997; Pallot, 1991; Williams, 1987). On the one hand, a MCS
design can be formally just or formally unjust, and the use of the MCS can be informally just or
informally unjust. This is shown as a 2 x 2 matrix in Table 1.

A just design of a MCS combined with just use of the MCS leads to what we call maximum goal
congruence; an unjust design combined with just use, to occasional goal congruence; a just
design combined with unjust use, to perverse goal congruence; and an unjust design combined
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with unjust use, to minimum goal congruence. In what follows we shall expand on these four
types of goal congruence and briefly indicate the plausible dynamics of the four situations.

Another aspect we want to address is how our table can be accommodated to the mainstream
contingency approach to MCS design and use, which considers MCS design and use to be
context-dependent (Chenhall, 2003). According to the contingency literature, some MCS
characteristics are contingent on relevant contextual variables; and we cannot avoid
considering justice as being contingent on external situations. For this reason we need to show
how this is addressed in our archetypical matrix. We think that for a given company, in a given
situation and for some specific type of MCS, the four types of goal congruence exist when
combining (in)justice of MCS design and use. But these four types of goal congruence are not
absolute states; the absolute aspect is the comparison between each of the four types of goal
congruence. We always find a cell (combining formal and informal justice) in which the
maximum possible level of goal congruence, contingent to that specific situation, is achieved,
and the same for the other three possibilities. If the external situation changes, our matrix will
not be the same in absolute terms; but the four types of goal congruence will still be
comparable with one another, and the combination of formal and informal justice will lead to
the maximum possible goal congruence contingent to that specific situation. Our matrix will be
more or less stressed in terms of absolute level of goal congruence, depending on external
factors, but it will still be useful in terms of comparisons between the four types of goal
congruence and their archetypical characteristics.

Table 1

Combinations of justice of the design and use of the MCS

MCS design
Formally Just Formally Unjust
Informally Just Maximum goal congruence Occasional goal congruence
MCS use
Informally Unjust Perverse goal congruence Minimum goal congruence

4.1. Maximum goal congruence

When a just design of a MCS is used justly, there is formal and informal justice, and the
alignment of individuals and organization may be at its maximum for that specific situation.
Justice requirements are included in the design, and managers use them proactively and
consistently, balancing individual circumstances and attempting to check in every decision
whether the system design makes sense in terms of justice.

This is because individual organizational members are required to perform in a way that is
consistent with their achievements and using variables they can influence (Leventhal et al.,
1980; Van den Bos et al.,, 1996). They are in an organization that sets a minimum level of
compensation and does not create huge differences between peers (Hambrick, 1987; Siegel and
Hambrick, 2005), and that provides formal mechanisms to repair injustices and change the
system when necessary (Conlon et al., 2005; Cropanzano et al., 2007; O’Malley and Greenberg,
1983; Wenzel et al., 2008). Managers’ actions are consistent with the system and the decisions
they make using the system include a degree of flexibility and balance (Aristotle, 2000; Bies,
1987a; Bies and Moag, 1986; Bies, 1987b; Posthuma and Dworkin, 2000). In this type of
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situation we have a proactive model in which managers use the system consistently, and we
can expect the achievement of substantial fairness in the results. The probability that fairness is
present in the results is large. When fairness is not present, people can ask the manager, who,
being informally just, may consider changing certain aspects of the system, or of the way it is
used which, though considered formally and informally just in the past, now need to be
accommodated to the current situation. And when justice is present in the design and decisions,
people are motivated to make the greatest possible effort to cooperate with peers and managers
to attain organizational goals, as they see their goals as part of a greater goal (Simon, 1964), to
be achieved through the joint effort of the whole organization. Goal congruence thus reaches a
contingent maximum. At the same time, when people cooperate and their objectives are
aligned, there is also greater fairness in the consequences or results;and if people do not
perceive such fairness, they can appeal to the manager’s informal justice. In terms of levers of
control, and looking at belief, boundary, diagnostic and interactive systems, the justice aspects
of design are consistent with their managerial use in terms of justice (Simons, 1994). People in
these organizations will commit, as committing to the organization benefits them as members
of the organization. In summary,

Proposition 8: A just design and use of the formal MCS will lead to maximum goal congruence
and a maximum degree of identification by members with the organization (that is to say, the
maximum that is possible under the organizational circumstances).

This situation would presumably be reasonably stable, as there are no circumstances in the
organization that could motivate individuals to dissent. If individuals were to dissent (because
they perceived some unfairness in the results), justice mechanisms and just managers would
deal with the situation in a consistent way to find a solution. There is consistency between the
system design and the way it is used. Generally speaking, injustices scarcely appear in this kind
of system; and if they do, they are easily repaired through built-in provisions, justly applied by
the system manager.

4.2. Occasional goal congruence

After analyzing the state of maximum goal congruence, we move towards a more common
state, one in which many organizations find themselves, where goal congruence is occasional
and the system does not have a perfectly just design but nevertheless has informal justice. This
type of situation rewards in-depth study, especially of the dynamics it can generate with respect
to learning and future development from the starting situation that lead to better MCS goal
congruence. Our purpose here is to show that this archetype of goal congruence will exist if
MCS design and use are just.

Empirical evidence has shown that managers acting justly may be willing to find ways to repair
injustices (Cropanzano et al.,, 2007). Evaluative learning takes place: after first subjectively
repairing injustices, managers may start to propose changes to the parts of the system that have
generated unfair consequences (Aristotle, 2000). Acts that will change the system need a
measure of goodwill on the part of those in power. Prescriptive research has considered that the
virtue of justice is essential when people are able to decide about the recognition others should
receive (Aristotle, 2000; Folger and Cropanzano, 2001). Empirical studies suggest that people
care about the nature of their interactions with others and judge those interactions in terms of
how just they perceive them to be (Bies and Moag, 1986; Bies, 1986). Empirically, the source of
an injustice has been regarded as the central actor against whom reactions to the injustice are
directed once the injustice has been perceived (Lavelle et al., 2007). In summary,
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Proposition 9a: An unjust design of a MCS used justly allows for occasional goal congruence.
A just use of such a system leads to positive learning, which can repair unfairnesses and
promote changes to the MCS design to make if more just.

This situation is highly unstable and evolves towards a better version of itself, tending towards
maximum goal congruence, as informal justice transforms the system from an unjust design
into a just design.

Usually, therefore, this state will not last long, as managers’ willingness to use the system with
justice makes them strive to change the system and so make it just in terms of design.
Managers may become aware that something is wrong in the system when they themselves look
at the unfairnesses the system creates; or alternatively, when people in the organization
complain about perceived unfair results. An informally just manager will be alert to the
possibility of unfairness, and will investigate any complaints of unfairness. The literature on
virtuous circles can provide some clues as to how this situation evolves over time: learning
leads to a deviation-amplifying process that results in an improvement of the situation, making
future states of affairs steadily fairer compared to previous ones (Ashton, 1976; Maruyama,
1963; Weick, 1979; Wender, 1968). Maruyama concludes that in systems in which two
variables are interdependent, there can be deviating effects that amplify both variables. Thus,
when one variable increases, the other increases and vice versa, until they eventually reach a
stable state of equilibrium or else increase continuously over time.

In our case, informal justice increases the formal fairness of the system, so that the future
justice of the system is amplified, as is the future justice of the decision maker. As a result, the
unjust design of the MCS may be transformed into a more just one, eventually leading to a
situation of maximum goal congruence. In summary,

Proposition 9b: In a situation of occasional goal incongruence, managers acting justly can
transform the system into a formally just one by changing the parts of the system that have
proven formally unjust. Ultimately, this can lead to a situation of maximum goal congruence.

Let us illustrate the situation with an example. Imagine an organization that is starting its
activities. Typically, the MCS will be rudimentary and incomplete, and so will be its design in
terms of justice requirements. At this stage, the MCS may be designed to assign bonuses in a way
that works for the sales department but offers no incentive to people in other departments that
should be supporting the sales force. If managers use the system justly, they can do two things.
Either they can adopt reparation policies in the short run, adjusting the bonuses for the support
people; or they can work to bring about changes in the incentive schemes, so that people in the
support departments are evaluated and rewarded based on the support they actually provide.
Informal justice in the use of the system may thus end up improving the MCS design.
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4.3. Perverse goal congruence

When a MCS design is just and the system is used unjustly, there will be room for
dysfunctional learning. Dysfunctional learning will occur because in order to remedy unfairness
arising from the unjust use of the system, people will demand changes in the system itself and
call for the establishment of stricter rules that are harder to adhere to, as suggested in Merton’s
control model (Hopwood, 1974; March and Simon, 1993). This can have consequences that run
counter to just design requirements and in the end will result in a loss of goal congruence.
These initial proposals for increasing formal justice may start with the legitimate aim of
assuring fairness in how employees are treated. But if they are exacerbated, they can end up
creating even greater unfairness (Sitkin and Bies, 1993). Creating new rules may be legitimate,
insofar as it is the accepted way of dealing with perceived unfairness of results. In order to be
dynamic, accommodate new demands, and avoid future unfairness, the system must be ready to
include new rules. Problems arise, however, when new rules are included in the MCS without
any logic (in contrast to the process that Bies and Tyler call ‘legal induction’) and rules are
adopted without proper consideration of existing rules, as occurs in the process that Bies and
Tyler call ‘legalization’. The legalization process is not aimed at improving the MCS; instead it
is liable to break the chain of command and disintegrate the decision-making process itself
(Sitkin and Bies, 1993, p. 345).

Empirical research has shown that when people suffer an unfairness , their first reaction is to
blame the MCS design (Cropanzano and Byrne, 2001). This can lead to changes in the MCS,
aimed at preventing future unfairness. As a result, the system becomes more rigid and loses its
flexibility. As the complexity of the system increases, it tends to generate distrust, leading to
the institutionalization of adversarial relationships (Cropanzano and Byrne, 2001, p.34). Highly
formalized systems also tend to include too many rules, which are likely to contradict one
another and are harder to adhere to. Furthermore, if those rules are created through
‘legalization’, with no intention of developing a better decision-making process, the unfairness
is not ameliorated and new unfairnesses are likely to appear in future decisions. As a result, the
‘legalization’ process may spread through the organization, so that managers would start to
legitimate themselves by adhering only to the rules that are perceived as being just, without
any real intention of including those that improve the formal justice of the MCS. In fact, most
of the rules incorporated may worsen the actual justice of the MCS (Sitkin and Bies, 1993).

Another consequence is the dysfunctional learning that takes place in managers. Through using
the system unjustly, unjust managers learn how to “cheat” the system every time a new just
rule is introduced. They become better and better at doing this until, in the end, they fully
master being unjust (Aristotle, 2000). In these two cases, injustices are unlikely to be repaired,
as people either call for more rules or, in the case of managers, learn how to be more unjust by
defeating the system and any new rules. In summary,

Proposition 10a: Unjust use of a MCS designed following justice requirements will create
perverse goal congruence. Emphasis on rules will make the MCS more unjust in terms of
design, while decision makers will become increasingly more unjust as they learn how to
circumvent the system.
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Both types of dysfunctional learning - by managers and by people calling for more rules - can
transform a MCS designed following just criteria into a formally unjust MCS and lead to
minimum goal congruence and so to lower levels of identification by individuals with the
organization.

This situation will become unstable and will tend to deteriorate, as learning does not increase in
the right direction. Injustices are not repaired (even if the MCS design includes repair
mechanisms) and the MCS will not change for the better (e.g., through replacement of unjust
rules, rather than through a mere increase in the number of rules) (Cropanzano et al., 2007). The
use of the MCS made by an unjust manager typically leaves room for enough excuses to
explain its misuse (Aristotle, 2000).

We have already explored the possible role of deviation-amplifying processes in the situation of
occasional goal congruence. In this case, the effect of the amplification is negative, as the
starting point is the unjust use of a formally just MCS (Ashton, 1976; Maruyama, 1963; Weick,
1979; Wender, 1968). Maruyama concludes that in systems in which two variables are
interdependent, there can be deviating effects that amplify both variables. Thus, when one
variable decreases, the other decreases as well, and so on in turn until, in the end, they either
reach a stable state of equilibrium or decrease continuously over time. In our case, it is clear
that informal justice reduces the formal justice of the system, which in turn reduces the
informal justice, until the situation becomes one of minimum goal congruence.

This type of deviation-amplifying effect has already been explored in relation to the unintended
effects of MCS (Ashton, 1976). Ashton considers that MCS can create intended or unintended
functional or dysfunctional consequences. Where the consequences are unintended and
dysfunctional, MCS end up breaking down, precisely because of the deviation-amplifying effects
of those unintended, dysfunctional consequences that we have mentioned (Ashton, 1976, p.290).

Applied to our case, empirical evidence suggest that where there is informal injustice in the use
of a system and people perceive such injustice, they usually demand greater formal justice
(Cropanzano and Byrne, 2001). Demanding more justice in MCS design has the unintended,
dysfunctional effect of increasing informal injustice in the use of the system and injustice in
the system design (Cropanzano and Byrne, 2001). Finally, unjust MCS design and unjust use of
the MCS drive a loop of mutual deviation-amplifying effects that makes both types of injustice
increase steadily over time.

This learning process of injustice is highly dynamic and has no clear end situation, although we can
imagine that it will end with the destruction of unity inside the organization. Empirical evidence
suggest that people who are on the receiving end of unjust decisions through unjust systems will
behave accordingly towards the organization, losing commitment and gaining motivations that
work against organizational interest alignment or goal congruence (Gottschalg and Zollo, 2007).

Another possible consequence that leads to destruction is the failure to develop core
competences, as people do not receive what they deserve in return for the contributions they
make (Alexander et al., 1995). People will quit for more favorable organizations that show more
consistency between management control design and use. In summary,
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Proposition 10b: Perverse goal congruence will tend towards minimum goal congruence and
people will identify less and less with the organization, because no attempt is made to
effectively solve the unfairness.

Examples of perverse goal congruence can be seen in successions, mainly when they take place
suddenly in a top position in an organization. The selection process may have been justly
designed, but there can be no assurance that the new holder of the position will be just in her
actions. Generally speaking, when recruiting processes take place under time pressure, it will be
difficult to assess the degree of real informal justice that people will show later on. At the time
of recruiting, people tend to talk about justice in theoretical terms; but it is impossible to
guarantee that decisions will be taken fairly when the system is used in the future.

In these situations, the fact that a new top manager may use the system unjustly may not be a
real problem in the short run; but it can become problematic over time, as small shifts in the
use of the system can turn what was a justly designed MCS into unjust one. This often goes
unnoticed until real damage has been done, by which time the situation is difficult to reverse.

4.4. Minimum goal congruence

When a MCS design is unjust and the system is used unjustly, there will be a situation of
minimum goal congruence and organizational members will not identify with the organization
at all. We have already explained the consequences of organizational injustice. According to
empirical studies, perceptions of injustice have adverse organizational consequences (see e.g.
Colquitt et al., 2001; Greenberg, 1990c) and need to be managed through systems and
managers (Cropanzano et al., 2007). Those consequences may end up destroying value, because
people tend to engage in behaviors that are intended to damage the organization (Brockner and
Greenberg, 1990; Greenberg, 1990b). In the end, the motivations of the organization and its
members become misaligned, as there are motivations to create such a misalignment
(Gottschalg and Zollo, 2007).

Proposition 11: A MCS designed with unjust criteria and used unjustly leads to minimum goal
congruence.

This situation corresponds to a somewhat stable state of equilibrium, as individuals have no
motivation to work for the organization. Negative learning drives the organization toward a
more extreme situation of injustice (Maruyama, 1963). There is consistency between the system
and the way it is used. Every time the MCS is used, the organization deteriorates. The
organization becomes overall an unjust place to work and people either plan to leave the
organization or else try to survive inside it by isolating themselves from their surroundings.

The consequences of what we have explained above are very important for the MCS literature.
When a situation of injustice appears, people tend to put the emphasis on system design and call
for the introduction of new rules to improve justice perceptions (Cropanzano and Byrne, 2001). Of
course, a just MCS design is important, but how people use the system is even more important, as
the willingness to be just is more powerful than a perfectly justly designed MCS, and people are
motivated to engage in behavior that can improve the current state of affairs (Finnis, 1980).
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The emphasis should be on informal justice in the use of the system. Justice when using a MCS will
allow for corrections to the MCS, where there is scope for improvement. Also, where there are too
many rules, justice may suggest that certain rules be omitted, so as to keep the system simple. The
subjective element that informal justice introduces into the system is thus crucial and essential to
achieving stable goal congruence and full identification with the organization on the part of
organizational members, both of which are core objectives of management control systems.

Putting the emphasis on justice in the use of the system can result in generally more just
organizations and greater goal congruence (Cropanzano et al., 2007; Cropanzano and Byrne,
2001). If the emphasis is on justice in MCS design while justice in MCS use is omitted, the
organization is likely to end in a situation of minimum goal congruence, which is very difficult
to turn back into goal congruence. For this reason we have a final proposition:

Proposition 12: To achieve greater goal congruence and closer identification with the
organization on the part of organizational members, emphasis must be placed on using the
system more justly rather than on making the actual system design more just. If the system is
used justly, it will eventually become more just in its design.

5. Conclusions

To conclude, attempts have been made in MCS research to empirically show the importance of
fairness. However, there is no theoretical work that deals in depth with the prescriptive role of
justice in MCS design and MCS use.

We have shown that every MCS has both design features and informal processes of use, or
ways in which it can be managed. MCS management is subjective, as it involves managers’
making decisions and acting in relation to outcomes and procedures when the system is applied
in a specific context. Justice requirements therefore need to be linked both to the design of a
MCS and to subjective uses of the MCS. In our analysis we consider managerial action and MCS
design in combination and shows which combination of the two is conducive to a maximum
level of goal congruence over time.

We have made an effort to bring together the literature on MCS, the recent literature on justice,
prescriptive models and empirical evidence, and we have listed the requirements of a just MCS
design and fair use of the MCS. This allows us to finally give a specific role to informal aspects
of MCS use that previously have been studied in terms of users’ motives, but not in terms of the
consequences they may have for goal congruence. Our work provides a theoretical grounding
for future research, which is a necessary step before any progress can be made in this important
stream of research into the role of justice in MCS.

Furthermore, we have developed a model of goal congruence types, as an effect of the justice of
the system’s design and use. This leaves us with a range of possible goal congruence situations
that lead to different learning dynamics over time. Occasional goal congruence deserves a
special mention. When it happens, positive evaluative learning takes place and managers strive
to be just, subjectively seeking immediate solutions to repair the unfairness caused by an
unjustly designed MCS. In the end, the system itself improves in terms of justice design. This
learning increases managers’ justice and eventually transforms the situation into one of
maximum goal congruence.
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For this reason, we argue that subjective aspects of justice, manifested in the way the system is
used, are capable of improving the organization and increasing people’s identification with the
organization’s mission and their commitment to its goals. Over time, this leads to greater goal
congruence. We think that our model allows a deeper understanding of why justice is important
and why subjectivity is unavoidable, making the notion of a perfect mechanical design that
needs no people and creates a stable situation of goal congruence unrealistic. In contrast,
having people who are trained and willing to be fair is a starting point for creating better
control systems and better organizations.

We need to be cautious in dealing with intermediate situations that depart from our stereotyped
four states. We have mentioned that systems can be partially just in terms of design. This can
mean departing from our ideal situations. At the same time, we can have different levels of
informal justice. For the same level of actual justice of the design, depending on the level of
informal fairness, goal congruence can improve more or less quickly. Further research is needed
to consider the differing capacity of different aspects of informal justice to improve formal
systems, thus creating better goal congruence. We also need to increase our knowledge through
empirical research that examines whether and to what extent these states and dynamics actually
exist. Such future research will also help to refine the model and provide a clearer understanding
of intermediate situations of formal fairness. However, we believe that the conceptual clarification
that this paper provides is a necessary step before undertaking such empirical research.
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