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Chapter 1. Introduction

Organizational sociologists and management scholars have long been interested in the
status and position of professionals in organizational collectives and society at large
(Schon, 1983; Sorensen & Sorensen, 1974). Yet until relatively recently, these scholars
have primarily dedicated their research attention to a better understanding of the
professions (Abbott, 1988; Goode, 1957; Parsons, 1939): autonomous vocations into
which professionals are selected on the basis of specialized educational training. In
contrast, research on professional service firms (PSFs) - commercial businesses “whose
primary assets are a highly educated (professional) workforce and whose outputs are
intangible services encoded with complex knowledge” (Greenwood, Li, Prakash, &
Deephouse, 2005: 661) - did not come off the ground until relatively recently.

This lack of attention on the part of academics is surprising given that PSFs
form an integral part of the contemporary knowledge-based economy without which
“business as we know it, would come to a grinding halt” (Sharma, 1997: 758).
Organizations draw on law firms to broker commercial transactions and accounting
firms ensure the veracity of their disclosures (Greenwood, Suddaby & McDougald,
2006). In recent years the Fortune 1000 firms have increased their demand for the
services of PSFs. Where in the 1980s global revenues for PSFs amounted to $107 billion,
this increased to $911 billion by 2000 (Lorsch & Tierney, 2002). There are three reasons
for their prominent role in the post-industrial economies.

First, some of the PSFs are among the largest and most affluent business
enterprises (Ahroni, 1993; Greenwood et al., 2006). In 2011, PriceWaterhouseCoopers
was the largest accounting firm in terms of employees and located in 154 countries
worldwide. Linklaters, the world’s largest law firm, is significantly smaller compared
to the largest accounting firms, but still had revenues of $1,90 billion and operated in
19 countries.

Second, the influence of PSFs is not limited to their own industries, but
extends to others as they disseminate their innovations and set working standards
through their client firms (Alvesson, 1995). Through the application of professional
knowledge to unique organizational problems (Hansen, Nohria & Tierney, 1999;
Lowendahl, Revang & Fosstenlokken, 2001) as well as through the publication of
books and articles PSFs can be considered the knowledge engines for other businesses
(Lorsch & Tierney, 2002).
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Third, besides their business acumen, PSFs also have a public professional
objective by serving vulnerable clients and third party interests. As so-called
“gatekeepers” (Coffee, 2006: 2), they are entrusted with monitoring the compliance of
organizations with regard to the law, financial statements and disclosures. As
reputational intermediaries, they vouch for the “signal sent by the corporate issuers”
by staking their reputation (Coffee, 2006: 2). When gatekeepers fail in their public
function, this can have serious economical and societal repercussions. Whereas well-
documented cases like Ahold, Enron, and WorldCom are prime examples of
gatekeeper failure, unprofessional behavior in PSFs is often of a more mundane form.
It tends to take the shape of overcharging clients or transgressing against firm,
professional or governmental rules and regulations.

Although over the last decade we see an increase in the study of PSFs, a
definitive definition of them as an organizational form is still lacking. Instead, authors
often avoid providing a precise definition, and simply refer to examples of firms in
industries such as law, accounting, consulting or advertising (e.g. Greenwood &
Empson, 2003). Additionally, the term PSF is often used interchangeably with that of
the Knowledge Intensive Firm (KIF; Morris & Empson, 1998). Although these types of
firms also employ expert knowledge in the delivery of their services, their knowledge
is not professional in nature. Therefore a KIF may not be a PSF, even though all PSFs
are KIFs (Starbuck, 1992). In this dissertation, an organization is considered a PSF
when: (1) the majority of its members are professionals; (2) professionals define and
achieve the organizational goals; (3) administrative authority lies within the firm, even
when authority in professional matters lies with the professional associations (Hall,
1968; Montagna, 1968). In this dissertation I will focus on two of the canonical
examples of PSFs: law and accounting firms.

Notwithstanding the lack of a precise definition, recent work has identified
the PSF as a distinctive organizational form facing specific challenges, which derive
from the nature of the services it delivers, its distinctive resource dependencies, and
the highly institutionalized environment in which it operates (Greenwood & Empson,
2003; Von Nordenflycht, 2010). First, PSFs deliver knowledge-intensive and intangible
services (Lewendahl, 2005) that are highly customized through intensive client
consultations (Hansen et al., 1999), making the knowledge they exploit difficult to
codify and commodify. Second, because of the resulting inalienability of professional
knowledge from its human carriers (Dow, 2003), PSFs are human capital intensive

(Hitt, Bierman, Shimizu & Kochnar, 2001), while they have little need for external
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financial capital (Von Nordenflycht, 2010). Third, as many PSFs are routinely involved
in the provision of (quasi) public and gatekeeper services, which facilitate complex
market exchange by assuring the quality, legality, and integrity of transactions (Coffee,
2006; Kraakman, 1986), they operate in highly institutionalized environments. Here,
both public authorities and professional associations set and enforce constraints on the
services provided and on the professionals providing these (Greenwood, Suddaby &
Hinings, 2002).

To cope with these challenges, PSFs are characteristically owned internally by
a subset of their members (Dow, 2003; Hansmann, 1996; Hart & Moore, 1996; Richter &
Schroder, 2007), and organized as professional partnerships (Greenwood & Empson,
2003). Through extensive empirical research on Canadian accounting firms,
Greenwood, Hinings and Brown (1990) were able to retrieve the essential properties of
such professional partnerships, which are sometimes simply referred to as ‘P?¥
organizations. The core observation of Greenwood and his associates is that the P2
organization comprises an organizational form in its own right, to be distinguished
from other forms of enterprise organization by features like its limited size, weakly
developed strategic capabilities, and consensus-oriented decision-making (Greenwood
et al. 1990).

Although the P2 has historically been the dominant form of enterprise
organization in classic professions such as law and accounting (Greenwood &
Empson, 2003), changes in economic and social trends, government policies, and client
preferences (Hitt, Bierman, Uhlenbruck & Shimizu, 2006; Lowendahl, 2005; Maister,
2003; Nachum, 1996) have led to the spread of a commercial ethos in the professions
(Cooper, Hinings, Greenwood, & Brown, 1996), which challenges traditional P2
organizational practices (Cooper, Greenwood, Hinings, & Brown, 1998; Empson, 2007).
Many PSFs are therefore now adopting face-changing strategies and practices, and are
expected to move in the direction of a new organizational template coined the
‘Managed Professional Business” (MPB; Cooper et al., 1996). In principle, the adoption
of new managerial practices should enable PSFs to grow in terms of size, develop
stronger strategic capabilities, and experiment with other, more centralized forms of
decision-making. And indeed, a number of recent empirical studies have documented
the diffusion of these new properties across various populations of contemporaneous
PSFs (Cooper et al., 1996; Greenwood & Suddaby, 2006; Pinnington & Morris, 2003).

This shift from the professional logic to the commercial logic is the backdrop

of this dissertation and underlies my overarching question: what are the effects of the
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changing logic from professionalism to commercialism on PSFs? This question will be
addressed through a number of sub-questions in the following chapters. First, how do
PSFs perceive the current institutional changes and what are their organizational
responses to the resulting clash of the professional with the commercial logic?

Second, although prior literature has documented the introduction of novel-
to-context strategic and governance practices alongside the traditional drivers of PSF
performance, their actual implications are as of yet, unknown. Therefore a related
second research question is: what are the performance effects of the novel
organizational practices as compared to the original drivers of PSF performance?

Third, the professional or so-called “social trustee definition of
professionalism subordinates self-interest and commercial gain in favor of ideals of
service and public welfare” (Greenwood, 2007: 191). When these ideals of service and
pubic welfare are subordinated in favor of commercial gain and self-interest, this
could be quite detrimental to professional behavior (Greenwood, 2007). As novel
practices in the MPB-configuration are developed to that aim, the question becomes:
What are the effects of both novel organizational and traditional PSF practices on
professional misconduct?

In the final chapter I combine the novel and traditional practices by analyzing
causal configurations of PSFs. Using set-theoretic methods I analyze what the effects of
specific combinations of practices within PSFs are on substantive and symbolic
performance as well as on professional misconduct. An interesting question that is
dealt with in this chapter is: can we empirically identify theoretically coherent
configurations of organizational practices that allow for the simultaneous

maximization of both profits and the professionalism in PSFs?

1.1  Shifting logics and PSF configurations

The traditional PSF industries were governed by a professional/ trustee logic (Suddaby
& Greenwood, 2005) where professional values and a feeling of societal guardianship
were integral. Although normally professional industries are characterized by their
stable nature, recent shocks in the PSFs” environment have brought an end to the era in
which PSFs were “an oasis of organizational stability” (Gilson & Mnookin, 1988: 567).
First, technological developments have had significant impact on the audit
process. Computer aided audit systems have reduced the complexity and labor

intensity of the audit process (Brock, 2006), resulting in accountancy firms needing to
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seek ways to generate profits in a different way. On the client side, the increased
emphasis on costs and the internet and mobile technologies that allow for shopping
around, put even more pressure on the fees of the audit and law delivery process
(Aharoni, 1999). Secondly, due to globalization, law and accounting firms now have to
deal with international standards and practices of their international clients more often
(Nanchum, 1996), leading to new knowledge requirements. Third, statutory protection
for providing services has been reduced or removed (Hart, Schlesinger & Maher,
1992). This resulted in growing intra- and inter-professional competition (Gray, 1999).
Fourth, the implications of the Sarbanes-Oxley act as well as the shift from principle-
based to rule-based accounting has changed the way in which the large accounting
firms have structured their organizations (Greenwood & Suddaby, 2006), reducing the
importance of the individual accountant. Finally, accountancy firms also face changes
in client demands. Here the role of the traditional accountant is slowly being shifted
towards that of an advisor to the firm, clients are not only more critical towards the
service they receive, but also demand more and different services. All these
developments pushed PSFs to rationalize their service delivery process, adopt more
efficient structures, broaden their activities in consultancy services, and actively
engage in marketing campaigns (Greenwood & Suddaby, 2006). In all, the combined
changes in economic and social trends, legislation and government policies
(Lewendahl, 2005; Maister, 2003; Nanchum, 1996) as well as the product market,
financial and factor pressures (Cooper et al, 1998; Greenwood et al., 1990) have put
strain on the trustee logic, and have lead many PSFs to complement or supplant it with
a more commercial logic (Suddaby & Greenwood, 2005).

These two logics underlie what in the literature on PSFs are discerned as the
two main organizational configurations. The classic P? configuration documented by
Greenwood et al. (1990) hinges on the idea that professional firms rely on a different
set of controls as compared to regular organizations, due to their specific
organizational challenges. As professionals apply an esoteric body of knowledge —
which is difficult to code into knowledge systems—to complex problems they enjoy
high levels of discretion and autonomy in the delivery of their services (Greenwood et
al., 1990). Additionally, senior members who typically own and manage the firms,
continue to contribute to the delivery of the service. They are often responsible for
their particular practice areas and hence place priority hereon in favor of the entire
organization. In practice this means that the strategy of the firm can be described as

the aggregate of the partners’ individual interest (Pinnington & Morris, 2003). In terms
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of organizational systems and practices, the P2-configuration relies primarily on
informal and collegial control mechanisms at the expense of more formal and
hierarchical systems (Greenwood et al., 1990). Additionally they employ credentials-
based hiring practices (Hitt et al., 2001) and use merit-based, tournament type
promotion practices (Gilson & Mnookin, 1988; Malos & Campion, 1995).

The second documented configuration of organizational practices within PSFs
can de described as being more consciously managed (Cooper et al., 1998). The
underlying values of the PSF have shifted from the application of expertise in the
interest of public service to a focus on efficiency and value added provision of the
services rendered by the firm (Pinnington & Morris, 2003). In comparison to the P2
configuration, MPB-organized firms complement their existing P? practices with “more
formal strategic planning, controls over quality of work and productivity of staff,
greater emphasis on coordinated marketing activities and more elaborate and
centralized financial systems (Morris & Pinnington, 1998: 76) in order to avoid
strategic drift (Lorsch & Tierney, 2002). Within the accounting sector, Greenwood and
Suddaby (2006) coined this form the Multidisciplinary Practice, whereas Cooper and
colleagues (1996) within the law industry termed it the Managed Professional
Business. Although different in name, the logic behind the two forms is similar; they

both operate on the basis of a more commercial ethos (Cooper et al., 1996).

1.2 Profits or professionalism?

The fundamental questions raised above will be addressed in the subsequent chapters
starting with the first set of questions: how do PSFs perceive the current institutional
change and what are their organizational responses to the resulting clash of the

professional with the commercial logic?

1.2.1  Heterogeneous organizational responses to changing institutional logics

In PSF research, generalizability is an important issue (Von Nordenflycht, 2010).
Although there is indeed little evidence that generalizing across industries is possible;
our knowledge even within the traditional PSF industries remains limited. For
instance, the change from a professional logic to a more commercial logic has been
documented for large law and accounting firms, however the implications for the

remaining actors in these industries are unclear.
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Institutional logics - defined by Thornton and Ocasio (1999: 804) as “the
socially constructed, historical patterns of material practices, assumptions, values and
beliefs, and rules by which individuals produce and reproduce their material
subsistence, organize time and space, and provide meaning to their social reality” -
shape how organizations and individuals behave in specific organizational fields.
Organizational structures and processes are the expressions of these institutional
logics (Greenwood, Diaz, Li & Lorente, 2009). In the professional industries, as
discussed above, the trustee logic was until recently the dominant paradigm.
However, as major shocks had a detrimental impact on the profitability of PSFs, the
logic shifted towards one with a more commercial focus (Suddaby & Greenwood,
2005). In this chapter I will first focus on the institutional changes faced by the mid-
tier firms and if they feel similarly pressured to respond to the changing logics.

Literature on institutional logics shows four possible outcomes of the clash
between logics: the introduction of elements of a new logic into the dominant one (e.g.
Glynn, 2000), the hybridization of elements of both the old and new logic (e.g. Purdy &
Gray, 2009; Colyvas & Powell, 2006; D’ Aunno, Sutton & Price, 1991), a shift from the
old dominant logic to the newly introduced logic (e.g. Thornton, 2002; Zilber 2002) or
the permanent co-existence of both logics (e.g. Lounsbury, 2007; Marquis &
Lounsbury, 2007; Reay & Hinings, 2005, 2009; Scott, Ruef, Mendel & Caronna, 2000).
Given that the mid-tier accounting firms face the same shocks as the big 4 firms and-
although they have a different client base as compared to the big 4-they too have to
address the changing demands of their clients (ING, 2010). As organizational
responses, given conflicting institutional logics are unlikely to be similar (Oliver, 1991;
Pache & Santos, 2010), the question becomes: which strategic responses do mid-tier
accounting firms use to balance the tension between the professional and commercial
logic? This will be addressed in the second part of this chapter.

In this paper I draw on a sample of eleven out of the twenty-two accounting
firms ranked directly behind the big 4 in terms of revenue. Through interviews with
partners and professionals with decision making authority I sought to answer three
questions: (1) What forces for change are mentioned by the firms; (2) which structures
and practices of the firm did these pressures influence; and (3) what organizational
responses did the firm show given the pressures exerted on their firm? In order to
document “changes in structures and systems” and “the ways in which these changes
coincide with institutional templates” large scale comparative studies are necessary

(Greenwood & Hinings, 1996: 1047). They are necessary as changes involve difficult to
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measure concepts (e.g. resistance) and radical changes take lengthy periods of time.
Hence 1 opted for a qualitative, multiple case study (Eisenhardt, 1989). I first
conducted a within-case analysis. Subsequently, a cross-case analysis (Eisenhardt,
1989) was used to determine the conflicting demands that emanate from the drivers for
change and whether the organizational responses to these conflicting demands were
similar.

By exploring the ways in which the mid-tier accounting firms deal with the
tensions between the traditional trustee logic and the commercial logic in the field of
accounting, we make three contributions. First, I contribute to the literature on
institutional logics and change. Fundamental changes in environmental conditions of
organizations are frequently noted to lead to organizational change (Romanelli &
Tushman, 1994). Within the accountancy sector, changes such as increased regulation,
automation of services, and changing client demands have recently punctuated a long
period of stability in the field, and have forced mid-tier firms to respondent to the
overarching shift from the trustee to the commercial logic. These significant
environmental jolts (Meyer, 1982) are hypothesized in prior literature to result in
revolutionary transformations of organizations rather than their evolutionary
development (Greenwood & Hinings, 1996; Romanelli & Tushman, 1994; Tushman &
Romanelli, 1985). Yet, this is not what we observe in our group of mid-tier firms. These
firms do not show a comprehensive transformational embrace or outright rejection of
the novel commercial logic. Rather, the mid-tier firms respond by addressing separate
and specific strategic and structural issues, which are invoked by the new logic and
relevant for their organization in terms of resource dependencies or autonomy
challenges, in an incremental way. This is caused by their embeddedness in the
existing trustee logic. As such, embeddedness provides a significant force for stability
and causes resistance to change (Granovetter, 1985; Greenwood & Hinings, 1996;
Maguire, 2007; Oliver, 1997) with regard to the demands of the new logic.

The source of resistance is located internal to the firm and this insight forms
my second contribution. In my study, I observe a fragmented implementation of
elements of the new logic. Mid-tier firms thus do not respect the internal coherence of
the commercial logic by adopting all of its constitutive elements simultaneously, but
use it rather strategically and opportunistically by selecting only those elements that
have the perceived potential to resolve concrete managerial challenges regarding
specific strategic issues. The diffusion process of the commercial logic in the field

segment populated by mid-tier firms therefore looks more like a process of
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institutional bricolage (Aldrich, 2010), especially because of the enduring influence on
mid-tier actors’ behavior of the traditional trustee logic. The continued influence of this
logic causes a piecemeal acceptance of elements comprising the new logic as well as
variation in the way new systems are adopted and implemented. The trustee logic
continues to exercise its effect through the embedded action of managing partners as
well as non-partnered accountants, whom are unwilling to forgo their professional
traditions and norms, in no small part because of their vested interests. To deal with
these internal sources of resistance, the majority of mainstream accountancy firms,
adopt and adapt practices that are in the ‘zone of acceptance” (Ansari, Fiss & Zajac,
2010; Lewis & Seibold, 1993; Radnor, Feller & Rogers, 1978). Studying these internal
sources of resistance therefore contributes to our understanding of when and what
strategic responses are likely to form. It informs the diffusion literature by showing the
dynamics of “interrupted, incomplete, or even failed diffusion processes (Johnson,
2009), an area which have so far received very little attention” (Ansari et al., 2010).

My third contribution is to the literature on PSFs by addressing the issue of
generalizability of this literature’s extant findings to other (segments of) professional
fields (Von Nordenflycht, 2010). The change in institutional logics identified and
documented by Greenwood and Suddaby (2006) in their longitudinal qualitative study
of the big 4 accounting firms in Canada cannot straightforwardly be extrapolated to
the rest of the actors in the accounting industry. While Greenwood and Suddaby’s big
4 firms are dealing with multinational clients in a supra-national arena, my mid-tier
firms are well-established in their national setting, engaging primarily with local
clients and experiencing greater influence of national professional organizations. My
findings indicate that the commitment to the traditional trustee logic is considerably
stronger within this group of more locally grounded firms. While I observe that the
group of mid-tier firms respond to the previously mentioned challenges by adopting
elements of the commercial logic, they do not embrace the latter logic consistently, let
alone wholesale. Thus, Greenwood and Suddaby’s (2006) finding that group of elite
firms pushes a comprehensive and consistent agenda propagating the commercial
logic simply does not translate to the group of mid-tier firms. This suggests that
organizational responses to conflicting or changing logics may differ systematically
across the different demographic strata into which organizational fields tend to be

segmented.
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1.2.2  Drivers of professional service firm performance

In my third chapter I take a closer look at the effect of organizational practices on firm
performance. More specifically, I examine the effects of both traditional and novel
organizational performance drivers given the presence of organizational
contingencies.

In delivering their services, PSFs face a number of discretionary choices about
their organizational design (Greenwood & Empson, 2003; Von Nordenflycht, 2010). As
these choices are to some extent interdependent, they can repeatedly be observed
across populations of PSFs in the form of archetypical configurations of properties
(Greenwood, Hinings, & Brown, 1994; Malos & Campion, 2000). Historically, the
organizational design of most PSFs resembled that of the professional partnership. The
archetype of this organizational design was first codified by Greenwood, Hinings, and
Brown (1990), who identified four of its properties. First, senior members of such
partnerships continue to be involved in the actual delivery of professional services.
Second, all professional members routinely apply difficult-to-codify knowledge to
complex problems. Third, these members enjoy levels of autonomy in organizing their
work processes that are not commonly observed in other organizations (Hall, 1968;
Montagna, 1968). Fourth, decision-making in professional partnerships is
decentralized, to foster the tailoring of professional services to specific client demands
(Greenwood et al., 1990). As all four of these properties critically hinge on the quality
of the professional staff, the performance drivers identified by students of professional
partnerships primarily involve human capital (Hitt et al., 2001) and the reputational
capital necessary to recruit top talents in the labor market and signal their quality to
clients (Greenwood et al. 2005).

In more recent years, however, a subset of PSFs has begun to challenge the
dominant features of the professional partnership archetype, in response to demands
for greater efficiency spurred on by intensified competition and deregulation
(Malhotra & Morris, 2009). A choice set of firms in the fields of both accounting
(Greenwood & Suddaby, 2006) and law (Pinnington & Morris, 2003) has adopted a
different but likewise coherent set of properties facilitating professional service
delivery, which center on a greater commercial orientation and more conscious
management. This alternate archetype was first codified and labeled the managed
professional business by Cooper, Hinings, Greenwood, and Brown (1996). It similarly
has four core properties. First, while its senior members remain at least nominally

competent in performing the productive labor of those they supervise (Freidson, 1984),
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they increasingly take on purely managerial roles. Second, while the delivery of
complex knowledge remains its core activity, the managed professional business
increasingly strives to commodify that knowledge, thereby reducing it to a routinized
and codified product (Suddaby & Greenwood, 2001). Third, organizations adopting
this archetype encroach upon the autonomy of the individual professional, as their
management in general becomes more heavy-handed and increasingly establishes
formal bureaucratic control over professional work (Leicht & Fennell, 1997). Fourth, in
managed professional businesses the decision authority related to issues like client
activities and resource allocation becomes increasingly centralized, limiting the
decision powers of non-managing members (Malhotra & Morris, 2009). As these four
properties are all part of a process whereby lateral, peer-based controls are being
supplanted by hierarchical managerial controls, the hallmark of managed professional
businesses is the adoption of formal systems in the areas of organizational governance
and strategy implementation (Cooper et al., 1996; Pinnington & Morris, 2003).

In practice, however, we do not readily observe the wholesale replacement of
the professional partnership by the managed professional business. Rather, we observe
sedimentation: “the persistence of values, ideas, and practices, even when the formal
structures and processes seem to change, and even when there may be incoherence”
(Cooper et al., 1996: 624). Yet the issue of sedimentation raises important but as of yet
unanswered questions about the performance of contemporary PSFs. First, is the
diffusion of organizational features associated with ‘elite’ managed professional
businesses across a wider population of PSFs conducive to their performance? At
present, this question is still very much open. This is not only because a systematic test
of the contribution of formal governance and strategic planning to PSF performance is
still lacking. While these features are sometimes assumed to contribute to PSF
efficiency (Cooper et al., 1996), they may alternatively jeopardize performance by
disgruntling professionals through an assault on their autonomy (Von Nordenflycht,
2010) and by upsetting the fragile balance of understanding between various groups of
internal stakeholders (Empson & Chapman, 2006). Second, how important are the
various drivers of PSF performance relative to one another? Various groups of scholars
have theorized and occasionally tested the effects of important performance drivers in
isolation. Third, which organizational characteristics determine the contingent value of
these performance drivers to PSFs (cf. Greenwood et al.,, 2006; Hitt et al., 2001)?
Structural contingency scholars (Donaldson, 2001) would likely predict that formal

governance and strategic planning are more important as drivers of performance in
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larger, more diversified PSFs. Yet the applicability of contingency theory to PSFs is
uncertain. PSFs can have several organizational characteristics, like being organized as
a federal structure of semi-autonomous practice areas (Anand, Gardner, & Morris,
2007) and utilizing a core technology that is strikingly similar across organizations of
different sizes (Greenwood et al, 1994), that make them less susceptible to
contingency-theoretical explanations. In this chapter I test the influence of four
organizational processes on PSF performance. I argue that both human capital and
reputation are paramount in ensuring successful PSF performance. The implications of
the MPB-related strategy formation and governance practices are yet unknown and I
argue, could potentially have a positive or a negative effect on PSF performance.
Finally, I posit that in the relation between contingencies such as PSF size and
diversification, formalized governance practices and strategic planning will be
positively mediated.

Based on survey data from 792 lawyers representing 354 law firms (a response
rate of 21.2% at the firm level), I use Structural Equations Modeling (SEM) to test my
research model. Hypothesis 1 suggested that human capital would be one of the main
drivers of PSF performance, due to the knowledge-intensiveness of the services PSFs
deliver. My results support this hypothesis, as human capital has a positive and
significant direct effect on PSF performance. Also, Hypothesis 2 stated that PSF
reputation would have a positively effect on performance, as the quality of
professional services is difficult to observe directly (Von Nordenflycht, 2010). This
assertion too was supported by my analyses. Hypothesis 3a predicted a positive effect
of formal governance on PSF performance, due to its ability to rationalize business
practices and manage possible conflicts of interest, while Hypothesis 3b highlighted
the possible negative ramifications of interfering with professionals’ autonomy
through more formal controls. Hypothesis 3b had to be rejected in favor of Hypothesis
3a, as the positive effects of formal governance on PSF performance clearly prevail.
Another set of rivaling hypotheses juxtaposed the possible positive effects of strategic
planning (Hypothesis 4a) with its possible negative effects (Hypothesis 4b).
Hypothesis 4a clearly prevailed over Hypothesis 4b, as benefits like improved resource
allocation and overcoming myopia outweighed costs like practice rejection and
working with planning methods that are possibly ill-suited to the nature of
professional work. The relationship between PSF size and performance was indeed
strongly mediated by formal governance and strategic planning. Similarly, I also

found that the relationship between PSF diversification and performance was
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mediated by formal governance and strategic planning. In short, my analyses support
Hypothesis 5.

Through my findings I contribute to the literature on PSFs in three ways. My
study is the first to empirically assess the effects of novel-to-context organizational
practices, and I find evidence that the positive effects of formal governance and
strategic planning outweigh their negative performance implications. While this
finding is relevant for scholars working on PSF performance, it should also be
interesting to PSF scholars working on the diffusion and legitimation of the managed
professional business archetype (e.g., Brock, 2006, Greenwood & Suddaby, 2006;
Pinnington & Morris 2003; Suddaby & Greenwood, 2005). My study shows that the
spread of this archetype is spurred on not only by the rhetorical strategies and
institutional entrepreneurship of elite PSFs who have a stake in its social acceptance
(Greenwood & Suddaby, 2006; Suddaby & Greenwood, 2005), but possibly also
because adopting its features provides substantive benefits to PSFs in general.

Second, prior work aimed at identifying the drivers of PSF performance has
largely tested their effects in isolation, as most existing studies scrutinize only a single
or maximally two performance drivers. In contrast, my study offers a comprehensive
test of four salient drivers of PSF performance, integrating prior research by scholars
interested in human capital (Groysberg & Lee, 2009; Hitt et al., 2001), firm reputation
(Greenwood et al., 2005), and other drivers. This yields two clear benefits. First, for PSF
scholars interested in performance, a salient benefit of my more inclusive test is that it
establishes the robustness of earlier findings to the inclusion of several other variables
with a known effect on the dependent variable. My finding that these factors continue
to have a statistically significant effect on performance in a competitive test validates
and highlights the relevance of earlier studies. Second, for practitioners interested in
enhancing PSF performance, a clear benefit of my research is that it enables a direct
comparison of the regression coefficients in order to see which performance drivers
matter most, with reputation being the most important driver.

Third, several scholars have recently made a case for a special theory of the
PSF, as the type of services PSFs provide and the organizational design choices they
make to facilitate their delivery set them apart from most other organizational forms
(Empson & Chapman, 2006; Greenwood et al., 2005, Greenwood, Deephouse & Li,
2007; Greenwood & Empson, 2003; Von Nordenflycht, 2010). An important question
for this emerging theory is whether or not it should embrace a contingency-theoretical

set-up, such that its core predictions are theorized to be dependent on PSFs’ scores on
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core contingency variables like organizational size and diversification (Greenwood &
Miller, 2010). My results do suggest that contingency elements should be built into the
design of the nascent theory of the PSF.

1.2.3  External agency relations and agency problems in professional service firms: A

multilevel study

In chapter four of this dissertation, the focus is primarily on PSF’s public or gatekeeper
function. As previously described, PSFs are characterized as having a public function
of protecting vulnerable client and third-party interests. However with the recent
increased emphasis on commercialism, this public function is under strain. In this
chapter I try to uncover which organizational practices mitigate - or propagate —
professional misconduct on the part of lawyers. The set of organizational practices
under examination here are a combination of both practices from the professional logic
and from the commercial logic. This is done, in part, by positioning misconduct by
lawyers as agency problems deriving from external agency relationships.

Agency relationships arise in almost every form of human cooperation,
including vertical delegation relationships (Fama & Jensen, 1983; Klein, Crawford, &
Alchian, 1978) and horizontal co-production efforts (Alchian & Demsetz, 1972;
Holmstrom, 1982). As most PSFs are held by a subset of their employees (Dow, 2003;
Greenwood & Empson, 2003), PSFs do not face agency problems in the classical sense
of separation of ownership and control. However, when defining an agency
relationship to include: (a) a separation of decision making and exposure to the
consequences of those decisions, under conditions of (b) at least partially conflicting
interests and (c) knowledge and information asymmetries (Arrow, 1985; Eisenhardt,
1989), PSFs are subject to external agency problems.

The first type of agency relationship is that between professional and clients.
This relationship is highly vulnerable to the occurrence of agency problems, not only
because of possible conflicts of interest in respect to fees and billable hours (Hayward
& Boeker, 1998), but also on account of substantial information and knowledge
asymmetries, making it difficult for clients to evaluate the quality and integrity of the
professional judgments and actions taken on their behalf (Sharma, 1997). Client
vulnerability is historically one of the most salient reasons behind the
institutionalization of professions such as law and accounting. Professional-client
agency is likely to be associated with agency problems like overbilling, sub-standard

service quality delivery, and neglect of professional ethics. When detected, these
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behaviors tend to give rise to complaints filed by clients with the disciplinary bodies of
professional associations.

The second form of external agency problems of PSFs I define as professional -
third-party agency. In their daily affairs, professionals routinely make decisions that
affect a host of other external parties, even though they do not transact with them
directly. Paradigmatic examples of such ‘third party beneficiaries” (Eisenberg, 1992) are
the beneficiaries of a trust made up by a lawyer, and the participants in public equity
markets relying on the assurance over the annual accounts of public firms provided by
accountants (Goldberg, 1988). The professional association may in all instances be seen
as the principal in this agency relationship as it is the primary enforcer of the rules and
professional standards that protect third-party interests. These professional-third party
agency problems are manifested through breaches of professional rules, standards, or
procedures. Both the professional-client as well as the professional-third party agency
problems is reported to the professional disciplinary bodies in the form of complaints.

I develop a distinctively organizational, multilevel theory of corporate
governance practices in PSFs. In this view, the agency relationships that characterize
PSFs as an organizational form merely constitute the ‘fault lines” along which agency
problems can materialize (Heath, 2009). Whether or not agency problems will actually
occur, however, is at least partly dependent on the specific organization-level
governance practices that PSFs feature, as well as on individual-level risk propensities
that arise from functioning as a professional.

Governance in PSFs has historically been based on informal or “soft” controls,
whose functioning is facilitated by the high degree of face-to-face interaction between
professionals in PSFs (Zey-Ferrel & Ferrell, 1982), and founded in their employees’
commitment to professionalism (Gendron, Suddaby, & Lam, 2006; Hall, 1968). Two
features of the P? configuration function as soft controls containing behavioral risks
resulting from agency relations in PSFs: professional socialization and the social or
‘club’ value that the organization provides to individual professionals. The first set of
practices are aimed at socialization (Anderson-Cough, Grey & Robson, 2000) of their
members with the goal of transferring expert knowledge to junior professionals and
demonstrating expectations regarding appropriate behavior (Brief, Buttram &
Dukerich, 2001). The second set is practices related to the club value of the PSF. As an
organization’s climate influences the behavior of employees (Deshpande, George &

Joseph, 2000), professionals that feel intrinsically bound to the organization are more
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likely to demonstrate appropriate professional behaviors. Stimulating this club value
thus will serve to reduce agency problems.

When referring to hard controls I address the more novel-to-context
organizational practices introduced through the more commercial ethos. I argue that
these controls are likely to increase agency problems. The introduction of performance
and strategic planning practices force professionals to prioritize profits over
professional ethics. This may result in more calculative behavior and may negatively
influence cooperative dispositions (Frank, Gilovic & Regan, 1993) as well the
prevalence of unethical behavior (Frank & Schulze, 2000). Additionally, formal
governance of ethical programs removes the locus of responsibility from the
professional to the organization thus reducing collegial monitoring.

A final set of variables that potentially induce professional misconduct are
related to the individual professional’s risk propensity. In PSFs, individual
professionals are likely to have different propensities to become involved in agency
problems due to the differential risk orientations that result from their experience and
job roles. One vulnerable category is the non-partnered associate. PSFs feature highly
competitive human resource management practices, centered on “up or out’ promotion
principles (Morris & Pinnington, 1998), which stage the process of an associate’s
admission to partnership as an all-or-nothing tournament. In ‘up or out’ systems, the
fruits of several years of deferred compensation, hard work, and relentless dedication
are distributed highly unequally between associates (Becker & Huselid, 1992; Eriksson,
1999). The substantial rewards associated with becoming a partner, the disproportional
influence of the threat of being denied partnership on decision making (Kahneman &
Tversky, 1979), and the single-shot character of promotion to partner decisions all may
lead associates to become more frequently involved in agency problems than
individuals working in different roles.

Another vulnerable category is the experienced professional. With experience,
professionals may become more risk-prone and more frequently involved in agency
problems (Elm & Nichols, 1993). More seasoned professionals can become
overconfident in their own skills and expertise, and may therefore overestimate the
chance of getting away with opportunistic behaviors. More experienced professionals
are also less likely to be subjected to collegial correction of beliefs and behaviors, as
they tend to work more autonomously. Furthermore, experienced professionals also
tend to work on more complicated cases, which increase the chance of them becoming

involved in agency problems.
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Using hierarchical linear modeling on a sample of 2083 lawyers representing
203 law firms (response rates of 53.5% and 36.5%, respectively) I model the effects at
both the individual and the organizational level. My findings suggest that soft controls
are better suited in addressing professional agency problems, mainly through
socialization processes. The presence of strategic planning on the other hand
exacerbates the number of complaints. In terms of individual risk propensity I find
that more seasoned professionals are likely to receive more complaints, whereas junior
associates receive significantly less complaints.

Based on these findings I contribute to the literature in three ways. First, my
study contributes to the emerging literature on the corporate governance of non-
publicly listed firms (Daily & Dollinger, 1992; Gomez-Mejia, Takdcs Haynes, Nufiez-
Nickel, Jacobson, & Moyano-Fuentes, 2007; McCahery & Vermeulen, 2008; Schultze,
Lubatkin, Dino & Buchholz, 2001). Second, after conceptualizing agency problems in
PSFs, my findings suggest that the type of long-established informal practices that
feature predominantly in PSFs of the P?-type (Greenwood et al., 1990) are better
attuned to the specific governance challenges of PSFs than the more formal practices
characterizing MPB-like PSFs (Cooper et al., 1996). Presumably, this is because these
informal practices are better suited to deal with hard-to-observe and difficult-to-
monitor professional behaviors than more formal organizational practices (Greenwood
& Empson, 2003). While the latter seem better attuned to monitoring economic
performance, and have often been specifically adopted for that purpose, they also
appear to ‘crowd out’ traditional professional values from PSFs (Frey & Jegen, 2001).
In general, my findings suggest that effective corporate governance practices are likely
to be highly specific to an organizational form, and emphasize the need for corporate
governance researchers to move beyond the study public firms and research the
governance challenges and practices of other organizational forms, even if the data for
such studies is difficult to collect.

Third, in this study I show that individual-level risk factors also play a role in
the PSF context, where they can put additional strain on the unique types of agency
relationships that characterize this organizational form. While we have only just begun
to understand the finer-grained mechanisms through which professionals come to
accept excessive risk and reduce the self-policing impact of professional norms on their
behavior, my findings do point out new avenues for PSF research. In particular, they

demonstrate the applicability of demographic (Hambrick & Mason, 1984) and
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decision-making (Hitt & Tyler, 1991) theories of organizational action in the PSF

context.

1.2.4  Organizational forms and professional service firm outcomes: A set-theoretic

study

In the final chapter of this dissertation, the main contribution lies in using set-theory to
analyze the effects of specific organizational configurations of practices on the two
principal objectives of PSFs: maximizing their professional standards and the quality
of their professional work, and maximizing their profits and broader commercial
performance.

The first step to this aim is to check whether the two configurations previously
discerned by the literature - the P2 (Greenwood et al., 1990) and the MPB (Cooper et
al., 1996) - are the only extant configurations in the law industry, or whether there are
also different configurations present. Although several landmark studies embracing
these two configurations (Greenwood et al., 2002, 2005; Hitt et al., 2001; Suddaby &
Greenwood, 2005) set the stage for a productive stream of empirical research on PSFs,
they also raised a number of fundamental questions in regard to PSF configurations.

First, as most of the foundational work on PSF configurations is qualitative
and interpretative (e.g., Robertson, Scarbrough, & Swan, 2003; Suddaby & Greenwood,
2005) or conceptual (e.g., Greenwood & Empson, 2003; Malhotra & Morris, 2009) in
kind, we presently lack a more systematic empirical validation of the P? and MPB
configurations.

Second, against the backdrop of contingency-theoretical explanations of the
substantive and symbolic performance of organizational forms (Donaldson, 2001;
Drazin & Van de Ven, 1985), the extant PSF literature raises the question whether the
P2 and MPB configurations are well-fitted and efficient organizational forms, or
whether they owe their existence primarily to the competition-reducing institutional
peculiarities of the professional environment in which they operate (Von Nordenflycht
2010). All firms need to address the contingencies they face in their environment in
order to achieve fit and maximize their effectiveness (Donaldson, 2001; Drazin & Van
de Ven, 1985). Consequently, top management of law firms has to decide how to use
their resources in order to support their different activities (Penrose, 1959; Lewendabhl,
2005). This choice is primarily related to how the firm sees its product/market strategy
(Ansoff, 1967), i.e. who are its clients, what will be its geographical reach, and finally,

what types of services will it deliver. I argue that P2 organized firms are uniquely
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suited to deliver specialty services of high quality to local or national clients. This
compared to the MPB organized firms that are best at serving international clients that
demand generic, one-stop-shop services. Configurations that fall in between the two
configurations will not be able to offer these services as efficient as the pure forms.
Therefore, I propose that pure configurations will outperform mixed configurations
both in terms of substantive and symbolic performance.

Third, and as stated, all PSFs serve at least two objectives. One is the public
objective of serving vulnerable client and third-party interests, for example by
buttressing the legal system (law firms) or by ensuring the materiality and
transparency of information in financial markets (auditing firms). Another is the
private objective of generating profits for the owners of the firm. Prior contributors
have argued that PSF’s public objectives have greater currency in the P? configuration,
while private objectives are deemed more important in the MPB configuration (Cooper
et al., 1996; Greenwood & Suddaby, 2006). Given that firms will rarely - if ever - be
able to maximize multiple objectives simultaneously (Jensen, 2002), I argue that the P2
configuration - which prioritizes the professional objective - outperforms the MPB -
which prioritizes the profit objective - and mixed configurations in the degree of
violations of client and third-party interests.

I test these propositions on a sample (n = 450) of Dutch law firms. Using
survey data I can determine per firm whether it is organized along the P? or MPB
configuration or whether a firm is a hybrid. Using fuzzy-set qualitative comparative
analysis (fs/QCA: Fiss, 2011), I am able to map multi-variate causal complexity and its
implication for performance, reputation and misconduct.

First, contributors to the PSF literature have previously documented two
organizational configurations, the P? and the MPB (Greenwood et al., 1990; Cooper et
al., 1996). However, their description has been based on interpretative case studies,
and with the notable exception of Pinnington and Morris (2003), the extent of their
applicability in the entire domain of a professional industry such as law and
accounting has not been researched. Based on the outcomes of my study, my
contributions are threefold. First, I find evidence that the MPB is indeed a common
organizational configuration, and that it has persisted to this day in much the same
form as was originally described by Cooper and his associates (1996). Second,
however, my results also show that the P?-configuration, while still discernable, no
longer exists in exactly the same form as first described by Greenwood and his

colleagues (1990). Specifically, I observe that, consistent with the broader societal trend
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towards formalization, efficiency, and commercialization (Suddaby & Greenwood,
2005), law firms are also subject to these institutional forces. Originally the P>
configuration relied exclusively on informal and collegial manners of supervision and
control. Yet I find that especially the reliance on the informal governance practices has
been wholly replaced by formal governance and strategy formation processes.
However, consensus decision making remains the most adequate form of inter-partner
interaction. To highlight this change that has occurred in the P? configuration, I
dubbed this form the P21.

Second, I have assessed the causal links between the various types of
configurations present in the Dutch law industry and their substantive and symbolic
performance. What is noteworthy about these analyses is that I detected that only P2!
and MPB configurations are present in the Dutch law industry, but also a number of
different hybrid configurations. Whereas such hybrid configurations have been
described in the literature as being unstable and inconsistent in their values, systems,
and structures (Gray, 1999), my analyses show that they do not necessarily yield poor
performance. While I cannot assess whether these hybrids are stable or unstable, their
performance and reputation implications are often positive. On the other hand, the
MPB configuration in its purest form appears to be the most powerful configuration
for generating high substantive and symbolic performance. These results seem to
support a generic structural contingency theory-based take on PSF performance,
indicating that the success of PSF configurations is dependent on the contingencies
these firms face.

My third contribution entails an improved understanding of what produces
the darker side of organizational configurations. Specifically, my answer to the
question as to what causes PSFs to engage in misconduct (Greve, Palmer, & Pozner,
2010) and jeopardize vulnerable client and third party interests lies in the tradeoffs that
PSFs must necessarily make when combining public and private objectives. In general,
PSF research treats these two objectives as being separate, while the findings I have
reported suggest the necessity of conjoint analysis. What my empirical results show,
however, is that it is absolutely critical to assess the private and public objective
functions of PSFs simultaneously when vetting the effectiveness and desirability of
any PSF configuration in particular. For example, the MPB configuration offers an
organizational design that does well in terms of private objectives by ensuring high
substantive and symbolic performance, but it does so at the cost of poor outcomes on

public objectives: the MPB scores very high in terms of the level of organizational
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misconduct it produces. The absence of strong informal governance, through which
professionals can collegially correct one another’s misdeeds and which is one of the
hallmarks of the original P2-configuration, is the key ingredient that is missing in these
firms. As my analyses suggest, informal governance can be used as a complement to or
as a substitute for formal governance when organizational size, complexity, and scope
are minimal. However when PSFs grow, diversify, or internationalize, they require

more formal governance.

1.3 Final remarks and structure of this dissertation

My overarching question was: what are the effects of the changing logic from
professionalism to commercialism on PSFs? In effect should PSFs focus on profits or
professionalism? This is an important question for professionals when designing their
organizations as the findings in this dissertation suggest that they are difficult to
combine with a single configuration. Given the importance of PSFs in the
contemporary economy, I contribute to our understanding of the impact of
organizational design on corporate objective functions. With this dissertation, I aspire
to say something of interest to academics, practitioners and public policy makers alike.
Although I have given only a cursory overview of my findings in this introduction, I
will address these issues in the remaining chapters. In chapter two I show how
accountants at mid-tier accountancy firms perceive and deal with the push towards
commercialization. In chapter three I focus on the effects of novel and traditional
performance drivers on PSF performance. In chapter four, I again focus on the
different sets of practices in order to investigate their impact on misconduct. In the
final chapter I look at configurations of organizational practices and at their impact on

performance, reputation and misconduct.
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Chapter 2. Heterogeneous organizational

responses to conflicting institutional logics!

Abstract

We study how mid-tier accounting firms engage with changes in their institutional
environment that results in a shift from a trustee logic to a commercial logic. We find
that these mid-tier firms selectively adopt practices related to the commercial logic,
while retaining a principal commitment to the trustee logic. Main strategic issues for
the mid-tier firms relate to the changing role of the accountant and changes in
organizational structure and practices. As these issues fundamentally challenge
characteristics of their professional identity, there is internal resistance against this
transformation. Non-partnered accountants mainly challenge new roles that upset
their extant work routines, whereas partners resist changes affecting their autonomy.
These types of resistance directly impact the strategic organizational responses
accounting firms undertake. The upshot of our analysis is an enriched understanding

of actor engagement in processes of institutional transformation.

2.1 Introduction

In prior investigations of processes of institutional change, scholars have pointed to
the importance of institutional tension based in the incompatibility of competing
institutional logics (Seo & Creed, 2002; Thornton, Jones & Kury, 2005; Thornton &
Ocasio, 2008). Institutional logics reflect the socially constructed basis of “historical
patterns of material practices, assumptions, values and beliefs, and rules by which
individuals produce and reproduce their material subsistence, organize time and
space, and provide meaning to their social reality” (Thornton & Ocasio, 1999: 804).
They shape how organizations and individuals behave and thereby affect
organizational structures and processes (Greenwood, Diaz, Li & Lorente, 2009). While

logics are fundamental and influential, organizational fields are rarely subject to a

1 This chapter is co-authored with Dr. Bas Koene and Shelly S. Linssen, MSc. A previous version of this
paper was presented at the EGOS consortium in Lisbon, 2010. This paper is currently under review at
Accounting Organizations and Society.
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single dominant logic. Rather, firms have to contend with multiple, often contradicting
logics that affect institutional stability and change (c.f. Lounsbury, 2007; Marquis &
Lounsbury, 2007; Thornton et al., 2005; Raey & Hinings, 2005; Purdy & Gray, 2009).

When external expectations regarding these conflicting logics are unclear, this
leaves room for managerial discretion (DiMaggio, 1988; Oliver, 1991; Weaver, Trevifio
& Cochran, 1999b). Therefore, intra- and interorganizational sociopolitical conflict will
affect the adoption processes of practices related to these conflicting logics (Fiss &
Zajac, 2004), as practices will not necessarily be in line with the goals and strategies of
sets of actors within and between firms (Lounsbury, 2007). It is therefore unlikely that
strategic responses to conflicting logics will be similar across all actors populating an
organizational field (Pache & Santos, 2010). Following Greenwood et al. (2009), we
look at the heterogeneity of organizational responses in a well-documented
organizational field: the accounting industry. Greenwood and Suddaby (2006) showed
how a new organizational form developed under the auspices of a limited set of elite
firms. They described how the development of the big 5 accounting firms and
concomitant developments in their international environment led to a tension between
the traditional trustee - or fiduciary (Thornton et al., 2005) - logic and an emerging
commercial - or corporate (Thornton et al., 2005) - logic. The big 5 accounting firms
were instrumental in advancing the commercial logic, as developments both in the
internal and external environment disengaged these elite firms from the traditional
trustee logic (Greenwood & Suddaby, 2006).

Where most studies focus on the elite (Greenwood & Suddaby, 2006) or the
mavericks (Leblebici, Salancik, Copay & King, 1991), the core of an organizational field
consists of mainstream firms and studies examining change within this group has
remained limited (Hardy & Maguire, 2008). In this paper we investigate the strategic
responses (Oliver, 1991) displayed by mid-tier accountancy firms in the Netherlands in
the face of conflicting demands of the trustee and commercial logic. These mid-tier
firms present an interesting sample for three reasons. First, although still quite large in
size (both in terms of employees and revenues), they are less able to directly influence
and change their organizational field as compared to the big 4, which could possibly
lead to a different set of organizational responses. Secondly, their client base differs, as
they tend to serve smaller more local clients than the big 4. Hence, they face different
client demands. Third, given the relatively small size of the professional cadre and the
relatively easy access to the strategic apex of the firm, non-partnered professionals still

have a great deal of influence on its day-to-day operations.
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By exploring the ways in which the mid-tier accounting firms deal with the
tensions between the traditional trustee logic and the commercial, we make three
contributions. First, we contribute to the literature on institutional logics and change.
Fundamental changes in environmental conditions of organizations lead to
organizational change (Romanelli & Tushman, 1994). Within the accountancy sector,
changes such as increased regulation, automation of services, and changing client
demands have recently punctuated a long period of stability. These significant
environmental jolts (Meyer, 1982) are hypothesized in prior literature to result in
revolutionary transformations of organizations rather than their evolutionary
development (Greenwood & Hinings, 1996; Romanelli & Tushman, 1994; Tushman &
Romanelli, 1985). Yet, this is not what we observe in our group of mid-tier firms. These
firms do not show a comprehensive transformational embrace or outright rejection of
the novel commercial logic. Rather, the mid-tier firms respond by addressing separate
and specific strategic and structural issues, which are invoked by the new logic and
relevant for their organization in terms of resource dependencies or autonomy
challenges, in an incremental way. This is caused by their embeddedness in the
existing trustee logic. As such, embeddedness provides a significant force for stability
and causes resistance to change (Granovetter, 1985; Greenwood & Hinings, 1996;
Maguire, 2007; Oliver, 1997).

The source of resistance is located internal to the firm and this insight forms
our second contribution. In our study, we observe a fragmented implementation of
elements of the new logic. Mid-tier firms use it strategically and opportunistically by
selecting only those elements that have the perceived potential to resolve concrete
managerial challenges regarding specific strategic issues. The diffusion process of the
commercial logic in the field segment populated by mid-tier firms therefore looks
more like a process of institutional bricolage (Aldrich, 2010), especially because of the
enduring influence of the traditional trustee logic on mid-tier actors’” behavior. This
influence results in a piecemeal acceptance of elements comprising of the new logic as
well as variation in the way new systems are adopted and implemented. The trustee
logic continues to exercise its effect through the embedded action of managing
partners as well as non-partnered accountants, whom are unwilling to forgo their
professional traditions and norms, in no small part because of their vested interests. To
deal with these internal sources of resistance, the majority of mainstream accountancy
firms adopts and adapts practices that are in the ‘zone of acceptance’ (Ansari, Fiss &
Zajac, 2010; Lewis & Seibold, 1993; Radnor, Feller & Rogers, 1978). Studying these
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internal sources of resistance therefore contributes to our understanding of when and
what strategic responses are likely to form. It informs the diffusion literature by
showing the dynamics of “interrupted, incomplete, or even failed diffusion processes
(Johnson, 2009), an area which have so far received very little attention” (Ansari et al.,
2010).

Our third contribution is to the literature on PSFs by addressing the issue of
generalizability of this literature’s extant findings to other (segments of) professional
fields (Von Nordenflycht, 2010). The change in institutional logics identified and
documented by Greenwood and Suddaby (2006) in their longitudinal qualitative study
of the big 4 accounting firms cannot straightforwardly be extrapolated to the rest of the
actors in the accounting industry. While Greenwood and Suddaby’s big 4 firms are
dealing with multinational clients in a supra-national arena, our mid-tier firms are
well-established in their national setting, engaging primarily with local clients and
experiencing greater influence of national professional organizations. Our findings
indicate that the commitment to the traditional trustee logic is considerably stronger
within this group of more locally grounded firms. While we observe that mid-tier
firms respond to the previously mentioned challenges by adopting elements of the
commercial logic, they do not embrace the latter logic consistently, let alone wholesale.
Thus, Greenwood and Suddaby’s (2006) finding that a groups of elite firms pushes a
comprehensive and consistent agenda propagating the commercial logic simply does
not translate to the group of mid-tier firms. This suggests that organizational
responses to conflicting or changing logics may differ systematically across the

different demographic strata into which organizational fields tend to be segmented.

2.2 Theoretical orientation

2.2.1 Shifting institutional logics

Traditionally, the accounting industry was governed by a trustee logic (Suddaby &
Greenwood, 2005) where professional values and a feeling of societal guardianship
were central to the professional identity. Professional audit practices were the core of
the accountants” activities and as these activities meant applying an esoteric body of
knowledge to complex problems, they enjoyed high levels of discretion and autonomy
(Greenwood, Hinings & Brown, 1990). Additionally, senior members, who typically

own and manage the firms are often responsible for their particular practice areas and
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hence place priority hereon. In practice this means that the strategy of the firm can be
described as the aggregate of the partners’ individual interest (Pinnington & Morris,
2003). In terms of organizational systems and practices, these firms relied primarily on
informal and collegial control mechanisms at the expense of more formal and
hierarchical systems (Greenwood et al., 1990).

However, recently the accounting industry experienced a number of
upheavals that challenged traditional professional practice. First, technological
developments have had significant impact on the audit process. Computer aided audit
systems have reduced the complexity and labor intensity of the audit process (Brock,
2006). In the Netherlands, the introduction of a standardized software language XBRL
meant additionally increases in efficiency and ultimately less billable hours in the
consolidation practice (ING, 2010). On the client side, the increased emphasis on costs
and the internet and mobile technologies that allow for shopping around, add to the
pressure on the fees of the audit process (Aharoni, 1999). Secondly, due to
globalization, accountancy practices now have to deal with international standards
and practices of their international clients (Nanchum, 1996), leading to new knowledge
requirements of accountants. Third, statutory protection for providing services has
been reduced or removed (Hart, Schlesinger & Maher, 1992). This resulted in growing
intra- and inter-professional competition (Gray, 1999). Fourth, the implications of the
Sarbanes-Oxley act as well as the shift from principle-based to rule-based accounting
has changed the organizational structure of accounting firms (Greenwood & Suddaby,
2006), reducing the importance of the individual accountant. In the Netherlands, for
those firms that perform statutory audits of annual and consolidated accounts, the Wet
toezicht accountantsorganisaties (Wta; law on the supervision of accounting firms),
has been implemented. This law entails that accountancy firms require permits for
statutory audits, the allocation of which is determined by a number of stringent
quality demands. This has led to a decrease in the number of firms allowed to conduct
audits. The Wta has created a large barrier of entry as the costs of these permits, are
significant. There are the direct costs of obtaining and maintaining this permit as well
as indirect costs stemming from the investments firms have to make in their quality
systems (ING, 2010). Finally, firms also face changes in client demands. Here the role
of the traditional accountant is slowly being shifted towards that of an advisor to the
firm. Clients are not only more critical towards the service they receive, but also
demand more and different services. This full service advice is also increasingly

demanded by the firms serviced by the mid-tier firms in the Netherlands (ING, 2010).
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These developments pushed accounting firms to rationalize their service
delivery process, adopt more efficient structures, broaden their activities in
consultancy services, and actively engage in marketing campaigns (Greenwood &
Suddaby, 2006). Combined, the changes in economic and social trends, legislation and
government policies (Lewendahl, 2005; Maister, 2003; Nanchum, 1996), as well as
those in product market, financial and factor pressures (Cooper, Greenwood, Hinings
& Brown, 1998; Greenwood et al., 1990) have put strain on the trustee logic formerly
dominant in the accounting sector and resulted in the propagation of the commercial
logic (Suddaby & Greenwood, 2005). Under this logic the large accounting firms can be
described as more consciously managed. The underlying values have shifted from the
application of expertise in the interest of public service to a focus on efficiency and
value added provision of the services rendered by the firm (Pinnington & Morris,
2003). To assure this efficiency and avoid strategic drift (Lorsch & Tierney, 2002) the
large accounting firms introduced formal strategic planning and governance,
emphasized marketing and work with centralized financial systems (Morris &
Pinnington, 1998).

2.2.2  Strategic responses

Changing institutional demands inherently result in a changed organizational field.
Literature on institutional logics shows four possible outcomes of the clash between
logics: the incorporation of elements of a new logic into the dominant one (e.g. Glynn,
2000), the hybridization of elements of both the old and new logic (e.g. Purdy & Gray,
2009; Colyvas & Powell, 2006; D’ Aunno, Sutton & Price, 1991), a shift from the old
dominant logic to the newly introduced logic (e.g. Thornton, 2002; Zilber, 2002) or the
permanent co-existence of both logics (e.g. Lounsbury, 2007; Marquis & Lounsbury,
2007; Reay & Hinings, 2005, 2009; Scott, Ruef, Mendel & Caronna, 2000). The mid-tier
accounting firms face the same upheavals and as a result organizational responses in
the face of conflicting institutional logics are unlikely to be similar (Oliver, 1991; Pache
& Santos, 2010).

Oliver (1991: 145) points to the lack of “attention to the strategic behaviors that
organizations employ in direct response to the institutional processes that affect
them.” Drawing on institutional and resource dependence theory she describes how
organizations within the field react and behave. To cope with institutional demands
firms can employ five different strategic responses: (1) acquiescence, organizations

accede to institutional pressures; (2) compromise, organizations try to balance between
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inconsistencies between institutional expectations and organizational objectives; (3)
avoidance, organizations try to preclude the necessity of conformity; (4) defiance,
organizations actively resist institutional expectations; and (5) manipulation,
organizations actively try to redefine the institutional expectations. Following the
publication of this seminal work, a productive research stream developed to uncover
which strategic responses are employed by firms in various settings. This research
stream can be classified in three categories of articles.

By far most articles discuss shifts in the organization field of firms and the
resulting demands placed upon them by field members. However, these studies often
investigate a specific issue facing focal firms to which they need to respond rather than
wholesale shifts in logics. Additionally, the possible responses of these firms are
limited to mostly acquiescence/adopt or defiance/non-adopt. For example, adoption
or resistance has been tested for cesarean surgeries (Goodrick & Salancik, 1996),
university recycling programs (Lounsbury, 2001), divisionalization (Thornton, 2002),
independent professional money management firms (Lounsbury, 2007), shareholder
value orientation (Fiss & Zajac, 2004, 2006), investor relations departments (Rao &
Sivakumar, 1999), issue management practices (Greening & Gray, 1994), work family
issues (Milliken, Martins & Morgan, 1998), information systems outsourcing (Ang &
Cummings, 1997) and TQM systems (Westphal, Gulati & Shortell, 1997). As such, the
focus of these studies is on inter-firm differences in responses to specific issues on a
field level often explained through firm level variables. A significantly smaller set of
papers directly investigates all five strategic responses, however again geared towards
specific issues (e.g. Goodstein, 1994; Ingram & Simons, 1995). The final category of
papers study organization responses through in-depth case studies that look at field
level changes with regard to shifting institutional logics. In these studies, however the
focus on the reconfiguration of logics and strategic options of firms are implicitly
assumed rather than formally investigated (e.g. Hoffman, 1999; Townley, 2002).

Recently, Pache and Santon (2010) argued that the type of strategic response
given by firms is not solely determined by external forces, rather by internal
representation. The term internal representation is different from the term dominant
coalition (Cyert & March, 1963; Thompson, 1967) as this refers to a particular group
that has superior power of the remaining constituents. This is not necessarily the case
in terms of internal representation, logics can also not be represented or two equally
powerful coalitions may support different logics. Internal representation is determined

in part by hiring practices of professionals that adhere to a different set of norms
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(D’Aunno et al, 1991). It is also influenced by perceptions of the existing internal
audience based on the dominant institutional logic in which they operate (Friedland &
Alford, 1991). As compared to the previous studies investigating organizational
responses, we focus on a shifting logic to which multiple strategic responses are
possible given the influence of internal representation. Therefore our research question

is:

Research Question: Which strategic responses do mid-tier accounting
firms use to balance the tension between the trustee and commercial

institutional logics?

2.3 Methods

2.3.1 Rationale

The aim of this research is to elaborate our current theoretical understanding (Lee,
Mitchell & Sablynski, 1999) regarding multiple institutional logics and their impact on
the heterogeneity of organizational responses. Similar to Greenwood and Suddaby
(2006) we use inductive reasoning, to map organizational responses to institutional
pressures as perceived in the demographic of mid-tier accounting firms. In order to
document “changes in structures and systems” and “the ways in which these changes
coincide with institutional templates” large scale comparative studies are necessary
(Greenwood & Hinings, 1996: 1047). They are necessary as changes involve difficult to
measure concepts (e.g. resistance) and radical changes take lengthy periods of time.
Hence we opted for a qualitative, multiple case study (Eisenhardt, 1989) and use event
sequencing of historical and contemporary processes (Lee et al., 1999) within and
between cases. In order to disentangle the process of organizational change we draw

on interview and archival data.

2.3.2  Research context: The Dutch accountancy sector

The accountancy firms included in the sample are drawn from these 22 largest
accountancy firms listed directly behind the big four firms. In terms of profits and
full-time employees mid-tier firms differ substantially from the big 4 accounting firms.
In the ranking of largest accounting firms in the Netherlands the big 4 are followed by

three firms with profits in excess of €100 million and employing over 1000 fte. The

30



Heterogeneous organizational responses to conflicting institutional logics

following six firms have over €50 million in profits and employ over 500 employees.
Finally, the remaining 13 mid-tier firms have profits in excess of €15 million and

employ more than 150 employees (www.accountant.nl).

2.3.3  Data sources

We define our sample geographically, which is a tried and tested sampling method for
professional organizations whose operations are (somewhat) contingent on the
jurisdiction in which they are active (Ruef & Scott, 1998; Greenwood & Suddaby, 2006)
Our data was collected from 2009 to 2011, in the jurisdiction of the Nederlandse
Beroepsorganisatie voor Accountants (NBA; Dutch Accounting Association).

Our primary sources of data are interviews with senior-level informants
within 11 mid-tier accounting firms in the Netherlands (see table 1 for firm and
informant information). These informants were theoretically sampled on a number of
characteristics (Corbin & Strauss, 2008). First, the informants needed to have insight in
the strategic plans of the firms. Preferably - and most of our informants were - the
informants needed to be (managing) partners and as such have decision making
authority. Secondly, the informants represented the different areas of the firm such as

the audit branch, the consolidation branch and the fiscal branch.

Table 1: Informant information

Firm Informants
Al Turnover =€215.7  CEO (20 years at firm)
A2 million National senior manager (3 years at firm)

A3 # FTE = 1950 Managing partner (8 years at firm)
A4 OOB licensed Regional managing partner (25 years at firm)
Bl Turnover = € 115.5 Regional managing partner (7 years at firms)
B2 million Managing partner audit (9 years)
B3 # FTE = 1160 Managing partner accountancy (2 years at firm)
OOB licensed
C1 Turnover =€111.7  Senior policy maker HR (5 years at firm)
2 million Regional managing partner (9 years at firm)
C3 # FTE = 1280 Director general business affairs (15 years at firm)
D1 Turnover = € 97.2 National managing partner (28 years at firm)
D2 million Regional managing partner (12 years at firm)
D3 # FTE = 866 Managing partner (12 years at firm)
D4 QOB licensed National managing partner & member of the board (21 years at
firm)
E1 Turnover = € 68.8 CEO (6 years at firm)
E2 million Managing partner & member of the board (40 years at firm)
E3 # FTE = 756 Partner (2 year at firm)
F1 Turnover = € 59 Senior relations manager (1 year at firm)
F2 million Regional manager tax and international affairs (11 years at firm)
F3 # FTE = 636 Regional manager accountancy (21 years at firm)
Gl Turnover = € 53.5 Managing partner & international representative (9 years at firm)
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G2 million National managing partner & member of the board (29 years at
# FTE = 465 firm)
G3 OOB licensed Managing partner (18 years at firm)
G4 Managing partner (22 years at firm)
H1 Turnover = €43.3 Managing partner audit (15 years at firm)
H2 million Managing partner accountancy (16 years at firm)
H3 # FTE =476 Compliance officer and director of education (8 years at firm)
1 Turnover = € 29.6 Senior Manager (3 years at firm)
12 million Managing partner audit, member of the board (5 years at firm)
I3 # FTE =293 Director Audit (13.5 years at firm)
J1 Turnover = € 21.3 Managing partner (1 year at firm)
million
# FTE =161
K1 Turnover = €17.4 Regional managing partner (6 years at firm)
K2 million Regional managing partner (16 years at firm)
K3 # FTE = 180 Regional managing partner (3 years at firm)

As we study institutional logics conflicts we are tapping into cognitive aspects
such as perceptions, thought and interpretation we are at the risk of several biases
(Miller, Cardinal & Glick, 1997). In order to mitigate subject biases, we used multiple
informants per firm. The added benefit of using multiple informants is that it often
results in richer data (Schwenk, 1985). In the first instance, the managing partner or
director was contacted and informed about the study’s objectives and asked to
participate in an interview. Subsequently, using snowball sampling (Kerlinger, 1986),
we asked the first informant to specify at least two other potential informants. The
interviews ranged from one to one and a half hour in length. We always started by
asking the informant background information on the firm as well as the informant.
Hereafter, open-ended questions were used to elaborate on five important forces for
change in the accounting industry. Open-ended questions lead to higher accuracy in
reports (Miller et al., 1997). Examples of questions include: “what are the five most
important changes in the firm’s environment that led to changes in the mindset of the
firm?” Why were these changes seen as important in the firm?” Subsequent questions
were used to uncover the effects of these forces on the strategy and/or structure in the
last five years within the informants’ firm. Example questions include: “what were the
influences of these changes on organizational structures and practices?” “What is the
best response to the changes for your firm in terms of strategies, structures and
practices?” “Why was this response (not) chosen?” “Was their any resistance to the
changes in the firm?” All interviews were recorded and transcribed. The total number
of transcribed pages amounted to 1400 double-spaced pages. In order to minimize
retrospective bias (Miller et al., 1997), we asked informants to reflect on real time and

retrospective change or non-change events. This motivated informants to tell their
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story on (non-)changes in their firm and the substantiation of accounts through
instructive examples. We also provided anonymity for both the informants as well as
the firms they represent to encourage openness with regard to the strategic responses
of the firms (Miller et al., 1997). As these informants are at the heart of organizational
decision making, they are exceptionally knowledgeable and reliable regarding the
events they were asked to describe (Kumar, Stern & Anderson, 1993; Seidler, 1974).
These example events thus referred to structural (e.g. directive decision making),
strategic (e.g. extension of services rendered) or changes in practices (e.g. cold
acquisition). Subsequently, we compared responses of the multiple informants of the
firms, on these change issues. If there exits substantial differences between the
accounts of informants of the same firm, retrospective biases are present or our
interview protocol is unreliable. This did not prove to be the case as we did not find
significant difference between the responses between stories and instructive examples
of respondents of the same firm (Seidler, 1974).

We used additional sources of data in order to address potential subject bias
(Jick, 1979). Archival data on both changes in the industry as well as changes within
firms were consulted when available. We used three different kinds of archival
information. First, we used annual reports (2008-2010) of the professional accountancy
association in order to determine key trends as well as important legislative changes
within the accountancy industry. Secondly, we perused the companies’ websites to
uncover any press releases (from 2008-2011) for descriptions of major changes the
firms have gone through. Finally, we used information drawn from industry journals
(e.g. Maandblad voor Accountancy and Bedrijfseconomie (MAB; Monthly journal on
accountancy and business economics). Information herein was analyzed after the
interviews were held and was used to supplement both the information of forces for
change in the field, as well as changes that were initiated by various actors in the field.
These data were primarily used to corroborate the information drawn from the

interviews however at times it was used to supplement our data.

2.3.4  Data analysis

The data analysis had both a planned and emergent character. During the analysis the
authors shifted back and forth between raw data and theory in order to make sense of
the effect of conflicting logics on organizational responses (Glaser & Strauss, 1967). In
doing so, we focused on three basic questions: (1) what forces for change are

mentioned by the firm; (2) what elements of the firm did these pressures influences;
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and (3) what were the organizational responses given by the firm? The process
involved two distinct steps.

Stage 1. Case studies were written for each of the firms in the sample based on
informant quotes as well as archival data (Graebner, 2009) and varied in length
between 20 to 40 pages. In these case studies, first, the drivers of institutional change
that resulted in conflicting institutional logics were coded. Following common
inductive processes, we went from broad generic classification of the issues related to
the questions above in the first coding round, to more specific categories in coding
round two. In the first round quotes that identified drivers for change were coded as
such. In the second round of coding, these drivers were classified in more specific
categories such as stemming from rules and regulation, or automation of processes.
These drivers where subsequently analyzed for their influence on the two existing
institutional logics. However, as it is difficult to empirically identify institutional logics
we followed Jarzabkowski, Matthiesen and Van de Ven (2009) by searching for
indicators of these logics in our data. We looked in particular for evidence of norms,
beliefs and values associated with each of these logics such as quality standards,
professionalism for the trustee logic and efficiency and profitability for the commercial
logic.

For the organizational points of contention we open-coded first, for broad
categories (e.g. accountant to advisor, organizational governance, etc). These broad
categories were specified to the particular issues pertaining to that category (i.e. for
organizational governance: background management & decision making). When
coded these organizational points of contention could be grouped in two categories
(Table 2) of strategic themes for our mid-tier firms: (1) the changed role of the

accountant; and (2) changes to the organization’s structure and practices.

Table 2: Organizational change categories

Role of the accountant Organization
Accountant to Advisor Organizational governance
Core business(Consolidation-Advise) Background management/board members
Training Decision making/voting (all-directive)
(Advisory) Services Performance pay system
Formal business development Division profits
Range of services, specialist concept Evaluation functionality
Client acquisition(reactive-proactive) Organizational structure
Cold Acquisition (Merging) Number of locations
Mentality professionals Critical mass
Work/life balance Separation audit & advisory
Part time employment Service lines
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General mentality Staff services
Automation of services Internationalization
Portals/ Online Service Network

XBRL Clients/ Services

In the third round we looked for specific examples of the categories. For
example, for organizational governance, the authors coded whether a firm engaged in
directive or consensus decision making.

The final part in writing the individual case studies was coding the
organizational responses to each of the organizational points of contention. We
excluded the avoidance strategy, as in all our cases the firms engaged with at least one
of the logics legitimating there praxis. Independent of each other, two authors coded
these responses and tactics in order to ensure consistency. The interrater reliability
score was .84 indicating good reliability (Cohen, 1968). When assigned responses

differed, the authors discussed and determined the appropriate coding.

Table 3: Organizational response strategies and tactics*

Strategies Definition

Acquiescence Adoption of demands

Compromise An attempt to achieve partial conformity to at least partly accommodate all
institutional demands

Defiance Explicit rejection of at least one to the institutional demands

Manipulation Active attempt to alter the content of the institutional demands

*Drawn from Oliver (1991)

For internal representation we coded for two sources of resistance within the
firm. Pache and Santos (2010) theorize that the internal pattern of representation of
logics affects the eventual strategic institutional response by the organization. In
professional accounting firms, internal representation seems to be particularly salient
with professionals who have been socialized in their profession and are committed to
maintain its values, and is particularly salient in the trustee logic. To capture the
impact of internal representation, we coded the internal representationi.e. non-
partnered or partner accountants.

Stage 2. Once all case studies were written and coded, we conducted a cross-
case analysis (Eisenhardt, 1989). This cross-case analysis served two purposes. First, by
comparing the perspectives of the firms, we established an overview of the
institutional pressures on these firms that could be related to the trustee logic or the

commercial logic. This overview is presented in the first part of our findings section.
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Secondly, we analyze the strategic responses to institutional pressures of the
firms in our sample for the main strategic issues identified. Given that the firms faced
contradicting institutional demands, we document how their responses to the specific
strategic issues draw on either trustee logic or the novel commercial logic. The

outcomes of this analysis are presented in the second part of our findings.

2.4 Findings

2.4.1  Multiple logics, conflicting demands

For the mid-tier accounting firms, we see that there is a clash of logics and that the
drivers of this clash place divergent demands on the organizations. This results in

heterogeneous responses to conflicting institutional demands.

The trustee logic

The original institutional logic present in the accounting industry - the trustee logic
(Thornton et al., 2005) - placed emphasis on professional values and technical expertise
of the accountants and all organizational systems were geared to accommodate these
demands. Firms delivered a narrow range of professional auditing-related services,
around which the firm was organized. Consensus decision making was the norm and
decision making was done at the local offices. Profits were shared and accountants and
partners were not held accountable for their financial performance (Greenwood &
Suddaby, 2006). The issue of accountability was directed mostly towards professional
norms and values and the quality of the auditing practice.

Several of the pressures faced by the set of mid-tier firms support these
values. The more stringent rules and legislation put forward by the professional
associations as well as the government reinforce the importance of the technical
qualities and fiduciary responsibilities of the accountants. If these quality standards
are not met, permits to conduct audits of annual accounts will not be provided. Two
such permits exist, the OOB-permit for organizations of public importance (i.e. banks,
public firms, as well as stock-listed firms) and are the most stringent. The ‘normal’
permit allows accounting firms to audit organization that exceed the threshold for
mandatory deposition of annual accounts. These pressures forced firms to invest in

quality systems. The Dutch Tax Authority similarly requires high quality of the
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accounting firms, in order to be allowed to take part in the new high trust tax format.
Herein firms are no longer checked yearly by the tax authority, but are trusted upon to
provide proper tax figures through their accountant (for smaller companies) or
directly. Large firms and accountant organizations (on behalf of smaller firms) are
allowed to take part when they have proven to be in control, which entails that they
have systems in place to check their financial situation on a regular basis.

Coupled to the assurance of quality through legislation is the automation of
the processing of invoices as well as through XBRL systems, which provide real-time
information on the company’s finances. XBRL output is increasingly requested by
banks when deciding to provide loans. Clients also stimulate the trustee logic as they
demand that their accountants are available and knowledgeable on their particular
situation, as well as locally present. This requires generalist knowledge on the part of
the accountant, local decision making capabilities and large number of local offices.
Table 4 provides an overview of the drivers that reflect the remaining importance of

the trustee logic.

Table 4: Drivers of the trustee logic

Drivers Effect Example quote

Rules & More stringent certification Al: Lots of rules and regulation has been fired at

regulation demands place emphasis on us. To which we all need to adhere. This has
quality controls and resulted in changes in systems and procedures
professional values within our organization.

B1: When I think of the factors that can cause
change I first of all think of regulation. We need
a license from the AFM and in order to get or
keep that license, it was important and necessary
to change several things within the company.
That means we have made a separate entities for
our audit and further we also have the clustered
the similar clients.

E1: Regulation for accountancy firms has
changed to such as extend that we have made our
audit branch a separate entity. Responsibilities
and duties are such that they are in line with
AFM demands. We have increased our quality
we now have tighter procedures.

F3: When you look at the regulatory changes,

this has had a tremendous impact on the internal
organization of the firm.
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Automation
& XBRL

Client
Demands

Tax
authority

Automation and standard
reporting language systems
place emphasis on quality
controls and professional
consistency

Clients demand local presence
and generalist approach of
their accountant

The Dutch Tax authority has
shifted to a new form of tax
collection governed by high
trust. This demands from the
accountant an emphasis on
quality controls, professional
values and consistency

12: Regulations are mandatory, so you need to
work with them and ensure that you reach that
level of quality and create the proper internal
structure.

K2: The license system necessitates us to set up a
system that ensures the quality of our services.
D1: This forces us to send financial messages via
the internet at an agreed standard. A few years
ago, the government forced us to sign a covenant
to deliver financial statements in XBRL format.

Al: We have an international network that others
do not have, but we also have a personal
approach that fits our customer segments. They
demand this of us.

G1: I think that we are quite unique at the
moment. We deliver high quality in an
international network, combined with small scale
and personal approach.

H1: Our clients want their accountant close by,
so that if something goes wrong you can quickly
react. Because we know the local network we
can help in all sorts of ways.

B3: The Dutch fiscal authority using high trust
governance, now uses the auditors and
bookkeepers to ensure a certain level of quality
control on tax returns.

13: horizontal governance just demands that you
have a quality insurance system.

The commercial logic

Although the drivers of the trustee logic demand a focus on, and an investment in

quality standards within the accounting firms they at the same time force firms to be

more commercially oriented. The investments in quality systems as well as in

automation systems and XBRL demand a certain scale within the organization in order

to make investments lucrative. This however puts a strain on existing practices such as

collegial decision making and local presence. Additionally, when the core product of

the accountant, the consolidation of annual accounts becomes automated, the

corresponding profit margins drop significantly. As a result, the accounting firms seek

other sources of revenue and we observe that most firms start developing specialized
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advisory services. This shift to more advice type of services is also demanded by the
clients. In the face of the economic crisis, which is also affecting the business of clients,
they want to be advised on ways to improve their bottom line. This again stimulates
the formation of advisory services at the expense of the traditional accounting
products. Additionally, international firms also demand their mid-tier accounting
firms to venture international, which brings about new sets of control and
performance management processes to improve coordination at the expense of
collegial controls present under the trustee logic. Finally, the economic crisis has also
impacted the mid-tier accounting firms forcing them to proactively approach clients
and provide a broader range of services that have higher profit margins. Table 5

provides evidence for the presence of these commercial logic drivers.

Table 5: Drivers of the commercial logic

Drivers Effect Example quote
Rules & The increased quality demands E1: The investment in quality due to
regulation because requires firms to invest in  increased regulation has cost us tons of

Automation &
XBRL

quality systems and controls, this
requires sufficient size (critical
mass) to make this worthwhile.

Automation and standard
reporting language systems reduce
profits from core product, the
annual statement, forcing
accounting to engage in different
services
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money and had a tremendous impact on
the organization.

K2: Introducing a quality system costs
money and as a result you need to
expand.

B2: Another big change has of course
been technology. The invoice
processing, which we used to do in the
past is disappearing because of
computers. This means we need to
change our business model from making
figures to explaining them. When you go
from producing to explaining figures;
that demands a different skill set.

E1: XBRL should reduce the
administrative burden by being able to
quickly connect with the banks, tax
authority and chamber of commerce.
This should really improve efficiency as
is a very exiting development.

H3: I would not be surprised when in 5
years annual reports have disappeared
and they are all submitted electronically
to the authorities. This means that a large
part of our lower qualified work
disappears. It is madness to think you
can compensate for this with new clients.
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Client demands Clients not only demand an annual
statement, but also advice on how
to improve their performance.
Additionally international clients
demand international services.

Labor market The tight labor market for
accountants forces firms to cater
to the demands of the new
generation of accountants (whom
are very different).

Economic/market The dire economic situation in
conditions general and the difficult market

J1: Increased efficiency in IT will lower
the profits from delivering annual
reports.

A1l: Customers are increasingly going
international with their business, so we
now also need to service those firms that
go abroad, as well as the firms that come
here.

B1: And you see that advisory services
are really important. The people who are
in contact with our clients are trained to
give advice, to be more of a sparring
partner for the client.

Cl1: Clients have less interest in looking
back, they have got that covered with
their bookkeeping software, what they
seek is a partner in business that will
help them look forward.

F2: Clients are no longer interested in
the annual statement; they are interested
in what they can do with those figures.

H3: Client