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Editor’s Letter
This issue of the Nordic Journal of Business consists of three peer-reviewed research articles.
The first article by Antti Fredriksson (University of Turku) and Jari Kankaanpää (University of
Tampere) focuses on financial reporting quality by investigating how voluntary audit committees and monitoring network are associated with accruals. In the second article, Pasi Aaltola
and Marko Järvenpää from the University of Jyväskylä examine management accounting from
the perspective of managers. Finally, the third article by Priyanka Shrivastava, Mirjami Ikonen
and Taina Savolainen from the University of Eastern Finland investigates how trust relates to
leadership style at work for the workforce of different generations.
I hope you enjoy reading the articles included in this issue of the Nordic Journal of Business.

Sami Vähämaa
Editor
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Abstract
Drawing on the theoretical foundations of both agency theory and social structure, we study the network
of a firm’s board members and auditor, defined as monitoring network, and the voluntary adoption of
an audit committee as well as determine whether they make inferences on a firm’s volatility of accrual
estimation errors. We theorise that a central position in the monitoring network enables the exchange
of relevant accounting information affecting a firm’s decision control and ultimately the quality of
accounting accruals. A firm’s voluntary adoption of an audit committee has a distinct information
intermediary role in this process. We show that auditor connectedness and a firm’s network centrality
are associated with a firm’s volatility of accrual estimation errors. These relations are affected by the
voluntarily adoption of an audit committee, and auditor connectedness with the accrual quality is
influenced by a firm’s network centrality.
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1. Introduction
This study aims to examine how auditor connectedness and a firm’s network centrality are
related to the volatility of accrual estimation
errors (AEEs). Previous research has provided
evidence on the incentives to share information and the mechanisms showing how the
structural properties of connectivity relate
to accrual quality (Chen et al. 2014; Johansen
and Petterson 2013). However, the conceptual understanding of agency relationships
and the structural properties of connectivity in relation to a firm’s accrual quality is
fragmented, and empirical evidence on the
actor’s role and position in the network of
a firm’s decision control is limited. Thus, we
construct a network of a firm’s board members and auditors, defined as a monitoring
network, and present a conceptual model to
investigate how auditor connectedness and
a firm’s network centrality affect a firm’s volatility of AEEs. We examine this issue in the
context of voluntary audit committee adoption.
Recent literature has shown that both
good and poor accounting practices spread
through corporate interlocks between the
boards of different firms (Chiu et al. 2013).
Bruynseels and Cardinaels (2014) closely
examined the role of audit committees in
firm oversight and stressed the effect of network type. They argued that friendship ties
could be detrimental to the effectiveness
of audit committees, whereas interlocking
ties through employment and/or education
networks do not hamper the quality of audit
committee oversight. Consistent with Bruynseels and Cardinaels (2014), Hoitash (2011)
concluded that the likelihood of financial restatements is low in firms when interlocking
ties include members of the audit committee.
To conduct our analyses, we use a longitudinal sample of Finnish firms that are
publicly listed on the Nasdaq OMX Exchange.
These data offer a relevant context for examining corporate networks, as Finland
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represents a country with one of the lowest
levels of corruption and the highest levels
of corporate governance (Doidge et al. 2007;
Kostiander and Ikäheimo, 2012; Transparency
International, 2012). Therefore, the network
connections in our sample are relatively free
from the problems of political connections
and corruption (Faccio 2006) and merely
represent an information channel of decision control. A feature of our sample is that
the networks consist of one component. This
feature rules out the potential selection bias
related to the choice of firms. However, we
cannot rule out the possibility that the interchange of financial reporting information
spreads across, for example, friends’ networks, which are not included in our study
(for more on friends’ networks see, for example, Hwang and Kim 2012). Our empirical setting is chosen to render an ‘official’ network
that is legally responsible for giving a true
and fair view of a firm’s financial statements.
Furthermore, the official network can be controlled by regulation, whereas other possible
networks, for example, football clubs, family
ties and friends’ networks, are beyond the direct control of public policy.
Collectively, our results provide evidence
that the agency theoretical and network predictors explain a firm’s accrual quality. In fact,
our findings suggest that the central position
of the board members and/or auditors in a
network has a significant relationship with
the volatility of accounting accruals. Firstly,
we find that network centrality is negatively
associated with a firm’s volatility of AEEs in
firms that have, in the early phase, adopted a
voluntary audit committee and in firms that
have not adopted an audit committee at all.
Secondly, auditor connectedness is negatively
associated with a firm’s volatility of AEEs in
firms that have a voluntary audit committee.
Thirdly, network centrality influences the relation between auditor connectedness and a
firm’s accrual quality. The findings support
the view that having audit committees in a
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central position in the network and having
a well-connected auditor communicating
with an audit committee indeed enhances
the financial reporting process. The results
are robust enough to fulfil several alternative
specifications.
This study responds to the call for more
sophisticated analyses of the connections
between corporate governance and the networks of board members (Cohen et al. 2012;
Larcker et al. 2007), and the sociological approach of networks in accounting (Daily et
al. 2003; Roberts et al. 2005). Firstly, we rely
on an extensively studied problem of agency
and structure in shaping actors’ behaviour
(Simmel 1900,1903; Bourdieu 1977, 1990) and
contribute to the literature by suggesting a
conceptual model that can be used to complement the agency theoretical corporate governance analysis with a network approach.
We introduce the construct of a monitoring
network to evaluate actors’ connections and
positions in decision control. Secondly, we
provide empirical evidence on the relations
among a firm’s auditor connectedness, network centrality and volatility of AEEs in the
context of voluntarily audit committee adoption. Our findings highlight the importance
of actors’ network position and the role of
audit committees in a firm’s decision control.
Thirdly, this study responds to the call for research on non-Anglo-American settings (Carcello et al. 2011), presenting evidence from
an environment that is relatively free from
biases arising from political connections and
corruption. Finally, we provide evidence on
the incremental role of actors’ position in
‘official’ networks and its associations with
accounting accruals that is consistent with
the objectives of auditors’ communication
with an audit committee (Securities Market
Association 2015, Recommendation 16).
The findings of this study will contribute to previous accounting literature on the
subject, which is mainly focused on agency
theoretical designs (Bédard et al. 2004; Klein

2002; Xie et al. 2003), and to the emerging literature on network approaches in accounting
(Chiu et al. 2013; Bruynseels and Cardinaels
2014; Hoitash 2011). Aside from the agency
conception of the responsibilities of board
members and auditors (Roberts et al. 2005;
Sorensen and Torfing 2005), we contribute to
the lack of knowledge on the liaison between
a well-connected auditor and audit committee members in monitoring a firm’s accrual
quality and propose the construct of a monitoring network to evaluate actors’ position
in decision control and related public policy.
The remainder of this paper is divided
into five sections. Firstly, we review the current understanding of corporate governance
in firms and focus our analysis on firms’
decision control. We integrate the agency
theoretical fundaments and the structure of
interlocking networks and then present the
construct of a monitoring network that enables an analysis in which actors have several
roles in their duties. Secondly, we develop
our argument about the interrelations of our
variables of interest, state our hypotheses and
present our conceptual model. Thirdly, we
explain the construction of the network and
the measurement of the variables and then
present the sample selection procedures and
descriptive statistics of our data. Fourthly, we
provide the empirical test of the hypotheses
and discuss the results. Finally, we summarise
and conclude the study.

2. Literature and institutional
background
2.1 Corporate governance and
decision control
Corporate governance standards highlight
the role of committees in ensuring that
shareholders are accurately informed. The
Statutory Audit Directive (2006/43/EC) makes
audit committees a key feature of the corporate governance framework for conducting
the oversight role in organisations (European

209

NJB Vol. 66 , No. 4 (Winter 2017)

Fredriksson and Kankaanpää

Commission 2006). Audit committees are
required to monitor accounting quality, the
effectiveness of a firm’s internal audit and
control and the statutory audit, including
recommending the appointment of the auditor to the board. From the agency theoretical perspective, these actors, namely, audit
committee members and an independent
auditor, are elected to monitor the financial
accounting quality on behalf of the shareholders, and they hold the key position to
consider whether the economic substance of
the transactions is reflected in the accounting
figures.
The discussion on good and poor governance has evoked the notion of the firm-level
evolution of corporate governance. Larcker
et al. (2007) specified the governance mechanisms and developed the measurement of the
various dimensions of governance. Firms may
elect to use these elements as supplements
or complements to aim at ‘good corporate
governance.’ Armstrong et al. (2010) stated
that in the absence of reliable and valid measures of ‘good corporate governance’, firms
are likely to choose the best dimensions of
corporate governance for their environment.
Shareholders influence and/or control this
choice through their composition. However,
the agency conflict between the controlling
shareholders and the minority interest shareholders becomes severe when their objectives
are not aligned. Ashiq et al. (2007) reported
that this agency conflict is more severe in
family firms.
The segregation of decision management and decision control is fundamental
in corporate governance (Coase 1937; Fama
and Jensen, 1983; Shleifer and Vishny, 1997).
The network approach aims at understanding individual actors’ decision control effect
on the corporate governance environment.
In the current understanding of corporate

governance (Armstrong et al. 2010), firms are
likely to choose the best governance practices
for their environment. However, accounting standards, as a part of a firm’s corporate
governance, are constantly changing, and the
best practice now may not be valid in the future (Nobes 2005). Therefore, the accounting
knowledge of board members and an auditor
as well as the network of people working on
similar questions, such as the interpretation
of accounting standards, are critical for the
conveying of relevant accounting information in decision control.

2.2 Monitoring network and
social embeddedness
The board members and the auditor are
elected to monitor the financial accounting quality on behalf of the shareholders,
and they hold the key position to consider
whether the economic substance of the transactions is reflected in the accounting figures.
The monitoring network by board members
and auditors provides an information channel, which affects the quality of the decision
control and ultimately financial accounting
quality. Our conception of a monitoring network is close to the broader conception of
accountability (Roberts et al. 2005), in which
actors have several roles in their duties. The
monitoring network is influenced by the
notion of network governance (Sorensen
and Torfing 2005), which enables the horizontal collaboration of interdependent but
operationally autonomous (independent)
actors1. Furthermore, we acknowledge the
social psychology literature on shared leadership (Bergman et al. 2012), which suggests
that the effective monitoring of a firm can
benefit from two or more actors engaging in
the leadership. We assume that these actors,
namely, board members and auditors, not
only monitor a firm’s accrual quality but also

1 However, the monitoring network by the board members and an auditor is not a legal concept, and therefore it
is not related to the legal liability of actors. Obviously, the actors’ legal liability is not affected by sharing information per se.
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Figure 1
Monitoring the network between the board and an auditor.

Firmi

Firmj

Auditor

Notes:
This figure shows the connections between firm (Fi) and firm (Fj) and an auditor (A). In a ‘closed’ triad, auditor
A is elected to audit the financial statements of both firms Fi and Fj, and at least one board member of firms Fi
and Fj holds a place on both boards.

collaborate and share relevant information
within their networks.
Board members and auditors can be
connected in many ways. Figure 1 illustrates
a triad in which the board members and the
auditor are fully connected to each other. At
least one board member of firm Fi has been
appointed to the board members in firm Fj,
and auditor A has been appointed to audit
both companies’ Fi and Fj.
Granovetter (1985) presented the problem
of embeddedness in relation to economic action and social structure. The board members
and an auditor are embedded in the social interaction between them and provide a channel for the diffusion of accounting information. The findings of Chiu et al. (2013) reveal
evidence on the diffusion of accounting information. However, ultimately, the diffusion
process is affected by the position and qualities of the actors, as closely demonstrated by
Bruynseels and Cardinaels (2014). Intuitively,
audit committees play a crucial role in the

diffusion of accounting information, and a
well-connected auditor has better possibilities to compare information and share knowledge between organisations. This intuition is
even stated in Auditing Standard No. 16 as a
requirement of the communication between
an audit committee and an auditor, for example, ‘auditor’s evaluation of the quality of the
firm’s financial reporting’. As part of investor
protection, the Public Company Accounting
Oversight Board’s (PCAOB2) Auditing Standard No. 16 (released in 2012, AS16) deals with
independent auditors’ communication with
the audit committee and highlights the ‘effective two-way communication between the
auditor and the audit committee throughout
the audit to assist in understanding matters
relevant to the audit’. However, the literature
lacks the construct of a monitoring network
as a joint effort of board members and an auditor towards a firm’s accounting quality and
empirical evidence thereafter.

Although PCAOB’s Auditing Standards are not effective in firms that are headquartered outside the United States, the
auditing standards and corporate governance practices tend to diffuse around the globe. This condition is reflected in the
Finnish Corporate Governance Code issued by the Securities Market Association in 2015. Recommendation 16 explicitly
states that communication with the firm’s auditor is a duty of the firm’s audit committee.

2
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2.3 F innish corporate governance
within a global context
Scandinavian corporate governance (concerning investor protection) has been classified as distinctly different from Anglo-Saxon
practices and from French and German civil
law systems (La Porta et al. 1998). In Finland,
good corporate governance regulation consists of various factors. Legal regulations and
governance recommendations based on the
principle of self-regulation have been established. The legal regulations for Finnish corporate governance are primarily included in
the Finnish Companies Act, which is closely
related to the corresponding laws in the Scandinavian countries of Sweden, Denmark and
Norway (Liljeblom and Löflund, 2006).
The Finnish data serve this study well for
four specific reasons. Firstly, it represents a
country with the lowest level of corruption in
the world (Transparency International, 2012).
Therefore, Finnish firms operate in an environment with widespread respect for contracts and the rule of law, and the context has
been shown to be relatively free from political connections (Faccio 2006). Secondly, all
the financial reports of publicly listed Finnish firms have been prepared in accordance
with the International Financial Reporting
Standards since 2005. Thirdly, only half of the
publicly listed companies have voluntarily
adopted an audit committee3. This situation
opens the possibility of studying its implications for decision control. Finally, the Finnish
corporate governance system is one of the
highest in quality in the world (Doidge et al.
2007; Kostiander et al. 2012). Based on the description of Finland’s corporate governance
system and financial reporting quality, this
study allows a rigorous analysis of the interdependencies of the interlocking connec-

tions and accounting quality in the uncorrupted context of the high-level enforcement
of regulations and corporate governance
recommendations.
A firm’s annual general meeting (AGM)
has a central role in corporate governance.
For example, the AGM typically nominates
the board that hires the chief executive
officer (CEO) and appoints the statutory
auditor. Moreover, the regulatory body of
Finnish corporate governance also includes
the Securities Market Act, the Rules of the
Helsinki Stock Exchange and the Financial
Supervisory Authority (FIN-FSA), which operates in connection with the Bank of Finland
(Liljeblom and Löflund, 2006). The Finnish
Corporate Governance Code (CG Code) complements the legislation and is in the form of
‘Comply or Explain’. Therefore, firms listed on
the OMX are bound to follow this code to its
full extent. However, firms can deviate from
the given recommendation by announcing a
deviation from the required explanations.
The first Finnish CG Code was issued in
1997. The first audit committees were nominated in the Finnish listed firms during that
year. However, the growing significance and
international development of corporate
governance practices contributed to the
amendment of the recommendations. The
second wave of audit committee adoptions
were after 2002, when the Sarbanes–Oxley
Act (2002) was introduced and the Finnish
listed firms were recommended to comply
with the updated Finnish CG Code. A detailed
corporate governance code for listed companies was issued in December 2003 (OECD,
2004; Securities Market Association, 2015).
Although the 2003 recommendation met the
high standards internationally, new regulations, together with the European Union (EU)

The existence of an audit committee is relatively low compared with other countries. For example, in the United Kingdom,
almost all the FTSE 350 listed in the Primary Market of the London Stock Exchange had an audit committee after the
release of The Code of Best Practice of the Cadbury Committee (1992). In the US context, all US domestic registrants must
have an audit committee per the Sarbanes–Oxley Act (2002).

3
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directives and recommendations, created the
need to update the code in 2008, 2010 and
2015.
In relation to the board members, the current code states that the board will appoint
the members of committees from among its
own members (Recommendation 15 in the
Finnish Corporate Governance Code 2015).
The central features of the Finnish CG Code
recommendations are the requirement for independent boards; support for establishing
board committees such as audit, nomination
and compensation committees; requirement
to report on the organisation of the internal
control, internal audit and risk management
functions of the firm; and various disclosure
requirements. Recommendation number 16
states that ‘a company shall establish an audit
committee if the extent of the firm’s business
requires that a group with a more compact
composition than the board needs to deal
with the preparation of the matters pertaining to financial reporting and control. Due to
the nature of the matters dealt with by audit
committees, the majority of members of the
audit committee must be independent of the
company and at least one member must be
independent of the company and its significant shareholders’ (Securities Market Association, 2015).

3. Hypotheses
The management of a firm is responsible for
preparing its financial statements. However,
the board members and the firm’s auditor
are at the heart of the approval, certification,
assurance and monitoring of the accounting
figures. Communication between the board
members and the auditor is a crucial determinant of the outcome reflected in the financial
accounting figures and eventually the auditor’s report. Overall, any reported accounting
quality is the product of a negotiation process to a certain extent (Bu et al. 2003).
Firstly, a firm’s relationships with its
stakeholders raise the question of simulta-

neous independence and interdependence.
This problem initiated by Huse (1994) in the
context of small firm asks how can this paradox be understood and solved. According
to agency theory, a firm’s board limits the
behaviour of management and assumes that
individual decision-makers seeking rational
solutions increase their personal wealth.
However, this assumption ignores the moral
dimension of the actor. The moral dimension
deals with trust and interdependence in monitoring the relations among the actors. Our
conception of a monitoring network involves
the actors having several roles in their duties
and enables the horizontal collaboration of
interdependent but operationally autonomous (independent) actors. We assume that
the actors monitor a firm’s accounting quality but also collaborate and share relevant
information within their networks. However,
we separate information related to a firm’s
network centrality from information that a
well-connected auditor possesses.
We address the implications of monitoring networks on accrual quality by combining the agency theoretical premises and
the network notion of the actors. A variety
of motivations for managing earnings exist
(Dechow and Schrand, 2004). Assuming the
rationality of an actor, the typical earnings
management incentives aim to meet the
expectations of the analyst, issue securities
at higher prices or increase the size of earnings-based bonuses (Dechow et al. 1996). Accrual accounting creates an opportunity for
earnings management because accruals require managers to make forecasts, estimates
and judgments. Per agency theory, management is the one that is best acquainted with
the true state of a firm (Jensen and Meckling,
1976). The forecasts, estimates and judgments
of management are difficult to challenge because of the information asymmetry between
management and other stakeholders. This
information asymmetry can be affected by
the position of board members and/or the
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auditor in the network. The central position
is that the network contains many important
contacts that facilitate a substantial amount
of inter-organisational knowledge transfer.
In practice, this means that network members
receive comprehensive and well-founded
views and analyses related to the business
forecast, other estimates and the economy in
general. At the firm level, the central position
reduces the information asymmetry between
the management and the network members,
which can influence accrual quality. Consequently, the management will have opportunities to manage earnings that are tied to
the level of the firm’s board members and the
auditor’s network position.
Agency theoretical literature offers the
‘independence of an actor’ as a solution to
mitigate the problems of earnings management behaviour and poor contagion effects.
A firm’s auditor is considered an independent professional, and in many organisations,
audit committee members are independent
from the firm, whereas other board members
may represent the business knowledge of
the firm. However, all these actors have interdependencies with the people they work
with, and therefore the potential problem of
lack of independence can only be mitigated.
The institutional mitigating factors, such
as governance mechanisms and regulatory
oversight, set audit committee members between auditors and management to provide a
neutral and well-informed buffer (Johnstone
et al. 2001).
DeZoort and Salterio (2001) presented
evidence on accounting policy dispute cases
among board members, management and an
auditor. Interestingly, they found that audit
committee members supported the auditor
in solving the dispute. Conversely, concurrent
experience as a board director and a senior
member of management was associated
with increased support for management. We
argue that the well-informed buffer represented by the voluntary audit committee has
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an information intermediary role in this process. Therefore, the opportunities to manage
earnings are limited when a well-informed
buffer exists between management and the
auditor, consistent with DeZoort and Salterio
(2001) and Johnstone et al. (2001). However,
we limit our argument to only the central
firms that have adopted an audit committee,
as suggested by Hoitash (2011). In such cases,
the information asymmetry between management and the central actors is lower than
that between management and the peripheral actors because of the greater possibility
of accumulating accounting information.
Our study employs the network notion
of an actor’s centrality and proposes that the
transfer of information will accumulate if
an actor has a central position in a network
(Freeman 1979; Bonacich 1972). In this case,
information asymmetry should be lower and
would be reflected in a firm’s accrual quality.
Therefore, we examine the voluntary audit
committees and network centrality and how
they are associated with a firm’s volatility of
AEEs. Accordingly, we state our first hypothesis as follows:
H1. Network centrality in firms that have an
audit committee is negatively associated
with their volatility of AEEs.
Secondly, we extend our argument to the incremental role of a firm’s auditor in the monitoring network. The elaboration of our argument highlights the role of a well-connected
auditor in the process of monitoring the
accrual quality. In practise, the audit committees’ relationship with the auditor facilitates
the link between the board members and the
auditor. This connection includes regular
dialogue, both in and outside of scheduled
meetings, annual agendas, formal evaluation
and feedback, among others, as suggested
by audit regulations (Auditing Standard No.
16). Consequently, firms that have a well-connected auditor and an audit committee en-
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able the possibility of inter-organisational
communication to interpret accounting
standards and to enhance accrual quality.
Consistent with the evidence disclosed by
DeZoort and Salterio (2001), we expect that
audit committee members support the auditor in challenging accounting decisions.
Therefore, we combine the agency theoretical
rationales and the network notion of auditor
connectedness and state our second hypothesis as follows:
H2. Auditor connectedness in firms that have
an audit committee is negatively associated with their volatility of AEEs.
In general, the decisions made by actors reflect relevant accounting knowledge and the
governance experience they possess. We expect that the earnings management and poor
contagion effect exist at the aggregate level.

They are found in the relation between actors’
position in the network and accrual quality,
but the voluntary audit committees mitigate
it.
Thirdly, we consider the auditor’s tendency to limit the board’s accounting decisions and present the conceptual model of
auditor connectedness and a firm’s network
centrality in relation to accrual quality. The
auditor’s role in monitoring accrual quality
is conditional on the board’s decisions. A
well-connected firm may benefit from insights from several firms by increasing the
firm’s knowledge of alternative interpretations of accounting standards. A well-connected auditor may obtain insights from
several clients, but doing so may limit the
board’s possibility to behave opportunistically. When we assume that an auditor and a
firm’s board members share their views that
are reflected in accrual quality, there should

Figure 2
Conceptual model of the monitoring network and the hypotheses.

Audit
Committee

Auditor
Connectedness

H2
H2
Path (c´)
Path
(c’)

Path (a)
Path
(a)
Network
Centrality

H3

Accrual
Quality

H1
H1
Path
(b)
Path (b)

H3
Notes:
This figure shows the interdependencies among auditor connectedness (PORTFOLIO), a firm’s network centrality (NSCORE), a voluntary audit committee (AC) and the volatility of a firm’s accrual estimation errors (AEE).
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be a mechanism or process that underlies the
relationship between auditor connectedness
and accrual quality through the inclusion of a
firm’s network centrality. Auditor connectedness can have both direct and indirect effects
on accrual quality. Therefore, we state our last
hypothesis as follows:
H3. 
The relation between auditor connectedness and the volatility of AEEs is influenced by a firm’s network centrality.
To sum up, we hypothesise that auditor connectedness and a firm’s network centrality are
related to a firm’s accrual quality. We build
our argument gradually by investigating the
interrelations of our concept of monitoring
network and how it affects a firm’s decisions on accrual accounting. We present our
study’s conceptual model as follows.

4. Research design and data
4.1. N
 etwork construction and
centrality measures
We construct an undirected and un-weighted
centrality measure for a board member and
an auditor network. The monitoring network
is defined as follows: two firms are linked if
they share an auditor or at least one board
member, and two firms are not linked if they
do not share an auditor or a board member.
These actors are nominated during the annual general meeting. In technical terms, we
create a square adjacency matrix of actors
and firms that defines whether they are connected or not.
We model the monitoring network between (A) the board of firmi and the board of
firmj; (B) the auditor of firmi and the board
of firmj as well as the auditor of firmj and the
board of firmi; and (C) the auditor of firmi
and the auditor of firmj. Therefore, firms can
be linked through three different channels
(a, b, c). Board members and auditors may
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not be linked personally, although they can
be linked through firms. Channel (a) is a direct link between board members, whereas
channels (b) and (c) have indirect links. For
example, information channel (c), in which
the firms’ auditors are connected, is formed
by auditori and auditorj on the condition that
boardi is related to boardj. The monitoring
network provides channel(s) for the information exchanges. Our model builds on that of
Larcker et al. (2013) by extending the network
to the auditors instead of focusing only on
the board members. Appendix I clarifies in
detail the calculation of centrality measures
in the network and our compound centrality
measure NSCORE.

4.2. Audit committees, the auditor and
their position in the network
The 8th EU Company Law Directive requires
audit committees to include at least one independent member (European Commission
2006). The definition of independence is not
precisely provided within the Directive. In
general, audit committee members should
be free from any relationship that might
impair, or might appear to impair, their
judgment. The EC Recommendation (European Commission 2005) provides guidance
on situations that indicate a potential loss
of independence. These situations include,
for example, the former directorship of the
firm, a material business relationship with
the firm, a partner or an employee of a present (or former external) auditor of the firm
representing a controlling shareholder and
a close family relationship with an executive
director. A potential loss of independence
may result from an audit committee member
holding a cross-directorship or significant
links to other directors through involvement
in other firms.
Nevertheless, firms adapt their dimensions of corporate governance to their environment and may not find audit committees
necessary at all. These firms may not regard
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the work done by audit committees as crucial for their businesses. Interestingly, this
situation raises the question on the role of
audit committees in controlling the financial
accrual quality. Audit committee members
need to be experienced in financial accounting and to update their knowledge of current
financial accounting practice regularly (Chen
et al. 2014)4.
Therefore, for this study, we create a variable for the voluntary adoption of an audit
committee (AC) by making it take the value
of one if a firm had established an audit committee and zero if it had not. Furthermore,
we create three dummy variables for the finegrained dynamics of voluntary audit committee adoption: a variable for early adoption (EARLY) for a firm that had voluntarily
adopted an audit committee before year 2008
and zero if had not; a variable for late adoption (LATE) for a firm that had voluntarily
adopted an audit committee during the period of 2008–2015; and a variable for non-audit committee (NON-AC) for a firm that had
not voluntarily adopted an audit committee
until 2015. These time phases are based on
the regulative development of the Finnish CG
Code recommendations elaborated earlier in
this paper.
As well as, the position of a firm is important in the analysis of monitoring network, the auditor connectedness needs to
be evaluated, too. A critical aspect of accrual
quality is the two-way communication of the
qualitative aspects of significant accounting policies and practices, the assessment of
these aspects, and the conclusions on critical
accounting estimates. The auditor’s communication with the audit committee members
on these matters may directly affect a firm’s
accrual quality.
Therefore, we create a variable for the

connectedness of an auditor (PORTFOLIO)
by calculating the number of publicly listed
clients of the auditor. The interaction variable
of a well-connected auditor with the audit
committee members (ACPORTFOLIO) is created by multiplying auditor connectedness
(PORTFOLIO) with the voluntary adoption of
an audit committee (AC). We standardise the
values of ACPORTFOLIO at the mean of zero
and standard deviation of one (z-standardised).

4.3. Measurement of accrual quality
and control variables
Larcker et al. (2007) employed different accounting quality measures as a dependent
variable explained by corporate governance
indicators. They concluded that the Dechow
and Dichev (2002) model has the best explanatory power and that the model is intuitively
solid. The Dechow and Dichev (2002) model
of accounting quality focuses on a firm’s accrual quality. We employ the same model to
calculate accrual quality5 and assume that a
firm’s ‘normal’ accruals are explained within
a three-year cash flow period. In this model,
accrual quality is measured by the standard
deviation of the residual (error) term from
the following model:
(1)
In Equation (1), total accruals (TAC) is the difference between income before extraordinary
items and operating cash flows (CF) during
period t. Both TAC and CF are scaled by the average of the total assets. The residual term µ
from the regression reflects the accruals that
are unrelated to cash flow realisations. Our
measure of accrual quality is the standard deviation of the absolute value of the error term.
The lower the standard deviation of the error
term is, the higher the accrual quality. We es-

Cohen et al. (2014) suggested industry expertise to be combined with the required financial experience.
We acknowledge the fact that the most recent literature on accrual quality measurement focuses on the earnings process
and the non-discretionary factors, such as industry and macro-economic conditions (See, e.g., Dichev et al. 2013). Furthermore, a firm’s restatements are a proxy for accrual quality, but unfortunately, we do not have them in our setting.

4
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timate Equation (1) by industry. However, our
number of firms in the sample is relatively
low, and therefore we group the industries
into three major industries. For a firm to be
eligible in our sample, at least three observations are required.
We include control variables to incorporate the effect of firm size and performance as
well as corporate governance indices (Larcker
et al. 2007, 2013). The log of the market value
of equity is the proxy for firm size (SIZE), return on equity (ROE) is the proxy for accounting-based performance and the logarithmic
annual buy-and-hold return (RET) is the
proxy for economic performance. Moreover,
we include the price-to-book ratio (P/B) to
control for growth opportunities of firms,
equity ratio (EQUITY) to control a firm’s solvency, CEO duality (DUAL) to control whether
a firm’s CEO acts as chairman of the board and
a dummy for firms that have several series of
shares (SERIES).
The firm’s ownership structure affects
the nomination process of board members,
and therefore we control for family ownership concentration, which is identified as a
determinant of firm performance and accrual quality (Jaggi et al. 2009). We measure
family ownership (FAMILY) with a dummy
variable, which takes a value of one when the
largest shareholder is one controlling family
with more than 20% of total votes and zero
otherwise. In an institutional setting such as
Finland, where Type I agency conflict (conflicts between managers and shareholders)
is likely to dominate rather than Type II (conflicts between controlling shareholders and
minority shareholders), we expect that family
ownership will limit the ability of managers
to manipulate earnings, consistent with the
conjectures in Ashiq et al. (2007). In general, Type I agency conflicts are more likely

to occur in Western countries, whereas Type
II agency conflicts are more likely evident in
East Asian countries because of their low investor protection and lack of transparency in
financial reporting (Fan and Wong 2002).
The expertise of an actor affects accounting information (Bédard et al. 2004; Cohen et
al. 2014; Krishnan et al. 2011b; Liu et al. 2014).
Intuitively, for the accounting expertise of an
actor to influence a firm’s accrual quality is
reasonable. Liu et al. (2014) found that firm
managers are less likely to engage in expectation management when firms include an accounting expert on the audit committee. We
control for accounting expertise by including
a dummy variable representing whether an
actor has experience as a chief financial officer or as an authorised public accountant
(ACCEXP). We acknowledge the corporate
governance recommendation that the audit
committee should have financial expertise.
However, we control for the accounting expertise of an actor because we consider accounting education and working experience,
rather than a wide range of financial expertise, to mainly affect our variable of interest.
Finally, we control for the audit quality by
including an auditor-specific variable to our
analysis. We collect the working experience
of a firm’s auditor (in years), which controls
for the auditor-specific characteristics. The
auditor’s years of experience are suggested
as an indicator of audit quality at least by
PCAOB, US CAQ, CPAB, ACRA and IOSCO
(Federation of European Accountants 2016)6.
We calculate the audit experience (AUDEXP)
from authorisation year (Authorised Public
Accountant) to firm-year observation. We
employ an auditor-specific variable rather
than the more common Big4/non-Big4 variable used widely in previous literature. Over
97% of firms in our sample are audited by

Public Company Accounting Oversight Board (PCAOB), United States Center for Audit Quality (US CAQ), Canadian
Public Accountability Board (CPAB), Accounting and Corporate Regulatory Authority (ACRA), International Organization
of Security Commissions (IOSCO).
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Figure 3 3
Figure
Voluntary audit committee adoptions of Finnish listed firms in 1997–2016.
Voluntary
audit committee adoptions of Finnish listed firms in 1997–2016.
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Notes:

Notes:
This figure shows the voluntary audit committee adoption frequencies of the Finnish listed firms in 1997–2016.
This figure shows the voluntary audit committee adoption frequencies of the Finnish listed firms in
1997–audit
2016. firms, and thus we do not have Table 1
Big4
enough variation.

4.4. S ample selection and
descriptive statistics
The data consist of non-financial Finnish
(headquarters in Finland) firms listed in Nasdaq OMX Helsinki between 2007 and 2015
(the Main Market). We use also 2006 and 2016
data to calculate our dependent variable. December year-ends7 are used to ensure that all
companies are subject to similar market conditions. Financial firms are excluded8 because
of their different accounting practices; firms
that do not have sufficient financial data are
also discounted.
We obtain information on firms’ boards
of directors and auditors from various publicly available sources, primarily from annual
reports and the websites of firms9. In total,
the networks have 592 board members and
74 auditors. The number of firms and the

Summary of the sample.

SAMPLE SELECTION OF FINNISH LISTED FIRMS
2007–2015
Sample by industry
Materials and industrials

395

 onsumer discretionary
C
and staples

240

Information technology

200

Final Sample
Companies that have
an audit committee (%)

835
52.3%

Notes:
This table reports a summary of the sample in
2007–2015. The industry breakdown of the sample is
in accordance with the Global Industry Classification
Standard.

proportion of board members and auditors
remain relatively stable within the sample
period. The average degree in the network is
4.988, and the network diameter varies between 7 and 8 within those years, indicating

Most of the firms listed in Nasdaq OMX Helsinki have a financial year that ends in December.
Financial firms were excluded after the calculation of network centralities.
9 We acknowledge the fact that the actors in the network may have other connections, for example, current and former
employment, friends and family relationships. However, these connections are not examined in this study as we examine the
network that is controlled by regulations and/or corporate recommendations.
7
8
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that relatively short steps separate any two
firms in the network. The average clustering
coefficient varies at 0.323–0.415, which indicates that 32.3%–41.5% of the time two firms
that are linked to another firm are also linked
to each other. All the firms in our sample are
connected to each other by interlocking the
board membership and/or the board–auditor
relationship.
Table 1 presents the industry breakdown
of the sample firms in accordance with the
Global Industry Classification Standard
(GICS). The number of publicly listed firms is
quite stable in this sample period with only
a few initial public offerings and de-listings.
We group industries into three major industries. Most of the observations are from
materials and industrials ranging yearly at
39–46 observations (395 in total). The Finnish
context is focused on information technology firms, the proportion of which is almost
one-third of the total number of observations
(28.7%). Consumer discretionary and staples
represent 23.9% of the total amount of observations.
Interestingly, many of the Finnish listed
firms have not complied with the recommendation to nominate an audit committee.
Many of the firms explain that the magnitude
of their business does not require them to
adopt an audit committee or that the board
members are jointly responsible for the audit committee duties. On average, half of the
firms in the sample (52.3%) have adopted an
audit committee; this figure grows gradually
throughout the sample period.
Panel A in Table 2 presents the pooled
descriptive statistics of the firms’ accounting
and market data. The mean firm size varies at
6 million–230 billion averaging 1,650 million
euros. The firms’ market return is 0.052 on
average, and the financial return on equity
is 0.036 on average. The firms’ share values
(price-to-book) vary from zero to over nine
times their valuation compared with their
book values. The mean value of equity is
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0.450, which reflects the good solvency of the
firms.
Panel B of Table 2 shows the descriptive
statistics of the centrality measures and controls for the corporate governance characteristics. The NSCORE composed of the centrality measures (DEG, CLO, BET and EIG) ranges
from 1 to 5 and has a mean value of 3. The auditor PORTFOLIO has a range of 1–8, and the
mean value is 2.937. Interestingly, the level of
CEO duality is 0.189, and the mean value of
firms having only one series of shares is 0.753.
The Finnish Corporate Governance Code
recommends that the election of the CEO as
chairman of the board should be restricted.
However, the combination of these two roles
may be justified because of certain special
circumstances (Securities Market Association
2015). The mean value of DUAL decreases during the sample period, and it is 0.120 in 2015.
The mean value family ownership FAMILY is
0.354, which indicates that approximately
one-third of the firms are owned by a controlling family. Similarly, the mean value of
ACCEXP is 0.504, which indicates that half of
the firms have an accounting expert among
the board of directors. The auditor’s years
of experience AUDEXP has a mean value of
18.311, and the highest number of years of experience is 36.

5. Empirical tests of the
hypotheses
We estimate the ordinary least squares regressions on a firm’s auditor connectedness
and network centrality and the volatility
of AEEs. We estimate three specifications
for H1 and H2. Group (1) involves firms that
have voluntarily adopted an audit committee before 2008 (early adoption); Group (2)
includes firms that have voluntarily adopted
an audit committee between 2008 and 2015
(late adoption); and Group (3) includes firms
that have not voluntarily adopted an audit
committee until 2015 (non-adoption). All the
regressions are significant (p < 0.000) and
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Table 2
DESCRIPTIVE STATISTICS OF THE VARIABLES FOR THE SAMPLE IN 2007–2015.
(A) Accounting and market data
Accrual estimation error
Firm size (M€)
Return on equity
Market return
Growth opportunities
Solvency

AEE
SIZE
ROE
RET
P/B
EQUITY

(B) Board data
Degree
Closeness
Betweenness
Eigenvector
N-Score
Audit committee
Auditor portfolio
Auditor portfolio (AC)
Early adoption
Late adoption
Non-adoption
CEO duality
Series of shares
Family ownership
Accounting expertise
Audit experience

DEG
CLO
BET
EIG
NSCORE
AC
PORTFOLIO
ACPORTFOLIO
EARLY
LATE
NON-AC
DUAL
SERIES
FAMILY
ACCEXP
AUDEXP

Mean
0.087
165,500
0.036
0.052
2.188
0.450

Std. Dev.
0.044
3,830
0.251
0.381
1.745
0.163

Min
0.008
6,048
-0.990
-0.775
0.000
-0.100

Max
0.283
2300,000
0.468
4.276
9.530
0.855

Mean
0.015
0.106
0.106
0.046
3.000
0.523
2.937
0.000
0.293
0.350
0.357
0.189
0.753
0.354
0.504
18.311

Std. Dev.
0.009
0.088
0.090
0.061
1.040
0.500
1.878
2.268
0.456
0.478
0.479
0.392
0.431
0.189
0.500
6.196

Min
0.000
0.000
0.000
0.000
1.000
0.000
1.000
-1.854
0.000
0.000
0.000
0.000
0.000
0.000
0.000
1.000

Max
0.061
0.244
0.298
0.434
5.000
1.000
8.000
6.145
1.000
1.000
1.000
1.000
1.000
1.000
1.000
36.000

Notes:
Accrual estimation error (AEE) is the standard deviation of the absolute value of estimate error in a Dechow and
Dichev (2002) firm-specific accrual model. Market return (RET) is the logarithmic annual buy-and-hold return
calculated four months after the fiscal year end. Return on equity (ROE) is calculated as the ratio of ordinary
profit to the book value of equity. Firm size (SIZE) is the logarithmic total market value at the end of the fiscal
year. Growth opportunities (P/B) are a firm’s price-to-book ratio. Solvency (EQUITY) is the amount of equity to
total assets in a firm. Degree (DEG) is the number of first-degree links to outside boards. Closeness (CLO) is
how easily or quickly a board can reach an outside board through interlocking directorates. Betweenness (BET)
is the average proportion of paths between two external boards. Eigenvector (EIG) is a board`s connectedness
based on the connectedness of its direct links. All centrality measures are normalised. NSCORE is a compound
measure of network centrality (DEG, CLO, BET and EIG). Audit committee (AC) is the dummy variable taking
the value of one if a firm has an audit committee and zero otherwise. PORTFOLIO is an auditor’s client portfolio
of publicly listed firms. ACPORTFOLIO is the compound measure of auditor client portfolio (PORTFOLIO) and
audit committee (AC). ACPORTFOLIO is standardized at the mean value of zero and standard deviation of one.
EARLY is the dummy variable taking the value of one if a firm has voluntarily nominated an audit committee
before year 2008 and zero otherwise. LATE is the dummy variable taking the value of one if a firm has voluntarily nominated an audit committee during the sample period of 2008–2015 and zero otherwise. NON-AC is
the dummy variable taking the value of one if a firm has not nominated an audit committee until 2015 and zero
otherwise. CEO duality (DUAL) is the dummy variable taking the value of one if a firm’s CEO acts as chairman
of the board and zero otherwise. Series of shares (SERIES) is the dummy variable taking the value of one if a
firm has only one series of shares and zero otherwise. Family ownership (FAMILY) is the dummy variable taking
the value of one if one controlling family owns more than 20% of the total votes of shares and zero otherwise.
Accounting expertise (ACCEXP) is the dummy variable taking the value of one if a board member has working
experience either as a chief financial officer or an authorised public accountant. Audit experience (AUDEXP) is
the number of years the auditor has been working as an authorised public accountant.
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Table 3
REGRESSION RESULTS OF NETWORK CENTRALITY AND THE VOLATILITY OF
ACCRUAL ESTIMATION ERRORS IN THE GROUPS OF EARLY, LATE AND
NON-ADOPTION OF A VOLUNTARY AUDIT COMMITTEE.
(1) Early adoption Robust
(2) Late adoption Robust
(3) Non-adoption Robust
AEE
Coef.
SE
t
Coef.
SE
t
Coef.
SE
t
NSCORE
-0.006
0.001
-4.69
-0.002
0.001
-1.20
-0.003
0.001
-2.44
SIZE
-0.008
0.001
-8.35
-0.005
0.001
-3.45
-0.000
0.001
-0.34
ROE
-0.001
0.001
-2.34
-0.015
0.011
-1.36
-0.018
0.006
-2.89
RET
P/B
EQUITY
DUAL
SERIES
FAMILY
ACCEXP
AUDEXP
CONSTANT
F-Value
Prob > F
N
Adj. R2

-0.003
-0.000
0.035
0.002
0.015
-0.001
-0.003
-0.000
0.229
30.03
0.000
248
0.587

0.004
0.001
0.011
0.004
0.003
0.007
0.002
0.000
0.022

-0.60
-0.05
3.07
0.53
5.25
-0.11
-1.17
-2.07
10.51

0.008
-0.000
-0.003
0.000
0.035
-0.055
-0.006
-0.002
0.183
16.61
0.000
289
0.462

0.004
0.001
0.010
0.005
0.003
0.009
0.003
0.000
0.026

1.81
-0.17
-0.32
0.05
9.96
-5.93
-1.90
-8.32
6.95

0.004
0.001
-0.019
0.001
0.008
-0.020
0.000
0.000
0.072
3.98
0.000
298
0.211

0.003
0.003
0.011
0.003
0.003
0.007
0.003
0.000
0.028

1.41
1.11
-1.66
0.20
2.78
-2.94
0.15
1.48
2.61

Notes:
This table reports the regression results of network centrality and firm characteristics in relation to the volatility
of accrual estimation errors for the sample in 2007–2015. We report the results in the groups of early, late and
non-adoption of a voluntary audit committee. All regressions include the controls for year effects. T-statistics are
based on robust standard errors.

Table 4
REGRESSION RESULTS OF AUDITOR CONNECTEDNESS AND THE VOLATILITY
OF ACCRUAL ESTIMATION ERRORS IN THE GROUPS OF EARLY, LATE AND
NON-ADOPTION OF A VOLUNTARY AUDIT COMMITTEE.
(1) Early adoption Robust
(2) Late adoption Robust (3) Non-adoption Robust
AEE
Coef.
SE
t
Coef.
SE
t
Coef.
SE
PORTFOLIO
-0.001
0.001
-1.69
-0.003
0.001
-3.46
0.001
0.001
SIZE
-0.008
0.001
-8.08
-0.002
0.001
-2.09
-0.002
0.001
ROE
-0.017
0.005
-3.12
-0.045
0.008
-5.80
-0.030
0.008
RET
-0.000
0.005
-0.03
0.006
0.007
0.87
0.010
0.005
P/B
0.000
0.001
0.28
0.001
0.001
0.75
0.001
0.001
EQUITY
0.042
0.012
3.61
0.005
0.008
0.64
-0.021
0.012
DUAL
-0.003
0.004
-0.83
-0.001
0.004
-0.20
0.001
0.003
SERIES
0.014
0.003
5.00
0.036
0.003
10.54
0.007
0.003
FAMILY
0.004
0.008
0.58
-0.051
0.009
-5.75
-0.018
0.007
ACCEXP
AUDEXP
CONSTANT
F-Value
Prob > F
N
Adj. R2

-0.004
-0.000
0.212
21.42
0.000
248
0.546

0.002
0.000
0.025

-1.50
-2.02
8.61

-0.005
-0.002
0.132
26.68
0.000
289
0.531

0.003
0.000
0.021

-1.81
-8.30
6.33

0.000
0.000
0.084
3.85
0.000
298
0.215

0.003
0.000
0.028

t
1.26
-1.11
-3.83
1.91
0.99
-1.81
0.40
2.60
-2.82
0.10
1.54
3.02

Notes:
This table reports the regression results of auditor connectivity and firm characteristics in relation to the volatility
of accrual estimation errors for the sample in 2007–2015. We report the results in the groups of early, late and
non-adoption of a voluntary audit committee. All regressions include the controls for year effects. T-statistics are
based on robust standard errors.
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Effect of auditor connectedness on the volatility of accrual estimation errors when a
firm has/has not established an audit committee.
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Figure 4
Effect of auditor connectedness on the volatility of accrual estimation errors when a firm has/has not established
an audit committee.

-1

0

1
PORTFOLIO (z-standardized)

Audit Committee=0

2

3

Audit Committee=1

Notes:

The average marginal effect of PORTFOLIO on the volatility of accruals is −0.003 (p < 0.002) when the firm has
Notes:
established an audit committee and 0.002 (p < 0.158) when a firm has not established an audit committee.

The average marginal effect of PORTFOLIO on the volatility of accruals is −0.003 (p < 0.002) when
the firm has established an audit committee and 0.002 (p < 0.158) when a firm has not established an
audit committee.
have an R2 of 0.211–0.587. The variance infla- tion effect of the voluntary adoption of an
tion factor (VIF) values are below 2.21 (high- audit committee.
est mean is 1.68), which indicate no material
Our second hypothesis proposes that
multicollinearity problems.
the monitoring of a well-connected auditor
As shown by the covariates in Table 3, the and the firm’s audit committee incremenNSCORE is significant and negative in Groups tally contributes to the firm’s accrual quality.
1 and 3. In Group 2, the NSCORE is negative but Consequently, firms having a well-connected
insignificant. These results mean that the cen- auditor and an audit committee enable intral position of firms that have early adopted ter-organisational monitoring possibilities.
an audit committee or have not adopted an We estimate our models by replacing netaudit committee at all is associated with a low work centrality with a measure of auditor
volatility of accruals. Therefore, we find only connectedness.
Looking at the covariates in Table 4,
partial support for H1. We do not find support for H1 for the firms that adopted a vol- PORTFOLIO is significant and has a negative
untary audit committee in a later phase. The sign in Groups 1 and 2. This finding means
accrual quality of firms that later adopted an that accrual quality is higher in firms that
audit committee is not affected by network have a well-connected auditor and have
centrality. Taken together, we find support for adopted an audit committee. Interestingly,
the notion that the centrality affects a firm’s PORTFOLIO is insignificant and has a posiaccrual quality, but there is no clear interac- tive sign in Group 3.
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Table 5
DIRECT, INDIRECT AND TOTAL EFFECTS OF AUDITOR CONNECTEDNESS AND THE VOLATILITY OF
ACCRUAL ESTIMATION ERRORS THROUGH A FIRM’S NETWORK CENTRALITY.
(1) Path (a)
DV=NSCORE

(2) Paths (b) and (c’)
DV=AEE

(3) Path (c)
DV=AEE

Coef.

SE

t

Coef.

SE

t

Coef.

SE

t

0.125

0.021

5.90

-0.001

0.001

-1.34

-0.001

0.000

-2.07

-0.003

0.001

-3.44

-0.191

0.095

-2.00

-0.007

0.001

-3.31

-0.006

0.002

-3.06

SIZE

0.193

0.024

7.95

-0.003

0.001

-6.32

-0.004

0.001

-7.47

ROE

0.021

0.176

0.12

-0.030

0.004

-8.00

-0.030

0.004

-7.96

RET

0.097

0.133

0.73

0.005

0.003

1.76

0.005

0.003

1.66

P/B

0.021

0.023

0.92

0.001

0.000

1.11

0.001

0.001

0.99

EQUITY

0.460

0.255

1.80

0.003

0.005

0.55

0.002

0.005

0.33

DUAL

0.317

0.099

3.22

-0.001

0.002

-0.33

-0.002

0.002

-0.71

SERIES

0.218

0.092

2.38

0.015

0.002

7.61

0.014

0.002

7.31

FAMILY

-0.309

0.213

-1.45

-0.026

0.005

-5.72

-0.025

0.005

-5.52

ACCEXP

0.105

0.076

1.38

-0.004

0.002

-2.56

-0.004

0.002

-2.71

AUDEXP

-0.001

0.006

-0.19

-0.001

0.000

-4.37

-0.001

0.000

-1.23

CONSTANT

48.782

30.848

1.58

1.084

0.660

1.64

0.959

0.663

1.45

PORTFOLIO
NSCORE
AC

F-Value

17.84

27.61

28.45

Prob > F

0.000

0.000

0.000

835

835

835

0.209

0.310

0.301

N
Adj. R2

Notes:
This table reports the mediation test of auditor connectedness in relation to the volatility of accrual estimation
errors mediated by network centrality for the sample in 2007–2015. All regressions include the controls for
year effects. Coefficients are obtained by estimating the process of the Sobel–Goodman mediation test (Sobel, 1982; Goodman, 1960). The significance of the indirect effect is obtained by bootstrapping 5,000 samples
using the bootstrap test by Preacher and Hayes (2004).

This outcome suggests that the voluntary
adoption of an audit committee interacts
with our measure of auditor connectedness.
To obtain a proper interpretation of the significant interaction effect, we compute the
average marginal effect of PORTFOLIO at
different levels of AC (AC=1 and AC=0). This
calculation is equivalent to computing simple slopes in linear regression models (Aiken
and West, 1991).
Figure 4 depicts the average marginal
effect of the auditor’s PORTFOLIO on the
volatility of accruals. The effect is negative
and significant when the firm has an audit
committee but positive and insignificant
when the firm has no audit committee. This
finding suggests that the central position of
an auditor does not enhance accrual quality
unless the auditor is well connected to the
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audit committee members (H2). This finding
highlights the importance of the two-way interaction of the well-connected auditor and
the audit committee members to achieve a
less volatile level of accruals.
Finally, we examine the mediating effect
of network centrality on the relation between
auditor connectedness and a firm’s accrual
quality. We employ the Sobel–Goodman mediation test procedure (Sobel 1982; Goodman
1960; Preacher and Hayes 2004) to test H3,
which indicates whether network centrality
influences auditor connectedness to a firm’s
accrual quality. We examine whether (1) auditor connectedness significantly affects network centrality (path a), (2) auditor connectedness significantly affects the accrual quality
in the absence of network centrality (path
c’), (3) network centrality has a significant
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unique effect on the accrual quality (path b)
and (4) the effect of auditor connectedness
on the accrual quality decreases with the addition of network centrality to the model.
As indicated by the covariates in Table 5,
in Column 1 PORTFOLIO shows a significant
association with NSCORE. Earlier we found
that the direct effect of PORTFOLIO on the
AEE is significant only when a firm has voluntarily adopted an audit committee. In Column 2 the NSCORE is negative and has a significant unique effect on the AEE. The effect of
PORTFOLIO on the AEE decreases with the addition of the NSCORE to the model. We used
Preacher and Hayes’ (2004) bootstrapped test
of mediation to draw 5,000 bootstrapping
samples to estimate the indirect effect. As
described in Zhao et al. (2010), Preacher and
Hayes’ test is the most acceptable approach.
The direct effect of PORTFOLIO on AEE is
−0.619 and the indirect effect is −0.321, thus
making the total effect −0.940.10 However,
the direct effect is insignificant and suggests
indirect-only mediation. The indirect effect
is significant and has a mean value of −0.321,
with a 95% confidence interval excluding zero
(−0.845 to −0.145). Therefore, we find support
for H3. The proportion of total effect is mediated by 34.1%, and the ratio of indirect effect
to direct effect is 51.8%.
Our main findings are in accordance with
the results of Chiu et al. (2013), who found
that financial reporting behaviour spreads
through the interlocking parts of a firm’s
board. Bruynseels and Cardinaels (2014)
showed that interlocking networks do not
hamper the quality of the audit committee
oversight. Our results suggest that the position of the interlocking network members
play a role in the group of early audit committee adopters, whereas the late adopters

may benefit from a well-connected auditor.
Evidently, well-connected firms adopt an
audit committee in the early phase (or not at
all) because they are better informed about
the benefits they can gain from it. In the later
phase, a well-connected auditor may bring
insights from other client firms that have already adopted an audit committee and suggest an audit committee as a tool to enhance
the accrual accounting process in a firm.
Interestingly, a group of firms that have not
adopted an audit committee benefits from its
connectivity but not from a well-connected
auditor. This argument reinforces that of
Armstrong et al. (2010) that firms are likely
to choose the best dimensions of corporate
governance for their environment. For a set of
firms, a voluntary audit committee does not
fit its environment, although an audit committee is recommended by the CG Code.
Several control variables are introduced
to test the robustness of the results. We categorise these controls by firm and governance
characteristics. We also test several ‘usual suspects’11 of corporate governance indicators
(Finkelstein and Mooney 2003; Huse 2009).
Consistent with the findings of both Finkelstein and Mooney (2003) and Larcker et al.
(2007), these agency theoretical indicators of
corporate governance have little value in explaining accrual quality. Therefore, we report
only those commonly used controls, aiming
at parsimony in the model.
All the specifications are estimated with
firm controls and year dummies. In addition,
we re-estimated all specifications controlling
the industry effects. All the covariates are
qualitatively similar to our main results except that firm size, as a covariate, turns out
to be insignificant. However, we find that
firm industry is correlated with firm size

The magnitudes of the effects are multiplied by 1,000 to allow interpretation of the results.
Finkelstein and Mooney (2003) referred to the ‘usual suspects’ as variables that account for board independence and its
effect on monitoring. These variables include, for example, the number of outside board members, director shareholdings,
board size and whether the CEO also holds the chair position (CEO duality).

10
11
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(Spearman correlation -0.274) and that the
VIF values of these estimations are over 10.
Therefore, we employ firm controls and year
dummies without industry controls in all our
specifications.
In Tables 3 and 4, SIZE is significant and
has a negative sign in most of the specifications, thus suggesting that large firms have
less volatility in their accounting accruals.
On average, they tend to have larger boards
and more knowledge and resources available for preparing financial statements, as
reflected in the enhanced accrual quality. We
find that ROE is negative and significant, thus
suggesting a relationship between a firm’s
profitability and the volatility of accruals.
However, EQUITY is positive and significant
for the early adopters. Interestingly, SERIES is
significant and has a positive sign. A firm with
only one series of shares may indicate the
non-existence of a significant block holder
and suggest that these firms generally have
low accrual quality. Covariate FAMILY is significant and negative in the late adopters and
non-adopters, consistent with the majority of
family firm studies (Ashiq et al. 2007; Jaggi et
al. 2009). Covariate AUDEXP is negative in the
early and later adopters of an audit committee in accordance with previous studies on an
actor’s expertise (Bédard et al. 2004; Cohen et
al. 2014; Krishnan et al. 2011b; Liu et al. 2014).
Consistent with our results, the coefficients
of AC in Table 5 are negative and significant
in all specifications. Accordingly, the total
effects of SIZE, ROE, SERIES, FAMILY and ACCEXP are highly significant in relation to AEE.
The research setting involves limitations
that are typical in this type of research orientation. Endogeneity occurs when a correlation exists between a variable and the error

term or when a variable that is modelled as
exogenous is actually endogenous. Potential
endogeneity has several sources, including
omitted variable bias, reverse causality, measurement error and simultaneity. The risk of
omitted variable bias is acknowledged in the
development and testing of the empirical
model by using several of the ‘usual suspects’
of corporate governance, for example, series
of shares, family ownership and CEO duality.
Furthermore, we estimate firm fixed effects
to control for any constant unobserved characteristic. However, this econometric technique does not fit into our setting because
of the high autocorrelation of the centrality
measures (i.e. the fact that centrality changes
slowly). Therefore, we do not report these
results, although the main results remain
unaffected.
Although the voluntary adoption of an
audit committee and the related network
position are intuitively expected to influence
accounting accruals, we cannot rule out the
possibility that board members may select
their appointment based on firm characteristics, for example, perceived accrual quality.
Alternatively, firms with a lower volatility of
accruals may select more prominent directors
and therefore more reputable auditors.12 If
this is the case, the findings presented above
may suffer from the problem of endogeneity.
Therefore, we re-estimate our specifications
using the lagged values of our independent
variables. Interestingly, no major changes
occur in the significance or estimates among
the variables (unreported). A similar re-estimation is conducted by replacing network
centrality with auditor connectedness, and
the results follow the same pattern as the
main results (unreported). Therefore, we can

We acknowledge alternative explanations that may explain our results. One of these explanations used in the economic
literature is reputation risk. Board members and auditors may have incentives to protect their reputation and make sure that
the financial reporting provides a true and fair view. Reputational explanation will be more relevant if one argues that more
central actors demand for more monitoring to protect their compensation, for example, board member remuneration or audit
fees.
12
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rule out a possible reverse causality.
Moreover, the sample is limited to publicly listed firms in Nasdaq OMX Helsinki. In
the global context, these firms are considered
relatively small, and the inferences drawn
from the results may not be transferable to
large global firms. Furthermore, the institutional setting is substantially free from political pressures, and studies on other markets
may need to control for political connections
or other incentives, for example, to hide information. Overall, the limitations of this
study open opportunities for future research.

6. Summary and conclusions
Audit committees and an independent auditor occupy positions in which they can assess
the major issues of a firm’s financial accounts
and its accounting. Therefore, their role has
been emphasised in corporate governance
structures and related research. Within publicly listed companies, the requirements of
financial disclosure are enormous, and generally accepted accounting principles may
be lost amidst or overwhelmed by rules and
interpretations (Nobes 2005). Therefore, to
obtain a true and fair view of a firm’s financial
statement, a necessary condition for an auditor is to have proper accounting knowledge.
Conversely, sufficient accounting knowledge
is required for the audit committee member
or at the board level.
Although many studies have examined
the composition and features of audit committees (Boone et al. 2007; DeZoort and Salterio, 2001; Johnstone, et al. 2001), the independence and effectiveness of their members
(Duchin et al. 2010; Gendron and Bédard,
2006; Hoitash 2011; Magilke et al. 2009), the
expertise of actors (Bédard et al. 2004; Cohen et al. 2014; Krishnan et al. 2011b; Liu et
al. 2014) and their effects on accrual quality
(Bédard et al. 2004; Bowen et al. 2008; Klein
2002; Krishnan et al. 2011b; Larcker et al.
2007; Xie et al. 2003), only a few studies have

provided evidence on networks that are composed of individual actors. This research gap
was investigated in studies highlighting the
connections among a CEO, chief financial officer (CFO) and board members (Fracassi and
Tate, 2012; Krishnan et al. 2011a), the factual
independence of corporate actors (Cohen
et al. 2012; Laux 2008) and the implications
for accrual quality (Chiu et al. 2013; Hoitash
2011).
This study investigated a corporate setting
in which the actors controlling and auditing
accounting accruals are required to be independent in a network of interdependencies.
Using generally accepted accounting principles, firms record their transactions based
on their economic substance, and the board
members, audit committees and auditors of
firms provide the oversight of the financial
reporting process and related decision control. The board members and the auditor are
elected to monitor the financial accounting
on behalf of the shareholders, and they hold
key positions when considering whether
the economic substance of the transactions
is reflected in the accounting accruals. The
construct of a monitoring network is defined
as the network of board members and/or a
firm’s auditor.
We examine whether auditor connectedness and network centrality are associated
with a firm’s accrual quality. We find interdependencies among auditor connectedness,
network centrality and a firm’s volatility of
accruals, highlighting the role of network
predictors of accrual quality and the underlying dimensions of centrality (Bonacich 1972;
Freeman 1977; 1979). The importance of actors’
role and position in the network is consistent
with the finding of Chiu et al. (2013). Whereas
Chiu et al. (2013) focused on the importance
of the role of individual directors, for example, audit committee member relative to the
average director influencing accrual quality,
we document the differential role of firm con-
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nectivity and a well-connected auditor.
Firstly, we show evidence that network
centrality is related to better accrual quality
in firms that have voluntarily adopted an
audit committee in the early phase. Moreover, we find a similar result for the firms that
have not adopted an audit committee at all.
The findings suggest that the firms that are
supposed to benefit from the adoption of an
audit committee (early adopters as they consider it useful when implementation is made
possible, and non-adopters as they consider
it not necessary at all) will have better accrual
quality when their firm is well connected.
Secondly, we found that auditor connectedness is related to accrual quality especially
in firms that adopt an audit committee in a
later phase. This finding highlights the relevance of auditor connectivity when adopting
an audit committee and suggests a well-connected auditor’s proactivity to recommend
the adoption of an audit committee to a set
of firms. Consistent with Chen et al. (2014),
the audit committee members meet regularly
and challenge the accounting decisions made
by management; these decisions are eventually reflected in the financial accounting
accruals. The findings indicate that actors,
which have objectives that are aligned with
those of audit committee members and a
firm’s auditor in terms of financial reporting
(DeZoort and Salterio 2001), contribute to
the degree to which actors have input in its
assignment, provide social support and share
collective goals. Thirdly, the relation between
auditor connectedness and accrual quality is
influenced by a firm’s network centrality.
The network of board members and
auditors links actors and organisations,
representing a monitoring device for shareholders. The monitoring network produces

228

information channels and facilitates information transfer, thus enhancing the quality
of the decision control and ultimately the
financial accounting accruals. Owing to the
growing number of network studies in the
field of accounting, we highlight the crucial
decision of which network is examined for
which purpose. We suggest the construct of a
monitoring network in public policy studies
because it defines the network that can be directly influenced by regulation and corporate
governance recommendations. In light of our
findings, shareholders evidently benefit from
the joint effect of network centrality, voluntary adoption of audit committees and communication with a well-connected auditor.
We contribute to the literature on the
voluntary adoption of an audit committee,
its position in a network and its communication with an independent auditor as well as
its influence on a firm’s accrual quality. We
complement the agency theoretical monitoring responsibility of board members and an
auditor with information perspective on interlocking networks that lead to a more pluralistic notion of actors’ accountability. These
findings challenge the categorical notion of
audit committees in controlling financial
accounting accruals. They also suggest further research on the actors of the monitoring
network of firms in relation to their position
in inter-personal and inter-organisational
networks as well as on the development of
related public policy. However, we lack the
understanding of the dynamic interactions
of these actors and the related dilemma of
actors’ simultaneous independence and network dependence, which is the root problem
of monitoring and transparent financial reporting.
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APPENDIX I

Calculation of the centrality measures
The topology of board networks has been widely studied, and the position of an actor in a network has received special attention. Freeman (1979) proposed a variety of centrality measures
that have distinct traits in the information diffusion process. Firstly, Freeman’s (1979) specification of centrality as an activity argues that centrality indicates the potential for a higher
level of communication activity within the network of board members and auditors. Secondly,
Freeman’s (1979) specification of network centrality as independence contends that the higher
value of centrality indicates the possibility for a higher level of independence and/or efficiency
within the network of board members and auditors. Independence in these terms means that a
firm’s board member or auditor is closely related to all the firms in the network, and therefore
he or she is only minimally dependent on any single firm’s board member or auditor and is not
subject to control. Thirdly, Freeman’s (1979) specification of centrality as control claims that a
higher value of centrality indicates the possibility for a higher level of control within the network of board members and auditors. Furthermore, Bonacich (1972) proposed that given that
the connectedness of a board or an auditor depends on the connectedness of its direct links,
centrality could be interpreted as capturing the notions of power and prestige. In other words,
a board or auditors may be in a central position in which they are perceived to be prestigious
and powerful, and thus they are given a special advantage in obtaining resources, information
and favours.
The concept of network centrality is multi-dimensional. In this study, we focus on the four
basic dimensions of network centrality that are central to social network studies. These measures are DEGREE centrality, CLOSENESS centrality, BETWEENNESS centrality and EIGENVECTOR centrality (Bonacich 1972; Freeman 1979).
Firstly, the auditor and/or a board member may be a central actor in a network if they possess
relatively many channels of communication. The DEGREE centrality enumerates the number of
first-degree links to the external board or an external auditor. Letting δ (i,j) denote an indicator
that the auditor or board member in firms i and j shares a director or an auditor, for a given
firm i in a network.
(1)
Freeman’s (1979) specification of centrality as an activity argues that the higher value of
degree centrality indicates the possibility for a higher level of communication activity within
the network of board members and auditors.
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Secondly, an auditor or a board member may be a central actor in a network if he or she
possesses relatively closer connections to external auditors or board members than others,
thus making information or resource exchanges quicker and more readily available (Larcker
et al. 2013). This concept of connectedness is measured by CLOSENESS centrality, which represents how easily or quickly an auditor or a board member can reach outside boards or auditors
through interlocking connections (Freeman, 1977). It is defined as the inverse of the average
distance between a board member or auditors and any other board member or an auditor.
Letting ι(i,j) be the number of steps in the shortest path between an auditor or a board member
in firm i and the auditor or board member in firm j, (normalized by the size of the network),
(2)

Freeman’s (1979) specification of network centrality as independence contends that a higher
value of closeness centrality indicates the possibility for a higher level of independence or
efficiency within the network of board members and auditors. In these terms, independence
means that a firm’s board member or auditor is closely related to all the firms in the network,
and therefore he or she is only minimally dependent on any single firm’s board members or
auditor and is not subject to control.
Thirdly, a board or an auditor may be a central actor in a network if he or she lies on relatively more paths between pairs of external boards or auditors, thus making such boards or
an auditor vital in connecting companies with each other and a key broker of information or
resource exchange (Larcker et al. 2013). BETWEENNESS is defined as the average proportion of
paths between two outside boards and/or auditors on which a board member or an auditor
lies (Freeman, 1977). Letting ρi(k,j) denote the number of shortest paths between an auditor or
a board member in firm k and an auditor or a board member in firm j and ρ(k,j) denote the total
number of shortest paths between k and j,
(3)

One can interpret the distance of the shortest path between two companies to be proportional to the costs of communication or obtaining favours between them. Therefore, we can
interpret BETWEENNESS as a measure proportional to the average cost of communicating with
or obtaining favours from another firm. In other words, a firm may be in a central position in
a network because it is relatively less costly for it to obtain resources or favours from external
firms. Furthermore, Freeman’s (1979) specification of centrality as control claims that the higher
value of betweenness centrality indicates the possibility for a higher level of control within a
network of board members and auditors.
Finally, we consider a fourth and related notion of a central actor in the network, stemming from Bonacich’s (1972) refinement of DEGREE centrality: having more direct connections
is more influential when such connections can reach or influence more outside boards or auditors. In other words, a board member or an auditor is a central actor in a network when his or
her direct contacts are also in a central position. This concept is measured by the EIGENVALUE
centrality of a board member’s or an auditor’s central position in a network based on the central position of its direct links:
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(4)
where λ is the proportionality factor, and gij = 1 if companies i and j are linked. Writing
model (4) in vector form, we see that each firm’s centrality in the network can be obtained by
the EIGENVECTOR of the matrix G.
(5)
As the connectedness of a board or an auditor depends on the connectedness of his or her
direct links, EIGENVECTOR centrality can be interpreted as capturing the notions of power and
prestige. In other words, a board or auditors may be in a central position when they are perceived to be prestigious and powerful, and thus they are given a special advantage in obtaining
resources, information and favours.
As larger firms tend to have larger boards (Larcker et al. 2013), the centrality measures may
suffer from the size effect. To eliminate this effect, we create ranked versions of the centrality
measures using quintiles based on firm size (the log of market value of equity). The highest
values of the centrality quintile assume a value of five, whereas the lowest is one. Thereafter, we
use size-adjusted centrality measures that diminish their correlation with firm size.
To measure the aggregate network centrality of a firm, we construct NSCORE based on the
four dimensions of centrality. We define a network centrality score for each firm by taking the
equal-weighted average quintile rank of the centrality measures rounded off to the nearest
integer. Therefore, the range of NSCORE is from one to five.
(6)

1
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Abstract
This paper examines management accounting from the perspective of its most important user: practising
managers. We seek to enhance the understanding of the relationship between managerial work and accounting.
This interpretative and qualitative study takes a unique approach by using narrative texts for building an
understanding of how managers view accounting in their work. First, a deeper understanding of accounting
and managerial work is sought on the basis of learning experiences of managers. Second, a wider point of view
is achieved by looking at managers’ perspectives on organizational development. Third, the study addresses
managers’ objectives for building their personal competence in accounting. This study presents a four-dimensional framework for the worldview of practising managers regarding accounting, with an emphasis on the
multidimensional nature of managerial work.
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1 Introduction
What is the true accounting competence
of a manager? I think the answer is crowdsourcing. A leader can only succeed together
with others, with cooperation. This culture
of working together allows questions, uncertainty and success. (Director)
This study looks at management accounting
from the perspective of managerial work.
Despite recent studies focusing on practising
managers (Tayles, Pike and Sofian 2007, Jordan and Messner 2012, Burkert, Fischer and
Schäffer 2011), there remains a lack of knowledge on managers and accounting. This article seeks to fill this gap by investigating how
managers view accounting in their work.
Management accounting is typically studied
from the perspective of accounting professionals and doctrines, emphasizing its tools
and systems, its challenges, and the changing
roles of accountants (Granlund and Lukka
1997, Järvenpää 2001, Järvenpää 2007, Malmi
et al. 2001, Vaivio and Kokko 2006, Hyvönen
et al. 2015, Lepistö et al. 2017, Ylä-Kujala et al.
2017). This article explores accounting as part
of managerial work not from the perspective
of accounting professionals but from that of
practising managers. Multilayered qualitative
analysis is employed in creating a framework
for the accounting worldview of a practising
manager. This worldview has important implications for research on accounting and the
profession as a whole.
In management accounting research,
there is growing recognition of the importance of understanding the living practice
of management accounting (Jönsson 1998,
Hall 2010, Chua 2007, Malmi and Granlund
2009, Malmi 2005, Hopwood 2007) and of
making an impact on it (Birnberg 2009, Bogt
and van Helden 2012, Scapens 2006, van der
Meer-Kooistra and Vosselman 2012). However, despite this growing recognition of its
importance, studies concentrating on how
managers view accounting are rare, and the
approaches to studying accounting and man-

236

agerial work have also been criticized. Chua
(2007) states that accounting is a practical
activity, yet we often choose to study it from a
distance, through surveys and mathematical
formulae. One route to greater knowledge,
she suggests, is to rediscover accounting as
a contingent, lived verb rather than as an abstract noun. This article responds to this call
by focusing not just on the use of accounting
information, but on comprehensively exploring the relationship between accounting and
managerial work. This study contributes to
the literature by forming an understanding
of how managers view accounting through
the thinking of managers working in various
organizations. The contribution of this study
is grounded in the unique qualitative narrative texts written by 48 managers themselves.
The topic of managers and accounting was
approached from three perspectives, a structure which allowed richer data to be collected. These perspectives can be considered
as this study’s areas of interest and as building blocks for further insight.
1.
Learning experiences reflect how the
relationship with and understanding of
accounting has evolved during managers’ careers.
2. Organizational development describes
managerial needs for accounting development in its applied organizational
context.
3. Personal competence building frames
the essential competence development
themes and areas for practising managers.
This study’s domain of inquiry was approached, as Kelle (2005) appropriately
phrases it, with an open mind. Utilizing a
qualitative research approach developed
within grounded theory (Glaser and Strauss
1967, Glaser 2009, Bryant and Charmaz 2007,
Alberti-Alhtaybat and Al-Htaybat 2010, Evans
2013, Gurd 2008a, 2008b), this research offers
an inductively developed four-dimensional
framework that illustrates the accounting
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worldview of managers. The findings of this
article meet the need noted by various authors that management accounting research
should bring the practical reality of management more into focus (e.g. Jönsson 1998,
Hall 2010, Ahrens and Chapman 2007a). They
also indicate that it is not the production
and usage of numbers that managers mainly
reflect upon, but instead it is the essence of
the accounting mindset and actions as part
of their managerial work that they consider
to be vital.
The rest of this paper is organized as follows. Section 2 contains a review of the literature on accounting and managerial work,
building the foundation for this study’s motivation and contribution. Section 3 explains
the article’s research methods, data collection
and data analysis. Section 4 describes the results in terms of the three perspectives and
also draws together an overall framework of
practising managers’ views on accounting.
In Section 5, the implications of this research
are discussed and suggestions for further research are offered.

2. Managerial work and
accounting
The understanding of managerial work offers
a motivational starting point for this study. By
observing what managers actually do in their
work, Mintzberg (1973, 1975) found that instead of planning, organizing, coordinating
and controlling, managers’ activities seemed
to be characterized by brevity, variety and
discontinuity. Kotter (1982) emphasized the
complexity of executive roles and revealed
that managers constantly confront information uncertainty and must rely on others in
order to accomplish things. Tengblad (2006)
found that many of Mintzberg’s propositions on management work remained valid,
but also discovered differences (increased
workload, more interaction in groups, less
administrative work and more emphasis on
giving information). However, Holmberg

and Tyrstrup (2010) have recently emphasized that management is far from knowing
everything before doing anything. In their
study of 62 managers, they found that the
biggest difficulty in a manager’s daily work
was the need to ‘draw the map while orienteering’. This interplay of action and interpretation has been defined as sensemaking (Tillman and Goddard 2008, Sajasalo et al. 2016,
Weick 1995), which aims to create awareness
and understanding. Thus, skill and the act of
managerial work should be seen as a systemic
and continuous flow of actions that involve
interaction with various stakeholders, and
is based on information from many sources,
including management accounting.
In their recent review of managerial work
research, Korica et al. (2017) concluded that
research in the 2000s began to re-examine
the fundamental question of what managers
actually do, especially in post-bureaucratic
organizational contexts. Organizations, their
management and control have become less
characterized by top-down command and
more by shared values and day-to-day interactions (Teittinen and Auvinen 2014). In addition, the business model, meaning the design
or architecture of an organization’s value
creation (Teece 2010), has also become part
of the scope of management. These changes
offer an inspiring starting point for management accounting research as well. Gerdin et
al. (2014) state that so far there has been little
interest in management research in how accounting is implicated in managerial work.
This study approached this field by advising
respondents to think about accounting issues
in general without using any limiting (albeit
well-established) concepts such as financial
accounting, management accounting and so
on. Since the issue has been approached from
the perspective of managerial work, the data
mainly focused on the phenomena found in
the management accounting field. Previous
work in this area is reviewed in the following
section.
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There have been a number of calls to
promote a managerial work perspective in
management accounting research. Jönsson
(1998) has stated that management accounting research lacks empirical input from
managerial work. More recently, Hall (2010)
argued that despite Jönsson’s (1998) suggestion, subsequent research has produced
few studies that seek to really understand
how managers engage with accounting information in their work. He calls for further
research to examine how and why managers
use accounting information. It has also been
argued that management research in general should have more of an effect on actual
practice in organizations (Pfeffer 2007) and
that to achieve this methodologies and theories related to the organizational reality
(Seal 2012) should be adopted. Furthermore,
management accounting is perhaps too inward facing (Birnberg 2009) and researchers
sometimes choose to stay on the ‘safe side’ by
only trying to understand the practice rather
than suggesting how to improve it (ter Bogt
and van Helden 2012).
Scapens (2006) concludes that research
over the decades has provided a clearer understanding of management accounting
practices, but the challenge remains of how
research can produce relevant insight for
practitioners and have more of an impact
on practice. In a similar vein, also Burns,
Hopper and Yazdifar (2004) recognize the
achievements of the management accounting research, but see the lack of cooperation
between business practitioners and educational institutions as a challenge. Strategic
management accounting , with its techniques
designed to support the competitive strategy
of the organization, has aimed to strengthen
the connection between accounting and the
practice of management (Bromwich 1990).
Yet strategic management accounting has
also been found to be failing in this respect
(Järvenpää 2007, Langfield-Smith 2008,
Nixon and Burns 2012). Hopwood (2007)
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has also expressed concerns about the lack
of innovation in accounting research. He
suggested that accounting could be studied in its full diversity and complexity if the
research community strengthens its links to
practitioners. This study responds to these
challenges by seeking to paint a more holistic picture about the nature of accounting in
managerial work.
A recent research stream focusing on
practice in organizational studies, called the
‘practice turn’ (Ahrens and Chapman 2007a,
Skaerbaek and Tryggestad 2010, Wittington
2011, Sajasalo et al. 2016), also supports this
study’s connection to practice. Moreover,
management accounting researchers have
been advised to assume a more participatory role in organizational problem-solving
through, for example, constructive (Kasanen,
Lukka and Siitonen 1993, Labro and Tuomela
2003), action and interventionist research
(Suomala et al. 2014), not to mention conventional interpretive case studies (Lukka 2005)
that emphasize the nature of the actual reality in organizations. Despite this perceptible
drift towards a practice-based approach in
management accounting research, few recent
studies have focused more deeply on practising managers. Such earlier studies have examined managers’ perceptions of management
accounting practices with a survey (Tayles,
Pike and Sofian 2007), illuminated managers’
attitudes towards the incompleteness of performance indicators via a longitudinal field
study (Jordan and Messner 2012) and surveyed managers’ responses to the controllability principle (Burkert, Fischer and Schäffer
2011). In addition to these few studies, there
appears to be only case-based research typically focused on accounting change. Overall,
the research lacks an in-depth, first-hand
understanding of management accounting
from the perspective of managers.
This article, on the basis of the analysed
literature on managerial work and suggestions made in the management accounting

NJB Vol. 66 , No. 4 (Winter 2017)

Narratives on the Accounting Worldview of Practising Managers

research, seeks to understand accounting
from the perspective of managerial work by
utilizing innovative and practice-oriented
theoretical frameworks and methodological
approaches.

3. Research methods and data
3.1. Research methodology
This research can be characterized as interpretative accounting research, seeking an
understanding of the everyday practice of accounting by looking at the actors’, that is, the
practising managers’, perceptions and definitions of the situation (Chua 1986). This is accomplished by collecting and systematically
analysing qualitative data. The methodological setting of this research is in its pursuit
of insight into the complexity of meanings,
and in the ways it elucidates the experiences
and views of practitioners, largely inspired by
grounded theory (Glaser and Strauss 1967).
Studies using grounded theory methodology
are likely to begin with a question as a starting point rather than choosing an existing
theoretical framework. In the content analysis of the grounded theory approach, phenomena found in the data are identified and
described. These findings are then related to
each other to form conceptual categories,
which become the basis for a new theoretical
explanation of the studied phenomena. The
basic idea of grounded theory as a qualitative
research methodology is that it uses a systematic set of procedures to develop an inductively derived theory (Strauss and Gorbin
1990).
Grounded theory has been used (e.g.
Cohanier 2014, Bowyer and Davis 2012, Tillman and Goddard 2008, Goddard 2004,
Norris 2002, Parker 2001) and suggested as
a methodology for management accounting
research (Parker and Roffey 1997, Elharidy, Nicholson and Scapens 2008). As a methodology, it offers great potential for subjects with
a strong human dimension (Goulding 1999),

such as managerial work. As a practice-based
research approach, it offers a means of reducing the perceived gap between theory
and practice (Lye, Perera and Rahman 2006).
In cases for which there are few studies, it is
plausible to let conclusions emerge from
empirical data rather than from pre-existing
theory.
Since the first publication of The Discovery
of Grounded Theory (Glaser and Strauss 1967),
the way in which the methodology should be
employed has diverged into two paradigms,
Glaserian and Straussian, and more recently
into a third, the constructivist approach (Bryant and Charmaz 2007). According to Elharidy et al. (2008), accounting researchers have
preferred Strauss and Corbin’s (1990) version
of the method, which allows the researcher
to predefine research questions while also
opting for more structured steps in analysing data, whereas von Alberti-Alhtaybat and
Al-Htaybat (2010) have argued for the more
open, more general Glaserian approach in
interpretative accounting research. The third
school of grounded theory, the constructivist
approach, resembles Strauss and Corbin’s
view by starting with a more specific research
question in mind, examing the literature earlier and constructing the theory from data instead of discovering it (Evans 2013). Concerns
have also been raised about using grounded
theory in management accounting research,
with the suggestion that the justification to
label research as grounded theory research
is sometimes lacking (Gurd 2008a, 2008b).
Because of this rather diverse variety of views
on how to appropriately use grounded theory
and even on how to design qualitative studies
that draw inspiration from its methodology,
it is essential to identify the starting points
of the research and to describe the process
explicitly. Even for inductive research, it is
clear that no qualitative research project
starts out as a tabula rasa, completely lacking any choices and mental presuppositions.
Making these conceptual starting points
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for research transparent helps avoid being
ignorant of and unreflective about its philosophical, methodological and theoretical
underpinnings (Lukka 2010). One motivation
of this research is to bring more empirical
input from managerial work into the field of
management accounting research, a call to
action presented by previous researchers (e.g.
Jönsson 1998, Hall 2009, Malmi and Granlund
2009). A second impetus for the research project design is the assumption that we need to
understand management accounting from a
more multidimensional perspective as part
of managerial work. The research problem is
general in nature, broadly defined as to investigate how managers view accounting in their
work. The what and the why of the research
purpose are initially outlined, after which the
data are allowed to speak for themselves.

3.2. Research data
Approaching accounting from the perspective of managerial work is a demanding task.
It is uncommon for an experienced manager
to have an in-depth understanding of accounting and management. Hence, essays
written by managers were selected as a source
of data. Although it may be easy to speak at
length about a certain topic, conceptualizing
one’s understanding in writing demands a
more considered thought process. Compared
to an interview, the writing process also allows time to reflect on one’s views and the
possibility of structuring the output across
several periods of time.
The respondents were participants of the
Executive MBA programme of the University
of Jyväskylä. The 48 respondents came from
40 organizations of varying sizes and industries, including the public sector. The essays
include experiences and views based on the
respondents’ entire previous working experience. Therefore, the opinions and interpretations in this study are based on many organizational realities, more than the amount
of different organizations the respondents
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were currently working for. The average age
of the respondents was 42 years. They had an
average of 14 years’ experience working in
managerial positions. Of the 48 respondents,
34 were male.
The aim of the research was explained
to the respondents with a presentation. Respondents were informed about the plan
to use the essays in the university’s research
activities and they were given the opportunity to prohibit further use of their writing.
(Nobody chose that option.) The respondents were given a document including the
basic briefing for the assignment and a recommendation for the optimal length of the
essay (three to six pages of written text). The
threefold briefing (in Appendix 1) was used
to separate the essay data collection from a
traditional classroom exercise in which people are often removed from their organizational and professional contexts. It directed
the respondents to think about accounting
based on their past real-life experiences, from
their organization’s developmental perspective and as a key competence area for them
professionally. The respondents wrote the
essays during the autumn of 2012. To accumulate a sufficient amount of data, essays were
collected from two EMBA student cohorts (27
essays + 21 essays). All 48 essays were written
by different people. The combined material
was 214 pages of written text (4.5 pages per
essay, on average).

3.3. Data analysis
Data analysis was conducted with a qualitative research approach developed in
grounded theory. The data from the two
groups of respondents were first analysed
and interpreted separately in three phases.
First, the essays were read without any attempt to identify themes or make conclusions. The idea was to form an overall picture
of the data and to make preliminary remarks
on the texts, pinpointing highlights in the
respondents’ stories. In the second phase, the
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essays were read again and observations were
made on the individual texts and placed into
three columns, each representing one of the
key perspectives of the research. At this point
of the data analysis, all of the findings from
the essays (three findings per perspective
per essay, as instructed in the essay briefing)
were set forth as code lists, again without any
effort to form themes or exclude anything.
In some essays, the three issues asked about
for each perspective were made explicit,
even unambiguously marked with subtitles.
In contrast, some respondents described incidents or their plans in a broader narrative
format, which left the researcher the task of
interpreting these stories and assigning them
appropriate labels. The structure provided
for the essays made this open coding phase
of the analysis a bit easier. Shifts in content
formed natural markers for themes, since the
essays were structured according to the three
issues per perspective. These transitions, as
Ryan and Bernard (2003) describe them, were
used in order to identify expressions. The
fact that the respondents had time to reflect
upon their experiences, express themselves
and come up with conclusions also produced
rather refined material. In the third stage,
the data were scrutinized in order to identify themes. The versatile cutting and sorting
(Ryan and Bernard 2003) technique used in
this phase involved arranging expressions
into groups of items that went together.
Eventually, a preliminary classification system started to emerge. At this stage the aim
was still not to verify any given theory, but instead to allow relevant theoretical constructs
to emerge. After the first round of forming
themes from the code lists, the number of
themes was large. For each of the three perspectives, there were five to ten subcategories
of themes. Those themes were subsequently
refined and combined in order to illustrate
three to four key themes in each category.
Two essay sets were collected at different
times during the autumn of 2012. This ena-

bled the researchers to take some distance
from the data before collecting and coding
the next set. Both sets of essays were analysed
separately at first. Though no significant differences were found between the sets, gathering the data in two phases increased flexibility and made the process of data analysis
more iterative because it doubled the analysis
phase before making any final conclusions.
Before combining the data for final analysis,
the preliminarily themes from each data set
were also presented to the respondents to
ensure consensual validation (Patton 2002)
of the results. Furthermore, discussions with
the respondents after presenting the results
provided further insights into the data, which
formed a good basis on which to combine the
data sets and enter into the phase of ratifying
the final results. Other researchers were also
involved in the analysis process with both
sets of data. By making the raw data (i.e. the
original essays), code lists and preliminary interpretations available to others, additional
perspectives and insights were gained well
before entering the stage of combining the
data sets and making the final conclusions.
The last stage of the final analysis was carried out by combining the original code lists
from both data sets and once again forming
themes. After this, the final summarizing
theoretical conceptualization (Section 4.4.)
about managers and accounting was made.
The next section presents the categorized
themes of each of the three perspectives.

4. Results
4.1. Learning experiences
Narratives on learning experiences included
three different themes: understanding the
business model, actions and experiences, and
living practices.
Understanding the business model
Many managers highlighted a period of time
or an incident during which they had come to
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understand the wider context of accounting
and management in their work, realizing the
overall operating frame of what they do in
terms of money and value creation. Alternatively, such a realization was about being able
to see the essential parts and activities of the
organization through a financial mindset.
One of the most important highlight moments during my career regarding management accounting was when I realized that
accounting from the management point of
view is like a decathlon. It is not enough to
pay attention to one single thing, but instead
you have to understand that it is about the
sum of all moving parts. (Manager)
This holistic general understanding of how
the organization operates can be called the
business model, meaning the ways in which
company creates, delivers and captures value
(Teece 2010, Zott et al. 2011). However, the
insight and personal understanding here
called understanding the business model was
sometimes realized through smaller projects,
as one manager suggested:
On a project level the aim of financial management is clear. Set objectives have to be
achieved; exceeding them is desirable. (Manager)
These included, for example, being a project manager with financial responsibility for
a specific venture. Experience was also gained
outside of the respondents’ main professional activities (e.g. experience in their freetime acting in a role with financial responsibility in an organization). Nonetheless, these
so-called smaller projects can be interpreted
as reflections of phenomena similar to that
of understanding the business model. Many
organizations are large and complex with
complicated structures and operating models. When it comes to realizing the cause and
effect of organizational functions in terms
of money, smaller issues are more easily observable and understood. Without being an
entrepreneur or being in charge of a coherent
organizational unit, learning in practice can
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result from small projects where the lived
reality of management accounting is observable, from beginning to end.
Actions and experiences
Whereas the understanding the business model
theme was about seeing and realizing the
organizational context, the actions and experiences theme concerned managerial actions
and initiatives. Descriptions of active and justified cost management were common in the
narratives.
Many people think that large corporate
customers and the competencies needed to
serve them are so unique that you can’t speak
about cost effectiveness in the same context
with them. I consider one of my professional
highlights that I have been able to show how
even the service for a large corporate customer can be made more efficient using the
lessons from mass-market customers. (Department manager)
The narratives often featured demanding
moments. These moments included times
when management accounting and cost
management actions were prioritized and
became a bigger part of practising managers’
work. Determining the optimal, most cost-efficient way to do business was emphasized.
However, along with cost management, a
second type of story emerged. These stories,
here called investing for success, portrayed a
second compelling aspect of practising managers and accounting: building the capacity
for future revenue. The cost management
stories were more about individual concrete
actions carried out in the short term, whereas
investing in success experiences had a more
future-oriented, long-term perspective.
In one’s personal life, monthly income is almost fixed, so quite rarely can you increase
revenues or cut costs by making investments.
This leads to thinking where the most economical way to deal with different situations
is to minimize costs. When I was working
in R&D, I realized at some point that this is
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not the case in the context of my professional
work. Saving money from purchases and resources is often the biggest waste of money.
(Manager)
Living practices
The living practices theme was a narrative
essentially about communication and interaction. The word living describes how
accounting is brought to life as part of an
organization and its practices. The word also
characterizes continuing ways of dealing
with management accounting information.
Good management accounting is constant
attention to financial issues. One-time cost
cutting campaigns are effective as such, but
it tends to go like weight-loss diets do. Once
the diet period is over, the kilos start crawling
back. (Director)
Narratives regarding this theme dealt
with things like best practices for financial
communication inside the company, ways
in which accounting information was dealt
with in management team meetings, creating a common focus on financial issues, and
so on (Chua 2007, Partanen 2007, Ahrens and
Chapman 2007a, Jordan and Messner 2012).

4.2 Organizational development
Narratives on organizational development
included four different themes: financial
consciousness, managing with a profitability
mindset, relevance in accounting and, finally,
business partnering (i.e. controller support).
Financial consciousness
Many narratives reflected a need to produce
a more profound understanding of profitability issues in an organization. Transparent
and unambiguous financial communication
and information sharing was sought, which
meant putting financial issues more firmly on
the agendas of different meetings.
Management accounting in my work is not
mainly about budgeting or analyzing competitors. It is about linking financial thinking

in everyday management. It is about increasing my personnel’s understanding of how
their own actions are linked to rather complex things like strategy, profitability, balance
sheet etc. (Manager)
Additionally, instead of just distributing
already established information, there was
a perceived need to build a more comprehensive financial mindset among managers,
experts and other personnel in the organization.
My goal is that all the people in my unit
understand how their actions affect our revenues and costs. I want to teach them financial thinking, because afterwards they learn
that they are able to develop and guide their
own actions by themselves in a direction that
affects our bottom line. (Director)
This financially oriented mindset can
be called cost consciousness (Velasquez et
al. 2015, Shields et al 1994) or, as a broader
concept, financial consciousness, because it
often included aspects of revenue formation
in addition to costs, as demonstrated in the
previous quotation.
Managing with a profitability mindset
Instead of pursuing an increase in financial
consciousness throughout the organization,
the theme of managing with a profitability
mindset more clearly placed the actions of an
individual manager into focus.
Personally, I get a feeling of success when I
can show that implemented actions, aimed
at helping us to reach our budget goals, are
really effective in practice. (Director)
These actions included initiatives on how
to intensify the profitability aspect in managerial work through various methods, such as
focusing on the right things, designing compensation systems and incentives, investing
in certain activities and cutting unnecessary
costs. As one director noted:
It is essential to address inefficient processes
and working methods. The fact that you
have to lay off a person from an unprofitable
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business unit is not real management of the
profitability. Real management is about making such changes to the operations that the
profitability will improve. (Director)
It was noteworthy, however, that issues
in this theme were generally future-oriented
and strategic in nature in the studied narratives. There were some cost-management
initiatives and aspects involved, but the main
focus was still on looking ahead, not just on
cost cutting.
Relevance in accounting
The third theme emerging from the narratives on organizational development was
relevance in accounting. There were a variety of
needs to produce relevant management accounting information in the form of different
types of analysis.
Our current (management accounting)
model has created this company, and I am not
completely denying its functionality. In the
business markets of the future, however, we
need facts about which things are economically viable and which are not. Competition
is intensifying, and then you have to invest in
things that really are profitable. (Manager)
Developing relevance in accounting also
included practices of reporting and producing performance measurement information
in various ways. Overall, these demands for
increasing the practical relevance of management accounting echoed similar suggestions
presented in previous research (e.g. Lukka
2005, Malmi and Granlund 2009, ter Bogt H.
and van Helden J. 2012, Hall 2010)
Business partnering
The fourth narrative theme related to dealing
with accounting functions within the organization. These development suggestions were
connected to both personal interaction (with
controllers) as well as to accounting systems.
There are competent professionals working
in the accounting department, who however
appear to the business managers only as
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persons setting limitations. The expertise of
these accounting people should be brought
closer to the everyday business decision-making, which often determines the ultimate
financial success of the company (Director).
Although this fourth theme was not
pronounced in any explicit way, it was identifiable as a distinct theme in the data and
was practical in nature. Interestingly, it dealt
with the widely studied practical challenge of
increasing controller support in the form of
changing the roles of management accountants (Granlund & Lukka 1997, Järvenpää 2001,
Malmi et al. 2001, Vaivio & Kokko 2006, Hyvönen et al. 2015, Lepistö et al. 2017), but in this
case it illuminated the managers’ perspective
on the issue.

4.3 Personal competence building
These narratives included themes related to
sensemaking, strategic financial foresight,
accounting knowledge, and finally, sensegiving.
Sensemaking
The continuing intention to see one’s own
managerial context, responsibilities and
actions through a financial lens was surprisingly pronounced, given the relatively long
managerial experience (14 years on average)
of the respondents.
I see that a manager’s accounting competence is an overall understanding of financial
issues from the bottom up and from the top
down. You should understand which streams
generate the business’s revenues and costs
and how you can affect those. Respectively, a
manager should have an overall understanding of the components of profitability of operations. (Manager)
Learning in this area was seen as improving an individual’s thinking skills, as well as
one’s personal and organizational capabilities
to become more astute in proceeding from
plans to action.
You have to know the sandbox where you
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play. You also have to know the other players. When the dynamics and characteristics
of this environment are constantly observed,
and you are aware of your own strengths, this
understanding sets frames also for financial
management. (Manager)
Sensemaking is also a social process
where managers seek to understand their
past, their current situation and their future
activities (Tillman & Goddard 2008, Sajasalo
et al. 2016). It is an interplay of action and
interpretation, driven more by plausibility
than by accuracy (Weick 1995, Weick et al
2005). This constant redrafting of one’s understanding seemed to be a continuing area
of personal development.
Strategic financial foresight
This theme involved reading macroeconomic
trends and their potential impact, strategic
agility and resilience, goal-setting and performance monitoring in the companies.
General knowledge of macroeconomics is
necessary. The direction of the development
of our field of business and general trends
define also the direction where we should develop our own operations. (Director)
What I hate the most are surprises. Surprises
on your birthday or the pranks made by kids
are nice, but this business is our work, and it
should be predictable. (Country manager)
Strategic financial foresight was essentially about the manager’s ability to proactively understand the essential changes and
the potential financial effects relevant to
one’s own business. In addition, this theme
highlighted the anxiety of dealing with the
unknown.
Financial knowledge
There was a predictable but important need
to learn more about fundamental accounting
knowledge (e.g. interpretation of financial
statements) and problem-solving calculations (related to pricing, customer profitabil-

ity, comparing different alternatives, etc.).
Based on my experience, an increase in the
staff’s accounting competence lowers the
threshold between management and personnel when discussing financial issues. Working becomes more professional and you don’t
have to make financial decisions only in a
small group (for example, the management
team). Especially when the markets are low,
implementing cost-cutting is easier when the
personnel have learned to read the financial
signals in the same way as the management.
The challenge of raising the competence level
of the staff is in the competence level of the
manager himself. If you are uncertain about
your own accounting knowhow, the threshold to teach others is too high. (Manager)
Basic financial knowledge was thus seen
as an important part of managerial competence in order to being able to manage the
different challenging managerial situations
one is facing in the business, like market
downturns and cost cuttings indicated in the
quotation above.
Sensegiving
These stories often concentrated on how to
present financial information in a clear, inspiring and efficient way in different meetings and situations.
In many organizations I have noticed that
personnel divide into two groups. There are
those who are competent or are at least interested in financial issues and another group of
people who don’t feel competent and are not
interested. A good manager can communicate financial issues in a way that everybody
understands and sees how they can affect
(the bottom line). This creates commitment
and motivates people to act efficiently and
keeps the interest on a higher level regarding
financial issues. (Account manager)
There was another crucial aspect regarding sensegiving and competence building:
how to become personally passionate about
financial issues. Strong positive feelings guide
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actions and strengthen cognitive processes. If
you are really interested in something, you
learn and perceive a richer dimension of the
issue. This emphasis on personal learning
links sensegiving to sensemaking, as Gioia
and Chittipeddi (1991) found in a strategic
change context.

4.4 P
 ractising managers and
accounting: elaborating
a framework
The systematically formed themes presented
before were collected utilizing a multidimensional (learning experiences, organizational development, personal competence
building) approach in order to obtain richer
data. However, these themes in this threefold
structure are insufficient as a result for this
research. In order to seek a more complete
understanding of management accounting
from the perspective of managerial work,
further theorizing was conducted. The inductively formed themes were elaborated into a

collection of categories through which substantive theory grounded in the data started
to unfold. The process of constructing the
framework via data analysis was presented in
section 3.3.
The literature review was conducted in
line with a grounded theory approach by
trying to avoid early closure and limitations
on the direction of the research. Before and
during the data collection, the literature was
reviewed only in order to motivate and position the research (see Section 2). The vast majority of the reading was done after collecting
the data, at a point when the emerging theoretical interpretation of the data was already
considerably developed (see Section 4). The
literature was used to challenge and support
interpretations that had been formed and
to locate the findings within the existing research.
Figure 1 presents a framework of managers´ concepts of accounting, detailing the
subject of the research. The first category,

Figure 1. Framework for the accounting worldview of a practising manager
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knowledge base, emphasizes the competencies
and information resources managers considered to be essential. The second category,
strategic mindset, highlights a comprehensive understanding and continuous learning regarding the organization’s business
model and an individual’s managerial area
of responsibility in that setting. By providing information, insight and understanding,
these two form foundations for financial
management for a practising manager. The
third category, accounting-embedded organization, highlights the all-pervading nature of
financial issues in organizations. The fourth
category, managerial actions, describes the
concrete actions of managers from an accounting standpoint. Together, accounting
embedded-organization and managerial actions
describe management with an accounting
mindset, with its organizational managerial
practices and concrete actions.

1 Knowledge base
The appropriate production of relevant accounting information, sufficient accounting competencies, and fluent business-focused cooperation with the organization’s
accounting professionals form the knowledge base of accounting for a practising
manager. This area of the narratives is the
most unambiguous of the four and is likely
the one in which management accounting
research and accounting professionals are
the most ready to contribute today. The
fundamental accounting knowledge of a
manager is a starting point for embedding
accounting in the organization. If managers feel insecure about their personal
accounting competencies, engaging the
organization is beyond their comfort zone
– and even an act for which they are unqualified. In addition, the production of a
sufficient level of objective and reliable accounting information by the organization
is needed to avoid subjectivity, which can
reduce mission clarity and motivation (Rin-

sum and Verbeeten 2012). The indicated
controller support illuminated the managerial expectations on the potential help
and advice they would like to receive from
the accounting function, reported earlier
from the perspective of the accounting profession (Granlund and Lukka 1997, Malmi
2001, Järvenpää 2001, Vaivio and Kokko
2006, Järvenpää 2007, Hyvönen et al. 2015,
Lepistö et al. 2017).

2 Strategic mindset
The narratives indicated an emphasis on the
continuing need for managers to frame the
whole picture and to see one’s managerial
area of responsibility and its development in
financial terms, that is, in terms of money. In
the minds of practising managers, this strategic mindset should be seen as an ongoing
process of constructing and interpreting the
dynamics of building a successful business
organization, as well as one’s personal role
in that setting. This not only includes reacting to the immediate challenges presented
in terms of accounting information, but also
calls for accounting practices emphasizing
anticipatory foresight. The concept of strategic mindset can also be interpreted as an
area in which formal accounting systems fail
to meet the information needs of practising
managers (Järvenpää 1998). There seems to
be a need for a broader concept than the specific unofficial accounting system based on
non-legitimate records presented by Kilfoyle
et al. (2013), something closer to the holistic
presentation of sensemaking from a management accounting perspective also described
by previous researchers (Tillman and Goddard 2007, Heidmann et al. 2008, Burchell et
al. 1980). The managerial need for a strategic
mindset points to what Neely and Al Najjar
(2006) and Hall (2011) emphasize in the context of performance measurement when they
discuss learning and mental-model development in designing management accounting
practices.
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3 Accounting-embedded
organization
Managers wanted to embed accounting
practices and understanding more deeply in
their organizations. This desire corresponds
with several existing voices in management
accounting research. There is a challenge
for management accounting to promote
strategic intent and commitment along with
organizational profit consciousness (Järvenpää 2007). The usefulness and relevance
of management accounting information is
determined not only by the content of strategic ideas, but by the ways in which they are
mobilized (Jørgensen and Messner 2010) and
by how managers use the information in verbal discussions (Hall 2010). From a practising
manager’s point of view, the main goal is not
only to produce the right numbers, but also
to build an accounting-embedded organization, incorporating accounting information
with organizational activities and managerial
practices in the most productive way. This is
challenging because individual differences
affect how strategic information is perceived
(Lowe et al. 2011) and social processes as well
as interaction affect what makes accounting
information more persuasive (Rowe, Shields
and Birnberg 2012).
This challenge leads to the question of
how management accounting could be seen
as a useful learning device (see Burchell et
al. 1980). In other words, it is not just about
giving the right numerical answers, but
about building a profitability-related strategic mindset (Järvenpää 1998). The findings
of this research point to the reasons why
experienced managers see the potential in
this. Today’s increasingly flexible and lower
hierarchy organizations are managed more
by shared values, meanings and mindsets
co-created through interaction instead of by
rules, routines and rigid control (Teittinen
and Auvinen 2014). Organizations are not
only top-down. Instead there exists greater
interactional needs to jointly build compre-
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hension about the key aspects connected to
the organization’s success and performance.
In addition to empowering people, a manager
needs to create the basis for employees to act
as well as to facilitate distributed knowledge
creation. This need echoes Jönsson’s (1998)
assertion about the consequences of aligning management accounting research with
managerial work. A greater focus on communication emerges, as does an assumption
that management accounting information
is for use in various communicative contexts
(Pärl 2012), not directly in decision-making
models. How management accounting information is delivered and processed shapes
the organizational reality (Gerdin et al. 2014).
Accounting can be seen as learned social
practices through which individuals shape
their understandings (Bryer 2011). Dialogue
between accounting and the organization
(Brown and Dillard 2015) illustrates that
practising managers see embedding accounting in the organization as part of their professional managerial role and responsibility.
It also reveals that it is not merely an increase
in available and more accurate accounting
information that is needed, but rather the
co-creation of knowledge on financial consciousness, which in turn may lead to changes
in the organizational mindset as well as in
people’s behaviour.

4 Managerial actions
Managers are action-focused, as famously
phrased by Peter Ducker (1974). The strategic
mindset of a manager, an accounting-embedded organization and a knowledge base
still form an incomplete set, kind of a prerequisite, without the concrete actions of
managerial work. This aspect emphasizes
the importance of understanding the relationship between managerial work and accounting. Using numbers can be considered
to be a privilege for management (Vollmer
2007). Previous studies have illustrated
that the use of accounting information and

NJB Vol. 66 , No. 4 (Winter 2017)

Narratives on the Accounting Worldview of Practising Managers

numbers in leadership positions is far from
an insignificant factor. Abernethy (2004)
states that a manager’s formal authority has
an impact on how he/she uses accounting
information. Leadership styles have also
been shown to affect the use of management
accounting systems (Abernethy, Bouwens
and van Lent 2010), as well as the reactions
of those who receive the information (Jansen
2010). Acting as a manager and management accounting systems are deeply interrelated phenomenon. Overall, the results of
this study are not so much about accounting
numbers as such. A practising manager sees
accounting not as a separate and detached
thing. Instead, the manager optimally views
it as a cohesive part of his/her work as a manager. An ‘accounting in action’ approach
might not only help us to identify which
approaches work, but also what working in
a situated activity actually means in practice
(Chua 2007).

5. Discussion
In this study we have used a grounded theory
approach to develop a theoretical framework
for understanding accounting in the context
of managerial work, an area in which there
has been surprisingly little previous work.
Inductive interpretative research has earlier
approached the issue mainly through longitudinal case studies. Instead of a specific case
setting, this study took a unique approach by
exploring the experiences, opinions and reflections of 48 experienced managers coming
from various organizations. The following
describes the implications of this study for
accounting research and the profession as a
whole.
Implications for accounting research
The results of this study highlight the importance of continually deepening the understanding of accounting in the context of managerial work. In addition to responding to a
general call to provide more practice-focused

accounting research (Jönsson 1998, Hall
2010, Chua 2007, Malmi and Granlund 2009,
Malmi 2005, Hopwood 2007), this research
outlines what the practice of accounting in
managerial work actually is. This is essential
contribution since theory plays a crucial role
in designing practice-oriented management
accounting research. Malmi and Granlund
(2009) argue that current accounting theories and the role of those theories fail to
provide valid support for practitioners and
sometimes the pre-adopted theory defines
what is considered to be interesting in a research project. For accounting researchers, it
should be noted that accounting is only one
of many activities in an organization, and it
is often considered only as a support function. As Tillman and Goddard (2008) stated,
accounting is not a reality in itself, but part
of a broader organizational reality. Along
similar lines, Jorgensen and Messner (2010)
suggested that studying accounting where
it intersects with other activities might also
increase interest in other disciplines. This
paper focused on accounting through managerial work and discovered that accounting
research should not only emphasize retrospective control and change descriptions, but
concentrate on the future-oriented building
of successful organizations. This corresponds
with Ahrens and Chapman’s (2007b) view of
how the focus of accounting research should
be not only on resistance and control, but
also on the potential of management control
systems for action.
This study also provides a methodological contribution to accounting research by
presenting a unique case in which managers’
written reflective texts are used as data. So far,
accounting research has used texts mainly
in content analysis of the narrative portions
of annual reports and other forms of organizational communication (e.g. Smith and
Taffler 2000, Steencamp and Northcott 2007).
Reflective texts have been used as learning
diaries documenting a learning process (e.g.
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Eskola 2011) or as research diaries to assist
in gaining an understanding in case studies
(e.g. Lewis et al 2005). However, in management accounting research to date, there has
been no use of reflective personal narratives
from various experienced executives. Using
self-produced texts could thus be encouraged in studies where it fits the research setting and there is a possibility to produce that
kind of material. Writing as a method offers
many benefits. It compels the respondents
to think in a more concentrated way than in
an interview, in which they can more easily
speak open-endedly about a certain topic.
The writing process also allows more time for
reflection, and the possibility of structuring
the output over several periods.
Implications for the accounting profession
It is worth noting that management accountants are more or less missing from the narratives studied. The research setting has probably affected this, and accountants do exist
in the background, but their general absence
from the spotlight is an interesting observation. The themes in organizational development, for example, were more attached to
management than to accounting activities,
and even the need for relevant figures does
not explicitly entail that they should be produced by management accountants. This
research is in line with claims by Burns et al.
(2004) in which they argue that the longevity of the role of management accountant
should not be taken for granted. In addition,
Hopwood (2007) states that accounting
has become a less isolated phenomenon in
organizations and that it is widely used by
many types of workers other than accounting professionals. Management accountants
face the challenge of making an impact in the
world of practising managers.
From the perspective of the accounting
profession, it is also surprising that different initiatives regarded as so-called strategic
management accounting methods were not
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more pronounced here. It could be expected,
for example, that when managers are offered
a possibility to present their visions and views
on how to develop management accounting,
more suggestions would be presented related
to various strategic management accounting
practices. This is in line with the findings of
Langfield-Smith (2008), who has raised concerns about the lack of interest instrategic
management accounting and the low level of
adoption. Nixon and Burns (2012) continue
the criticism by stating that there is a contradiction between the decline of strategic management accounting and the growth in the
number of concepts and frameworks in the
strategic management domain. They argue
that the literature on strategic management
accounting has neglected several developments in the field. The results support this
discussion by suggesting that the managerial mindset on management accounting is
not merely a collection of different strategic
ways for counting euros – or even of strategic
accounting techniques at all – but instead a
more multidimensional way of looking at
strategy, organizations, people’s actions and
interaction in general. The findings of this
study could be used to reinforce the accounting perspective in managerial work in organizations.
Limitations and directions for
future studies
This study contains some limitations. First,
this article only partially explores the dynamics and complexity of managerial work
as an interaction of local actors. Although
the conclusions are built on the respondents coming from different organizations, it
is obvious that this research distances itself
from building an in-depth understanding
of any specific organizational setting. Future
research is needed to investigate the essence
of accounting in managerial work across different organizational settings and in varying
managerial job positions. Another limitation
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is the nature of the data itself: What are managers capable of saying about such a large
and complex issue? The article is built on
their narratives, that is, the understandings
they provide within the given frame of data
collection, and no additional data collection
was conducted to acquire further information. The focus of this qualitative research
has been on building an initial theoretical
framework for the accounting worldview of
practising managers. Future research could
expand the understanding of managerial
work and accounting by further developing,

examining and applying this study’s four-dimensional framework with more details in
various contexts. In addition to researchers,
management accountants as well as general
managers themselves could look at their organizations through the four-dimensional
model and examine the following questions:
Is the appropriate strategic mindset in place
and does a relevant accounting knowledge
base exist? Is accounting embedded in organizational practices and when viewed through
an accounting lens, are the necessary managerial actions being taken?

251

NJB Vol. 66 , No. 4 (Winter 2017)

Aaltola and Järvenpää

References
Abernethy, M. A. (2004), Power, organization design and managerial behavior, Accounting, Organizations and Society, 29:3-4, 207-225.
Abernethy, M. A., Bouwens, J., Van Lent, L. (2010), Leadership and control system design, Management Accounting Research, 21:1, 2-16.
Ahrens, T. and Chapman, C. (2007a), Management accounting as practice, Accounting, Organizations and Society, 32:1-2, 1-27.
Ahrens, T. and Chapman, C. (2007b), Theorizing practice in management accounting research,
In: C. S. Chapman, A. G. Hopwood, M. D. Shields, eds. Handbook of Management Accounting
Research Volume 1. Amsterdam: Elsevier, 99-112.
Alberti-Alhtaybat, L. and Al-Htaybat, K. (2010), Qualitative accounting research: An account
of Glaser’s grounded theory, Qualitative Research in Accounting & Management, 7:2, 208-226.
Birnberg, J. (2009), The case for post-modern management accounting: Thinking outside the
box, Journal of Management Accounting Research, 21:1, 3-18.
Brown J., and Dillard J. (2015), Dialogic accountings for stakeholders: On opening up and closing down participatory governance, Journal of Management studies, 52, 961-985. DOI: 10.1111/
joms.12153
ter Bogt H. and van Helden J. (2012), The practical relevance of management accounting research and the role of qualitative methods therein: The debate continues, Qualitative Research in Accounting and Management, 9:3, 265-295.
Burkert M., Fischer F. M., Schäffer U. (2011), Application of the controllability principle and
managerial performance: The role of perceptions, Management Accounting Research, 22:3,
143-159.
Bowyer, D. and Davis, G. (2012), How to acquire aircraft? A grounded theory approach to case
study research, Qualitative Research in Accounting & Management, 9:4, 363-397.
Bromwich, M. (1990), The case for strategic management accounting: The role of accounting
information for strategy in competitive markets, Accounting, Organizations and Society,
15:1/2, 27-46.
Bryant, A. and Charmaz, K. (2007), The Sage Handbook of Grounded Theory, Sage publishing.
Bryer, A. R. (2011), Accounting as learnt social practice: The case of the empresas recuperadas in
Argentina, Accounting, Organizations and Society, 36:8, 478-493.
Burchell, S., Clubb, C., Hopwood, A., Hughes, J., and Nahapiet, J. (1980), The roles of accounting
in organizations and society, Accounting, Organizations and Society, 15:1, 5-27.
Burns, J., Hopper, T., Yazdifar, H. (2004), Management accounting education and training:
putting management in and taking accounting out, Qualitative Research in Accounting and
Management, 1:1, 1-29.
Chua, W., F. (1986), Radical developments in accounting thought, The Accounting Review, 61:4,
601-632.
Chua, W., F. (2007), Accounting, measuring, reporting and strategizing – re-using verbs: A review essay, Accounting, Organizations and Society, 32: 4-5, 487-494.
Chua, W., F. (2011), In search of “successful” accounting research, European Accounting Review,
20:1, 27-39.
Cohanier, B. (2014), What qualitative research can tell us about performance management systems, Qualitative Research in Accounting and Management, 11:4, 380-415.
Drucker, P., F. (1974), Management: Tasks, responsibilities, practices. New York: HarperCollins.
Elharidy A., Nicholson B., and Scapens, R. (2008), Using grounded theory in interpretive man-

252

NJB Vol. 66 , No. 4 (Winter 2017)

Narratives on the Accounting Worldview of Practising Managers

agement accounting research, Qualitative research in accounting & management, 4:2, 139-155.
Eskola, A. (2011), Good learning in accounting: phenomenographic study on experiencies of Finnish higher education students, Jyväskylä studies in business and economics, University of
Jyväskylä.
Evans, G., L. (2013). A novice researcher’s first walk through the maze of grounded theory: Rationalization for classical grounded theory, Grounded Theory Review, 12:1, 37-55.
Gerdin, J., Messner, M., and Mouritsen, J. (2014), On the significance of accounting for managerial work, Scandinavian Journal of Management, 30:4, 389-394.
Gioia, D., A., Chittipeddi, K. (1991), Sensemaking and sensegiving in strategic change initiation,
Strategic Management Journal, 12:6, 433-448.
Glaser, B. and G., Strauss, A., L. (1967), The Discovery of Grounded Theory, Chicago: Aldine.
Glaser, B., G. (2009), The novice GT researcher, Grounded Theory Review, 8:2, 1-21.
Goddard, A. (2004), Budgetary practices and accountability habitus: A grounded theory, Accounting, Auditing and Accountability Journal, 17: 4, 543-577.
Goulding, C. (1999), Grounded theory: some reflections on paradigm, procedures and misconceptions, Working paper 006, Wolverhampton, University of Wolverhampton.
Gurd, B. (2008), Remaining consistent with method? An analysis of grounded theory research
in accounting, Qualitative Research in Accounting and Management, 5:2, 122-138.
Granlund, M. & Lukka, K. (1997), From bean-counters to change agents: The Finnish management accounting culture in transition, The Finnish Journal of Business Economics 46:3, 213255.
Hall, M. (2010), Accounting information and managerial work, Accounting, Organizations and
Society, 35:3, 301-315.
Hall M. (2011), Do comprehensive performance measurement systems help or hinder managers’ mental model development?, Management Accounting Research, 22: 2, 68-83.
Heidmann, M., Schäffer, U., Strahringer, S. (2008), Exploring the role of management accounting systems in strategic sensemaking, Information Systems Management, 25:3, 244-257.
Holmberg, I. and Tyrstrup, M. (2010), Well then –What now? An everyday approach to managerial leadership, Leadership, 6:4, 353-372.
Hopwood, A. (2007), Whither accounting research?, The Accounting Review, 82:5, 1365-1374.
Hyvönen, T., Järvinen, J., and Pellinen, J. (2015), Dynamics of creating a new role for business
controllers, Nordic Journal of Business, 64:1, 21-39.
Jansen, E., P. (2010), The effect of leadership style on the information receivers’ reaction to management accounting change, Management Accounting Research, 22: 2, 105-124.
Jordan, S. and Messner, M. (2012), Enabling control and problem of incomplete performance
indicators, Accounting, Organizations and Society, 37:8, 544-564.
Jorgensen, B. and Messner, M. (2010), Accounting and strategising: A case study from new
product development, Accounting, Organizations and Society, 35:2, 184-204.
Järvenpää, M. (1998), Strateginen johdon laskentatoimi ja talousjohdon muuttuva rooli, Series
of the Turku School of Economics and Business Administration, Series D-3:1998.
Järvenpää, M. (2001), Connecting management accountants’ changing roles, competencies
and personalities into the wider managerial discussion – A longitudinal case evidence from
the modern business environment, The Finnish Journal of Business Economics 50:4, 431-458.
Järvenpää, M. (2007), Strategy and management accounting retold: towards a narrative view to
strategic management accounting, In: Granlund, M., eds. Total Quality in Academic Accounting. Essays in honour of Kari Lukka. Turku: Publications of the Turku School of Economics and

253

NJB Vol. 66 , No. 4 (Winter 2017)

Aaltola and Järvenpää

Business Administration, 81-108.
Järvenpää, M. (2007), Making business partners: A case study on how management accounting
culture was changed, European Accounting Review, 16:1, 99-142.
Jönsson, J. (1998), Relate management accounting research to managerial work!, Accounting,
Organizations and Society, 23:4, 411-434.
Kasanen, E., Lukka, K., Siitonen, A. (1993), The constructive approach in management accounting research, Journal of Management Accounting Research, 5:1, 241-264.
Kelle, U. (2005), Emergence’ versus ‘forcing’ of empirical data? A crucial problem of ‘grounded
theory’ reconsidered, Qualitative Social Research, 6:2, 1-17.
Kilfoyle, E., Richardson, A., J., and MacDonald, L.D. (2013), Vernacular accountings: Bridging
the cognitive and the social in the analysis of employee generated accounting systems, Accounting, Organization and Society, 38:5, 382-396.
Korica, M., Nicolini, D., and Johnson, B. (2017), In search of ‘Managerial Work’: Past, present
and future of an analytical category, International Journal of Managerial Reviews, 19:2, 151-174.
Kotter, J.P. (1982), The General Managers. New York: Free Press
Labro, E. and Tuomela, T-S. (2003), On bringing more action into management accounting research: process considerations based on two constructive case studies, European accounting
review, 12:3, 409-442.
Langfield-Smith, K. (2008), Strategic management accounting: how far have we come in 25
years?, Accounting, Auditing & Accountability Journal, 21: 2, 204-228.
Lepistö, L., Järvenpää, M., Ihantola, E.M., and Tuuri, I. (2016), The tasks and characteristics of
management accountants: Insights from Finnish recruitment processes, Nordic Journal of
Business, 65:3-4, 76-82.
Lewis K., Sligo F., Massey C. (2005), Observe, record, then beyond: Facilitating participant reflection via research diaries, Qualitative Research in Accounting & Management, 2:2, 216-229.
Lowe, D. J., Carmona-Moreno, S., and Reckers, P.M.J. (2011), The influence of strategy map communications and individual differences on multidimensional performance evaluations,
Accounting and Business Research, 41:4, 375-391.
Lye, J., Perera, H., and Rahman, A. (2006), Grounded theory: A theory discovery method for
accounting research. In: Hoque Z., ed. Methodological issues in accounting research. London:
Spiramus Press.
Lukka, K. (2005), Approaches to case research in management accounting: The nature of empirical intervention and theory linkage. In: Jönsson, S. & Mouritsen, J., eds. Accounting in
Scandinavia – The Northern Lights, 375-399.
Lukka, K. (2010). The roles and effects of paradigms in accounting research, Management Accounting Research, 21:2, 110-115.
Malmi, T., Seppälä, T., and Rantanen, M. (2001), The practice of management accounting in
Finland: A change?, The Finnish Journal of Business Economics, 50:4, 480-501.
Malmi, T. (2005), Kohti käytännöllisiä teorioita liiketaloustieteessä, toiveajatteluako?, Finnish
Journal of Business Economics, 4, 553-559.
Malmi, T. and Granlund, M. (2009), In search of management accounting theory, European Accounting Review, 18:2, 597-620.
Mintzberg, H. (1973), The Nature of Managerial Work, New York: Harper & Row.
Mintzberg, H. (1975), The manager’s job: Folklore and fact, Harvard Business Review, 53:4, 49-61.
Neely, A. and Al Najjar, M. (2006), Management learning, not management control: The true
role of performance measurement, California Management Review, 48:3, 101-114.

254

NJB Vol. 66 , No. 4 (Winter 2017)

Narratives on the Accounting Worldview of Practising Managers

Nixon, B. and Burns, J. (2012), The paradox of strategic management accounting, Management
Accounting Research, 23:4, 229-244.
Norris, G. (2002), Chalk and cheese: Grounded theory case studies of the introduction and usage of activity-based information in two British banks, The British Accounting Review, 34:3,
223-255.
Patton, M., Q . (2002), Qualitative research & evaluation methods. London: Sage Publications.
Parker, L.D. (2001), Reactive planning in Christian bureaucracy, Management Accounting Research, 12:3, 321-356.
Parker, L.D. and Roffey, B.H. (1997), Methodological themes: Back to the drawing board: Revisiting grounded theory and the everyday accountant´s and manager’s reality, Accounting,
Auditing and Accountability Journal, 10:2, 212-247.
Partanen, V. (2007), Talousviestintä johtamisen tukena. Talentum, Jyväskylä.
Pfeffer, J. (2007), A modest proposal: How we might change the process and product of management research, Academy of Management journal, 50:6, 1334-1345.
Pihlanto, P. (2006), Tarvitsemme sekä teoriaa että käytännön yritystoimintaa palvelevaa tutkimusta, Finnish Journal of Business Economics, 3, 381-387.
Rowe, C., Shields, M., D., and Birnberg, J.G. (2012), Hardening soft accounting information:
Games for planning organizational change, Management Accounting Research, 37:4, 260-279.
Ryan, G.,W. and Bernard, H.,R. (2003). Techniques to identify themes, Field Methods, 15:1, 85-109.
Sajasalo, P., Auvinen, T., Takala, T.Järvenpää, M., and Sintonen, T. (2016), Strategy implementation as fantasising – becoming the leading bank, Accounting and Business Research, 46:3,
303-325.
Scapens, R. (2006), Understanding management accounting practices: A personal journey, The
British Accounting Review, 38:1, 1-30.
Seal, W. (2012), Some proposals for more impactful management control research, Qualitative
Research in Accounting and Management, 9:3, 228-244.
Shields, M.D. and Young, S.M. (1994), Managing innovation costs: A study of cost consciousness
behavior by R&D professionals, Journal of Management Accounting Research, 6:175.
Smith, M. and Taffler, R. J. (2000), The chairman’s statement – A content analysis of discretionary narrative disclosures, Accounting, Auditing & Accountability Journal, 13:5, 624-647.
Steencamp, N. and Northcott, D. (2007), Content analysis in accounting research: the practical
challenges. Australian Accounting Review, 17:43, 12-25.
Strauss, A. and Corbin, J. (1990), Basics of qualitative research: grounded theory procedures and
techniques, Thousand Oaks, CA: Sage Publications.
Suomala, P., Lyly-Yrjänäinen & Lukka, K. (2014), Battlefield around interventions: A reflective
analysis of conducting interventionist research in management accounting, Management
Accounting Research, 25:4, 304-314.
Teece, D.J. (2010), Business models, business strategy and innovation, Long Range Planning,
43:2-3, 172-194.
Tengblad, S. (2006), Is there a “New Managerial Work”? A comparison with Henry Mintzberg’s
classic study 30 years later, Journal of Management Studies, 43:7, 1437-1461.
Skaerbaek, P. and Tryggestad, K. (2010), The role of accounting devices in performing corporate
strategy, Accounting, Organizations and Society, 35:1, 108-124.
Tayles, M., Pike, R., and Sofian, S. (2007), Intellectual capital, management accounting practices
and corporate performance, Accounting, Auditing and Accountability Journal, 20:4, 522-548.
Teittinen, H. and Auvinen, T. (2014). Kontrollin käsite muutoksessa: käskytyksestä kohti asian-

255

NJB Vol. 66 , No. 4 (Winter 2017)

Aaltola and Järvenpää

tuntijaohjausta. Electronic Journal of Business Ethics and Organization Studies, 19:2, 17-26.
Tillman, K. and Goddard, A. (2008), Strategic management accounting and sense-making in a
multinational company, Management Accounting Research, 19:1, 80-102.
Vaivio, J. and Kokko, T. (2006), Counting big: Re-examining the concept of the bean counter
controller, The Finnish Journal of Business Economics, 55:1, 49-74.
Van der Meer-Kooistra, J. and Vosselman, E. (2012), Research paradigms, theoretical pluralism
and the practical relevance of management accounting knowledge, Qualitative Research in
Accounting and Management, 9:3, 245-264.
Van Rinsum, M. and Verbeeten, F.H.M. (2012), The impact of subjectivity in performance evaluation practices on public sector managers’ motivation, Accounting and Business Research,
42:4, 377-396.
Vollmer, H. (2007), How to do more with numbers: Elementary stakes, framing, keying, and
the three-dimensional character of numerical signs, Accounting, Organizations and Society,
32:6, 577-600.
Weick, K.E. (1995), Sensemaking in organizations, Thousand Oaks, CA: Sage.
Weick, K.E., Sutcliffe, K., M., Obstfeld, D. (2005), Organizing and the process of sensemaking,
Organization Science, 16:4, 409-421.
Whittington, R. (2011), The practice turn in organization research: Towards a disciplinary interdisciplinarity, Accounting, Organizations and Society, 36:3, 183-186.
Ylä-Kujala, A., Kinnunen, S.-K., Hyvärinen, T., Tynninen, L., Kärri, T., and Ryynänen, H. (2017) The
state of management accounting symbolized by five clusters of companies, Nordic Journal
of Business, 65:3-4, 55-75.
Zott, C., Amit, R., and Massa, L. (2011), The business model: Recent developments and future
research, Journal of Management, 37:4, 1019-1042.

Appendix 1
Briefing of the essay data collection for the respondents
1. Learning experiences
(Write about the three top learning moments in your working history regarding managerial
work and accounting)
2. Organizational development
(Write about three ways of developing accounting in your organization from a managerial work
perspective)
3. Personal competence building
(Write about three accounting competence development areas that would be important for
you personally as a manager)
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Abstract
Trust, leadership style and generational differences at work have received significant attention in recent years. Despite
several studies on these topics, their relationships in two contrasting demographics have not yet been explored. To
address this gap, this paper examines how trust relates to the leadership style at work for the workforce of three
generations involving Baby Boomers, Generation X and Generation Y/Millennials. The data has been gathered though
the from qualitative interviews and narratives from employees of three-generation working in the multinational
organisations based in India and Finland. The generational difference is more noteworthy in these two countries,
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depends on the leadership style at work.
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1. Introduction
The current workforce in organisations comprises at least three generations, labelled as
Baby-Boomers (Boomers), Generation X
(Gen X), and Generation Y (Gen Y/millennials), and is considered to be a crucial resource for organisations, representing a vast
pool of talent and skills (Glass, 2007). Considering this diversity in age groups and the
ageing demographics (De Long, 2004), managing a multi-generational workforce with
different perceptions and goals is extremely
challenging in today’s multinational organisations (Glass, 2007). However, if managed
properly the differences can be converted
into significant strengths and opportunities
(Lancaster and Stillman, 2002).
Generational categories have received
an increased awareness within the organisations (Smola and Sutton, 2002; Konrad,
2006). Each generation possesses its own
work values, ability and characteristics
(Burke, 2004), meaning that organisational
leaders face challenges and benefits (Gursoy
et al., 2008). These generational categories
develop trust within their leader-follower relationships and desire to nurture the similar
relationships under the preferred leadership
style (Weston, 2001; McNeese-Smith and
Crook, 2003). According to the empirical
work by Davenport and Prusak (1998), there
is no preeminent leadership style; successful
leaders are believed to be able to adapt their
leadership according to the preferences of
their subordinates.
Trust between the various actors in organisations is an important element of the
leader-follower relationship. It can be a
key determinant of efficiency in employees
(Kramer and Tyler, 1996; Rousseau, et al.,
1998; Dirks and Ferrin, 2001). Trust between
three-generation employees and leaders
plays a key role in an organisation striving
to achieve highly engaged and competitive
workforce (McAllister, 1995). Leaders can
increase employee productivity, morale, mo-
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tivation (Wiley, 1997) and retention (Kogan,
2001) by developing trust; this is because
trust has been shown to have an influence on
processes such as satisfaction with and perceived effectiveness of the leader (Gillespie
and Mann, 2004), increased discretionary
behaviours (Burke et al., 2007), improved
team performance (Dirks, 1999, 2000) and
organisational stability (Rich, 1997; Shaw,
1997).
Armstrong-Stassen and Lee (2009) and
Cogin (2012) highlight that it is important
for organisations to be conscious of generational diversity and to initiate the necessary actions to enhance employees’ sense of
belonging to the organisation. To expand
this research domain and incorporate new
viewpoints of trust and leadership style, this
paper investigates trust in the leadership
style from the three-generation perspective
in two countries (Finland and India) and
discusses the implications for leaders. This
qualitative empirical study aims to answer
the following research questions (RQs):
RQ1. How are trust, leadership style and
a three-generation workforce related in working life?
RQ2. 
How can the leadership style facilitate trust development among
a three-generation workforce in a
working life context?
The paper begins with a literature review
on trust and generational theories, and
conceptually connects these with the leadership style at work. Subsequently, methodology and findings are presented under the
empirical study. The paper concludes with
a discussion of results and inferences for
leaders. In closing, limitations of this study
and future opportunities for research are
presented.

2. Conceptualising trust
Trust has significant organisational and interpersonal consequences as studied in the
past (Argyris, 1964; Podsakoff, et al., 1990;
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Mayer, et al., 1995; Brower, et al., 2000; Davis,
et al., 2000; Spreitzer and Mishra, 2002). It
is characterised as multifaceted in organisations (Möllering, et al., 2004; Fulmer and
Gelfand, 2012) and is the building block of
the workforce (Ikonen and Savolainen, 2011).
Trust theorists have reported that trust
develops incrementally over time, integrating it with compatible style and actions
(Mishra, 1996; Lewicki and Bunker, 1996).
However, engaging for long time only does
not develop trust; continuous interaction is
needed. The trust development process is a
never-ending story, it is long and timeless
(Martin, 1998). Trust is considered to be an
ongoing process (Connell, et al., 2003), and
as a central element of enabling collaborative actions in the dynamics of leader-follower relationships (Mayer, et al., 1995; Lewicki, et al., 2006). The temporal dimension
of the ongoing trust process was encapsulated by Wright and Ehnert (2010).
According to the psychological and
transformational approach, the nature of
trust transforms over time due to the existence of several types of trust (Lewicki,
et al., 2006). Trust is an extremely dynamic
phenomenon, bouncing up or down based
on interactions between the partners (Bijlsma-Frankema and Costa, 2005). Trust is reported as a state of relationship, which may
alter across interactions and situations.
Conceptualising trust as a state also refers
to the dynamic nature of trust. In the context of relationships, Klaussner (2012) also
defined trust as an interactional state. In addition, trust is reciprocal in nature, implying mutual trust and dependence (Deutsch,
1958; Butler, 1983; Butler and Cantrell, 1984;
Serva et al., 2005; Ferrin, et al., 2008; Möllering, 2001; Mayer, et al., 2011). Reciprocation
is considered to be a continuous process of
satisfying mutual expectations, carrying
out emotional contracts, thereby enhancing a dyadic relationship (Levinson, 1963).
The relational nature of trust has been put
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forward by Wright and Ehnert (2010). Trust
is observed as a dyadic phenomenon by nature (Yakoleva, et al., 2010) and relational
models of dyadic trust in organisations
were developed by Mayer et al., (1995). In
the contextual nature of trust (McKnight
and Chervany, 1996; Agote, et al., 2016), the
superior’s benevolence was highlighted
as a basis of the subordinate’s trust. Trust
relationships are multifaceted, interactive
and contextual by nature; the actors are
involved in the formation of these relationships themselves. In the kaleidoscopic
nature of trust, trust can rapidly and suddenly “fray at the edges” and the upward
spiral may also occur rather suddenly (Ikonen, 2013). Typically, these changes in the
trust development process seems appear to
originate from habitual and insignificant
actions, especially from the subordinate’s
perspective. Trust is also considered to be
highly dynamic due to its process-like perspective (Burke et al., 2007). Trust dynamics
include initiation, sustenance, breach and
restoration of trust (Tschannen-Moran and
Hoy, 2000). The process perspective of trust
emphasises the process-like nature of trust
development (Möllering, 2013; Savolainen
and Ikonen, 2016).

3. Generational categories in
working life
The definition of generations as defined by
Eyerman and Turner (1998, p. 93): “a cohort
of persons passing through time that come
to share a common habitus, hexis and culture, a function of which is to provide them
with a collective memory that serves to integrate the cohort over a finite period of time”.
The ‘generational habitus’ generates and
structures individual practices, which will
emerge and are defined by forces operating
in a particular generational field (Gilleard
2004, p.114). Other observations about generational differences state that they arise due
to the cohorts of individuals born and raised
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in certain social and political periods, and
individuals of one generation are defined
as those born and living in the same era and
sharing their unique values, personalities,
trust perspectives and peer traits (Jurkiewicz
and Brown, 1998; Gursoy, et al., 2008; Kupperschmidt, 2000; Smola and Sutton, 2002;
Borges, et al., 2006; Jena, 2016). Thus, the
generational category and the difference between them served as the preliminary point
of studying trust between generations (Cennamo and Gardner, 2008; Meriac et al., 2010;
E.Ng. et al., 2010; Cogin, 2012).
A series of criticisms have been made
towards the rising number of multi-generational research studies. Few critics illustrate generational diversity by means of
life stages (Appelbaum et al., 2005; Johnson and Lopes 2008; Lester et al., 2012). A
life-stage viewpoint advocates a common
growth order for the human lifecycle, starting from infancy to old age. As individuals mature they develop more socialism,
conformism and self-transcendence, and
become immune from changes and individualism (Erikson, 1997; Smith and Schwartz,
1997). Another criticism is founded on ignorance of the effect of culture on shaping
an individual’s life experience that is overlooked by a reliance on key past events and
categorisation by birth rates (Murphy et
al., 2004; Johnson and Lopes, 2008). For example, Baby Boomers growing up in India
after it became independent in 1947, whose
early years were regarded as difficult and
uncertain, have dissimilar experiences from
those who were raised in Finland during
the same period and whose seminal years
were marked by stability and development.
Regrettably, only one major cross-cultural
research study by Murhy et al. (2004) has
been conducted that provides some insights into generational study. However,
the research was unsuccessful in addressing
the many questions pertaining to control of
life stages and cultural differences.
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In light of these criticisms, this paper
utilises the findings of Cogin (2012) to segregate the values that are influenced by life
cycle or cultural origin and places its focus
on work values referring to generational
cohorts. These work values that influence
and shape the generational diversity would
be important from the perspective of leadership style; as proposed by Rokeach (1973),
work values displays an individual’s decision
making and actions.
Researchers have reported fundamental
differences in the work values of multi-generational workforces (Lancaster and Stillman,
2002; Smola and Sutton, 2002; Cennamo
and Gardner, 2008; Cogin, 2012). Tulgan
(1996) suggested that owing to their unique
work values, multigenerational workforces
are more efficient and innovative under a
unique leadership style. Work values have
been defined as the results employee desire and believe they should attain through
work (Cherrington, 1980; Nord et al., 1988;
Brief, 1998; Frieze et al., 2006). Work values
nurture employees’ perceptions in the workplace that influences employee’s attitude and
behavior (Dose, 1997) and perceptions and
problem solving (Ravlin & Meglino, 1987).
Work values are categorised as extrinsic and
intrinsic (Porter & Lawler, 1968; Deci & Ryan,
1985; Twenge, 2010). Extrinsic emphasise to
the outcome of work like job security, salary,
rewards and recognization. Whereas, intrinsic focuses on the work process like learning,
innovativeness, intellect (Elizur, 1984). Altruistic values lay emphasis on making contribution to society (Borg, 1990). Other values
like status-related focuses on influence,
recognition, development (Ros et al., 1999),
freedom-related values focuses on work-life
balance and social values focuses on leader-follower relationship (Lyons, 2004).
Table 1 summarises the birth year of the
generational categories used in this study
along with the generational birth years proposed by other scholars.
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Table 1: Generational categories and alternate birth years
(Years referred in Bureau of Labour Statistics in AARP, 2007)
TABLE 1: GENERATIONAL CATEGORIES AND ALTERNATE BIRTH YEARS
(YEARS REFERRED IN BUREAU OF LABOUR STATISTICS IN AARP, 2007)
Generations and Birth Years

Alternate Birth Years and Authors

Baby Boomers

• 1943–1960 (Strauss and Howe, 1991)

1946–1964

•1
 946–1964 (Benson and Brown, 2011; Cogin, 2012; Dries et al., 2008;
Meriac et al., 2010)
• 1946–1962 (Davis et al., 2006)
• 1946–1961 (Cennamo and Gardner, 2008)

Gen. X

• 1961–1981 (Strauss and Howe, 1991)

1965–1980

• 1965–1976 (Benson and Brown, 2011)
•1
 965–1980 (Cogin, 2012; Dries et al., 2008; Meriac et al., 2010)
• 1963–1981 (Davis et al., 2006)
• 1965–1983 (Sullivan et al., 2009)
• 1962–1979 (Cennamo and Gardner, 2008)

Gen. Y

• 1981–1995 (Cogin, 2012)

1981–2001

• 1981–1999 (Meriac et al., 2010)
• 1984–2002 (Sullivan et al., 2009)
• 1981–2001 (Dries et al., 2008)
• 1980–2000 (Cennamo and Gardner, 2008)
• 1980–1994 (Smola and Sutton, 2002)

3.1. Baby Boomers
This generation commonly occupies positions of leadership in workplaces through
the years of career development and promotion in employer organisations. The Baby
Boomers generation is facing tremendous
changes in the adoption of technology, both
personally and professionally. Boomers consider themselves to be optimistic and resourceful, and evaluate their self–worth and
that of others on the basis of work quality
(Hicks and Hicks, 1999). They appreciate promotions, monetary rewards (Patterson and
Pegg, 2008) and are mostly goal oriented
(Burke, 2004; Lamm and Meeks, 2009). Their
long tenure of employment makes them
more likely to trust their organization. They
believe in commitments in the workplace
and their work outlook is process- oriented.
Some key characteristics of this generation
are that they are authentic, experienced and

competitive, they believe in equal rights and
opportunities, consider values, teamwork
and discussions, are motivated to work and
value commitment and loyalty, believe in
long-term employment. (Smola and Sutton,
2002; Lancaster and Stillman, 2002; Jorgensen, 2003; Burke, 2004; Hammill, 2005;
Patterson and Pegg, 2008; Lamm and Meeks,
2009; Cates et al., 2013).

3.2. Generation X
GenXers are fun loving, autonomous and
quick learners. They were born in the era of
emerging technologies such as computers,
video games etc. They take pleasure in having a good balance between their work and
personal life, embrace diversity and are not
workaholics. They are a kind of revolutionary
generation, who rise fearlessly against the
oppressive work ethic of the baby boomer
parent generation (Lancaster and Stillman,
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2002). They are considered to be unattached,
free agents, seeking individual motivation
and rewards. They are the individuals who
change jobs most frequently in order to
achieve their own personal aspirations. They
are extremely independent, flexible and value
equal opportunity (Miller, 2010). They view
work as being action-oriented. They trust
their leader’s words and actions, but once
that trust is broken, it is very difficult to restore. Some key characteristics of this generation are that they are adaptable, competent
and competitive, highly educated, innovative
and independent individuals, motivated by
freedom of work and limited rules, they need
competent leaders, and they respect knowledge, not position. (Adams, 1999; Reese, 1999;
Joyner, 2000; Chatzky and Weisser, 2002;
Smola and Sutton, 2002; Lancaster and Stillman, 2002; Jorgensen, 2003; Rodriguez et al.,
2003; Hammill, 2005; Miller, 2010; Cates et al.,
2013).

3.3. Generation Y/ Millennials
Gen Y or Millennials are highly evolved and
technology oriented, they appreciate feedback and empowerment, with directional reinforcement. They do not need people to lead
them through dominance; rather, they need
intellectual leaders who work efficiently, actively and at ease with modern technology
(Taylor and Keeter, 2010). However, some
studies have suggested that this generation
needs constant supervision and guidance, as
they are partly engaged workforce. The members of Generation Y face more stress, a high
level of competition and the threat of unemployment (Lieber, 2010). Some key characteristics of this generation are that they
view work as a source of revenue; they value a
creative environment and recognition; workplace and time flexibility; participative work
style (Smola and Sutton, 2002; Lancaster and
Stillman, 2002; Hammill, 2005; Taylor and
Keeter, 2010; Lieber, 2010; Cates et al., 2013,
Kultalahti, 2015).
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4. Relation of trust and leadership
style in working life context
Leaders have been a vital part of organisational studies for decades (Yukl, 1989; Holleran, 2006; Kanter, 1993), and they are the key
determinants for organisational effectiveness
across multiple levels: individual, team, and
organisational (Luthans, 1988; Yukl, 1989;
Burke, et al., 2007). Leader- Member exchange
theory (LMX) defines leadership as a practice
of a mutual relationship and interaction
between leader and follower (Northhouse,
2004, p.147). Yulk and Lepsinger (2004) established a flexible leadership framework
that discusses the recognition of leadership
complexity, balance during challenging situations and the need for the corresponding
actions of leaders across multiple levels and
situations.
Leadership style is the approach as well
as the behaviour by which a leader directs
followers toward achieving a goal (Eagly and
Johnson, 1990). The style of the leader depends on the nature of work, employees and
individuality of the leader. The traditional
leadership style is generally not motivational
for all three mutigenerational workforces.
The new-generation leadership requires new
skills, experience, education and compatibility with current technology (Davenport and
Prusak, 1998; Rodriguez, et al., 2003).
Trust is the essence of leadership, acting
as a foundation for functioning relationships
and cooperation (Badaracco and Ellsworth,
1993; Ikonen, 2013). When operating in an
innovative environment, trust in leadership
is essential for organisational success. Developing trust among the employees of organisations is considered to be an important leadership responsibility (Savolainen, 2011), that
influences the employees within the organisation and the organisational performance.
Leaders need to be trusted by the workforce
as trust is an intangible asset, emotion-based
‘uniting glue’ (Savolainen and Lopez-Fresno,
2013); it is nevertheless an essential element
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Leaders

1

LEGENDS:
1. INITIATION

2. OPENING UP

3. PROGRESS

SPOKES

Figure 1: Trust Development Process between Leaders and a Three-Generation Workforce (Partially adopted
from Savolainen and Ikonen 2016).

in every association (leader-follower relationship).
This study contributes to a discussion
about trust and leadership in working life
over three generations by suggesting a model
(Figure 1) that describes the trust development process between a leadership style and
a three-generation workforce. Process studies
in the organisations and management areas
place emphasis on why and how things build
up, appear and mature over time (Langley
et al., 2013). Zand (1972) proposed a spiral
model of reinforcing trust that illustrates
that trust is reinforced by communication in
a process based on the participant’s actions
and expectations. Van de Ven (1992) and
Pettigrew (1990) contributed to the process
perspective particularly with regard to the
organisational changes. Lewicki and Bunker
(1996) proposed a stage-based trust development model. Savolainen and Ikonen (2016),
proposed a trust development process illustrating it as growing plant metaphor.
Figure 1: Metaphorically represents an
organisation as a wheel, composed of leaders

and their styles in its hub, a multigenerational
workforce in the outer layer, and trust as the
spokes (connecting elements). As spokes in a
wheel ensures a positive connection between
the wheel hub and the outer layer, and facilitate steady move, symbolically, the trust in
working life ensures the development of a
positive relationship between the leader and
the three-generation workforce. The length of
the spokes represents the trust-development
process, elucidated through the metaphor
of the growing plant that shows multiple developments of trust (Savolainen and Ikonen
2016). The first step involves the dynamics of
initial development, in which the leader and
the workforce of three generations become
acquainted and try to perceive each other’s
work values and style. The actors in the organisation observe each other in working life
and try to deepen their understanding when
they find similarities in their work values and
a favourable leadership style; they conversely
remain in shell when they feel that their
work values differ (Langley et al., 2013). The
second stage emerges as the “opening up” in
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progressing the trust building. Here, the individuals deepen their relationship through interactions and by becoming less formal. The
third stage is described as a “seed and breaking the shell” also likely associated with the
paradox of protection/defence (Savolainen
and Ikonen 2016). In the second and the third
stage there is the possibility of the reverse
movements that could be due to challenges
such as differing work values and non-preferred leadership style. These challenges result in broken trust that further deteriorates
the trust-building process.
As a wheel with broken or uneven spokes
causes a rough ride, similarly deterioration
and violation of trust leads to a breach of
trust in the leader-workforce relationship
(Andersson, 1996; Lewicki and Bunker, 1996;
Robinson, 1996; McAllister, 1997; Kramer,
1999; Keyton and Smith, 2009; Kim et al.,
2009). If the use of a damaged wheel continues, it will lead to a collapse of the system
in the same way as trust issues that are not
addressed in an organisation, will impede
its functioning (Mayer et al., 1995; Kramer,
1996; Shockley-Zalabak and Winograd, 2000;
Kramer and Cook, 2004).

5. Empirical Study
The aim of this study is to investigate the relationship between trust and leadership style in
a workplace context. The focus of the empirical study is on two contrasting demographics (Finland and India) studied from the
perspective of a three-generation workforce.
The reason for selecting this data from a
two-country combination is that the generational difference is more noteworthy in these
two countries. Finland is experiencing a steep
rise in its ageing workforce as compared to
India, which comprises a younger workforce.
This research utilises a qualitative approach using interviews and narratives to
capture a deeper understanding of the underlying phenomenon. Qualitative research
helps in understanding the insight, impli-
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cations and perspectives of the participants
(Saunders et al., 2009). Qualitative interviews
have been categorised in various ways, such
as unstructured, semi-structured and structured. This study focuses on unstructured and
semi-structured formats because structured
interviews often produce quantitative data
(DiCicco-Bloom and Crabtree, 2006). The
data gathered from the interviews are considered to be valid and reliable to address research questions and objectives. Interviewing
is a flexible method, which enables the participants to discuss openly and freely (Eriksson
and Kovalainen, 2015). The interviews were
generally audio-recorded and subsequently
transcribed, to attain data using the actual
words. The participants were encouraged to
discuss the topic during the open interviews
(Ticehurst and Veal, 2000). Written notes
were used with interviewees who were not
comfortable with recording. The notes also
supported and guided the analysis of the interview data.
The data has been categorised into two
case studies for each country. Case studies
are defined as ‘‘research situations where the
number of variables of interest far outstrips
the number of datapoints’’ (Yin, 1994, p. 13).
Data in the case study method are collected
by various methods using qualitative research techniques such as interviews, document analysis, narratives, and observation,
including ethnographical and anthropological strategies (Gibbert and Ruigrok, 2010).
Case studies enable a researcher to study
contemporary phenomena in a real-life situation, where limitations between context and
phenomenon tend to be unclear (Stake, 1995;
Yin, 1994).
Case study 1 comprises data from Indian
demography collected by interviewing participants at work. Case study 2 comprises data
from Finnish demography that encompasses
five narratives. The findings of each case study
are presented under each case study, and followed by a summary of both the findings.
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5.1. C
 ase Study 1:
Indian demography
The data was gathered from 55 employees
(Baby Boomers – 10; Gen. X – 22; Gen. Y – 23)
of the three-generation workforce at multinational organisations. The interviews were
conducted outside office hours to avoid the
fear of being in the office and holding back
the information. The interviews lasted for
70–90 minutes. The participant and the interviewer exchanged thoughts and ideas about
trust, generational differences between employees and leadership styles.
The data analysis began with reading,
listening, examining data and then analysing the data. Topics identified during data
collection were bifurcated from each other.
Finally, the topics were analysed one by one.
During the analysis, the topics had to be reconstructed and some were incorporated and
combined into one renamed topic.

5.1.1. Findings of case study 1
The findings from the Indian demography are
summarised based on the themes emerged
from the comments of the participants; some
of those comments are presented later. Participants based on their generational background, discussed several themes and issues
concerning leadership style and trust.
Responses of Baby Boomers about
leadership style and Trust:
Response 1: “Leaders are necessary, they
should have morale and values like the renowned leaders do. Good leaders have their
own style of leadership which motivates the
followers”.
Response 2: “Leaders need to build trust with
the employees formally and informally, and it
can only be done with personal interactions.
It’s not one day job”
Response 3: “Leaders are important in an organization, my team has various age employees and different perspective of any issues, I
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think it’s the leader’s responsibility to find the
best way out to manage and keep everyone
motivated”.
Response 4: “Leaders are good when they
pay attention for the preferences, values and
wellbeing of his employees”.
Response 5: “Trust is a core concept, of believing and relying on each other in team.
Everyone should have trust then only we can
achieve success in any work. Trust of leaders
in employees and vice-versa is very important”
These selected comments reflect the
broad outlook of Baby Boomers. In summary,
they need authority, and however they also
need leaders to lead them with values, morale
and potential. For Baby Boomers, relationship is built through ongoing personal interactions and trust is built through long-term
relationships and demonstrating confidence
in their work.
Responses of Gen X about
leadership style and Trust:
Response 1: “Leaders duty is to indicate what
is expected from me in work, so that I can give
my best for that work and my performance is
measured on the outcome of what is expected
of me. Also a leader should be approachable.
That is my first point of building trust”.
Response 2: “I want freedom at work, leader’s guidance is needed, but still I want to
have my own space and freedom to decide
how to work and approach to issues. It’s important for me that my leader trust me and
my work values”.
Response 3: “If my work was outstanding and
my decisions were proved to be excellent, my
leaders should empower me. And based on
my work quality he needs to give space and
freedom to decide. These actions will increase
my trust on my leaders as I will have a feeling
that my leader also trusts me. It’s simple you
trust me and I trust you”.
Gen. X considers them to be adaptable.
They are the layer of meritocracy between the
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Baby Boomers and Gen. Y. They feel trusted
when rewarded with empowerment and recognised for their work values. They build relationships through interactions in the workplace and outside office hours and believe
that their leader’s actions need to be aligned
with what leaders preach.
Responses of Gen Y about
leadership style and Trust:
Response 1: “I don’t want information of
every second through meetings or face-toface. Emails, messages will also do. It disturbs
me in my work. We can make groups in social
media accounts and can deliver important
information’s there too”
Response 2: “I want a competent leader,
from whom I can learn new things, he should
obviously be knowledgeable. I don’t need a
dictator”.
Response 3: “Leaders need to make environment really friendly and cool that we can
approach anyone, anytime at work. Also,
rewards need not be monetary or in award
functions, leaders can just come to my place
pat on my back for my efforts and that all. It
makes me feel rewarded. E-mails circulation
for best work is also a good idea”.
Response 4: “Leader’s openness and honesty
is very important to trust him”.
Trust building in Gen. Y starts with personal interaction and is then strengthened
using social media (i.e. Facebook, Twitter,
LinkedIn, WhatsApp). They are uncertain,
ambiguous, and maintain fluidity. Generation Y demands freedom of work, empowerment and leaders who can lead in challenging situations.

5.2.1. C
 ase Study 2:
Finnish demography
The data for case study 2 was collected through
narratives. The data comprises five narratives
(21 pages), originally in Finnish and translated into English during the course of the
analysis. The stories were written by the rep-
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resentatives of Gen Y, Gen X and Baby Boomers. All the narrators of the selected stories are
employees or leaders in international companies in Finland. Human being expresses their
experiences by narrating stories and listening
the stories and tales have become exciting
for research purposes (Czarniawska, 2004;
Eriksson and Kovalainen, 2015). Narrative in
the current study is defined as “a spoken or
written text that involves temporal sequences
of events and actions” (Maitlis, 2012, p. 492).
In the analysis of the narratives, the generation theory is used as an analytical framework. The typical features and values have
been collected and categorised. To summarise, we adopted a qualitative and interpretive approach to the empirical study of trust
in leadership pursuing descriptions of the
phenomenon. This approach aims at an understanding of the perceptions of the actors
in their own real-life contexts.

5.3.1. Findings of case study 2
Narrative 1 (Story 1): An employee in a Finnish
organisation portrays an incident in which
Russian owner could not communicate in
either Finnish or English. This communication issue generated disappointment and
mistrust (“virtually broken trust”) leading to
unclear intentions among the generational
workforce. The owner’s attempts to repair the
trust resulted in him inviting the employees
informally to his home for dinner. Through
this informal event, trust was strengthened
among the workers as they comprehended
leadership style and work values of their
peers. Subsequently, the employees attempted to resolve the work issues through
mutual goodwill.
Narrative 2 (Story 2): In an organisation
with a three-generation workforce, one of
the team members was promoted to lead a
team of her former colleagues. The situation
now was that her colleagues neither took her
position seriously nor did they communicate
in the required way. She (team leader) ex-
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plained that she was answerable to the other
executive leaders in their organisations. This
action of the team leader was visualised as
misconduct by the Baby Boomers, whereas
the Gen X and Y considered it to be about personality and approach issues. In conclusion,
it suggests that the leader needs to consider
her leadership style of approach to each generation and build trustworthy relationship.
Narrative 3 (Story 3): The third story
highlights the leadership style of a Gen. Y
employee. As Gen. Y are considered sociable
and contemporary, she used to welcome employees on the first day at the workplace by
a handshake and a hug before stating “Don’t
worry and don’t be nervous at all!”. This could
be percieved as being objectionable on a generational or gender basis. The Baby Boomers
workforce might be unfamiliar with the
custom of hugging in Finland but for Gen Y
it appears to be natural. Again, it depicts the
leadership style; what is acceptable in each
circumstance.
Narrative 4 (Story 4): The fourth story
illustrates how a leader built trust with employees of each generation based on the
situation. This leader was leading the team
of multigenerational employees. There was
a situation in a team where a Baby Boomer
needed to go home early for personal reasons, plus, a Gen. Y wanted to work from the
afternoon to evening. The organisational
policies did not support both types of working hours. The leader communicated with his
executive leader and managed to find a solution where he divided both employees work
between them and explained that the work
of both the employees should not be delayed.
In that case they both have to support each
other by working for each other. This is a perfect example of a leadership style and building trustworthy relationships between leader
and employees, and within a team.
Narrative 5 (Story 5): The fifth story is
from a leader from the Baby Boomer generation who appointed a Gen Y. employee.
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Being a leader of a different generational
employee, he allowed the Gen. Y employee to
inform him about what he considered to be
a comfortable communication and leaderhip
style. This idea from a leader made the Gen. Y
employee feel empowered to decide his own
working style and build a relationship professionally with his leader. The leader was able
to gain the trust of his new employee.

5.3. Summary of findings
Trust development through building relationships: Generational differences in
leader-follower relationships and among
employees/peers affect the leadership style.
Radical changes are required in the leadership style in order to successfully integrate a
multigenerational workforce. The findings
from both case studies highlight that trust
building starts with relationship building in
an organisation. To address the challenging
task of leading a multigenerational workforce, leaders need to align and enhance their
skills suitably in all their communication,
behaviour and actions, whether interacting
with individuals or with the whole multigenerational employee group.
Preferred leadership style: The findings
reflect that each generation has its own preferred working style that integrates with each
leadership style. It is imperative for leaders to
comprehend the similarities and differences
of each generation in order to drive or motivate. For example, Baby boomers like to have
a leadership style, which focuses on the individual needs, wellbeing and work values. Gen
X prefers a leadership style in which they are
provided mentoring and skills training. They
want to be trusted and rewarded for their
work. Gen Y presumably dislikes micromanagement, but need strong leadership (Joyner,
2000). Reverse mentoring (Marcinkus, 2012)
can prove to be an innovative way of bridging
the gap between multi-generations. Overcoming the stereotype culture in an organisation can build trust-worthy relationships.
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6. Conclusion and discussions
This paper has presented the connection
between trust, leadership style and generational differences. The qualitative empirical
study focussed on a three-generation workforce comprising the data from two countries
with contrasting demographics. It has been
observed that leaders need to recognize generational differences in a working life context
to develop trust. These generational differences can be interpreted as challenges or
opportunities for leaders who want to benefit
from the strengths of each generation and to
encourage and promote workplace collegiality and support (Brennan, 2010).
As discussed theoretically in this paper,
a debate still prevails about the existence of
the generations. However, a fact that cannot
be ignored is that organisations comprise
various age groups employees, which are
different in context of work. Moreover, stereotyping and generalising the work values
and characteristics of the three-generation
workforce can prove to be challenging as
each group has its own key characteristics.
There is a strong indication of differences
because Boomers live to work, whereas Gen Y
works to live, while Gen X emphasis a worklife balance. Boomers value empowerment
and respect a hierarchy (Zemke et al., 2000),
whereas Gen Y desire empowerment to believe that they are trusted and continuously
challenges hierarchy and authorities (Gursoy
et al., 2008). Gen X needs both empowerment
and mentoring. Trust development occurs in
building a relationship through leader-follower. In the case of Boomers, building a relationship is a longer process, necessitating
continuous face-to-face interactions and
keeping morale and values in view. In the case
of Gen Y, for trust building interaction is necessary, whether face-to-face or through social
media platforms. Gen X needs interaction,
either face-to-face or via social media, trust
builds in Gen X when promises that have

268

been made are fulfilled. The results of this
study indicate that the different generations
at work perceive the leadership style differently, and their trust-building processes and
ways vary accordingly. It is important to build
and sustain trust within a multigenerational
workforce, as diverse values and perceptions
become intertwined at the workplace.

6.1. Implications
The findings of this study have implications
regarding the kind of leadership style to be
adopted to lead the three-generation workforce; one leadership style is not appropriate
for all the generations at work. Leaders who
wish to succeed and who are keen to have a
high-quality workforce need to integrate the
work values of all generations in order to
develop and sustain trust within the organisation. The issues of generational differences
need to be handled judiciously, to avoid
workplace stress, low productivity and job
dissatisfaction (Lancaster and Stillman, 2002;
Kupperschmidt, 2000). Through encouraging the work values of each generation, leaders can foster an environment of motivation,
satisfaction and generational synergy (Gursoy et al., 2008; Smola and Sutton, 2002).

7. Limitations and
Future Research
In this research paper, through the utilisation
of a qualitative empirical study, the authors
present the intersection of a number of broad
areas such as generations, leadership style
and trust. Each area equally deserves full attention and the authors have attempted to
maintain a fine balance between the depth of
study and scope of this research paper. Thus,
this paper poses a few limitations that can be
utilised in the future research.
This paper focused on a three-generation perspective of a workforce that is not
universally acknowledged. The generational
classification presented here was identified
through scholarly articles and practitioners’

NJB Vol. 66 , No. 4 (Winter 2017)

literature. In some developed economies, advances in healthcare and a high quality of life
result in a late retirement age for individuals,
and worldwide technological developments
lead to start-ups from entrepreneurs as young
as twelve years of age. These dynamics lead to
the presence of ‘Traditionalists’ and ‘Generation Z’ in the workforce that can be included
in future studies.
The authors collected data from the
participants of various generations at work,
keeping in mind the proportion of a particular generation in the workforce, e.g. the data
count for baby boomers is comparably less
than for other generations. This is for the reason that India is demography with younger
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generations at work. The collected data has
been analysed from a demographic perspective and the cultural impact has been kept out
of the scope of this paper. However, it can be
referred to future studies.
This study is confined to private sector organisations only based in India and Finland;
it could also be extended to different sectors
and multiple countries for a wider applicability. This article focuses only on trust in leadership style from the perspective of three generations. Other emotions and factors do not fall
within the scope of this paper. The authors
believe that the results will serve as a foundation for further studies and acknowledge that
this paper is an initial step in this direction.
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