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Abstract 

Negative impacts of managerial discretion have been frequently discussed in media 

through the misbehavior of people in different business scandals in recent years. This 

thesis investigates how organizational culture and profession affect managerial 

discretion of auditors. Discretion is defined as the space, or level of freedom, a manager 

has in his or her decision making process when taking action. The study is performed on 

authorized Swedish auditors, members of FAR. The data is collected through a web 

based questionnaire. The link with cover letter was sent out the 23
rd

 of April 2013, and 

was accessible until the 29
th

. Out of 3 956 registered members of FAR, 3 672 could be 

contacted through e-mailing. 295 answers were collected, which of 191 were fully 

completed. Chronbach’s Alpha, Pearson’s correlations test, Regression analysis as well 

as t-tests were carried out in SPSS on the primary data collected from the survey. A 

relationship between the Big Four auditing firms, their business culture and a lower 

level of discretion is found. No distinct relationship between individualistic 

organizational culture and discretion is found, and neither between association with the 

profession of auditing and managerial discretion. A positive relationship between 

employees at Big Four and association with profession is found.  

 

This study contributes to those existing as managerial discretion is considered in 

relation to both internal and external parameters, which has previously not been done. 

Furthermore it adds to the lack of theory regarding profession. As a result the study 

provides a good foundation for further research. Finally, as this thesis highlights the 

possible limitations organizational culture and profession might generate on managerial 

discretion, it can be useful for auditing firms as well as other companies as to better 

understand the importance and possible impacts of these phenomena.  

 

 

Keywords: managerial discretion, organizational culture, profession, auditor, auditing, 

Big Four.  



 

Sammanfattning 

De senaste åren har ledares diskretion och handlingsramar diskuterats flitigt i media, i 

och med flertalet affärsskandaler där individer handlat olämpligt. Denna uppsats 

undersöker hur företagskultur och profession påverkar revisorers diskretion. Diskretion 

definieras i studien som; det handlingsutrymme en företagsledare har i en 

beslutsprocess, det vill säga hur många handlingsalternativ företagsledaren kan 

överväga. Studien har utförts på revisorer medlemmar i FAR (branschorganisation för 

redovisningskonsulter, revisorer & rådgivare i Sverige). Data samlades in genom en 

webbenkät vars länk mejlades ut till samtliga medlemmar. Utskicket gjordes den 23 

april 2013, svar erhölls till och med den 29 april. Av 3 956 registrerade medlemmar i 

FAR kunde 3 672 revisorer kontaktas via mejl. Totalt inkom 295 enkäter med svar, 

varav 191 fullständiga. De tester som utfördes på insamlad data var Chronbach’s Alpha, 

Pearson’s korrelationstest, Regressionsanalys samt t-test. Testerna skedde i SPSS. 

Studien visar att företagskulturen på de större firmorna påverkar revisorernas diskretion 

negativt, medan man på de mindre firmorna kunde påvisa en högre grad av 

handlingsutrymme. Däremot visar studien inte ett distinkt förhållande mellan 

individualistisk organisationskultur och diskretion. Inte heller att en högre association 

till revisorsyrket bidrar till mindre handlingsutrymme. Emellertid visar studien att 

revisorer inom Big Four i en större utsträckning än de från mindre firmor associerar sig 

med revisorsyrket. 

 

Studien bidrar till den befintliga forskningen genom att koppla samman ledarens 

diskretion med både interna och externa parametrar, något som tidigare inte gjorts. 

Studien adderar även information till det kunskapsgap som finns relaterat till profession. 

Därigenom ger studien en god grund för vidare forskning. Slutligen, kan denna uppsats 

vara användbar för revisionsbyråer så väl som andra företag för att få bättre förståelse 

för dessa fenomen, då den belyser de begränsningar organisationskultur och yrke kan 

generera på ledares diskretion.  

 

 

Nyckelord: ledning, chef, diskretion, organisationskultur, profession, yrke, revisor, 

revision, Big Four.  
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Chapter 1 Introduction 

In this first section of the thesis background information will be provided as well as 

problem and purpose, research question, core concepts and an outline of the structure 

in the following chapters.  

1.1 Background 

In recent years you may frequently have heard about diverse company scandals and 

bankruptcies or insider deals and suspect behavior from people with leading roles in 

different kinds of organizations.  

 

Particularly within the financial industry there are various examples of companies 

where bad decisions and actions have lead to disaster, such as in the case of Carnegie 

(Hedelius 2007) and Lehman brothers (Elliott & Treanor 2009). These are examples of 

an extensive amount of managerial discretion combined with egocentricity and lack of 

internal control that have led to catastrophic outcomes such as bankruptcies etc. 

(Hedelius 2007). Other examples, where permissible actions of self-interest have caused 

great problems and questionable behavior, are in the pharmacy industry in the case of 

Fermenta (Bränfeldt 2006) as well as in humanitarian charity and the Swedish Red 

Cross (Ohlsson 2009). Although some sectors may be more exposed to this kind of 

problems they could occur in nearly every, if not all, sectors.   

   Energy producer Enron Corporation is a further clear example of where discretion 

have caused negative impacts, and where company culture allowed people to act 

fraudulent and dishonest. Linked to the Enron scandal is the additional scandal of the 

accounting firm Arthur Andersen LLP. One of the main ideas of auditors is to secure 

that shareholders are supplied with correct information about the actions of managers 

and to illuminate incorrect behavior. Anderson, on the contrary, acted to please Enron, 

its internal culture and customs and not according to the ethics and moral codes that 

they were to follow with respect to the profession of auditing. Hence this example is of 

further interest as it shows that in addition to pushing managerial discretion in one 

direction or another, organizational culture and profession are forces which can create 

conflict, such as they did at the accounting firm Arthur Anderson LLP (Thomas Booth 

2002).  

 

1.2 Problem discussion 

Discretion is a rather abstract concept, it can be said to be the level of freedom a 

manager has, or the space in which the manager is allowed to move within when 

making decisions. Some managers have more extensive liberty to make decisions (a 

higher level of freedom), while others have further boundaries which result in restraints 

of actions (Hambrick & Finkelstein 1987). In this thesis managerial discretion is defined 

as; the space, or level of freedom, a manager has in his or her decision making process 

when taking action. The definition and concept will be further discussed and explained 

below.  
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The degree of managerial discretion is determined by aspects such as the environment 

(market, industry and powerful outside forces), the organization itself and by individual 

characteristics (Hambrick & Finkelstein 1987). Consequently there are various forces, 

both external and internal in relation to the individual, that shape and determine 

managerial discretion of which all have not been well explored. Further research is 

suggested by Hambrick and Finkelstein (1987) and Carpenter and Golden (1997).  

   Previous studies have considered one determinant of discretion at a time, such as 

discretion and shareholders (Dye & Verrecchia 1995), discretion and national 

institutions (Crossland & Hambrick 2011) and discretion and CEO compensation 

(Finkelstein & Boyd 1998). This thesis aims to contribute to existing papers by adding 

supplementary parameters, looking at both the influence of an internal factor; 

organizational culture, and an external; profession.  

 

Culture is a most relevant topic. Humans are the ones to create, uphold and reproduce 

culture (Alvesson 1993) and culture is something that one encounter on a daily bases. It 

helps us understand and explain unfamiliar behavior and actions in ones surroundings 

(Schein 2004). Culture can be found at many different levels in society, organizational 

culture being one of them (Hofstede 1991). Organizational culture creates a sense of 

meaning and belonging to the employee and sets the course in which borders to operate 

within (Brown 1995, Hofstede 1991). Organizational culture is consequently an internal 

force which shapes the degree of managerial discretion (Hambrick & Finkelstein 1987). 

Culture plays an extensive role in how a company tends to act and manage its business 

(Egan 1994). 

  

One can distinguish profession as an example of an external limitation to discretion. 

Previous studies have shown that profession might in some cases have a larger influence 

on managerial discretion and organizational culture than, for example, national culture 

(Dastmalchian, Lee & Ng 2000).  

   Profession is an occupation which consists of a system of ethical principles and moral 

codes, and is a regulated activity which requires specialized training and education 

(Carr 1999 & 2000). Being a manager does not necessary mean one belongs to a 

profession or that one follows codes and principles. This is the reason why auditors 

have been chosen as the empirical object as auditors have a determining profession with 

strong firm affiliation (Harris 1994), and are an acknowledged professional group 

(Power 2000). In addition auditing firms have indicators of distinct organizational 

cultures (Batteau 2000), thus auditing firms have all the elements this thesis is aiming to 

explore.  

 

In conclusion, this thesis will explain how organizational culture and profession work as 

important shapers for determining the discretion of auditors, the auditing profession 

being well-known for both having a somewhat more clear organizational culture (in 

relation to more heterogeneous groups) and acquainted professional characteristics
1
. 

                                                           
 

1
 The model and frame of references of this thesis are based on the assumption that organizational culture 

and professional identity influence managerial discretion. 

http://www.tandfonline.com/action/doSearch?action=runSearch&type=advanced&searchType=journal&result=true&prevSearch=%2Bauthorsfield%3A%28Dastmalchian%2C+Ali%29
http://www.tandfonline.com/action/doSearch?action=runSearch&type=advanced&searchType=journal&result=true&prevSearch=%2Bauthorsfield%3A%28Lee%2C+Sangho%29
http://www.tandfonline.com/action/doSearch?action=runSearch&type=advanced&searchType=journal&result=true&prevSearch=%2Bauthorsfield%3A%28Ng%2C+Ignace%29
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The acknowledgement of managerial discretion consequently could contribute in 

understanding limiting impacts of profession upon managerial discretion. This thesis 

will make further contribution by connecting the professional aspect of auditors, 

servants of the social interest, to the concept of managerial discretion.  

  

1.3 Research question 

How does organizational culture and profession affect the level of managerial 

discretion of auditors? 

 

The purpose of this thesis is to test the relationship between and influence of 

organizational culture and profession on managerial discretion in auditing firms.  

 

 

1.4 Core concepts 

1.4.1 Managerial discretion  

Managerial discretion is an abstract concept and there are many factors that determine 

how high (or low) the level of discretion is. Determinants of discretion can be found in 

the environment, in the organization itself and on an individual level regarding the 

manager himself/herself and his/her personal attributes (Hambrick & Finkelstein 1987). 

These three levels consist of many different factors which will all be further explained 

in the literature review. It is important to recognize that a manager’s discretion do not 

have fixed bounds, many factors, as already mentioned, affect the level of discretion; it 

is restricted partly by the manager’s own awareness and repertoire, as well as by other 

constraints that are more unspecified and vague, for example organizational culture or 

profession (a.a). Recently Hutzschenreuter and  Kleindienst (2013) stated that the 

degree of managerial discretion is significantly influenced by individual, relational, and 

situational features, these features are built on the ideas of Hambrick and Finkelstein’s 

work and they too will be treated more extensively in the literature review.  

   As stated above, in this thesis managerial discretion is defined as; the space, or level 

of freedom, a manager has in his or her decision making process when taking actions; 

some have more extensive space (freedom) to make decisions and act, while others have 

less. With space and freedom both perceptual and monetary levels are included as will 

be explained further in the theory.  

1.4.2 Organizational culture 

Organizational culture has been variously defined over the years. Agreement on one 

specific definition of what organizational culture is and how it should be measured has 

yet to be reached (Scott, Mannion, Davies, Marshall 2003). Organizational culture 

includes many aspects. It represents everything from an organization’s myths, believes 

and ethics to more concrete things, such as the official way of dressing and the 

customary language within the organization. All the above mentioned points are factors 

that help describing an organization’s manners and customs (Scott et al. 2003), but how 

should one define organizational culture?  
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   In this thesis culture will be viewed upon as; the essential assumptions and ideals that 

are shared, invented and developed by a specific group of people, to cope with both 

internal and external issues. The assumptions are regarded to be helpful and important 

enough to be passed on to new members of the group, as the right way of thinking and 

acting when dealing with various kinds of problems. The definition is based on the 

classical definition of organizational culture that Edgar Schein originally coined in 

1985, and have updated in later work (Schein 2004).  

1.4.3 Profession  

Cogan (1955) describes the problem of defining profession, and the difference between 

profession and other work categories. What is often mentioned as a key distinct between 

the two categories is ethics and moral codes (Cogan, 1955, Carr 1999 & 2000). 

Profession is a very abstract concept and it will be further examined in the literature 

review.  

   This thesis agrees with the following definition: profession is an occupation that 

originates from highly specialized training and education. The purpose of the 

professional is to provide objective advice and service to others, without acting out of 

self-interest to reach personal gain – based on the work of Carr (1999). The concept of 

profession is similar to organizational culture. They both contain elements of ethics, 

moral and degree of self interest, consequently the concepts are overlapping but yet 

different. 

1.5 Outline 

The thesis is divided in six chapters; Introduction, Literature review, Method, Empirical 

findings, Discussion and Conclusion. Following the introducing chapter is the Literature 

review where the topics of the thesis and the relations to one another are explained and 

examined. The chapter is concluded by the reaching of the hypotheses. In the third 

chapter method approach, strategy and research design will be discussed as well as data 

collection, analysis of loss in respondents, operationalization, criticism and ethics. The 

chapter is completed by presenting the analyze method. The empirical findings are 

presented in the fourth chapter. In the fifth chapter a discussion regarding the findings in 

relation to previous literature is presented as well as critical reflections. In the last 

chapter a summary of the study is provided, contributions and suggestions for further 

research are discussed.  
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Chapter 2 Literature review 

In this section the relevant topics of the thesis will be explained and examined, starting 

with managerial discretion, the dependent variable, continuing with the determining 

factors; organizational culture and profession. Each of the topics will be handled 

separately as well as in relation to each other. It will also be explained how one 

variable might limit another as well as how they might conflict. Finally, the literature 

review will be concluded by reaching the hypotheses. 

2.1 Definition of managerial discretion  

In this thesis the definition of managerial discretion is considered to be what Hambrick 

and Finkelstein stated in 1987. In their article discretion is defined as; the latitude of 

managerial action, in other words the space or freedom a manager has in his or her 

decision making process of taking actions; some managers have more extensive space 

(freedom) to make decisions and take action, while others have more boundaries which 

results in restraints in the decision making process and possible actions.  

2.1.1 Hambrick and Finkelstein’s (1987) three levels 

Many factors influence the level of managerial discretion. In their article, Hambrick and 

Finkelstein (1987) define three different levels, with sublevels, which all can be said to 

affect the level of discretion in their own ways. These are environmental, organizational 

and individual, which are summarized in the figure 2.1 and will be explained below.  

 

Figure 2.1 The forces affecting chief executive discretion 

(Hambrick & Finkelstein 1987, p.379) 
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The environmental level means that a manager’s discretion is affected by the terms and 

conditions which are current in the industry where the manager is active. The degree of 

product differentiability affects in the way that the higher the product differentiability is, 

the higher the discretion. Industries with high market-growth offer more discretion than 

low-growth, simply because high-growth industries often are characterized by more 

extensive decision making, as well as decisions that possibly could influence the 

industry structure and performance. Managers in an oligopoly structured industry have a 

lower level of discretion compared to managers within market structures of monopoly 

or pure competition. Industries with higher demand instability offer more discretion 

than industries with stability in demand, as the result of having to respond to diversity 

and change. Quasi-legal constraints are constraints of discretion due to soft law which 

can affect for example companies dependent on governmental support or companies 

with contractual commitments. An organization that is not restricted by law to act in a 

specific way, may nevertheless be projected to operate within acknowledged bounds. 

These powerful outside forces
2
, which may limit the organization both indirectly and 

directly, can for example be, big competitors, suppliers and buyers (Hambrick & 

Finkelstein 1987).  

   Organizational factors are factors that generally could reduce the organization’s 

ability to consider change and variety, as well as reduce the manager’s function, and 

therefore the level of managerial discretion, in the organization. Organizational factors 

could be inertial forces, availability to resources and powerful inside forces. Inertial 

forces could be size, age, culture and capital intensity. If the organization is larger it 

might be harder for it to change. Older organizations are less likely to adapt to new 

ways of strategic planning, they stick to old routines and familiar ways instead, this 

reduces discretion. As culture defines which actions and opinions that are allowed and 

which are not within the organization, a strong organizational culture might reduce 

discretion. Capital intensity creates a defined path of action. Shortage of resources, 

which can be of monetary kind, managerial capacity, legitimacy e.g. will result in 

restraints, hence availability of resources are of importance. Powerful inside forces, 

particularly internal political conditions, will affect managerial discretion. Examples are 

the company’s form of ownership and the manager’s relations to a possible board 

(Hambrick & Finkelstein 1987).  

   A manager’s discretion is a function of his or her own characteristics, especially 

cognitive limitations. An important factor of this individual level is that the less 

experienced the manager is, the less discretion he or she has. The manager has to be 

aware of all the possible options/as many options as possible for a specific situation in 

order to create a high level of discretion (a large level of freedom), this knowledge is 

gained through experience in different situations, hence, managers can create discretion 

through broad vision and political acumen (Hambrick & Finkelstein 1987).  

 

To conclude the information above; a manager’s level of discretion is decided by (1) the 

level to which the environment allows change or diversity of ideas, (2) the level of 

                                                           
 

2
 When addressing forces, only those from powerful parties should be considered. This is a limitation of 

the theory as nearly all managerial actions could upset someone (Hambrick & Finkelstein 1987, p.375).  
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caution the organization allows the manager, and (3) the level to which the particular 

manager is able to imagine and generate actions. The environment, the organization and 

the managerial characteristics together contributes to determine a manager’s discretion. 

Obviously the forces may be of different influence in a different set of situations and 

therefore the discretion is never static.  

 

2.1.2 Discussion 

The reason managers stress to act within the set borders of discretion is that they would 

lose in one way or another if acting outside of them (they might lose their job, reliance 

or credibility e.g.), but discretion is autonomous potential outcomes, what is essential at 

the time the decision and action is taken is what powerful stakeholders value and think 

(Hambrick & Finkelstein 1987 p.376-377). However, a manager could never know 

exactly what is tolerated by the stakeholders and therefore a manager who understands 

how to express and legitimate his or her actions and decisions will have more discretion 

than one that cannot explain nor justify them (a.a., p.372).  

 

Hutzschenreuter and Kleindienst (2013) stress the role of the manager in defining 

discretion. They put the most emphasize on the managers cognitive insights of 

consciousness and consideration. They suggest that as the manager is the one to actually 

take the decision and perform the action he or she can, on purpose, influence the level of 

discretion by recognizing and choosing between potential options. They argue that 

managerial discretion is significantly influenced by individual, relational, and 

situational features (a.a.). This does not contradict with Hambrick and Finkelstein, as 

the former build their theories upon the later, but Hutzschenreuter and Kleindienst put 

less emphasis on the environmental and organizational impacts.  

 

There are other authors who build their theories from the one of Hambrick and 

Finkelstein (1987) as well as choose to concentrate on a more narrow approach. 

Carpenter and Golden (1997) argue that managers’ comprehension of discretion varies 

and that the perception can result in significant impacts on discretion. Hence they 

emphasize the further importance of perception over the other individual levels of 

factors as well as organizational and environmental. Moreover, they argue that a 

manager with little discretion may increase his/her level by perceiving additional 

discretion, especially if the people around the manager have a similar perception of the 

manager’s discretion level (Carpenter & Golden 1997). Hence the level of managerial 

discretion is affected by the perception of its width.  

 

We single out and address two important shapers of managerial discretion in auditing 

firms; organizational culture and profession. Organizational culture is an internal force 

of most importance in how a company tends to act and manage business (Egan 1994, 

Hambrick & Finkelstein 1987). Organizational culture is one level within the many 

different of the society (Hofstede 1991). Hence culture is something that one encounter 

on a daily bases and everyone is familiar with but at the same time have a hard time 

explicitly defining and understanding the impact of (Alvesson 1993). As it creates the 

borders to operate within it is of most importance when studying discretion (Hofstede 

1991). While organizational culture is an internal force on managerial discretion 
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Artifacts 

These take the form of stories, 

myths, jokes, metaphors, rites, 
rituals and ceremonies, heroes 

and symbols 

Beliefs, values and attitudes 

Basic assumptions 

These concern the environment, 

reality, human nature, human 

activity and human 

relationships 

The most 

superficial 

manifestation 

of culture 

The deepest 

level of culture 

profession is an external. The impact of profession has been chosen due to a lack of 

existing papers on the topic. In addition, the few studies there are have indicated that 

profession largely influences managerial discretion (Dastmalchian, Lee & Ng 2000). 

The presence of managerial discretion in auditing firms will be discussed in relation to 

organizational culture and profession below.  

 

2.2 Organizational culture 

2.2.1 Definition 

Culture is something that is learned within a social environment. It is made up of 

patterns of thoughts, feelings and choices of actions. There are different layers of 

culture which individuals generate within daily; such as national, regional, gender, 

generation and social class. Organizational is a layer among the others (Hofstede 1991 

ch.1). While the more extensive concept of culture has been discussed perpetually, 

organizational culture first emerged in English literature in the 1960s (a.a., p.179).  

 

It is of importance to emphasize the significance of the human role in culture, as it is 

individuals whom create, uphold and reproduce culture (Alvesson 1993). The strength 

of a culture varies; if more people concur what the culture is, the stronger it will be 

(Pheysey 1993). Schein (2004) defines organizational culture as the outline of collective 

vital suppositions that a specific group perceives legitimate and teach new employees to 

act within when managing problems of inside assimilation and outside adjustments. 

There are different levels of culture in an organization; company symbols and mission 

declarations can be observed on the surface as well as ways of oral expressing and 

practices of rituals. There can also be more profound levels of norms and common 

viewpoints (Brown 1995, Schein 2004).  

Figure 2.2 Brown’s modified figure 

The figure 2.2 to the right shows Schein’s, 

somewhat modified, levels of culture and their 

interaction (Brown 1995, p.9). The first level, 

artifacts, can be described as the surface of the 

organizational culture. These are the items one 

can clearly see, touch or hear. It can be 

everything from clothing and the technologies of 

the organization to a specific way of talking or 

approaching others (Brown 1995, Schein 2004). 

On a deeper level the espoused values can be 

found. This level is where the first step towards 

a basic assumption is born. For example, when 

someone comes with a suggestion of how to 

solve a new problem; there is not yet a basic 

assumption on how to handle the specific problem. If the provided solution is proved to 

solve the problem in a beneficial way, it may be transformed into a basic assumption, 

and be used if the problem reoccurs. Hence on the deepest level of culture, the 

http://www.tandfonline.com/action/doSearch?action=runSearch&type=advanced&searchType=journal&result=true&prevSearch=%2Bauthorsfield%3A%28Dastmalchian%2C+Ali%29
http://www.tandfonline.com/action/doSearch?action=runSearch&type=advanced&searchType=journal&result=true&prevSearch=%2Bauthorsfield%3A%28Lee%2C+Sangho%29
http://www.tandfonline.com/action/doSearch?action=runSearch&type=advanced&searchType=journal&result=true&prevSearch=%2Bauthorsfield%3A%28Ng%2C+Ignace%29
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assumptions and values are on an unconscious level and beliefs are taken for granted 

(Brown 1995, Schein 2004).  

  

Brown draws on Schein’s definition and argues that culture creates a sense of meaning 

to the employee but that there are often several cultures within a company which might 

conflict. Important to remember is that organizational culture is not static, it is a process 

of continuous progress, and an individual might adapt to a company culture more or less 

extensively (Brown 1995, Pheysey 1993). In addition there are differences between 

supported cultures and when it comes down to the actual practice of culture. The 

business environment, with its stake holders, is the greatest influence on organizational 

culture (Brown 1995 ch.1-2). The size of the company is another influencing 

organizational factor (Caplow 1957). It has been proved that smaller organizations to a 

larger extent have more innovative, competitive and supportive cultures than larger 

organizations (Gray, Densten, Sarros 2003). Another difference between small and large 

firms is that the innovative environment in which smaller firms often are positioned 

creates a more performance oriented business culture than in larger firms (Gray et al. 

2003).   

 

Culture plays an extensive role in how a company tends to act and manage business, 

and some argue that there is correlation between business culture and business 

effectiveness (Brown 1995, Tzai-Zang Lee & Ya-Fen Tseng 2005, Wilkins & Ouchi 

1983).  

 

Schein’s (2004) four characteristics of culture are structural stability, depth, breadth and 

pattering or integration. Structural stability in culture means that there is some degree of 

structural stability in a group. Beliefs and norms are not just shared in the group; they 

are also stable within the group and defined within it. Organizational culture is difficult 

to change because stability is valued by the group members, it provides them with 

meaning and certainty. Structural stability is the reason why the culture in an 

organization is maintained, even if some members leave the group. With depth is meant 

that culture is a part of a group on a deep, often unconscious, level. Culture is often 

intangible as well as abstract and it is something which is deeply rooted in an 

organization, contributing to the stability described above. With breadth is meant that 

when culture has once developed it will cover all aspects of a group and its activities. 

Culture spreads and it will eventually influence the entire organization, from its external 

primary tasks to internal operations. The fourth characteristic, patterning or integration, 

unite the other three. This distinction means that everything within an organization, may 

it be behaviors or a specific organizational atmosphere, are combined into one 

integrality. This is the core of culture, everything comes together to form an accepted 

and integrated way of being and acting within the organization (Schein 2004).  

 

Managers may speak about the importance of developing a culture of quality or the 

right kind of culture, implying that there are some cultures that are better than others. 

What is also implied is that there are weaker and stronger cultures (Schein 2004). A 

right kind of culture will affect the efficiency of an organization; and if this also is a 

strong culture it creates a more efficient organization (a.a.). Organizational culture 

constrains the behavior of members of an organization, just as personality constrains an 
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individual’s behavior (Schein 2004). Culture is not a fixed thing, it is continuously 

evolving, it is within an individual and keeps developing as one creates new groups 

which in its turn form new cultures (Alvesson 1993). Schein (2004) also brings up the 

question whether specific occupations have their own cultures. He comes to the 

conclusion that if the occupation requires an intensive learning period and a high 

education, some norms, attitudes and values will certainly be shared due to the same 

learning process. This occupational culture will continuously be reinforced through 

professional meetings and similar gatherings, where the participants will strengthen 

each other and the culture be taught (Schein 2004). There are many definitions and 

conceptualizations of organizational culture. The phenomenon can be measured by 

considering values, norms, artifacts and assumptions, but is hard to quantify (Alvesson 

1993, Schein 2004).  

2.2.2 The culture of auditing firms 

As already discussed there are various levels of culture, and the organizational culture 

represents one of these, but also within the organizational culture there can be 

subcultures. One has to study a social environment with a group of people to learn about 

culture and its specific features. There are some groups that tend to have more 

organizational culture than others. Auditors have a determining profession with strong 

firm affiliation, which is a distinct indicator of organizational culture (Batteau 2000, 

Harris 1994). It is within the cultural context of a business that the language of 

accounting makes sense, but the practice of accounting varies largely in different 

countries. Auditing firms in the same country also varies as well as different 

departments within a company, but these differences are fewer than the international 

ones (Hofstede & Hofstede 2005 p.271-276).  

 

Auditing firms are constantly exposed to risk and hence risk handling. It is also an 

extremely competitive business environment (Jonas & Carolyn 2006). Both these 

factors consequently influence the culture within auditing firms, and make the moral 

aspect important (Hofstede & Hofstede 2005 ch.7). The moral aspect is of much 

importance in auditing firms as there are a constant ethical tension and possible lack of 

autonomy between auditors and their clients, as the client the auditor is monitoring 

represents its own influx of capital (Ronen 2010). The aspect of morals will be further 

investigated under profession.  

 

As from 2002 and the fall of Arthur Andersen, there are four large auditing firms, 

generally known as the Big Four; KPMG, Ernst & Young, Deloitte and 

PricewaterhouseCoopers (Ronen 2010, Talley 2006). These four, well recognized, 

companies are often referred to as one group (Talley 2006). The Big Four are singled 

out, by the majority of researchers, into one specific organizational cultural category 

(Ronen 2010). Although this grouping is commonly made, a critique should be provided 

to this simplification as also these firms most likely have distinct cultures which differ 

from each other. But what is common is that their organizational culture is highly 

associated with maximization of internal profits and their businesses have extended 

rapidly in including many kinds of consultancy commerce (Jopson 2006). They are all 

LLPs and working within a partnership organizational structure (Talley 2006). 

Additional similarities in the organizational cultures of these four large and mature 
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auditing firms are a hierarchical controlled organizational structure, a highly expected 

dedication from employees as well as general presence of stress and overtime along 

with the significance of focus on details and an extensive quantity of group work 

(Kosmala & Herrbach 2006).  

 

Jonas and Carolyn argued that auditing is a competitive business environment (Jonas & 

Carolyn 2006), but the UK Statutory audit services market investigation of 2011 

illustrates that the degree of competitiveness is not at all as present at the Big Four 

auditing firms as at the smaller ones. In contrary the competitiveness seem lower at the 

Big Four; many companies keep the same auditor year after year and new clients wish 

for auditors with long experience along with good reputation, thus, choosing an auditor 

from one of the larger firms due to those causes and without considering one from a 

smaller and more unknown firm (Competition Commission 2013).  

 

There can be differences between the group (office level) and the more widely spread 

organizational culture of an organization. Groups can exist within different cultures, 

they develop subcultures which are likely to have some similarities to the organizations 

culture in general, but may have very distinctive differences (Hofstede 1991).  

2.2.3 Organizational culture and managerial discretion 

Organizational culture, predefining courses of actions, is a noticeable constraint on 

managerial discretion. But as it cannot be disregarded that culture always has a presence 

to some extent (Hofstede 1991), one can argue that there ought to be cultures which 

may have a more positive impact on managerial discretion than others.  

 

Low product differentiability and low market growth are environmental factors likely to 

affect the level of discretion in auditing firms negatively (Hambrick & Finkelstein 1987, 

Jonas & Carolyn 2006). Also the demand stability, present particularly at the larger 

firms, is likely to have this effect. The organizational cultures of auditing firms are, as 

stated above, identified as competitive and with the continuing presence of moral 

dilemmas (Hofstede & Hofstede 2005, Jonas & Carolyn 2006, Ronen 2010); these 

internal forces of organizational factors might indeed furthermore reduce the firm’s 

ability to consider change and variety as well as directly diminish the function of the 

manager (Hambrick & Finkelstein 1987).  

 

Hambrick and Finkelstein (1987) refer to strong culture as an organizational culture 

with more predefined options and courses of actions (Hambrick & Finkelstein 1987), 

consequently reducing discretion. Consequently, less strong cultures would have less 

predefined options and be more open to variety. As age and size are additional aspects 

common to reduce discretion one can assume that a culture within an older and larger 

auditing firm is stronger, in the sense of more restrictive to discretion, than one of a 

younger and smaller firm.  

 

The Big Four are all large sized companies that have existed for fairly long time and 

consequently have had the time to achieve distinct organizational cultures (Batteau 

2000). Besides, the organizational culture of these firms is highly linked to hierarchical 

structures (Kosmala & Herrbach 2006), which is likely to reduce discretion simply 
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because a manager do not have the authority to take decision and set course without first 

taking the question further in the hierarchical organizational structure of decision 

making.  This discussion leads up to the first hypothesis: 

2.2.4 Hypothesis 1 

The organizational cultures at the largest four (Big Four) auditing firms contribute to a 

lower level of discretion than the culture at other (smaller) auditing firms.  

 

Where the Big Four can represent one organizational cultural dimension, it is important 

to recognize that organizational culture varies also within firms, and that it is not only 

firm affiliation that affects culture but also the structure in smaller settings. Therefore it 

is of importance to take the office level into consideration. Consequently a second 

hypothesis drawn from management theory on what differs in collectivistic and 

individualistic organizational cultures in auditing firms and how this might affect the 

office level of organizational culture, is needed.  

2.2.5 Individualistic opposed to collectivistic cultures  

The particular office in an organization can have an individualistic culture, a 

collectivistic culture, or a mixture of them both, which will influence the level of 

managerial discretion in one way or another (Hofstede & Hofstede 2005).  

 

An individually oriented organizational culture expects its employees to act out of own 

interest, and the work ought to be structured in such a way that the individual’s and the 

employer’s interests match (Hofstede & Hofstede 2005 p.99). The employer - employee 

relationship is considered as a strict business agreement and factors such as unsatisfying 

performance from the employee or better work proposals from other employers are 

accepted as reasons to end this agreement (a.a., p.100). Individualism is synonymous to 

high autonomy and personal responsibility. Individualistic cultures and individualistic 

persons are driven by competitiveness and have a high ambition to reach personal goals. 

A high level of independence and a highly competitive organizational climate requires 

decision making power on individual levels, these kinds of environments are often 

characterized by a strong desire for power (Krokosz-Krynke 1998). 

   As stated above, managerial discretion is the space or freedom a manager has in his or 

her decision making process of considering actions (Hambrick & Finkelstein 1987). If 

the organization culture at the office encourage a high level of independence and put a 

lot of responsibility on an individual level, this would consequently generate a higher 

level of managerial discretion. 

 

Collectivistic cultures are found to be the opposite of individualistic, here unsatisfactory 

performance is not accepted as a reason for dismissing a person, but instead it affects 

what kind of duty and responsibility the employee is given (Hofstede & Hofstede 2005 

ch.3). In a collectivistic-oriented organization, the individual as such does not exist, 

instead the employee is expected to act only with consideration to the group and put the 

group’s interests first, even if this does not go along with the individual’s personal 

interests and values. In collectivistic cultures, the competitiveness between colleagues 

are lower, self-objectives are put aside in order to put the groups interests first. Group 
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membership have as a result the main objective of maintaining the in-group harmony, 

and the options and decisions that are taken are the ones that help to continuously 

uphold the current harmony in the group (Triandis, Singelis, Bhawuk & Gelfand 1995).  

   As Hofstede and Hofstede (2005) state; decisions in a collectivistic workplace are 

taken into account primarily with consideration to what is most beneficial for the group. 

The individual is expected to be loyal to the group at all times, something that might put 

restriction on a manager when taking options into account, as options not beneficial for 

the whole group might not be considered (Hofstede & Hofstede 2005  p.104). Due to 

the sense of belonging, one does not want to create imbalance and threaten the in-group 

harmony. This is something that may create inertia and may prevent options to be taken 

into account when making important decisions. Consequently, as stated above, the 

organization’s ability to consider change and variety can reduce managerial discretion 

(Hambrick & Finkelstein 1987).  

 

It is important to realize that organizational culture also exists on an individual level 

(Harris 1994). The discussion above focuses mostly on the office level and describes the 

aggregated culture, but what is often neglected within research is how the organizational 

culture is experienced by the individuals within the organization (a.a.). As stated above, 

organizational culture consists of ideals and values that are shared, invented and 

developed by a group. But how one experience these shared values and ideals may 

differ from individual to individual. A person may share the organizations values and 

beliefs in some contexts and at the same time experience no sharing at all in other 

contexts (a.a.). The stability and strength of the organizational culture is dependent on 

the fact that the individuals within it hold on to the certain basic assumptions of the 

group; the individuals’ experiences of the organizational culture are important to 

maintain the organizational culture on an aggregated, office level. The discretion of the 

individual is affected by how he or she perceives the organizational culture at the office. 

Drawing further on the discussion above the second hypothesis is reached:  

2.2.6 Hypothesis 2 

A higher level of perceived individualistic organizational culture at the office leads to a 

higher level of discretion.  

 

Although hierarchy is also likely to limit discretion (Caplow 1957), a more collectivistic 

business culture is not to mistake with higher presence of hierarchical levels. There is 

no direct connection between the two, and one of them can be more present regardless 

the other (Triandis, Singelis, Bhawuk & Gelfand 1995). The organizational structure of 

a company, and the degree to which decisions are made centrally, thus affects the 

organizational culture. On the other hand centralization and decentralization could be 

argued to be types of organizational cultures. In the scope of this thesis hierarchy levels 

have been considered as influences upon organizational culture and have consequently 

not been measured independently.  
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2.3 Profession  

2.3.1 Definition 

Professionalism means different things to different people. Johnson (1972) explains this 

fact in a remarkable way, he states that there are three general ways to use (interpret) the 

word professional, the first way would be to use it when distinguishing between a 

professional and an amateur, for example a professional athlete and an amateur athlete. 

The second way to use the notion would be when describing a performance; a 

professional outcome equals a well done job, while unprofessional would mean that the 

job was not that well performed. To best explain this aspect, one could use the example 

of the occupation hairdresser. The hairdresser may perform haircuts and coloring in a 

professional way with perfect results, but this is not the same as saying that hairdressers 

are professionals and are part of a profession. This is where the third interpretation of 

professional steps in and becomes relevant; the word profession is used when intending 

to distinguish between the activities of different occupations. In this sense, to be a 

professional means that one is part of a profession and consequently a category of 

occupation which traditionally has included doctors, lawyers along with auditors, and 

may include categories such as teachers and priests, but has traditionally excluded 

hairdressers, carpenters and other tradesmen (Johnson 1972).  

 

The discussion of what a profession is and what separate these occupations from others 

is extensive. It is hard to find one conclusive definition of profession, but when doing 

research it is obvious that some criteria are regarded as more prominent than other. One 

acknowledged definition is the one of Carr (1999). He states that professions are 

occupations that are essential to provide high quality public service, and are based on 

both theoretical and practical expertise. Professions have an important ethical aspect and 

require a code of practice to be maintained. Directives and good organizational 

structures are necessary when recruiting to and for maintaining a good discipline within 

the profession. When having an occupation which is regarded to be a profession one 

need to have a high level of independence in order to provide services in an accurate 

way (Carr 1999). 

 

Another definition of profession is Larson’s (1977), the distinction from the one above 

is that she uses different dimensions when concluding; the cognitive dimension, the 

normative dimension and the evaluative dimension. The description of the cognitive 

dimension is that professionals need a basic core knowledge, both theoretical and 

practical, which is used frequently in their work. This knowledge should be acquired 

through extensive training and education. The description of the normative dimension is 

that professionals need to be service-minded and act without self-interest. One 

important characteristic of a profession is ethics, this is a necessity since professionals 

are allowed a great deal of self-regulation by society and a lot of trust is put on this 

group. The description of the evaluative dimension is that professions are different from 

other work categories. There are two specific characteristics that can be seen as the 

main differentiators; independence and prestige.  
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As to be seen, the two definitions are different from each other, but together they 

capture the most frequently mentioned factors within the literature about profession. 

Pointed out from both authors as the main differentiating factor is the ethical aspect and 

the degree to which one person devotes oneself to the ethical codes of the profession. 

They are not alone in agreeing on this; the ethical dimension, the ethical aspect, the 

ethical perspective, the ethical code and many other similar expressions are 

continuously mentioned in literature regarding the topic (Abbot 1988, Etzioni 1969, 

Van Zandt 1990). In other words, the ethical aspect is a highly important factor when 

defining profession. The reason for the importance of ethics when differentiating 

professions from non-professional occupations is that, even though a professional have 

a good and satisfactory theoretical knowledge and skill, he or she may still behave in a 

non proper way towards a patient or client. Someone can be deemed unfit to practice a 

profession due to the lack of suitable values or motives. It is therefore a reasonable 

opinion that any profession should be restricted and ruled by an ethical code which 

clearly identifies the obligations and responsibilities of the professional and at the same 

time points out the rights of the client (Carr 1999).  

 

Ethical and moral codes are in their core the same for all professions, but may still vary 

significantly (Carr 1999). In this thesis the focus is on the profession of auditing. Below 

it will be explored what profession of auditing means and requires as well as how it 

influences managerial discretion.   

2.3.2 The profession of auditing 

Auditors’ are an acknowledged professional group (Power 2000). The profession of 

auditing is (as many other professions) a very complex one. A lot is expected from an 

auditor, not only is he or she expected to act professionally and perform his/her specific 

duties of auditing, the auditor should also have special knowledge and a clear 

understanding of fields closely related to auditing, such as law and taxation. In addition 

to this, the auditor should continuously keep his or her level of expertise high through 

continuous training and education, as well as maintaining a high reputation for the 

professional association to whom he or she belongs. Moreover, the auditor is also 

expected to provide good public service and all the above mentioned expectations 

should of course be done with no self-interest from the auditor’s side (Cosserat & 

Rodda 2009 p.75). How can all these expectations be met? When wanting to maintain a 

high level of profession it is important that the work of the auditor is regulated and 

controlled by ethical codes and norms. Within the audit profession there is a so called 

“set of demonstrated values and norms of behavior” (a.a., p.77) which are accepted as 

the right way of acting and thinking – in other words; auditors have a set of predefined 

behavior patterns which they are to follow.  

 

Auditors, as many other professionals, face dilemmas of ethical kind in their everyday 

work; for example when dealing with clients but also when handling the requests of 

their directors. These two (clients and directors) may both try to steer the auditors into 

different directions of action which may cause a conflict of interest. Independence has 

been identified as one of the founding concepts for the audit profession, it is important 

to realize that not only must an auditor be independent; he or she must also be perceived 
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as independent by the surroundings, in order to continuously be able to give both a 

trustworthy impression and maintain a high performance (Cosserat & Rodda 2009 ch.3). 

 

Another important aspect of the audit profession is the possibility and ability to perform 

an accurate self-control. This is partly up to the individual himself/herself but it is also 

important to realize that audit associations play a big part when it comes to self-

controlling issues. A reason for the importance of professional unions is the “asymmetry 

of expertise” (Abbott 1988 p.5) simply put; the client is forced to trust the professional 

and the professional is required to respect the client, the auditor is in an empowering 

situation that should not be abused. These relations are assured by professional unions, 

ethical codes and licensure (a.a.).  

2.3.3 Profession and managerial discretion 

As mentioned above, Hambrick and Finkelstein (1987), argues that managerial 

discretion is to some extent determined on an individual level; the more experienced a 

manager is, the higher level of discretion he or she has. When the level of knowledge is 

higher and the horizons wider the manager simply knows more and can take more 

options into account. On the other hand one can also argue that the more experienced in 

the profession you are, the more professional you become, due to the continuous 

education and training throughout a professional career (Cosserat & Rodda 2009), and 

that if a manager identifies him/herself more with the profession, this might result in 

more restrictions on the level of discretion. This is in accordance with DiMaggio and 

Powell’s (1983) findings regarding isomorphism. Isomorphism is a process that make 

one company in a population to become more alike other companies that have got the 

same environmental surrounding, leading to homogeneity of structure. Further they 

argue that profession drives a normative pressure on companies making them more 

alike (DiMaggio & Powell 1983). On the other hand professional identity is different 

from organizational identity (Iyer, Bamber & Barefield 1997). As a result profession 

should be regarded as not only individual qualifications that will affect managerial 

discretion, but as an external force in shaping managerial discretion. A strong 

association with profession creates incentives to follow the socially accepted standards 

and norms that exist within the profession. Due to the “asymmetry of expertise”, as 

discussed above, the professional is the one who is most commonly put to blame when a 

task has been performed incorrectly, since the auditor in his or her role as a fiduciary is 

the one who is supposed to act in an independent and trustworthy way (Cosserat & 

Rodda 2009 p.74, Hong 2009). Consequently it is within an auditor’s profession to 

restrict opportunistic behavior and make sure that reports and estimations about the 

future are reliable, in order to create trustworthy information for the stakeholders. 

Auditors have, through the responsibility of their profession, high incentives to maintain 

their professional standards, otherwise they may personally be put to blame and be 

legally responsible, as well as risk losing reputation (Hong 2009). If the auditor were 

not to feel association with the profession, he or she is neither likely to feel bound to 

live up to the norms and codes of the profession. 

   Furthermore professionals have, as mentioned above, their own ethical codes and 

norms which they are required to follow, this is one factor that may restrict the level of 

discretion. A professional may have complete information, a great deal of experience 

and knowledge but may still not be able to consider all possible options and take certain 
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actions into account because of the ethical codes and restrictions of the profession – this 

limits his or her level of discretion as a professional. The higher the association with the 

profession, the more restrictions is put on the individual as well as more regulations that 

need to be followed to maintain a high level of profession; this affects the level of 

managerial discretion negatively. Thus; it reduces the level of managerial discretion.  

The discussion above leads to the third hypothesis:  

2.3.4 Hypothesis 3 

A higher level of association with the profession of auditing leads to a lower level of 

discretion.  

 

Above it has been discussed how the Big Four can be viewed upon as one unit or a 

common group. Increased expected dedication from the employees of the Big Four as 

well as a more detailed focus has also been discussed. As the norms of these audit firms 

seem to be stronger it is likely that the determination to live up to the codes of the 

profession is too. Hence the auditors at the Big Four firms could consequently be more 

likely to stronger associate with the profession of auditing. This leads us to the fourth 

hypothesis:  

2.3.5 Hypothesis 4 

Auditors at the Big Four firms associate to a larger extent to the profession of auditing 

than do the auditors of other (smaller) firms. 

 

This thesis aims to explain how the company culture and profession affect the auditor’s 

level of managerial discretion by testing the four hypotheses presented.  
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Chapter 3 Method 

In this third section the research- approach, strategy and design will be presented. 

Furthermore the data collection and operationalization will be explained, as well as our 

sampling and loss of respondents. Criticism and ethics will also be discussed, and lastly 

the analyze method.  

3.1 Introduction to method 

As stated above, auditing is a recognized profession and auditors have a fixed pattern of 

behavior (due to the required self-control) that is accepted by the audit community as 

the right way of acting and thinking, which auditors are to follow if wanting to be a part 

of the profession. These patterns can be said to be the culture of the audit profession. 

Characteristics that make auditing a profession and not just an ordinary occupation are 

the necessity of independence as well as an ethical perspective when practicing 

auditing. As discussed above, it is also acknowledged that specific audit firms have 

different organizational cultures. What have been examined in this thesis is how 

organizational culture, in its different forms, and the association with profession affect 

the (manager) auditor’s discretion. Since discretion is hard to define, consideration of 

taking actions has been used as measurement given that the consideration an auditor 

takes indirectly is affected by the discretional aspect (empowerment to act).  

 

Bryman and Bell (2003) as well as Saunders, Lewis and Thornhill (2009) describe the 

importance of considering different steps when carrying out thesis of research. This 

thesis will follow their suggestions, which will be discussed further below.  

 

3.2 Research approach 

In the deductive approach the researcher uses existing theory to presume hypotheses, 

and then, after defining the concepts to measure, the way of collecting data. The 

approach is commonly used in quantitative studies (Bryman & Bell 2003, Jacobsen 

2002, Neuman 2011). This approach was adopted to explain how the company culture 

and profession affect the auditor’s level of managerial discretion. Consequently theory 

related to managerial discretion, organizational culture, profession and auditing have 

been used to build the four hypotheses, which were statistically tested. As inductive 

approaches are more suitable when exploring new information (Jacobsen 2002), the 

study have not taken a full deductive approach as there were parts within the research 

area that had not yet been well explored. The model of choice will be further discussed 

under the sections below.  

 

3.3 Research design and strategy 

In this thesis the aim was to explain how the company culture and profession affect the 

auditor’s level of managerial discretion and therefore a quantitative method was used. 



19 

 

 

However, as discussed above, there are limits in previous research and a new dimension 

was included in this thesis, consequently the approach also took on an exploratory side 

to some extent. In addition the thesis had a deductive course of action. A survey strategy 

was chosen, making it possible to draw conclusions and generalize the results. This tool 

made it possible to reach many respondents and collect extensive amount of information 

which could be standardized (Saunders, Lewis & Thornhill 2009).  

 

3.4 Sampling 

The initial sample consisted of all authorized and registered auditors currently members 

of the professional institute of authorized auditors and accountants in Sweden, FAR. In 

March 2013, the total number of registered auditor members was 3 956 (FAR 2013). 

The e-mail addresses to these members were collected through direct contact with the 

Supervisory Board of Public Accountants.  

 

3.5 Data collection 

Due to the research question, as well as not much secondary data being available within 

the field of interest, collection of primary data was chosen (Jacobsen 2002). When 

wanting to reach as many respondents as possible a questionnaire is the most beneficial 

way for gathering data (Saunders, Lewis & Thornhill 2009). Since the sample consisted 

of nearly 4 000 auditors a questionnaire was chosen. A questionnaire is also beneficial 

when it comes to auditors since their contact details (e-mail addresses) are easily 

accessible. Furthermore the work description of an auditor requires them to be 

somewhat transparent and provide outsiders with knowledge about their profession, to 

maintain the high level of trust gained from society. Effort was put into keeping the 

questionnaire exhaustive but at the same time as short as possible to increase the 

response rate. 

 

3.6 Analysis loss of respondents 

From the 3 956 auditors provided by FAR, 3 672 

registered auditors were contacted (115 auditors 

had no details of e-mail and the other part had 

unsubscribed from being contacted from the 

chosen survey tool). From this sample a number of 

259 persons responded. Out of the submitted 

answers 30% (78) did not provide a completed 

survey, and 68 of them could therefore not be used 

(see table 3.1 to the right).  

 

19 e-mails were received from auditors writing 

that they did not have time to carry out the 

questionnaire, 4 that they had retired and therefore 

did not want to take part in the survey and 2 that 

they do not participate in quantitative studies. Out 

Table 3.1 Loss of respondents 

        

  FAR auditors 3 956   

  Without e-mail 115   

  

Unsubscribed from 

survey tool 

169 

  

      

  E-mails sent out 3 672   

  Not answered 3 413   

  No quantities studies  2   

  Retired 4   

  Out of office 15   

  No time to answer 19   

  Amount of answers 259   

  Response rate 7,05%   
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of office messages were received from 15 auditors. An additional two e-mails were 

received from auditors saying they were sole proprietorships and had started filling in 

the questionnaire but found it hard to complete. When looking at the complete sample 

of fulfilled questionnaires 7 respondents answered that their group consists of one 

person, and there were 8 uncompleted versions from groups defined as a single person. 

One can argue that while managerial discretion is still present in a single man’s group, 

the vignettes that had been provided in the questionnaire were not the appropriate way 

of measuring this phenomenon there.  

 

191 auditors participated in the survey, as there were more than 100 respondents there 

was no need to perform a normality of distribution test (Sarstedt & Mooi 2011).  

 

Table 3.2 Loss of respondents extended  
  

      

  
Company Sent out 

to 

Percentage Answers Percentage 

  

  PwC  758 20,6% 68 26,3%   

  Ernst & Young  464 12,6% 41 15,8%   

  KPMG  389 10,6% 31 12,0%   

  Deloitte  157 4,3% 10 3,9%   

  

Grant 

Thornton  

243 6,6% 11 4,2% 

  

  Other 1 661 45,2% 98 37,8%   

  Total 3 672 100% 259 100%   

         

  

Qualification Sent out 

to 

Percentage Answers Percentage 

  

  Authorized 1 887 51,4% 124 47,9%   

  

Approved with 

graduation 

1 036 28,2% 102 39,4% 

  

  Approved 749 20,4% 33 12,7%   

  Total 3 672 100% 259 100%   

         

  

Sex Sent out 

to 

Percentage Answers Percentage 

  

  Male 2 460 67,0% 183 70,7%   

  Female 1 212 33,0% 76 29,3%   

  Totalt  3 672 100% 259 100%   

              

 

The respondent rate was 7,05%. This is a relative low respondent rate and might to 

some extent influence how the conclusions can be generalized to the whole population. 

A possible reason to this loss, which was also reinforced by the e-mails received from 

respondents, was that auditors receive many surveys during the spring and they simply 

do not have time to answer them all. Also the amount of questions that were asked and 

the length of the questionnaire are likely to have affected the response rate negatively. 

When designing the questionnaire such arguments had been discussed but the quality of 

the questions were believed to be of more importance. Web based surveys commonly 

has a response rate below 11% (Saunders, Lewis & Thornhill 2009).  
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The answers received were compared with the population of possible respondents to 

verify whether the responses could represent the whole population or not. Table 3.2 

shows that the distribution of company affiliation of the respondents correlates with the 

actual distribution of the population to a large extent. There was a somewhat higher 

percentage of responding auditors from PwC, but this was not of significance as these 

responses were similar to the ones of the other Big Four auditors’. Dummy variables 

were made for all firms to test this; PwC was not significant there which showed that 

the number of observations that were greater did not have an influence on the model.  

 

The qualifications of the auditors had a somewhat different distribution among the 

respondents than the whole population, but on the other hand no distinctive differences 

were found of how auditors with diverse qualifications had answered the survey.   

   Gender was used as a control variable and neither here were there significant 

differences between the population and respondents.  

 

3.7 Operationalization  

The questionnaire was developed with the help of well used research measures on 

similar concepts; consequently convergent validity could be reached (Bryman & Bell 

2007, Jacobsen 2002). The measures were translated to Swedish and modified. Before 

sending out the questionnaire to the complete sample group face validity was ensured. 

The questionnaire was sent to four auditors of varying age, whom provided comments 

and suggestions of improvement. A more in depth interview was carried out with one of 

them, to confirm that the questions were interpreted as expected. With this information 

in mind some wording was updated (befintlig employeer was changed to nuvarande, 

and redovisningsmässiga framgångar to revisionstekniska framgångar) and it was 

found that the vignettes could be incorrectly interpreted as if the respondents were to 

answer which of the given actions they would primarily consider taking, instead of 

which they would ever consider taking. In the in depth interview this was discussed and 

the conclusion was reached that it was better to ask the respondents which of the given 

actions they would not consider taking.  

 

When distributing the questionnaire a web based tool was used, namely Survey 

Monkey. The questionnaire (Appendix 1) was sent as a link to the respondents e-mail 

addresses. This e-mail also consisted of a cover letter (Appendix 2) that explained the 

purpose of the study and included an attempt to make the auditors interested in 

completing the survey. The survey was sent out Tuesday the 23
rd

 of April 2013 and a 

reminder was sent out Friday the 26
th

 of April (Appendix 3). The collection of data was 

stopped the 29
th

 of April (the actual survey tool was put down the second week of May, 

up until then only three more people had filled in the questionnaire).  

 

Below is a summary of the 4 hypotheses of the thesis: 

H1: The organizational cultures at the largest four (Big Four) auditing firms contribute 

to a lower level of discretion than the culture at other (smaller) auditing firms.  

H2: A higher level of perceived individualistic organizational culture at the office leads 

to a higher level of discretion. 
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H3: A higher level of association with the profession of auditing leads to a lower level 

of discretion.  

H4: Auditors at the Big Four firms associate to a larger extent to the profession of 

auditing than do the auditors of other (smaller) firms. 

 

Hypotheses 1 and 2 consider organizational culture, while hypotheses 3 and 4 

association with profession. To collect the appropriate data for the hypotheses, the 

questionnaire consisted of five parts: background information, managerial discretion, 

organizational culture, profession and locus of control. To measure the relevant items, 

the study consisted of 2 independent variables (organizational culture and profession), 1 

dependent variable (managerial discretion) and 5 control variables (gender, age, 

experience, office size and locus of control). How these variables were operationalized 

is thoroughly explained below.     

3.7.1 Independent variables 

The difference in organizational culture in Big Four firms compared to other firms (H1) 

was measured by comparing the views of seven adjectives (further explained below) 

and how they differ with regard to if the respondent belongs to one of the Big Four or 

not. Belonging to Big Four was coded with 0 and belonging to another, smaller firm 

was coded with 1 (company1). An additional coding was done (company2) with a 

coding from 1 to 6 to distinguish any distinct differences between the companies by 

coding PWC 6, Ernst & Young 5, KPMG 4, Deloitte 3,Grant Thornton 2 and other 

smaller firms 1.  
 

Individualistic vs collectivistic organizational culture (H2) was measured through 

asking the respondents how well they thought seven adjectives described their closest 

work group. The adjectives were: team oriented, collaborative, people-oriented, 

individually demanding, supportive, fair and competitive. The respondents were asked 

to answer on a seven-point scale; 1 being least characteristic and 7 being most 

characteristic. Five of the adjectives represented a more collectivistic oriented culture 

while individually demanding and competitive represented individualistic. This 

measurement was adopted from Chatman and Sprato (2005) and O’Reilly, Chatman and 

Caldwell (1991). The Cronbach’s alpha test showed that the collectivistic oriented 

questions of the measure had an alpha value of 0,841, and hence within accepted limits 

being above 0,70 (Pallant 2011). Therefore the score of the questions OC1, OC2, OC3, 

OC5 and OC6
3
 were summarized and the mean was calculated into a new variable; OC.  

This was done so further testing of organizational culture on a uniformed level could be 

performed.  

 

Association with profession (H3) was measured through indirectly asking the 

respondents how much they associate themselves with the profession of auditing. Using 

                                                           
 

3
 The two questions OC4 & OC7 were deleted prior analysis. A further explanation and discussion about 

this is found below under the Chronbach’s Alpha test. The questions can be found in the appendix.  
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a six digit scale, where 1 represents strongly disagree and 6 fully agree, the respondents 

were asked to answer how well they agreed with five propositions; whether they use we 

instead of they when talking about auditors, whether they consider technical 

improvements of the profession as their personal success, whether they take it as a 

personal compliment/insult when someone praises/criticizes auditors and whether they 

feel embarrassed when media criticize the profession of auditing. The Cronbach’s alpha 

test showed that the questions measuring profession had an alpha value above 0,7, and 

hence within accepted limits (Pallant 2011). Therefore the score of the questions of P1 

to P5 were summarized and the mean was calculated into a new variable; P. This was 

done so further testing of organizational culture could be performed on a uniformed 

level. 

   The measurement on association with profession, as well as the one below, was 

adopted from previous studies of the profession identification aspect of doctors 

(Hekman, Steensma, Bigley & Hereford 2009) and lawyers (Loi, Hang-Yue & Foley 

2004). The measurements were modified to suit the purpose of research and the research 

group; hence the wording was changed from doctor/medicine or lawyer/law to 

auditor/auditing.  

 

Association with professional at Big Four compared to other firms (H4); this hypothesis 

was answered when comparing respondents belonging to Big Four to those who did not.  

3.7.2 Dependent variable 

The dependent variable, Managerial discretion, was measured by looking at the 

willingness of managers to act in response to dilemmas that had organizational policy 

implications. Three vignettes were used and the respondent was asked to answer which 

actions he or she would not consider taking if the suggested situation arose. The actions 

which to choose among were; (1) discuss the situation with a superior, (2) dismiss the 

employee from work, (3) talk to a close friend or spouse of the employee, (4) discuss 

the situation directly with the employee and (5) report the matter to human resources or 

other suitable department within the organization. The same situation was repeated three 

times but the person involved changed from (1) an employee, (2) a peer and (3) an 

immediate supervisor. For the scenarios, three to five actions could be chosen. The 

fewer alternatives the respondent would not consider, the higher he or she scored in the 

level of managerial discretion. Consequently, if more options were marked with would 

not consider it generated a lower score in managerial discretion. Each option that was 

not marked represented one point of score; hence three to five points per question was 

the possible outcome. Below a short summary of the 3 scenarios is presented:  

   Scenario 1: The respondents were asked to consider how they would react if an 

employee started to act strange and erratic. A reason to the changed behavior was not 

given and could be interpreted by the respondent as illness, drug abuse, stress or similar.  

   Scenario 2: The respondents were asked to consider how they would react if they were 

to find out that an employee was doing somewhat dishonest business; selling 

unnecessary services to new customers. 

   Scenario 3:  The respondents were asked to consider how they would react if they 

would find out that somebody they had just hired had been dismissed from previous 
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employers due to harassments and that this person mislead them in the recruitment 

process.  

 

The Cronbach’s alpha test showed that the questions measuring managerial discretion 

were above 0,7, and hence within accepted limits (Pallant 2011). The score of the 

questions of MD1 to MD9 were summarized and the mean was calculated into a new 

uniformed variable; MD.  

 

The measurement of the dependent variable was adopted from Susan Key’s (1997) 

Individual Discretion Questionnaire and modified to suit the environment of auditors. 

The modification had to take place to assure that the responses could be diverse. Key’s 

original questions regarded illegal situations. Receiving such questions, most likely, all 

auditors would have given the same answer, refusing to openly consider illegal actions. 

Therefore the setting was changed as to include situations which could, depending 

personal references, be perceived as more or less ethical.  

3.7.3 Control variables  

The control variables of this thesis were gender, age, experience and office size, which 

Key (1997) all argue for as well as Broberg, Umans and Gerlofstig (2013). In addition 

locus of control was used as a supplementary control measure, as suggested by Julian 

Rotter (1966).  

   Gender: was measured as male or female to see if there were any differences in 

gender when it come to organizational culture and association with profession. To a 

large extent names illustrates sex affiliation, therefore the respondents was not asked to 

fill in which sex they belonged to as this information could be summarized before 

sending out the questionnaire.   

   Age: was measured on a continuous scale, to make it possible to identify any 

differences between different age groups.  

   Experience or tenure: was measured by the question how long the respondent had 

worked for the current employer. This measurement was used as a control variable since 

an auditor can have worked years within an auditing firm without being authorized, and 

hence have adopted to the organizational culture etc. An additional question was asked 

regarding whether the auditor currently was signing any assignment (hence had 

extended responsibility).  

   Office size: was used as a control variable since it could affect the organizational 

culture. Office size was measured as the number of people working at the office/ the 

number of employees in the office.   

   Locus of control: is an aspect of one´s personality that may to a large extent influence 

people in the choices they make (Rotter 1966). If the respondent is internally oriented 

and, believes that he or she can influence people and situations, he or she may be more 

willing to take action than if his or her focus is more external oriented (and believes 

situations will occur regardless of what he/she does). The measurement of locus of 

control was developed with Rotter´s article as a base. The thesis aimed to measure locus 

of control by asking the respondents to consider whether they agree or not with four 

statements. Two statements were directed in the way that things happen due to external 

conditions, and happen regardless of what one does, while the other two were results 

due to internal conditions and self made performance. Four questions, two in each 
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direction, were chosen as thought to be stronger than one single question for each locus 

orientation, and at the same time in an attempt to keep the questionnaire shorter.  

 

As all auditors have got some extent of responsibility for personnel (Cosserat & Rodda 

2009) all respondents were let to answer questions regarding managerial discretion. To 

be able to identify any differences in the responses between certified auditors and other 

auditors, FAR’s three specified groups were adopted. These were; certified public 

auditors (3), approved auditors (2) and auditors which are approved but with some 

restrictions (1). The largest group consisted of the certified public auditors; members of 

this group all had the authorization to perform audit services in any Swedish company. 

The same applied to the second group which consisted of auditors approved through 

audit exams. The last group consisted of other approved auditors, but with restrictions to 

only carry out audits of Swedish companies that are not listed and do not exceed certain 

thresholds of physical size and turnover (FAR 2013).  

 

One can argue that this study was consistent and that if the survey would be sent out 

again the findings would be very similar, and hence the reliability was high (Bryman & 

Bell 2007, Neuman 2011, Saunders, Lewis & Thornhill 2009).   

   To ensure measurement stability measurements were chosen that had previously been 

used in similar research. They were modified to some extent, to better suit auditors. The 

problem of participant error (Saunders et al. 2009) was avoided since the survey was 

provided to the respondents within a neutral time frame; the questionnaire was sent out 

in the middle of the week, avoiding Mondays and Fridays when employees could have 

negative/positive emotions. To reduce the participant bias participants were ensured 

confidentiality (Saunders, Lewis & Thornhill 2009). Since there were no actual 

meetings with respondents the risk of influencing the answers was reduced. How the 

data would be coded had been predefined and consequently the risk of observer error as 

well as subjective judgment, and thus inter-observer consistency, was reduced.  

 

3.8 Criticism 

This research was limited to authorized and registered auditor members of the 

professional institute of authorized auditors and accountants in Sweden, FAR.   

   In the questionnaire the focus of specific organizational culture was on the differences 

between collectivistic and individualistic dimensions. The unique cultural dimension 

was chosen, attempting to keep the questionnaire short and hoping this would increase 

the response rate as well as the validity of the findings. This created a limitation since 

other cultural aspects could have been chosen to be measured instead of, or in addition 

to, this dimension.  

 

In the questionnaire an optional open box for respondents to write comments after 

fulfilling the survey was included. Eleven respondents chose to comment. Two 

respondents criticized the setting of asking which actions one would not consider taking 

in managerial discretion. One found it hard to understand the adjectives in the 

organizational culture section. One respondent wrote that their group was so small (two 

people) that it was hard to answer the managerial discretion questions. One respondent 

concluded that in a small organization bad actions would be noticed without reporting to 
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HR or similar. One respondent wrote that the industry of auditing is small and therefore 

everyone would know if someone would have misbehaved at previous employments. 

Two respondents commented that the reason they choose to include or exclude any 

actions in the managerial discretion part had to do with the culture of their employer, 

hence they indicated a connection between the two as have been done through the 

theory and analysis sections of this thesis. One respondent commented that one should 

not exclude any possible action up straight (hence the managerial discretion for this 

respondent seams extremely high). Two respondents thought scenario 2 in managerial 

discretion was otherworldly both regarding responsibility (an employee with only 6 

years of employment should not be responsible for new customers) and sales of 

unnecessary products (as customers do not tend to pay for unnecessary services as well 

as auditing firms do not offer unnecessary products). We were suggested to change this 

vignette to include higher prices of necessary services instead. Two criticized the 

questions regarding locus of control and wrote that they were hard to understand and 

that there were too few options to choose from (agree/do not agree).  

    Concluding, a large majority of the critique was addressed to the managerial 

discretion section, which was also the most extended and complicated component of the 

questionnaire. In total it was hard for auditors in smaller companies to fill in this part, as 

discussed under the loss of respondents above. The control question regarding locus of 

control would better have been excluded from the questionnaire.  

 

Possible misunderstandings were tried to be found on beforehand, but as the critique 

above suggests the attempt was only partly successful.  

 

3.9 Ethical issues 

It is of high importance that the respondents in a research do not get harmed in any way 

and that a moral behavior is used, hence the actions that are taken within the research 

should be appropriate in all circumstances (Saunders, Lewis & Thornhill 2009). With 

regard to ethics the respondents have been treated with a high moral. In the cover letter 

it was explained to the respondents that their answers would be used in a bachelor thesis 

regarding organization and management within auditing. The questionnaire was 

voluntary to participate in and there were a link to click to unsubscribe from the 

research (if clicking no reminder would be sent to that respondent further on). In the 

questionnaire on managerial discretion, it was explained that no options were better than 

others but a matter of personal preferences. Privacy and confidentiality were kept at all 

times. After extracting the participants’ answers from the website the material was 

decoded; the respondents’ e-mail addresses were changed to random numbers so 

nothing could be linked to the answering individual, before further analyzing took 

place. In addition all personal e-mails received from respondents, regarding lack of 

time, unwillingness to participate in quantitative studies etc., were answered politely 

within the same day of arrival (out of office messages were not answered).  
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3.10 Analyze method 

For processing and analyzing the empirical material the statistical program SPSS was 

used. All statistical testing contains some degree of uncertainty since the aim is to use 

the collected data to draw conclusions about an entire population (Sarstedt & Mooi, 

2011). When conducting statistical tests errors can occur, one of which is called type-1 

error. If this type of error occurs it means that one wrongly rejects a true null hypothesis 

(a.a.). Therefore it is necessary to decide “the maximum probability that a type-1 error 

occurs” (Sarstedt & Mooit, p. 121) before conducting any tests; it is essential to decide 

the significance level. The most frequently recommended significance levels are; 1% in 

very conservative testing, 5% and 10% in more exploratory tests. For the tests a 

significance level of 10% was chosen, which is a common level for social sciences and 

market research purposes. A 10% significance level means that a p-value < 0.1 indicates 

that a significant relationship exists between the variables and a hypothesis cannot be 

supported.  

 

Initially a reliability test was conducted as suggested by Pallant (2011) to ensure the 

reliability of the measures. The most commonly used test Chronbach´s Alpha was 

calculated for the variables: Organizational Culture, Profession, Managerial Discretion 

and Locus of Control. To get a first indication and overview of the possible 

relationships between the variables a Pearson’s correlations test was conducted. To 

further test these relationships, a regression analysis was performed, conducted on the 

calculated means of managerial discretion, profession and organizational culture. The 

variables that were initially put into the regression analysis were; Managerial Discretion 

(MD) as the dependent variable, Organizational Culture (OC) and Profession (P) as 

independent variables and the control variables; sex, company affiliation, age, years in 

revision, years at employer, office size and signing auditor.  

   It is important to avoid multicollinearity issues between variables, since the effects on 

the dependent variable cannot be traced if this occurs, in other words; one would not be 

able to separate which variable it is that actually have an effect and to what extent 

(Sarsted & Mooi 2011), therefore the Variance Inflation Factor (VIF) was investigated. 

 

To be able to conclude the testing of the first and fourth hypothesis, further analyzing 

regarding the relationship between the variables company affiliation (belonging to Big 

Four or not) and profession, and company affiliation and organizational culture, was 

needed. Consequently two independent sample t-tests were carried out to see whether 

there were any significant differences between the groups of Big Four and non Big Four 

organizations. A significance value above 0.050 indicates that the variance is the same 

in the tested groups (Pallant 2011).  
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Chapter 4 Empirical findings 

In this section the empirical findings will be presented, the tests performed for trying the 

hypotheses will be discussed, as well as their findings.  

4.1 Introduction to empirical findings  

As the loss of respondents analysis shown above indicated, the response rate of 7,05%  

auditors was reasonably evenly distributed between company affiliation, category and 

sex when considering the whole population. SPSS was used for analyzing the statistical 

material. The control variables became important in the analyzing of the survey 

material.  

 

Before conducting any tests, it is important to realize under what conditions the tests 

will be conducted. The choice of test is dependent on the sample size and whether the 

collected data is normally distributed or not (Sarstedt & Mooi 2011). To test for normal 

distribution one can use either Kolmogorov-Smirnov test, or the Shapiro-Wilk test. 

However it is not necessary to perform these tests if the sample size is sufficient 

enough. Being above 100, the final sample of 191 respondents was sufficient, and 

therefore normal distribution could be assumed without performing any of the tests 

discussed (a.a.).  

 

4.2 Cronbach’s alpha 

The alpha values for profession and managerial discretion were above 0.7 and can thus 

be considered as within the acceptable limits (Pallant 2011). The measure of 

organizational culture received a value of 0.427, which was below the accepted limit. 

To get within the acceptable limits for the alpha value the concepts of OC4 and OC7 

were excluded from the measurement, since they most likely had been misunderstood 

by the respondents. The problem with the two questions was that they were asked as 

reversed indications of collectivistic oriented culture (hence individualistic culture). As 

the other five questions consisted of adjectives related to collectivistic culture the 

respondents were probably preset of what grade on the scale to answer and therefore 

misunderstood these two reversed options. Before deleting the two concepts an attempt 

to reverse them was done. Despite this, the alpha value was not within acceptable limits, 

and thus the concepts were deleted from further analyzing. After deleting OC4 and OC7 

the new Chronbach’s Alpha value for organizational culture was 0.841.  

 

The Chronbach’s Alpha for Locus of Control was -0.074, and in other words this 

control variable was completely randomized. Most likely this was the result of lack of 

patience since this questionnaire was quite extensive and these being the last four 

questions asked. Locus of Control was deleted as control variable in the further analysis.  
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4.3 Descriptive statistics and correlations 

The results from the Pearson’s correlation test as well as some descriptive statistics can 

be viewed in table 4.1.  

4.3.1 Descriptive Statistics 

In table 4.1. not only the descriptive statistics for the dependent and independent 

variables are presented but also the dummy variables. The reason for this was that they 

may show some interesting facts about the distribution of the sample. Previous articles 

demonstrate that this can be relevant in descriptive analyzing (Collin, Yrsjö et al.  2012, 

Umans, Collin & Tagesson 2008). The mean score for the dependent variable 

managerial discretion has a value of 2.81 out of a possible mean of 3,89
4
. The deviation 

showed that the span of the respondents level of managerial discretion was high, the 

lowest with a value of 0.67 and the highest with the maximum mean level of 3,89. 

When looking at some of the dummy variables one can see that the respondents are 

fairly evenly spread out between Big Four companies and others, with a small majority 

towards Big Four. Lastly the variable size tells that the average office employs around 

186 people, which indicates large offices.  

4.3.2. Pearson’s correlation test  

As seen in table 4.1 the first independent variable organizational culture (OC) show no 

significant correlation with managerial discretion (MD). When looking at the second 

independent variable profession (P), a weak, but still existing negative correlation can 

be interpreted. The correlation value was -0.147 and on a 5% significance level, which 

fulfill the decided limit of acceptance since it is under the 10% significance level. This 

would mean that the lower the association with the profession of auditing the higher the 

level of managerial discretion. What could also be found in the correlation matrix was a 

relationship between the control variable company affiliation (which show whether the 

respondent belong to Big Four or not) and managerial discretion. With a correlation 

value of 0.162 a positive relationship could be detected on the significance level of 1%, 

which was far below the decided significance level. Hence on a significance level of 1% 

one could state that belonging to one of the Big Four reduces the level of managerial 

discretion. The findings also indicated two other significant correlations; (1) between 

profession and organizational culture a positive correlation of 0.323 on a significance 

level of 1% can be seen. This in turn could indicate that a higher association with 

profession creates a stronger organizational culture. The second significant correlation 

(2) existed between size and association with profession. The value here was -0.365 on 

a significance level of 1%. This indicated that the larger the organization to which the 

respondent belongs to, the less he or she seemed to feel association with the profession 

of auditing.  

                                                           
 

4
 Since the managerial discretion variable was divided into 9 questions with the maximum score varying 

from 3 to 5, the mean is lower than the possible score a respondent could acquire for some of the 

questions.  
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Table 4.1 Pearson’s correlation matrix and descriptive statistics  

Variable  Mean 

Standard 

deviation 1 2 3 4 5 6 7 8 

1. Man. Discret.  2,801 0,701         

2. Org.Culture 5,018 1,132 -0,071        

3. Profession 3,954 0,904 -0,147* 0,323**       

4. Big 4 or not 0,380 0,486 0,162**  -0,118 -0,195**      

5. Sex 0,710 0,456 -0,004 -0,080 -0,113 0,048     

6. Age 53,96 122,965 0,089 0,056 -0,013 -0,023 0,059    

7. Years at 

employer 14,66 9,955 -0,048 0,094 -0,004 0,007 0,115 0,620**   

8. Size 185,79 347,828 -0,032 0,120 0,222** -0,365** -0,037 -0,115 0,008  

9. Signing 0,900 0,296    0,061 0,085 -0,139 0,201** 0,134* 0,051  0,215** -,269** 

**p 0,01     

*p 0,05            

4.4 Regression analysis 

The regression analysis is presented below in table 4.2. Two of the original control 

variables were excluded; company2 and category of auditor, as these two variables did 

not contribute with any new dimensions to the analysis and therefore the results from 

this test were chosen not to be presented further.  
 

When first conducting the regression analysis some multicollinearity issues were 

revealed. Indications of multicollinearity were also found when looking at Pearson’s 

correlation matrix. The multicollinearity issues existed between the two control 

variables age and years in revision. Consequently two models of the regression analysis 

are presented in table 4.2 below, one with age and one with years in revision. VIF-

values for the two were way over the acceptable limit of 4 (the lower the VIF-value the 

better) and were therefore separated. The VIF-values prior separation was 8.745 for age 

and 9.244 for years in revision. This was a somewhat logic result as auditors that are 

older are more likely to have worked longer than younger auditors. After the separation 

the VIF-values were reduced to 2.138 for age and 2.260 for years in revision.  
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Table 4.2 Regression analysis (n=191) 

        Model 1 with age Model 2 with years in revision 

Variables       B Std.Error VIF   B Std. Error VIF 

Independent Organizational Culture -0,022 0,040 1,164  -0,022 0,040 1,164 

 Profession  -0,057 0,050 1,206  -0,060 0,052 1,218 

Control Sex   -0,076 0,093 1,069  -0,095 0,095 1,067 

 Big 4 or not  0,348** 0,099 1,328  0,295** 0,100 1,314 

 Age    -0,018** 0,005 2,138     

 Years at employer  0,014 0,006 1,843  0,009 0,006 2,046 

 Size   7,70E-05 0,000 1,191  8,21E-05 0,000 1,193 

 Signing  0,215 0,162 1,311  0,133 0,164 1,279 

 Years in revision      -0,010† 0,006 2,260 

           

 Constant   3,290*** 0,308   2,843*** 0,289  

 R2   0,120    0,081   

 Adj. R2   0,081    0,041   

  F-value       3,102**       2,009*     

***p<0,001  **p<0,01 * p<0,05 † p<0,10       

 

The regression analysis showed that there was no significant relationship between the 

independent variables (OC, P) and the dependent variable (MD) in either of the two 

models. Something that could be seen to have a significant correlation to managerial 

discretion was the control variables company affiliation and age. Age showed a weak 

negative relationship of -0.018, which indicates that a greater age would affect 

managerial discretion negatively. On the other hand the relationship between company 

affiliation and managerial discretion (MD) seems to be rather strong. Company 

affiliation regards whether the respondent belongs to a Big Four firms or not. With the 

value of 0.348 on a significance level of 1%, far below the chosen significance level, it 

seems that belonging to a Big Four company reduces the level of managerial discretion.  

 

Although both regression models are significant the explanation level must be 

considered as rather low. When looking at the R Square value one can see that the value 

was low in both models. This value show how much the variance in the independent 

variables (OC, P) explains the variance of the dependent variable (MD). In model 1 the 

R Square value was .120, which can be interpreted as; 12% of the variance in the 

dependent variable was explained by the independent variables. It was even lower in 

model 2 with a R Square value of .081. 
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4.5 Levene’s and Independent samples t-test 

The tables 4.3 and 4.4 below show the outcome of the independent samples t-tests.  

 

Table 4.3 Independent samples t-test – Big Four vs Non Big Four Managerial 

Discretion 

  
Belonging to 

Big Four 

Not 

belonging to 

Big Four 

Equal 

Variance 

Assumed 

Equal 

variance not 

assumed 

      

N 161  98   

Mean 2,721  2,955   

Std. Deviation 0,703  0,676   

t    2,629 2,654 

df    257 211,19 

Sig. (2-tailed)   0,009 0,009 

Mean difference   0,234 0,234 

 

In the Levene’s test a significance value above 0.050 indicates that the variance is the 

same in the tested groups (Pallant 2011). The Levene’s test for equality of variances 

showed a significance value of 0.483, which is well above the limit of 0.050, thus equal 

variance is assumed in further analysis. When looking at the means for the two groups’ 

one can see that non Big Four companies had a mean of 2,955, which was greater than 

the mean of the Big Four group of 2,721. The result indicated that belonging to the Big 

Four companies would generate a lower managerial discretion level compared to other 

smaller firms. The difference between the groups was significant on a 0.009 

significance level (equal variance assumed). Thus it could be stated that on a 

significance level of 0.009 there was a difference between Big Four companies and 

others, where belonging to a smaller non Big Four firm generated a higher level of 

managerial discretion.  

 

 

Table 4.4 Independent samples t-test – Big Four vs Non Big Four Organizational 

Culture 

 

 

 

Belonging 

to Big 

Four 

Not 

belonging to  

Big Four 

Equal 

Variance  

assumed 

Equal 

Variance 

 not assumed 

N 122 72 

  Mean 5,119 4,844 

  Std. Deviation 1,057 1,235 

  t 

  

1,644 1,579 

df 

  

192 131,225 

Sig. (2-tailed) 

 

0,102 0,117 

Mean Difference   0,275 0,275 



33 

 

 

Levene’s test for equality showed significance value of 0,446 which is above the set 

limit of 0,050 and thus equal variance is assumed in further analysis. Non Big Four 

firms showed a lower mean (4,844) than Big Four firms (5,119). The result indicated 

that employees at Big Four firms generated a stronger organizational culture than 

others. The difference between the two groups had a significance level of 0,102 which is 

on the boarder of the set significance level (0,100). Thus the result of the test indicates 

that Big Four companies generate a stronger organizational culture than non Big Four 

firms. The result of the regression test above strengthens the finding and concludes a 

definite statement towards the above conclusion.  

 

4.6 Hypothesis testing 

As showed above the hypotheses were tested through regression analysis in SPSS. 

Organizational culture, profession and managerial discretion all passed the Chronbach’s 

Alpha test (after OC had been adjusted). In the following section and examination of the 

hypotheses will be provided as well as an explanation of how they have been analyzed, 

as well as whether they were supported, partly supported or not supported. 

4.6.1 Hypothesis 1 

The organizational cultures at the largest four (Big Four) auditing firms contribute to a 

lower level of discretion than the culture at other (smaller) auditing firms.  

 

Hypothesis 1 was tested through Pearson’s correlation test and a regression test. To be 

able to detect any difference between Big For and non Big four firms a complementary 

test was done, namely the independent samples t-test. The correlation test (table 4.1) 

showed that there was no significant relationship between organizational culture and 

managerial discretion. However, what could be seen was that there was a significant 

positive relationship between company affiliation (Big four or not) and managerial 

discretion. With a value of 0.162 on a significance level of 1% one could state that there 

was a difference between the Big Four firms and other smaller firms. This meant that 

not belonging to a Big Four company increased the level of managerial discretion, thus 

belonging to Big Four would reduce the level of managerial discretion. To further test 

the relationship a regression analysis (table 4.2) was conducted. The regression analysis 

indicated that company affiliation had a rather strong relationship to managerial 

discretion; B coefficient of 0.348 with a significance of 0.1%. Regression analysis is a 

more robust test than the Pearson’s correlation test (Pallant 2011), this is since one, in 

the regression analysis, also includes the effect of the control variables and other things 

are excluded. To complement the regression analysis, an independent samples t-test was 

conducted.  The independent samples t-test showed a difference between the Big Four 

and non Big Four firms, where Big Four firms had a stronger organizational culture, 

mean of 5,119. When connecting these results with the ones from the regression test one 

could state that the organizational culture in Big Four firms affected managerial 

discretion negatively, thus reducing the level of managerial discretion. To conclude; the 

correlation matrix showed a weak relationship between company affiliation and 

managerial discretion, this relationship was confirmed in the regression analysis were 

the value 0.348 indicates a strong relationship on a high significance level (0.001). Thus 
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this test strengthens the hypothesis that belonging to a Big Four company reduces the 

level of managerial discretion. The independent samples t-test indicated that there was a 

difference between the two groups regarding organizational culture, and that where the 

culture was stronger the level of managerial discretion was lower. Consequently 

hypothesis 1 was supported.  

4.6.2 Hypothesis 2 

A higher level of perceived individualistic organizational culture at the office leads to a 

higher level of discretion. 

 

When testing hypothesis 2 the variables Organizational culture (OC) and managerial 

discretion (MD) were considered. The Pearson’s correlation matrix showed no 

significant relationship between the two. To further test this, a regression analysis was 

conducted. It was also clear that no significant relationship between the two variables 

organizational culture and managerial discretion existed. Consequently hypothesis 2 

was not supported with the argument that no significant relationship could be detected 

in the analysis; it was not possible to declare whether a more individualistic culture 

increases the level of managerial discretion within the organization. In the test no 

separation was done between Big Four companies and other firms, thus all types of firm 

affiliation was included in the test. 

4.6.3 Hypothesis 3 

 A higher level of association with the profession of auditing leads to a lower level of 

discretion.  

 

When testing hypothesis 3 the variables profession (P) and managerial discretion (MD) 

were considered. Pearson’s correlation test was performed; here a significant negative 

correlation could be seen for profession and managerial discretion. With a correlation 

value of -0.147 on a significance level of 5% one could conclude that the more an 

individual identifies with the profession of auditing, the lower the level of that 

individual’s managerial discretion. However this was a rather low number and to test 

further the same variables were examined in a regression test. In the regression test no 

indication of significant relationship between profession and managerial discretion was 

shown in any of the two models. Thus hypothesis 3 was not supported; the correlation 

matrix showed a significant relationship whereas the regression analysis did not, 

therefore one cannot with certainty say that a higher association with profession leads to 

a lower level of managerial discretion. As in the testing of hypothesis 2, no separation 

between Big Four firms and other firms was done. 

4.6.4 Hypothesis 4 

Auditors at the Big Four firms associate to a larger extent to the profession of 

auditing than do the auditors of other (smaller) firms. 

 

To examine this, the relationship between the variables company affiliation and 

profession had to be investigated. This can be seen in the Pearson’s correlation matrix 

(table 4.1). The correlation showed a value of -0.195 which was significant on a 1% 
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level. It was therefore possible to say that there is a significant negative relationship 

between company affiliation and association with profession. In order to detect any 

differences between Big Four organizations and others, an independent samples t-test 

was conducted. The test showed a significant difference between the two groups, where 

not belonging to Big Four generated a higher level of profession. This strengthened the 

finding that auditors at Big Four firms felt a stronger association with the profession of 

auditing than employees in other (smaller) auditing firms. Consequently hypothesis 4 

was supported.  
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Chapter 5 Discussion 

In this fifth chapter the conclusions will be discussed in relation to previous literature, 

furthermore some critical reflections will be provided. 

 

The purpose of the thesis was to explain how the company culture and profession affect 

an auditor’s level of managerial discretion; both dimensions are additional parameters to 

previous research within the area of managerial discretion. The thesis consisted of four 

hypotheses which were statistically tested through SPSS and analyzed to answer the 

research question. Each of the hypotheses is presented below, as well as the conclusions 

and findings together with a discussion on how the results can be connected to the 

literature and theories that have been presented in previous chapters.  

 

Hypothesis 1 was created to see whether the cultures of the Big Four auditing firms 

contributed to a lower level of discretion than the one at smaller firms. The SPSS 

analysis showed that this was a correct assumption. Big Four firms were proved to have 

a lower level of managerial discretion due to organizational culture. The same 

phenomena have been seen in previous literature. Where auditing firms have been 

acknowledged to contain varying organizational culture (Hofstede & Hofstede 2005) the 

Big Four are commonly regarded as one organizational cultural category of their own 

(Ronen 2010). Their culture is affected by the less competitive market in which they 

operate as well as a greater stability in demand (Competition Commission 2013). These 

are all factors that decrease the level of managerial discretion (Hambrick & Finkelstein 

1987). Consequently hypothesis 1 was supported.  

 

Hypothesis 2 was created to see whether a higher level of perceived individualistic 

organizational culture would increase the level of discretion. The SPSS analysis showed 

that no significant relationship between individualistic/collectivistic organizational 

culture and the level of managerial discretion could be detected. In theory it is said that 

collectivistic cultures generate lower level of discretion since the individual acts first 

after considering the group interest (Triandis, Singelis, Bhawuk & Gelfand 1995). 

However one could argue that if the group would offer every member to contribute with 

ideas, possibly a higher level of discretion on an individual level could be generated as 

experience would be shared and more options might be considered. Out of the findings 

it was not possible to conclude that a more individualistic culture would increase 

managerial discretion, accordingly hypothesis 2 was not supported.  

 

Hypothesis 3 was created to see whether a higher level of association with the 

profession of auditing would lead to a lower level of discretion. The SPSS analysis 

showed a weak negative correlation between profession and managerial discretion. The 

correlation indicated that a greater association to the profession decreased the 

managerial discretion of an auditor. This is in accordance with previous discussed 

theory, where weight was emphasized on ethical restrictions and self-regulation (Hong 

2009, Carr 1999). It has been stated that any profession should be restricted and that the 

responsibilities of the auditor should be clearly defined (Carr 1999). Hence the 
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consensus of profession with its restrictive nature would be likely to reduce discretion, 

since it reduces the freedom of decision making. While the SPSS analyses showed an 

indication of supporting the hypothesis, the relationship was too weak to be supported, 

thus hypothesis 3 was found not supported.  

 

Hypothesis 4 was created to see whether auditors at the Big Four firms associate to a 

larger extent with the profession of auditing than the auditors at smaller firms. A 

significant correlation was found trough the SPSS testing. As profession is a regulated 

activity (Carr 1999) and the Big Four have a more regulated environment (Kosmala & 

Herrbach 2006), one could assume that the latter regulations are connected with the 

former to a large extent. As profession is based on expertise, and good organizational 

structures are necessary for maintaining a superior discipline (Carr 1999), one could 

also argue that auditors at the Big Four firms are likely to associate more with the 

profession as they work for a company with an extensive history within auditing. 

Consequently the theory strengthens the SPSS findings. As a significant difference 

between the two groups was found hypothesis 4 was supported.   

 

In conclusion the findings, contribution to the limiting existing research, showed that 

organizational culture affected the level of managerial discretion in auditing firms, and 

that there was a difference between Big Four firms and others. What was of further 

interest was the finding that association with profession of auditing could not be 

measured with significance to influence managerial discretion. Hence this provided a 

new angle to existing research. The findings for the hypotheses are summarized in 

figure 5.1 below.  

 

 Figure 5.1 Sum of hypothesis testing 
 

 

 
 

 

 

   

      

      

      

      

 

 

     

5.1 Critical reflections 

This study was limited to qualified auditors being members of the professional institute 

of authorized auditors and accountants in Sweden, FAR. The Swedish auditing setting is 

different than the one from other countries and hence it is not possible to generalize the 

study to auditors of other countries.  

   Different dimensions and scales were used for the questions in the questionnaire, and 

it would have been better, both for the respondents and when analyzing the material, if 

the structure would instead have been completely uniformed. In addition the survey 

would probably have reached a higher response rate of complete answers if it would 

have been less extensive. The answers of the question regarding locus of control could 

not be used in the analysis. Many respondents skipped answering this last question of 
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the survey. As concluded in previous chapters, other respondents were likely to have 

lost focus and therefore responded with inconsistency. In the section regarding 

organizational culture two questions were excluded from the statistical analyzing. It 

would have been better to exclude these questions from the original questionnaire or 

changed them from reversed to upright questions. Also some auditors found it confusing 

when being asked to answer which actions they would not consider taking in the section 

regarding managerial discretion. Further it was noticed that auditors from sole 

proprietorships struggled when filling in the parts of the survey that were connected to 

organizational culture as well as managerial discretion. Out of the participants seven 

responded they had a company size of one person, which indicated that they were sole 

proprietorships. The data from these respondents would better have been excluded when 

analyzing the hypothesis.  

 

Different aspects than individualistic and collectivistic could have been chosen for 

studying organizational cultures. Also the hierarchy levels could have been looked upon 

independently.   
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Chapter 6 Conclusion 

In the final section a summary of the thesis will be presented. In addition the 

contributions from the study will be discussed as well as some suggestions of further 

research.  

 

Managerial discretion is an abstract concept representing the level of freedom a 

manager has when making decisions and considering options (Hambrick & Finkelstein 

1987). In recent years there have been various company scandals where people have 

acted out of self interest and put their own benefits above moral standards and company 

loyalty, such as employees at the accounting firm of Arthur Anderson LLP in the Enron 

case (Thomas Booth 2002). Finding this most interesting the aim of this thesis was to 

test the relationship between and influence of organizational culture and profession on 

managerial discretion in auditing firms.  

   Previous articles and books related to managerial discretion, organizational culture, 

profession, auditors, in addition to similar topics have been studied. Out of this material 

the means of answering the research question were reached; four hypotheses. The first 

hypothesis was created to see whether the cultures at the Big Four auditing firms 

contributed to a lower level of discretion than the culture of smaller firms. The second 

hypothesis considered whether a higher level of perceived individualistic organizational 

culture would increase the level of discretion. The third hypothesis regarded whether a 

higher level of association with the profession of auditing would lead to a lower level of 

discretion, and lastly the fourth hypothesis was created to see whether auditors at the 

Big Four firms associate to a larger extent with the profession of auditing than the 

auditors at smaller firms.  

   To collect primary data a questionnaire was shaped and developed out of previous 

recognized studies within the fields. The questionnaire was distributed to a smaller 

group of auditors which gave feedback to improvements. Thereafter the questionnaire 

was distributed by e-mail (through the survey tool Monkey Survey), to all registered 

auditor members of FAR. The data collected was inserted into SPSS and analyzed 

through Pearson’s correlations test, regression analysis and independent variable t-test.  

   Hypothesis 1 was tested through a Pearson’s correlation test as well as a regression 

test. The correlation test showed no significant relationship between organizational 

culture and managerial discretion, but a significant positive relationship between 

company (Big Four or not) and managerial discretion. To further test the relationship a 

regression analysis was conducted which strengthened the organizational cultural 

aspects. Consequently hypothesis 1 was supported.  

   Hypothesis 2 was tested through a Pearson’s correlation test and a regression test. No 

significant relationship was found and therefore hypothesis 2 was not supported. 

   Hypothesis 3 was tested through a Pearson’s correlation test and a regression test. The 

Pearson’s test showed weak indications of negative correlation between profession and 

managerial discretion, but this was never strengthened in the regression test and thus 

hypothesis 3 was not supported.  

   Hypothesis 4 was tested through a Pearson’s correlation test and independent samples 

t-test. The correlation test showed a negative, but rather low, relationship between 
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company affiliation and association with profession. Independent samples t-test was 

then performed which notably strengthened the previous finding and consequently 

hypothesis 4 was supported.  

 

6.1 Contributions 

In this thesis both internal (organizational culture) and external (profession) factors that 

influence managerial discretion have been considered, consequently the thesis contains 

additional parameters compared to previous studies on discretion. The findings and 

gathered material of information can be used for further research of managerial 

discretion as it can be used for deeper and more concentrated analysis of demonstrated 

phenomena and relationships. In addition the findings can be useful in further research 

regarding profession, where lack of information exists as previously discussed, and for 

further research about auditors. Besides the academic contribution, auditing firms as 

well as other companies could find it useful to understand more about the possible 

limiting impacts of organizational culture as well as association with profession.  

 

6.2 Suggestions for further research 

In future research it would be interesting to investigate whether there are any 

differences between auditors in Sweden and in other countries. Another suggestion is to 

conduct a study only within Big Four firms and see if there are any differences amongst 

them, or to investigate which parameters determine how an individual associates oneself 

with a profession, and if/how these parameters differ within the Big Four companies 

and other smaller firms. The connection between association with profession and level 

of managerial discretion is suggested to further investigate as this study could only 

show a week indication of the relationship, not enough to accept the hypothesis and 

available literature argue for this connection. Another aspect could be to look at a 

different dimension when measuring organizational culture. Where this study has taken 

on an approach of division between collectivistic and individualistic culture, there are 

many more organizational cultural viewpoints to choose from. Also hierarchical levels 

could be chosen to be measured specifically. A qualitative study could be carried out to 

explore the trends that were found in this thesis. The study could also be extended to 

include other professions, also those not traditionally considered professions.  

 

Lastly the questionnaire could be further developed and shortened down, as this could 

generate a more effective measurement of managerial discretion.  
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kommentarer. Det går även bra att kontakta oss eller vår handledare Timurs, 

universitetslektor företagsekonomi Högskolan Kristianstad, utifall du har specifika 
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