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AB STRACT 

Recent stud ie s on the organizat ional level of strategy have 

conc luded that environmental factors have a significant impact on 

the strategic decis ion processes  of organizat ions , and that the 

cont ingent nature of this relat ionsh ip has impl icat ions for the 

p erformance of f irms operating under var ious indu stry cond itions . 

In addit ion , studies on ind ividual decis ion making have shown that 

charac teristics of the decis ion task a f fect the type of decis ion 

making behavior utilized by the individual . This study integrat e s  

these two bodies of  li terature i n  examining the decis ion making 

behavior o f  chief executives in relat ion to the strategic issues 

which face the ir organizations . 

The sample used in the s tudy cons isted of  thirty-two int er­

views with chief executives of  pub l icly-held manu facturing f irms in 

the southeastern United State s .  I n  conj unc tion , se condary data were 

gathered on the f irms and the industrie s  in which they operated . 

Two sets of  hypotheses were formulated . The f irst set dealt with 

the impact o f  comp lexity of  the indus try , stab ility of  the indus try , 

and numb er of  alternat ives generated upon the complexity o f  decis ion 

making behavior of the chief execut ive . The second set o f  

hypothe ses focused o n  the relat ionship between complexity of  deci­

sion making and economic performance of the f irm , and incorporated , 

as cont ingent variables , industry complexity and industry s tab il ity . 
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The data analys is cons isted of  Pearson product-moment correlation , 

multiple regres s ion , hierarchical analys is , and par t ial corre lat ion . 

The results suggest that there is a relationship between the 

comp lexity of dec ision making behavior of chief execu t ives and the 

numb er of alt ernatives generated to address a given s trategic issue . 

Subsequent analys is indicated that the size of  the organization may 

affect the chie f  executive ' s  percept ion of the st ab ility o f  the 

indus try and also , some degree of  "conservat ism" may have been 

operating in the search for add it ional alternative solut ions . 

In conc lus ion , this s tudy implies that : (a ) there is a 

tendency for chie f execut ives to use some type o f  s imp lifying 

process when address ing a comp lex s trategic is sue ; (b ) it is pos­

s ible that , in some cases , the chief executive may not b e  selecting 

the best solut ion for the organizat ion ; and (c ) po tential alterna­

tive solut ions are not always act ively s earched out .  
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CHAPTER I 

INTRODUCTION 

The process of strategic management of a corporat ion falls 

under the purview o f  top management . An organizat ion ' s  s trategy is  

generally de fined as the organizat ional effort or direct ion that 

results  from the match an organizat ion makes between its external 

environment and its  interna l s truc ture and proce sses (Anso f f ,  19 79 ; 

Galbraith & Nathanson , 1 9 7 8 ; Hodge tts  & Wortman , 198 0 ;  Hofer & 

S chendel , 19 7 8 ;  Mintzb erg , 1 9 7 8 ; Pearce & Rob inson , 19 8 2 ;  

Uyterhoeven , Ackerman & Rosenb lum , 1 9 7 7 ) . The top executive s o f  an 

organizat ion determine the s trategic d irection of the f irm by 

dealing with s trategic issues on a continual basis . Over t ime , how 

these s trategic issues are resolved plays a part in de termining the 

strategy of the organizat ion . 

In the f ield o f  s trategic management , a great deal o f  attent ion 

has b een devo ted to prescrib ing the ways in which organizations 

should address s trategic issues in the formulation of strategy 

(Rowe , Mason , & Dickel , 19 8 2 ;  Schendel & Hofer , 1 9 79 ) . S ome of the 

most widely recognized of these technique s and proce sses are port­

fo lio theory , policy delphi , d ialectical pol icy analysis , and the 

growth-share matrix (Grant & King , 19 8 2 ) . However , these techniques 

and processes are more app licab le to the organiz ational leve l than 

1 
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the ind ividual level . The literature in strategic management which 

pertains to the ind ividual top execu tive decis ion maker is , for the 

most part , normative and prescrip t ive . The descriptive work that 

exists in this area is generally of the case s tudy nature with 

no addit ional s tudies to provide empir ical b acking . 

The emp irical work on individual decis ion making has originated 

in the discip l ines which deal d irectly with cognitive decision 

processes . These s tudies typ ically are concerned with individual 

decis ion making as a generally app licable phenomenon . In other 

words , the studies do no t focus on any single type or clas s i ficat ion 

of individual decis ion maker such as the top executive . Failure to 

do this ignore s  the situat ional dynamics facing the ind ividual which 

may play an important role in the decis ion proce ss . 

By integrat ing these two bodies of  l iterature in an emp irical 

study , a basis may be provided for understanding the decis ion 

proce sses used by top execut ives to address strategic issues . Since 

top management is responsible for carrying out the s trategic 

management of  the organization , a better unders tand ing of  how these 

decis ions are made under varying cond it ions in the external 

environment shou ld lead to a mor e  complete understand ing of the 

strategic management process . 

Background 

Many years of re search have been devo t ed to develop ing models 

to help us understand decis ion making behavior (Payne , 1982). 

Perhaps the descriptive corners tone was wr itten by March and S imon 
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(1958) . They developed the concept of bounded rat ional ity , the 

basic premise of which states that there are l imits on the amount of 

knowl edge available concerning alternative courses of ac t ion . This 

"limited knowledge" results in the dec ision maker selec t ing a 

satis fac tory solution . Thus , decis ion making behav ior was viewed as  

be ing "satis f ic ing" as opposed to  "optimiz ing" in many ins tances . 

Prior to this work , decis ion making had been viewed as a rat ional 

process in which an individual searched for an op t imal so lut ion to a 

given prob lem . 

Subsequent research on decis ion making has attemp ted to repre-

sent decis ion making behavior under various cond it ions . Several 

mode ls o f  dec is ion making behav ior have grown out of this research . 

The most notab le ones to be examined in this s tudy ar e :  (a)  cos t /  

bene fit ; (b ) additive ; (c ) additive dif ference s ;  (d ) attribute 

dominance ; ( e )  conj unc tive ; and ( f )  lexicographic models (Olshavsky , 

1 9 79 ; Payne , 19 7 6 , 1 9 8 2 ) . These models may b e  subsumed under one of 

two categorie s :  alternat ive-based or attribute-based . In 

alt ernat ive-based dec is ion behavior , the total alternatives are used 

as the basis for making the choice . Thes e  models are s imilar to the 

optimiz ing behavior discussed by March and S imon since an attemp t is 

made to examine and evaluate all aspects of  the alternat ives in 

f inding the best solution . Conversely , the attribute-based decis ion 

mode ls focus on specific attributes or some s tandard criterion 

measur es as the basis for making the decis ion . These models are 

reflec tive of satisf ic ing decis ion behavior because only selected 
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attr ibutes o f  the al ternatives are evaluated . The focus is on 

f ind ing a satis fac tory solut ion rather than the b e s t  one . 

Emp irical s tudies on decis ion making behavior have shown that 

as the prob lem becomes more complex , individuals tend to utiliz e  a 

less cognitively demanding decision process (at tribute-based) as a 

means o f  resolut ion . Alternative ly , with a less complex decision 

task, ind ividuals have b een more l ikely to use an alternative-based 

decision process . In summary , the decis ion process which is  used is 

contingent upon the nature of the decis ion task at hand . 

In the s trategic management literatur e ,  the topic of  decis ion 

making as a cont ingent phenomenon has b een addressed at the organi-

zational leve l .  Anderson and Paine ( 1 9 75 ) , Fredrickson (1983) , 

Fredrickson and Mitchell (1984) , Mintzb erg ( 1 9 7 3 ) , and Nutt ( 1 9 7 6 )  

reached s imilar conclus ions o n  corporate decision processes in 

relation to the external environment surround ing the company . 

Specif ically , they have pointed out that decis ion processes based on 

a rational model ( i . e .  comp lex, comprehensive) are appropriate for 

organizat ions in s tab le environment s , but are no t appropr iate for 

organizat ions in unstab le environments . On the one hand , in a 

stab l e  environment ,  the informat ion needed to make comprehens ive 

decis ions is read ily availab le and it is  relatively easy to inte­

grate the ind ividual decis ions into a total strategy or plan . On 

the other hand , uns table environments do not lend themselves to 

comp rehens ive decis ion making and integrat ion because o f  their 

uncertain and comp lex na ture (Mintzb erg , 1 9 7 3 ) . Fredr ickson (1983)  
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found that a f irm ' s  performance will b e  affected i f  the comprehen­

s iveness o f  its  strategic decision proces s  is no t consistent with 

the nature of its  environment . The high performing f irms in s tab l e  

environments tended t o  have a comprehensive s trategic d ec ision 

process  and the high performing firms in unstab le environment s 

tended to have a noncomprehensive s trategic decision proce s s . 

Based upon this b ackground information and upon the concep t  

that strategic management o f  the organizat ion is the respons ib ility 

o f  top management , the dynamics o f  the environment surrounding the 

corporation will probab ly have an impac t on how chief execu tive 

officers and pres idents of companies address the strategic issues 

which they fac e . 

Purpose o f  the S tudy 

The purposes o f  th is s tudy are: ( a )  to integrate cognit ive 

decision making l i terature with the s trategic management literature ; 

(b ) to conduct an empirical study o f  the comp lexity o f  decision 

making b ehavior of executives re spons ib le for making s trategic 

decis ions ; and (c) to discover what relationships ,  if any , exist  

between the interact ion o f  chief executive decision making and the 

stab i lity and/ or complexity o f  the industry and organizat ional 

performance .  Sp ecific quest ions to be inves t igated by this study 

are: 

(a) Are there d ifference s in decis ion making b ehavior o f  top 

execut ives o f  manu facturing f irms when dealing with 

strategic issues ?  
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(b ) I f  so , can a relationsh ip be drawn betwe en these dif­

ferences and the stability and /or complexity of the 

industry in which the top executive op erates ? 

( c )  Finally ,  is there a relationship betwe en economic perfor­

mance and decis ion making behavior , and is this relation­

ship contingent upon the stab il ity and /or comp lexity of 

the industry ? 

S ignif icance o f  the Proj ect 

S ince " • • •  top management is  considered to be the organiz ation­

al leve l at which strategic management is exercised , "  stud ies of the 

strategic management process should focus on this level and these 

ind ividuals (Hodgetts & Wortman , 1980 , p .  4 7 ) . In trying to under­

stand how executives make decis ions , many authors have subj ectively 

discussed the ir ideas of what succes s ful execut ives do (Barnard , 

1938 ; Harvey , 1 9 8 2 ; L indb lom , 1959 ; Wrapp , 196 7 ) . However , rather 

than result ing in a cons istent theory or description of the dec is ion 

making process of executives ,  what has emerged are various concep-

tualizations of executive decis ion making. No emp irical stud ies 

have been done to test hypotheses based upon thes e  

conceptualizations . 

At this point , these questions emerge: Why study executive 

strate gic decis ion making ? Why not confine res earch on strategic 

decis ion processes to organizations ? Essentially , there are two 

reasons. 
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First , it is  ind ividuals who actually make the strategic 

decis ions , not organizations . Even if  the decision is made by a 

group or committee , or a number o f  groups ( i . e .  organizational) ,  

typically the ind ividuals in the group or committee have stud ied the 

s ituation and will be predisposed to a given so lution . Although the 

dynamics of the group s ituation may result in more than an 

aggregation of ind ividual cho ices , the starting point is still the 

individual .  Moreover , s ince the top executives are charged with the 

responsib ility for the strategic management of the organiz ation , 

they are the one s who make the final decision . 

S econd , Lang , D ittrich , and White ( 1 9 7 8 )  have shown that there 

is cons iderab le s imilarity in the conceptual models representing 

individual ,  group, and organizational ( i . e .  involv ing more than a 

s ingle group ) 

organizational 

problem 

decision 

solving 

making 

models . Subsequent stud ies on 

have shown , depending on the 

situation , one type of strategic dec ision p rocess is more 

appropriate than another (Fredrickson , 1983 , 198 4 ;  Fredrickson & 

Mitchel l ,  1984) . By examining ind ividual decision making , th is 

study may provide an ind ication as to whether or not the conceptual 

s imilarities are accurate . 

The remainder of this section is  devoted to exp laining why this 

study is relevant to the field o f  strategic management , prac ­

titioners o f  management , teachers and students o f  strategic 

management , and the field o f  cognitive decision making . 

For the field of strategic management , this study will attempt 

to lay the groundwork for future emp irical stud ies of executive 
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strategic decision making . It will try to determine whether or not 

certain decision making behavior of the ch ief executive is more 

appropriate for one type of industry or environment versus another 

type . In other words , this research looks at chief executive 

decis ion making as a contingent phenomenon . 

For practitioners o f  management , it will provide some under­

standing of how chief executives deal with strategic issues , and 

perhap s provide a basis for evaluating the decis ion making of the 

executive in light of the nature of the environment (i . e .  stab le 

versus unstab le and complex versus simple)  in which the decis ion is 

made . This could have s ignificant implications for the evaluation , 

training , and selection o f  top-level executives . That is , if  

decis ion making were a contingent phenomenon , then perhap s execu­

tives could be trained to make decis ions in a manner that is cons is­

tent with the nature o f  the industry . This study also may provide 

one criterion measure to be used in evaluating managers for 

promotion (i . e .  those managers who exhibit the type o f  decision 

making behavior re lated to suc cessfu l  firms in their particular 

industry could be cons idered for promotion) . 

The signif icance to teachers and students of strateg ic manage­

ment rests in the add itional empirical ins ights that this study will 

add to the l iterature on how ch ief executives actually make deci-

sions . S ince organizational strategies have sometimes been 

characterized as " a pattern in a stream of decisions " (Minzberg , 

1982) , a better understanding of how cho ices are made could lead to 
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a better understanding o f  how strategies are developed in an 

organization . 

For the field o f  cognit ive decis ion making , this study wi ll 

evaluate whether or not the importance o f  the issue at hand has an 

impact on dec is ion making behav ior . Although a cons iderable amount 

of emp ir ical work has been done on how ind iv iduals make decis ions , 

the importance o f  the issue has not been addre ssed . 

In summary , a quote from Fredr ickson demonstrates the need for 

r esearch of this type : 

strategy formulation is above all else a decis ion­
making process , and that a more productive research 
approach may b e  to study how organizations make and 
integrate individual strategic decisions . Therefore , it 
seems appropriate for investigators to move from a ' p lan' 
to a ' decis ion-based ' view of strategy because individual 
decis ions can more l ikely be stud ied us ing a variety of 
methods , and the population of research sites is almost 
l imitless (19 83 , p .  1 7 ) . 

Proj ect Outline 

Chapter II reviews the l iterature in the f ield of strategic 

management which deals with dec ision making as we ll as the descrip-

tive literature on individual decis ion making strategies . As a 

subtopic o f  each maj or area , the contingent nature o f  decis ion 

making is discussed . Finally , there is a conceptual model of the 

integration of these two bodies of literature and an exp laination of 

how the model relates to , and is repres entative of , the study . 

Chapter I I I  provides the definit ions , research hypothese s , 

measures ,  pi lot test , samp le , procedur e ,  and data analyses to be 

used in the investigation . 



1 0  

Chapter I V  provides the descriptive statistics of the measures 

used in the study , reports the statistical analyses used in testing 

the research hypotheses , and presents any post hoc analyses of the 

data concerning find ings not spe cifically addressed by the research 

hypotheses . 

Chapter V presents an overall review of the study . There is 

also a discuss ion of the study ' s  imp lications , limitations , and 

suggestions for future research . 

Summary 

This chapter emphasizes that the strategic management of an 

organization is the respons ib ility of the top executives of that 

organization . By dealing with the strategic issues which face the 

firm on a continual basis , the strategy of the organization is 

deve loped . However ,  because there is little emp ir ical work which 

exists on how top executives make decisions , there is l ittle 

knowledge in the area . 

Recent stud ies on the organizational level o f  strategy have 

concluded that environmental factors do have a s ignificant impact on 

the strategic decision processes of organizations , and that the 

conting ent nature of this relationship has imp lications for the 

economic per formance of organizations operating under various 

industry cond itions . In addition , studies on ind ividual decis ion 

making originating in the cognit ive field of decis ion making have 

shown that external factors ( i . e .  character istics of the dec ision 
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task) af fect the type of decis ion making behavior utilized by the 

individual . 

The purposes of this study are : (a)  to integrate the litera­

ture in cognitive decis ion making with the strategic management 

l iterature ;  (b ) to conduct an emp irical study of the complexity of 

decis ion making behavior o f  executive s re sponsib le for making 

strategic decis ions ; and ( c )  to discover what re lationsh ip s , if any , 

exist between the interaction o f  chief executive decision making and 

the stab il ity and /or complexity of the industry and or ganizational 

performance . 

This proj ect is s ignificant to the field o f  strategic manage­

ment in that it provides ins ight into how strategic issues are 

actually addressed by top executives in organizations . 



CHAPTER I I  

L ITERATURE REVIEW 

This review of the literature is divided into three parts . 

First , descrip t ive literature on ind ividual decis ion making 

strategies is discussed . S econd , literature on decision making from 

the s trategic management field is p re sented . In addi tion , as a 

subset o f  these two sec tions , the environmental e f fects upon 

decis ion making are reviewed . Finally , a conceptual model 

represent ing the integrat ion o f  these two bodies o f  literature is 

provided and discus sed . Th is model provides the basis for the 

development of the hypothet ical statements to be tes ted in this 

study . 

Individual Decis ion Making 

As Hub er ( 19 8 0) noted , res earch on decis ion making has come 

from many dif ferent d iscipline s .  However , for the purposes of this 

study , an app licab le different iat ion in the literature is  the 

"prescrip t ive-descriptive " dichotomy (Huber , 1980 ; Kozielecki , 

1981 ) . Prescriptive s tudies focus on develop ing normative 

techniques for making decis ions which will a id in improving the 

quality of the decision , whereas descriptive s tudies emphas ize 

unders tand ing how decis ions are made . S ince this research is an 

1 2  
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empirical inves t igat ion o f  the decis ion making behavior o f  top 

executives , the literature review deals with the descriptive 

stud ies . It is not the purpose of  this lit erature review to examine 

the entire realm of descriptive decis ion making literature , but 

rather to deal specif ically with the deve lopment of decis ion making 

models , or strateg ies, that have grown out o f  the descriptive 

literature . 

Optimiz ing and Satisficing 

In the ninet een-f ifties , p sycho logists began to examine the 

decis ion process as we ll as its det erminants . This work was 

insp ired by inves t igat ions done in the f ields of statistics and 

economics (Ko z ie lecki , 1981 ) . Be fore this t ime , the emphas is had 

b een on expected ut ility (EU)  and how this utility could be 

maximized (Huber , 1980 ; Janis & Mann , 1 9 7 7 ; MacCr immon & Taylor , 

1976) . This was a prescrip t ive concept in the sense that the focus 

was on describ ing how decis ions could be made so that the choice 

would lead to the highest payo f f ;  which assumed a totally rat ional 

"economic man" posit ion and described the ideal rather than the 

exis ting state . The max imizing mode involved a c lear set o f  

alternative courses o f  act ion and a thorough understand ing of  the 

de sired level of attainment . The alternat ive which comes the 

closest to the des ired leve l is the one that is selected a fter all 

attributes , or factors , have been considered (MacCrimmon & Taylor , 

19 7 6 ) . The proce ss o f  maximiz ing utility , therefore , yields the 
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best possib le solut ion and hence i s  the decis ion proce s s  which 

theoretically should be used . 

Unfortunate ly, as Simon ( 1 9 5 7 )  ob served , people do no t have the 

"wits to maximiz e "  (cited in Janis & Mann, 19 7 7 ,  p .  2 2 ) . In a 

realistic sense, there are always limitat ions of  knowledge 

concerning alternative courses of action , t ime availab le to go 

through the decision making process, and cogni t ive ab il ities of the 

ind ividual . This was best summed up by a quo te from Miller and 

S tarr ( 1 9 6 7 , pp . 24-25) : 

Contemporary developments in economics have 
emphasized the lack o f  realism of the assump tion that 
ind ividuals act so as to maximize their ut il ity . There 
has not been an attack on the proposition that ind ividuals 
should act so as to achieve a maximization o f  their 
utility . Rather , there has been suffic ient evidence and 
supporting reasons to show that they do not act in this 
way . Among the reasons suggested have been the fol lowing : 
the inab il ity of  the ind ividual to dup l icate the rather 
recond ite mathematics which economists have used to solve 
the prob lem of maximization of  util ity ; the exis tence of 
other values ( the higher value s originally excluded by 
[ Adam ] Smith) which though not read ily quantifiab le, do 
cause d ivergences from the maximizat ion of ut ility in the 
marke tplace ; the ef fect of  habit ; the influence of  social 
emulation ; the e f fect o f  social ins titut ions • 

. • .  The work o f  p sychologists would certainly tend to 
confirm the assert ion that human b e ings have a varie ty o f  
d iverse mot ivat ions which d o  not lend thems elves to 
maximizat ion of util ity--at least so long as uti lity is 
defined in terms of the 1 satis fac tions 1 resulting from 
marketplace phenomena . . . .  S imilarly , soc iolog ists  have 
accumulated cons iderable evidence to demonstrate the 
enormou s influence of social ins t itu tions, habit , and 
tradit ion on the cho ices and dec is ions made by 
ind ividuals . The e f fect o f  these psychological and 
soc iolog ical factors leads ind ividuals to make decisions 
and to take act ions without recourse to maximizat ion o f  
ut il ity in the class ical economic sens e .  Al ternatively 
phrased, it can be said that the se factors cause people to 
act irrat ional ly--but it shou ld be noted that this is 
simply a matter of  definition, rat ionality having been 
defined as maximization of economic util ity . 
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In elaborating upon the concept of  satis ficing , March and S imon 

( 1958)  addressed the nature of uncertainty in the dec is ion prob lem 

(the degree o f  which indicates whe ther an ind ividual decis ion maker 

is like ly to sat isfice or op t imiz e ) . The cause of this uncertainty 

came from several sources . As S imon ( 1 9 7 6 )  pointed out ,  these can 

be cat egori,zed as either personal limitat ions or external 

constraints . The personal constraints wi ll b e  dealt with here while 

ext ernal considerat ions will appear in a subsequent sect ion . 

The maj or personal constraint is the inabi lity o f  the decision 

maker to proce s s  the vast amount of informat ion necessary to 

de termine all the potentially favorab le and unfavorab le consequence s  

of  a l l  the feas ib le cour ses of  ac tion . An at temp t to do so would 

result in " informat ion inundat ion" (Janis & Mann , 1 9 7 7 ) . Miller 

( 1 9 5 6 )  noted that the numb er of pieces of information that an 

individual can process is seven , p lus or minus two . Obvious ly, 

seeking out and evaluating all the informat ion nece ssary to make a 

decis ion would exceed this l imit in mos t  cases . 

O ther personal limitat ions are p sychological aspects o f  the 

thought proce ss and personality determinants . Some of the 

p sycho logical 

dicho tomize , 

aspects  

cognitive 

are : global thinking , 

nears ightednes s, and 

tendency to 

oversimp lif ied 

attribut ion o f  causat ion . Any o f  thes e  thought process factors can 

cause the ind ividual to make decis ions on a less than opt imal bas is 

(March & S imon , 195 8 ) . 

Personal ity determinants also play a role in decision making .  

For example , i f  an executive were power-dr iven (as opposed to having 
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an ideological ori entation) , his  o r  her decis ion could b e  governed 

by self-intere s t . Obviously , this may have detrimental e f fects on 

the quality of the decis ion . Another determinant involves emo tion 

rather than obj ectivity . In addit ion , s ome ind ividuals are more 

creative than o thers . Depending on the nature of the s ituation , a 

more creative or a more common sense approach may b e  appropriat e . 

In summary , the preced ing factors may have a direct impact on how 

the prob lem i s  ana lyzed and how choices are made . 

In o ther word s , when an individual confronts many o f  the 

problems which h e  or she mus t  deal with , attempt s  are made to reduce 

or s imp l i fy the d imensions o f  the problem and the al ternative 

course s  of ac tion . In reviewing the work of March and S imon , Katz 

and Kahn ( 1 9 7 8 )  noted : 

The s impl i f icat ions have a number o f  charac teristic 
feature s : ( 1 )  Opt imiz ing is replaced by sat isficing--the 
requirement that satisfactory levels o f  the criter ion 
variables be attained . ( 2) Alternat ives of act ion and 
consequences of ac tion are d iscovered s equentially through 
s earch processes . ( 3 )  Reportories of act ion programs are 
deve loped by organizati ons and ind ividuals , and these 
serve as  the alternat ives of choice in recurrent 
s i tuations . ( 4 )  Each spec i f ic action program deals with a 
restr icted range of  consequences . (5) Each act ion program 
is capab le o f  b e ing executed in sem i-independ ence o f  the 
others--they are only loosely coupled together (p . 4 9 4 ) . 

On the basis o f  March and S imon ' s  conclus ions, many at temp ts 

have b een made to understand and model ind ividual decision making 

s trate gies by decis ion scient ists . The following is a review o f  

some o f  the more widely accepted models or proce sses . 
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Mode ls of  Individual Decis ion Making Behavior 

The se models can be arranged in ascending order from the least 

cognitively complex to the mos t  cognitively comp lex (see Figure 

the lexicographic model requ ires only that a 2 . 1) .  For example , 

standard b e  set  and each alternative is compared against the 

standard and accepted or rej ected . At the other end of the 

continuum , the cos t /bene f it model requires that a value b e  

determined for each dimens ion or attribute of  each alt ernative , 

inc luding positive and negat ive factor s . This is a much mor e 

cognit ive ly demanding task than comparing attributes of  the 

alternat ive s against some standard criteria . In addit ion , these s ix 

models can also be clas s i f ied into two group s ,  which are the 

attribute-based and alternative-based decis ion models . 

Attribute-Based Decis ion Mode ls . One group ing o f  models is 

clas s i f ied as attribute-based decision models be cause selected 

attr ibutes of  the various alternatives are used as the basis for 

making the choice , that is , certain characteristics of each 

a lternative are compared against one ano ther . These cognitively 

simple models are representative of  satisficing behavior s ince an 

at temp t is made to examine and evaluate only se lected aspects of the 

a lternative solut ions in f ind ing a satis factory solut ion . There are 

three attribute-based models . 

Lexicographic or Eliminat ion-by-Aspects Mode l .  As Tver sky 

(197 2 )  noted , each alternative is viewed as a set of  aspects or 

attributes . At each st age in the decis ion making proce ss , a 

part icular attribu t e  is selected (with probab ility proport ional to 
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its we ight )  and all alt ernative s that do no t possess the par ticular 

attribute are eliminated . The process  cont inues unt il only one 

alternat ive remains (Tversky, 1 9 7 2 ,  p .  281) . 

The maj or prob lem wi th this dec ision strategy is that it does 

not ensure that the chosen alternative is superior to those which 

were elim inated . I t s  maj or b enefit is that it is a good procedur e 

for s imp lification . 

Conj unc t ive Model . The selec tion o f  a part icular 

alternative dep ends upon all the relevant attributes o f  the 

a lternative surpas s ing some estab l ished s tandards or set of criteria 

(Coomb s ,  19 6 4 ;  Olshavsky, 1979 ; Payne , 1 9 7 6 ) . That is , an 

alternat ive must have a cer tain minimum value of all the relevant 

attr ibutes to be selec ted . 

This model is  s imilar to the lexicograph ic model in that the 

basis for evaluat ion and cho ice is the attr ibutes rather than the 

total alternat ives . Unl ike the lexicographic model, it requires the 

estab l ishment of s tandards on all  relevant d imens ions at the 

beginning rather than evaluat ing attributes of the alt ernatives 

sequent ially ; there fore, it make s this process somewhat more 

cognit ively demanding . 

Attribute Dominance Model .  Pairwise comparisons are made 

between alternatives , but only on several attributes . Pre ference 

for one a lternat ive over ano ther is  based on the fac t that the 

al ternative with the greatest numb er of dominant attributes is 

selected (Payne, 1 9 7 6 ; Olshavsky, 1 9 7 9 ) . 
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Once again , the basis for comp arison i s  the at tributes of  the 

alternat ives .  However , this proce ss nece ssitates the comparison of 

alternatives against each other on these dimens ions , making this 

process more cognitively demanding than the two p rev ious models . 

Alternat ive-Based Decision Model s .  Another group ing o f  mode ls 

may be clas s ified as alt ernat ive-based decis ion processes , in which 

total alternat ives are used as the basis for making the choice , that 

is , total alt ernat ives are compared agains t one ano ther . The se 

cognitively comp lex mode ls are representative o f  optimiz ing b ehavior 

since an attemp t is made to examine and evaluate all aspects  of the 

prob lem in f inding the best  solution . There are three alternative­

based models . 

Additive D i fference Mode l .  The choice involves pairwise 

comparisons o f  alternatives followed by a summation acros s  the 

differences (Rappoport & Wallstein ,  19 7 2 ; Tver sky , 1 9 6 9 ) . The 

alternatives are compared directly on each dimens ion , making this an 

alternat ive-based p rocess (Payne , 19 76) . S ince the basis for 

comp ar ison is the total alternat ive , by definit ion , this decision 

making s trategy is more cognitively comp lex than the attribut e-based 

proces ses . 

Additive Model . Each al ternative in a set o f  alt ernat ives is 

evaluated separat ely . A value for each dimens ion or attribute is 

det ermined and then all are summed to arrive at an overall value for 

each alternative . The alternat ive wi th the great est  overall 
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value is the one chosen (Coombs , 1964 ; Olshavsky , 1979 ; Rappoport & 

Wallstein ,  1 9 7 4 ) . 

This model is  more cognitively comp lex than the add itive 

diff erence model because it requires the evaluat ion and comparison 

of all alternatives es sentially at the same time rather than making 

a series o f  pairwise comparisons . Rather than being based on a 

dif ference , the selection is based on an index value or score which 

is separat ely determined for each al ternat ive . 

Cost /Bene fit Mode l .  The costs and bene fits  (positive and 

negative aspec ts)  alternat ive are evaluated agains t each other . 

Final values are determined and the al ternat ive with the highest 

positive value is  selected . As noted by Christensen-Szalanski 

(19 78) , the comb inat ion of bene fits  and costs follows an add itive 

rule . 

This model mos t  closely approximates the ideal normat ive 

process  o f  maximiz ing exp ected util ity (Huber , 1980) . It may be 

viewed as a special case of the add itive model in that it 

spec ifically addresses the concept of  positive and negative 

attributes associated with each alternat ive . 

In summary , the six models or processes can be class ified into 

two group s and may also be placed on a cont inuum for cognitively 

simp le to cognitively comp lex in terms o f  the difficul ty o f  

evaluating and selecting an alternat ive from a group o f  alterna-

tive s . Th is leads to a discussion o f  determining under which 

cond it ions the different models are like ly to be used . The 
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following sect ion examines the ef fect o f  environmental factors on 

individual decis ion making . 

Environmental Impact on Individual Decision Making 

Reitman (1964)  conceptualized a decision prob lem as cons isting 

of three components : (a) an init ial s tate of  af fairs ; (b ) a desired 

terminal s tate ; and (c ) var ious " trans formers" or alternat ive 

s trategies for moving from the init ial to terminal state . 

MacCrimmon and Taylor (1 9 7 6 )  no ted that Re itman ' s  conceptualizat ion 

presented necessary , but not sufficient cond it ions for a decis ion 

problem to exis t .  A dec is ion problem only exists if the decis ion 

maker perceives that the initial state is different from some 

desired terminal state and is mo t ivated to reduce this difference . 

Otherwise , there is no decis ion to be made . 

MacCrimmon and Taylor (1 9 76 )  also discussed two types of  

probl ems or decision environment s : we ll-structured and 

ill-s truc tured . We ll-structured situat ions are denoted by fairly 

comp lete informat ion concerning the init ial state , the end s tate , 

and the alternative capab le of  reaching the des ired state . Under 

these condit ions , individuals can usually make opt imal decisions . 

In il l-structured s ituat ions , decis ion environments are 

charac terized by a high degree of uncertainty and complexity . In 

these cases , a decis ion maker is l ikely to have incomplete 

information about all three elements o f  the problem .  Under these 

circumstances , people frequently make less than optimal decis ions 

(Katz & Kahn , 1 9 7 8 ) . 
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In the lit erature on environmenta l  ef fects upon decision 

making , the thr ee maj or factors wh ich have b een addressed are 

uncertainty , complexity , and conf lict (MacCrimmon & Taylor , 1 9 7 6 ) . 

This s tudy addresses two of  these : uncertainty (i . e .  s tab ility) and 

complexity . S ince th is s tudy deals only with the decis ion making o f  

the top execut ive in the organizat ion , the impact of  conflict upon 

decision making is not considered . 

As MacCrimmon and Taylor ( 1 9 7 6 , p .  1402)  noted , unc ertainty , by 

definit ion , exists  to some extent in decision s ituat ions involving 

only part ial knowledge of the variables . Many busine s s  situations 

fall under this category , s ince many o f  them are characterized by 

uncertainty . Comp lexity is also an element which faces ind ividual 

decis ion makers .  Th is is certainly true in busine ss environments . 

The impact o f  these two factors on ind ividual decis ion making 

behavior is reflected in the s trategy wh ich is used for the 

deve lopment of alternat ive solut ions and the actual selection from 

among thos e  alternat ives . 

Unc ertainty . The e f fect of  uncertainty on decis ion making 

behavior can take s everal forms . S ome of the ways in which 

individuals deal with uncertainty have been studied and reviewed by 

MacCrimmon and Taylor (19 7 6 ,  p .  1403 ) . Specif ically , the decis ion 

maker may : (a) reduce the uncertainty to certainty ; (b ) delay ;  (c)  

ignore or avo id the uncertainty ; or  (d)  absorb the uncertainty . 
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I n  reducing the uncertainty t o  certainty, what the decis ion 

maker does is to behave as if uncertain events are more certain than 

they ac tually are . In addition , after choos ing a course of act ion 

in which uncertainty is a fac tor , a decis ion maker may tend to 

convinc e hims e l f  or herself  that " the event lead ing to more 

favorab le outcome s for his (or her) chos en ac tion will occur" 

(MacCrimmon & Taylor , 19 6 5 , p .  1403) . 

De laying actions in respons e to uncertainty some t imes occurs . 

However , while this may be wise for ind ividual cases ( s ince more 

informat ion may come to l ight with more time) , it is very rare in 

important bus ine ss decis ions by the time they have reached the chief  

execut ive . 

Avo id ing or ignoring uncertainty may also take place . S tud ies 

which examine this phenomenon have typ ically focused on ignor ing or 

avo iding uncertainty after an alternat ive cour se of  action has been 

determined . In a s tudy o f  kidney donors ,  Fellner and Marshall 

(1970)  gave evidenc e for the way in which informat ion was avoided or 

dis tor ted before comm itment in order to bols ter the intent ion o f  

volunteer ing their organ to save the l i fe o f  a relative (Janis & 

Mann , 1 9 7 7 ,  p .  8 3 ) . In other words , predisposit ion towards a given 

course of act ion may lead the ind ividual selectively to perceive 

informat ion ; bu t more importantly , simp ly to ignore the 

uncertainties which are involved . 

Ab sorb ing uncertainty pertains specifically to informat ion 

being passed along through decision making units in the 

organization . As informat ion is pas sed from person to per son , there 
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is a tendency for the information t o  b e  perceived as  becoming le s s  

uncertain and more precise (MacCrimmon & Taylor , 19 76 ; Woods , 19 66) . 

Th is phenomenon has impl icat ions for this study s ince the ch ie f 

executives o f  organizat ions make decis ions based on informat ion 

presented to them by people or units at lower leve ls in the 

organization . There fore , the chief executive may perceive the 

external environment as being more certain (i . e .  stab l e )  than it 

ac tual ly is . 

S imon ' s  satisficing approach best fits the limited 

informat ion-proces s ing of  ind ividuals . 

Man 1 s limited ab il ity to foresee future consequences and 
to ob tain information about the variety o f  availab le 
alt ernatives inclines him to settle for a barely 
' acceptab le ' course of  ac tion that is  'bet ter than the way 
thing s are now ' (Janis & Mann , 19 7 7 ,  p .  2 6 ) . 

In fol lowing this line o f  reasoning , S lavic ( 1 9 7 1 )  concluded , 

on the basis o f  his experiments , that bus ine s s  decision making 

sugge s t s  that executives avo id uncertainty and the necess ity o f  

going through comp lex dec ision making processes  whenever possib l e .  

I n  conclus ion , as a s ituat ion become s more uncertain , the ind ividual 

decis ion maker uses a less cognit ive ly comp lex decis ion making 

process .  

Complexity . The e f fect of  complexity on decis ion making 

behavior has b een we ll documented . Research in organizat ions has 

demons trated the tend ency of  decision makers to re sort to simplis tic 

strategies (MacCrimmon & Taylor , 1 9 7 6 ) . Early s tud ies on this topic 
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discussed the not ion o f  "conservat ism" (Pe terson , Schne ider ,  & 

Miller , 1965 ; Phillips & Edwards ,  1966) . Conservat ism is the 

reluc tance of  individuals to extrac t as much informat ion from added 

data as is theoret ically imp l ied by an optimal decis ion process 

(i . e .  making the decision problem more complex) . In essenc e ,  these 

emp irical studies found that , as subj ects were presented with more 

information , it was not used e f fec tively when compared to an optimal 

decis ion process--which in this case was the Bayes ian theory of  

probab il ity (Edwards & Phillip s , 1964 ) . This imp l ies that the 

addit ional informat ion was not used to evaluate alt ernat ive s or to 

develop new alt ernat ives . The remainder of this sect ion is devoted 

to two recent works who se conclus ions bear directly upon this study . 

Payne ( 19 7 6 ) chose four of  the mos t  widely accepted models o f  

the decision making process (additive , additive d if f erence , 

conj unct ive , and eliminat ion-by-aspects)  as the basis for his study . 

In his literature review , Payne ob served that s tudies of  

multialt ernat ive cho ice had b een "entirely lacking . "  Mos t  o f  the 

prior research had focused on how people choose between two 

alternatives .  In add ition , he cited s tudies which inve s t igated the 

e f fects of add itional informat ion (Einhorn , 19 7 1 ;  Hayes , 1964 ; 

Hendrick , Mills , & Kiesler , 1 9 68 ; Jacoby , Spe ller , & Kahn , 1 9 7 4 ) . 

These s tudies demons trated that add ing informat ion causes the 

decis ion maker to : (a) increase the variability o f  responses ; (b ) 

increase the confidence o f  the dec is ion maker in his /her j udgment ;  

and (c)  decrease the quality o f  the cho ices ( S lovic & Lichtens tein , 

1 9 7 1 ) . 
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Payne ' s  two experiments dealt with the informat ion search and 

actual decision making . In the first experiment , six subj ects were 

paid a fixed hourly rate to examine " informat ion board s , "  (Wilkins , 

196 7)  wh ich represented one-bedroom furnished apartment s ( these were 

the alt ernative s ) . Each decision situat ion involved a number of  

alternatives ( 2 ,  6 ,  or 12)  and a number of dimens ions (attributes)  

per alternative (4 , 8 ,  or 1 2 ) . Each subj ect received three of  the 

nine possib le comb inat ions and the order of presentat ion was 

counterbalanced across subj ects . 

In choos ing between two alternative s , the subj ects ' dec is ion 

proce sses  were more cognitively comp lex (using an add itive proce s s  

o r  a n  additive dif ference proce ss)  than i n  multialt ernat ive 

situat ions . In the latter , the subj ects tended to use an 

elimination-by-aspects or a conj unc tive process (Payne , 19 76 , 

p .  3 7 4) . 

The second experiment was es sentially the same excep t for three 

dif ference s :  (a)  greater variety of  decision situat ions ; (b ) more 

subj ects ; and ( c )  a comp lete within-subj ects des ign . The results 

from this experiment supported the conc lus ions drawn from the first 

experiment . In this study , the single most important det erminant of  

the cognit ive complexity of  the decision process used was the number 

of  availab le alternatives . 

A sub sequent study by Olshavsky ( 19 7 9 )  repl icated the work of 

Payne . An addit ional factor which he addre ssed was the dif­

ferent iat ion of  the attributes wi thin each al ternative as simp le or 

comp lex . Condominium apartments and s tereo receivers were se lected 
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a s  groups of  alternatives which represented the se two levels . The 

condominiums represented a product with s imple , dicho tomous 

at tributes (e . g .  kitchen--available , not availab le) and stereo 

receivers represented a produc t with complex , int erval valued 

attributes (e . g .  cap ture rat io--poor , fair , good , very good , 

exce llent)  (p . 303) . The decision processes , or s trategies , used by 

Olshavsky were additive , additive d i f ference , attribute dominance , 

conj unc t ive , and lexicographic (or e l iminat ion-by-aspects)  models . 

In general , Olshavsky ' s  s tudy supported earlier work by Lus s ier and 

Olshavsky ( 1 9 74)  and Payne ( 1 9 7 6 ) . The hypothesis concerning 

attribute complexity , that is , differences in the character of the 

at tributes will result in dif ferent choice strategies , received only 

partial support . 

In conclus ion , Payne and Olshavsky ' s  works on contingent 

processing in decision making found that , as the comp lexity of the 

task increased , there was a tendency to move from a one-stage to a 

multi-s tage decis ion process . For example , when faced with a 

two-alternative cho ice prob lem , the subj ects in Payne ' s  ( 1 9 7 6 )  study 

tended to use alt ernative-b ased decis ion strategies . When faced 

with a larger number of alt ernatives , subj ects used the less 

cognitively demanding at tribute-based decis ion models as a way o f  

s impl ifying the decis ion task , and then returned t o  an 

alternat ive-based model to deal with the few remaining alternatives . 

Olshavsky ' s  ( 1 9 7 9 )  f indings were cons istent with these conc lusions . 
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The second port ion of  this chapter addresses the lit erature on 

decis ion making in the field of  s trategic management along with the 

environmental impact on strategic decision making . 

Strategic Decis ion Making 

This sect ion is devoted to a di scuss ion of strategic dec is ion 

making . The first part briefly rev iews some of  the conclusions 

regarding s trategic processes 

decis ion making re search is  

in organizations . 

discus sed . This 

Next , 

review 

executive 

addre sses 

research on : (a)  roles of  execut ives ; (b) decision making s tyles ; 

and (c ) prescrip t ive /descrip tive work . Finally , the environmental 

impact on strategic decis ion making is considered . 

Strategic De cision Making of Organizations 

In the strategic management literature , much at tent ion has been 

devoted to prescrib ing the manner in which organizations should 

address strategic issues in the formulat ion of s trategy (Rowe , 

Mason , & D ickel , 19 8 2 ;  Schendel & Ho fer , 1 9 7 9 ) . Many dif ferent 

technique s and proce sses for the formulat ion of corporate strategy 

have been enumerated . Some of the mo st wide ly recognized methods 

are port folio theory , policy delph i ,  and the bus ine ss planning 

matr ix , dialec tical pol icy analysis , and the growth-share matrix 

(Grant & K ing , 1 9 8 2 ) . These models are charac teris t ic of the 

dominant schoo l of thought regarding strategic decision making . 
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Fredrickson (1983)  referred to the above mentioned group a s  

comprehensive models , which emphasize a rat ional proce ss i n  dealing 

with strategic issues 

organizat ion ' s  per formance 

(see Table 2 . 1 ) . 

will be increased if 

Apparent ly , 

the process 

an 

o f  

strategy formulat ion is carr ied out in this manner (Paine & 

Anderson , 1983 ; Schendel & Ho fer , 19 78) . A second group of  

strategic decision making models is the incremental process group . 

Lindblom ( 19 5 9 )  re ferred to the process as "mudd l ing through . "  

Imp l icit in both classes is some concept o f  decis ion making 

(Fahey , 1981 ; Leont iades ,  1 9 8 2 ) . The synoptic decis ion proce s s  

centers on the development ,  evaluation , and select ion o f  a strategic 

alt ernative ( s )  after the goals have been established , the internal 

resources have b een assessed , and the external environment has been 

evaluated (Glueck , 1980 ; Grant & K ing , 19 8 2 ; Hofer & Schende l ,  

1 9 7 8 ) . Anso f f  ( 1980) referred to this as the process  o f  strategic 

issue management in which an organizat ion attemp ts to ident ify and 

quickly resolve important trends and events ins ide or outs ide the 

f irm .  The synoptic process i s  exhaustive in i t s  attemp t to be 

comprehens ive in the generat ion and evaluat ion of alt ernatives .  

Consequently an at temp t to op t imize (March & S imon , 19 5 8 )  is 

ind icated . In contrast , the incremental dec ision process focuses 

only on a few alternat ives to the s tatus quo and does no t attemp t to 

be exhaus t ive in the evaluat ion of consequences ; thereby sugges t ing 

a sat isficing approach (March & S imon ,  1958) . 

While the synop tic and incremental decis ion proce sses typ ify 

the curr ent belie fs  about how organizat ions make strategy dec isions , 



Tab l e  2 . 1 .  D i f ferences Be tween Synoptic and Incremental S t rategic Decis ion Processes
a 

Charac teristics 

M o t ive for in i t ia t ive 

Conc e p t  o f  goals 

R e l a t ions h ip be tween 
means ( a l t ernatives) 
and ends ( goals) 

Conc e p t  o f  choice 

Analy tic 
comprehens iveness 

Integrative 
comprehensiveness 

Synop t i c  Proc esses 

The proc e s s  is in i t iated to problems 
or oppor tuni t i e s  that appear during 
constant surve i l l ance . 

The process is d irected at achieving 
a spec ified goa l or future intended 
state . 

The goal is id entified b e fore and 
independent of the analysis o f  
a l t e rnative s .  Decision making i s  
a n  " e nds-means" proce s s .  

The final choice o f  a n  alternat ive 
is dependent on how it contribut e s  
to t h e  achievement o f  t h e  goa l .  
Dec is ion qua l i t y  is known only 
when it i s  shown that this decis ion 
provides the b e s t  means to the 
specified goa l .  

Wh en making individual dec i s ions the 
process a t temp t s  to b e  exha u s t ive 
in the ident i ficat ion and select ion 
o f  goals and the generat ion and 
evaluat ion o f  a l t ernatives . A l l  
factors are cons idered . 

Consciousne s s  a t t emp t s  are made to 
integrate the decis ions that com­
pose the overa l l  s t ra t e gy to insure 
that they reinforce one another .  

Incremental Proc e s s e s  

The process is ini t iated in 
response to a problem or d is­
s a t i s fac t ion with the current 
s t a t e . 

The process is d irected a t  
achieving a mod i ficat ion o f  
the current s tate . The proce s s  
is "remedia l . " 

The remedial change ou tcome is 
cons idered at the same t ime the 
means for achieving it is analyzed . 
The proce sses are intertwined and 
s imu l taneous . 

The f in a l  cho ice of an a l t ernative 
is made by comb ining the a l t erna­
t ives (means) and t h e ir possible 
consequences {end s )  and s imul­
taneously selec t ing the one that 
yields the mos t  desired ou tcome . 
Decision quality is j udged by the 
agreement achieved i n  choos ing an 
a l t ernat ive ( the means to the end ) . 

When making individual decis ions the 
s trategy considers only a few a l t erna­
t ives to the status quo as alt ernat ive 
act ions and only a restricted range of 
consequences in t h e ir evaluat ion . All 
poss ib le factors are not cons idere d .  

L i t t l e  a t t emp ts i s  made t o  integrate , 
conscious ly , the individual d e c i s ions 

Th at could possible a f f e c t  one ano the r .  

The s t rategy is viewed as a con­
s c:l ou s ly devcl oped , int egra t e d  who le . 

The s trat egy is viewed as a loo s e ly 
l inked group of d e c i s ions that are 
handled individu a l l y .  

8 De v c l o p e d  b y  the ou thor from s im i lar summaries presented b y  numerous authors , particularly L indb lom 
( 1959 )  and Mint zberg (19 73) . 

Sour c e : James W .  Fredrickson , "Strategic Proce s s  Research : Qu e s t ions and Recommendations , "  Acad emy of 
M�nDgrme n t  Rev i e w ,  1983 , � ·  p .  566 .  

w 
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they o f fer little in terms o f  understand ing how organiz ations 

actually evaluate the dif ferent al ternatives and select from among 

those alternat ive s .  According to Fahey (1981) , the literature on 

strategic dec ision making in organizat ions has been dominated by a 

highly normative stance . Fredrickson ( 1984)  provided support for 

this point by stating that emp irical research has essentially been 

limi ted to the comparis on o f  f irms classified as " formal" and 

" informal" planner s .  Again , this provides little in format ion about 

what ac tually occurs during the s trategic proces s . 

Up to this point , this sect ion has reviewed the general con­

clus ions about strategic decis ion making in organizat ions . However ,  

the thrus t  o f  this study is to examine the strategic decis ion making 

of execut ives with in organizat ions . There fore ,  the remainder o f  

this section i s  devoted t o  research on execut ive decis ion making , 

According to Hodgetts and Wortman (1980 , p .  1 2 ) , the term 

"execut ive" re fers to the top three leve ls o f  management in large 

organizat ions , the top two levels in med ium-size organizations , and 

perhap s only the president in smal l  organizat ions . 

Execut ive Decis ion Making 

It is the respons ib ility of execut ives to carry out the purpose 

or miss ion o f  the organization . They are the ones who at temp t to 

provide the solut ions to prob lems emanat ing from the internal and 

external environment s  (Hodgetts & Wortman , 1980 , p .  4 4 ) . In short , 

the executives o f  an organizat ion are the ultimate decis ion makers 

for that organizat ion and are charged with the respons ib ility for 
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its eventual success or failure . Therefore , i t  i s  unfortunat e that 

there is so little research availab le on how executives make dec i­

sions . What is availab le is a great deal of information on the 

roles of executives (Barnard , 1938 ; Carlson , 195 1 ;  Hemphil l , 19 59 ; 

Mintzb erg , 19 7 3 , 1 9 7 5 ) , decis ion making s tyles of  executives (Guth & 

Tagu iri , 1 9 6 5 ; Maccoby , 19 76 ; Mi ller , 19 75 ) , and prescrip t ive/ 

descrip tive work on how decis ions are or should be made (Lindb lom , 

19 59 ; Wrapp , 1 9 6 7 ; Harvey , 1982 ) . A brief review o f  the maj or 

contribut ions to the literature on s trategic deci sion making 

follows . 

First , four s tudies which address the roles of  executives are 

reviewed . 

func t ions : 

Barnard (1938)  identi fied three es sential executive 

(a)  providing a system o f  communicat ion ; (b ) securing 

essential services from ind ividuals within the organizat ion ; and (c)  

formulating the purpose and ob j ectives of  the organizat ion . 

While Barnard did not exp l ic it ly address decis ion making as an 

essent ia l  execu tive func tion , it  is  imp l icit in the processes 

ment ioned . On executive dec ision making , he noted that individual 

decis ions may involve non-logical processes , but the acts o f  organi­

zations are governed by organizat ional ,  not personal , goals .  

Consequent ly , after the goal s  o f  an organizat ion have been deter­

mined and adop ted , the " . . .  coord inat ion of  ac ts as means to the se 

ends is  itself an essentially logical proces s "  (p . 186) . 

Car lson ( 1 9 5 1 )  studied the work of nine Swedish managing 

directors (comparab le to the CEO in the United State s )  and drew 

conc lusions about working time , communicat ion patterns , and work 
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content o f  their po sition which included f ields o f  ac t ivity , 

quest ions o f  deve lopment and current operat ions , and qu est ions of 

policy and app lication . The conclus ions from work content have been 

questioned on methodological grounds (Castaldi , 1 9 8 2 ) . 

S imilarly , Hemphill ( 1 9 5 9 )  comp iled a list o f  1 , 500 statements 

describ ing managerial work . From this l ist , he selected 5 7 5  which 

were evaluated by 93 execut ives in f ive large manu fac turing f irms . 

Three levels o f  management (upper , middle , and beginning) were 

included as we ll as f ive funct ional areas (research and development , 

sales , manufac turing , general adminis trat ion , and industrial 

relat ions ) .  He then performed a fac tor analys is which identified 

ten work ro les of  managers (Castaldi , 19 8 2 ) . 

Lindb lom ( 1 9 5 9 )  d iscussed decision making as an explicit 

funct ion o f  the executive , but it differed from the convent ionally 

held belief that executive decision making was purposefu l  and 

rationa l .  He concluded that the rat ional-comprehens ive procedures 

were better used for small-scale prob lem solving where the numb er o f  

variab les is  small and value prob lems restricted . A s  an alternative 

method which is more representative of the way pol icy formulat ion is 

actually done , Lindb lom proposed "successive l imited comparisons" 

(see Tab le 2 . 2 ) .  

Mintzberg ( 19 7 3 , 1 9 7 5 )  also s tudied managerial work and 

determined that the manager ' s  j ob cou ld be described in terms often 
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Table 2 . 2 .  Comparison of  Rat ional-Comprehens ive and Successive 
Limited Comparisons Processes 

Ra tional-Comprehensive (Root )  Succe ssive Limited Comparisons (Branch ) 

la . Clarification o f  value s lb . 
or obj ec t ives dis tinc t 
from and usually pre­
requ isite to emp irical 
analys is of alternative 
policies . 

2 a .  Pol icy-formu lat ion is 2b . 
therefore approached 
through means-end 
analys is : First the 
ends are isolated , then 
the means to achieve 
them are sought . 

3 a .  The test o f  a "good" 3b . 
pol icy is that it  can 
be shown to be the 
mos t  appropriate means 
to des ired end s .  

4a . Analys is i s  comprehen- 4b . 
s ive ; every important 
re levant factor is taken 
into account . 

Sa . Theory is  o ften heavily Sb . 
relied upon . 

Selection of  value goals and 
emp irical analysis o f  the 
needed act ion are not distinc t 
from one ano ther but are 
closely intertwined . 

S ince means and ends are not 
distinct , means-end analys is 
is often inappropriate or 
l imited . 

The test o f  a "good" po licy is 
typically that various analys t s  
f ind themselves d irectly agree ing 
on a policy (withou t the ir 
agree ing that it is the most 
appropriate means to an agreed 
obj ec t ive ) . 

Analys is is dras tically l imited : 
i) Important possible outcome s 

are neglected . 
ii)  Important alternative 

potential policies are 
neglected . 

iii)  Important a f fected values 
are neglec ted . 

A succession of  comparisons 
greatly reduce s or eliminates 
reliance on theory . 

Source : Charles E .  Lindb lom . "The Science o f  ' Muddling Through ' , " 
Pub l ic Administrat ion Review , 1 9 5 9 ,  19 , p .  80 . 
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"roles" o r  organiz ed sets of  behaviors ident ified with a posi tion . 

These ten roles were grouped into three maj or cat egories : 

interpersonal , informat ional , and decis ional . In discuss ing 

decis ional roles , he made several ob servations which are relevant to 

this s tudy . Firs t , the manager typ ically authorizes the important 

decis ions in his or her unit b efore they are implemented in order to 

insure a cons istent and unidirect ional strategy . S econd , many 

important author izat ion decis ions were made on an ad hoc basis with 

little time devoted to quantitative decis ion method s . Third , the 

decis ional roles have b een imp l ic itly acknowledged in many 

instances ,  but have not been exp lic itly s tud ied . 

In an early review of  studies which deal with decis ion making 

styles , Guth and Taguir i (1965)  d id some groundbreaking work in this 

area by s tudying s ix primary value orientat ions ( theoretical , 

economic , ae s thetic , social , polit ical , and religious ) .  The 

busine s s  managers in the ir samp le were stronge s t  on the economic , 

theoret ical ; and political scale s ; and weake s t  in aes thetic and 

soc ial areas . The results on the religious d imens ion were 

inconc lus ive . Unfortunately , what Guth and Taguiri do not address 

is how these values are reflected in the ir decisions (Higgins , 

1983 ) . 

In 19 76 , Maccoby categorized managers into four group s ;  the 

craft sman , the j ungle f ighter , the company man , and the game sman 

(see Tab le 2 . 3 ) . In his discus sion , he impl ied that var ious types 

of  manager respond differently to the same situat ions . Deal and 

Kennedy (198 2 )  addressed types of organizat ional cultures ( the 



Tab le 2 . 3 .  Categorizat ion of  Manage rs 

Roo ts o f  Competition 

Character  Typ e 

Typ ical meanings 
of Competition 

S ource of Psychic 
Energy for 
Competit ive Dr ive 

Craftsman 

Drive to build 
Compet i t ion vs. 

self and the 
materials 

Interest in work, 
goal of per­
fect ion, pleas­
ure in bui ld ing 
someth ing b e t t e r  

Categories of  Manager 

Jungle Fighter 

Kill or be  kil led 
Dominate or b e  

dominated 

Lust for power 
and pleasure 
in c rushing 
opponent, fear 
of annihilat ion 

Wish to be  the 
only one at the 
top 

C ompany Man 

C l imb or fall 
Comp e t it ion as 

price for 
secure posit ion 

Fear of failure, 
desire for 
app roval by 
authority 

Gamesman 

Win or lose 
Tr iumph or 

humiliat ion 

The contest , 
new p lays , 
p le asure in 
control l ing 
the p lay 

Source :  M ichae l Mac coby . The Gamesman (New York : S imon & S chuste r, 1 9 76) , p .  1 06 .  

w 
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tough-guy cu l ture , the bet-your-company culture , the process 

culture , and the work hard /p lay hard culture) . Ac cording to them , 

decis ion making behavior of  execu tives is essent ially a funct ion o f  

the culture . 

Analyzing per sonality traits , Miller ( 1 9 7 5 )  suggested that top 

management traits such as arb itrary risk taking and conservatism 

were s igni f icant in de termining the success o f  the f irm .  According 

to H iggins ( 1983) , this s tudy imp lies " that the human variab le 

may be an important predictor of s trateg ic success and that 

there fore s trategic succe ss may be cont ingent upon this variab le "  

(p . 170) . 

Finally , there are the prescriptive and descrip t ive s tudies on 

decis ion making . In 19 6 7 ,  Wrapp addressed the descrip t ive area : 

Many of  the art icles about succe ssfu l  executives p icture 
them as great thinkers who sit at their de sks draf t ing 
mas ter b lueprint s for their companies . The successfu l  top 
execut ives I have seen at work do not operate this way . 
Rather than produce a full-grown decision tree , they start 
with a twig , help it grow, and ease themselve s out on the 
l imb s only af ter they have tested to see how much we ight 
the l imb s can s tand (p . 9 7 ) . 

In his s tudy , the general manager tested each prop osal against at 

least three maj or criteria : 

(a)  Will the proposal move the organization closer to the 

obj ec t ives they have in mind ? 

(b) How will the proposal b e  received by var ious groups and 

subgroup s in the organization ? 

(c)  How does the proposal re late to programs already in 

process or currently proposed? 
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H e  imp lied that the decis ion making process o f  an execu tive is less 

than rat ional , but that he or she does have an ul terior set of  

obj ectives against which to  evaluate various issues . 

In contras t , Harvey ( 1 9 8 2 )  discussed the work o f  several 

authors and concluded that " . . .  decis ion making is essent ially a 

rat ional proce s s , but as we have no ted , there are l imit s  to how 

orderly the s trategic process is" (p . 2 28 ) . 

The prescrip t ive techniques such as por tfolio theory , pol icy 

delphi , the busine ss planning matrix , d ialect ical pol icy analys is , 

and the growth share matrix have been o ffered as bases for executive 

decis ion making , but these methods have had l ittle testing at the 

ind ividual executive level , other than some clas s i f icat ion s tud ie s .  

In conclus ion , there i s  a p auc ity o f  emp ir ical research which 

addre s se s  exactly how executives make decis ions on s trategic issues 

and alternative s .  What does exi st are conceptual and descrip t ive 

p ieces on the nature o f  work which executives perform and their role 

in the organization . The remainder o f  this sec tion is devoted to 

looking at the environmental impact on s trategic decision making . 

Environmental Impact on S trategic Decis ion Making 

The e f fect of the external environment on strategy formulat ion 

is a subj ect that has been we ll covered in the f ield of s trategic 

management . This work was preceded by the impact o f  the environment 

on the organizat ion and its s truc ture . This sect ion will firs t 

examine some o f  the maj or conc lus ions from this l iterature (mostly 

based on the work by organizat ional theorists)  and then move on to 
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tho se dealing with the relat ionship between environment and 

strategic decision making . 

The impact of  the external environment has been a subj ect dealt 

with in the management literature since the middle nine teen sixt ies . 

The emphasis has been on viewing organizat ions as open sys tems wh ich 

were impacted by , and had an impact on , the external environment . 

Emery and Trist  ( 1965)  were among the f irst to examine this 

relat ionship . They sugges ted that the change in the environment , 

part icularly the increas ing comp lexity of  the environment , was a 

nece s sary area of  study i f  organizat ional theorists were to cont inue 

to advance the ir understand ing o f  organizational change . They 

discussed four ideal types o f  environment :  (a)  placid ; (b ) 

randomized ; ( c )  disturbed-reactive ; and (d)  turbulent . One maj or 

conc lus ion was that a be tter understanding o f  the external 

environment will lead to a b e tter understand ing of  the exchanges 

that take place between an organizat ion and its environment ,  since 

the causal texture of  the external environment is  of ten a governing 

factor in these exchanges .  

Cont inuing the open systems research stream ,  Lawrence and 

Lersch ( 1969)  conducted an emp irical study of t en f irms in three 

different kinds of environment .  The ir maj or focus was on the 

concep t s  of differentiat ion and integrat ion . They examined the 

degree of differentiat ion and integrat ion in three indu stries 

(plastics , container , and food packaging) . High-p erforming and 

low-performing f irms within these industries were eva luated to 

discover how organizations address the demands of their respect ive 
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(high-

performing) firms , the degree o f  different iation and int egrat ion was 

cont ingent on the nature of  the external environment .  Lorsch and 

Allen ( 1 9 7 3 )  provided addit ional support for this point in a 

sub sequent empir ical study . They concluded that management of  the 

total f irm is "most e f fectively fac il itated when top management 

chooses a set o f  organiz at ional devices which are congruent wi th the 

part icular constellat ion of environmental fac tors faced by the f irm" 

(p . 1 6 7 ) . 

A later study by Tung ( 19 7 2 )  looked at the relat ionsh ip of  

environmental complexity , 

environmental rout inenes s  

environmental 

correlated with 

change rat e , and 

the organizat ional 

variables of perceived environmental uncertainty , s truc ture , time 

perspective taken in planning , and frequency o f  change s in plans . 

Us ing a sample o f  twenty-one f irms in Vancouver , Canada , Tung found 

that her results  were cons istent with other researchers of  

organizat ion-environment interaction (Lawrence & Lorsch , 19 6 7 ;  

Dunc an , 1 9 7 2 ) . 

The environmental charac teristics under study "were shown to be 

significant predictors of variat ions in perceived environmental 

uncertainty , department al s truc ture , t ime perspec tive taken in 

planning , and frequency of changes to p lans "  (p . 691) . More 

spec ifically , if the degree of perceived environmental unc ertainty 

is low , a more rigid or mechanistic structure is appropriat e .  In 
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contrast , organizational units opera ting i n  a high ly uns t ab le and 

uncertain environment were forced to resort to shorter range 

strategies with more frequent modif icat ions . Even though the study 

d id not exp licit ly examine the impac t  of the f i t  b e twe en 

environmental characterist ics and organizat ional var iab les in light 

o f  the e f fectivene s s  o f  the organizat ion , this c oncep t was 

implicitly addressed since all  f irms selected for the study were 

h igh performers in terms o f  re turn on investment (Tung , 1979 , 

p .  691) . 

A more recent emp ir ical study by Lenz ( 1980)  o f  savings and 

loan associations did exp licitly addr ess the not ion o f  

organizationa l performance . H e  hypothes iz ed that the per formance o f  

an organization varied accord ing to a firm ' s  comb ination o f  

environment , s trat egy , and organizat ional structure . The factors 

which represented these variables were socio-economic development o f  

the area , financial services mix , and conf igurat ion o f  the 

adminis trat ive hierarchy , resp e c t ively . The s ingle performance 

measure used in the study was re turn on average assets . 

Using a st epwise d iscriminant func tion analys i s , Lenz found 

that the high performing f irms di ffered from the low performing 

f irms in their environment-s trategy-organizat ion structure 

combinat ions , a l though none of the var iab les individually was 

suf f ic ient to exp lain differences in per formance . 

In a study dealing d irec t ly wi th s trategic decision process e s , 

Fredrickson and Mitchell ( 1984)  examined an unstab le industry--the 

forest products indus try (Des s , 1980) --in looking at the 
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relat ionsh ip between comprehens ivene s s  of  the s trategic decision 

process and performance of  the firm . Based on the conclus ions of 

previous au thors (Aldrich , 1 9 7 9 ; Bourgeois , 1 9 8 0 ;  Nut t , 19 7 6 ; 

Thomp son , 1 9 6 7 ) , several points were made : (a)  the environment 

often appears as a hypothesized cont ingency in the strategy process 

l iterature ; (b ) it is eas ier to identify crit ical variables in a 

stable environment thereby making it po s s ible to develop rat ional , 

comprehens ive theory regard ing the relationship between those 

variables and the organizat ion at a level of  certainty that cannot 

be ob tained in uns table environments ; and ( c )  a f irm that uses a 

noncomprehens ive s trategic decision process is bet ter equipped to 

deal with an uns table environment than a firm which uses a 

comprehens ive s trategic decision process . Based on the preced ing 

points , it  was hypothesized that : 

There wil l be a negat ive relat ionsh ip between the 
comprehens ivene ss of s trategic decis ion p rocesses and 
p er formance in an unstable environment . A positive 
relationship would be expec ted in a s tab le environment 
(p . 405) . 

Comprehens ivene ss , as defined here , is the degree o f  integration of 

individual decis ions into an overall strategy . Two f inanc ial 

measures of f irm performance were used to reflect e f fectiveness and 

effic iency . Respectively , they were percent change in gross sales 

and average after tax return on as sets . 

Controlling for organizat ional s ize , the hypothe s is was tes ted 

using partial correlations . Both change in gross sales and average 

after tax re turn on assets were signif icantly correlated with the 

composite measure of comprehens iveness , ind icat ing that 
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comprehens ive strategic decision proce sses (those based on rat ional 

models)  may no t be appropriate for organizat ions operat ing in an 

uns table environment .  

In conclus ion , research in the f ields of  organizat ion theory 

and busine s s  strat egy has demons trated that the nature o f  the 

external environment affects the strat egy and operat ion of the 

organizat ion . In add ition , preliminary research indicates that the 

f it between organizat ional s trategy and environment can be 

correlated with performance of  the f irm .  

In the following sect ion o f  th is chapter , these two areas o f  

literature are integrated into a concep tual model which serves as 

the bas is for the hypothet ical que s t ions to be addressed by th is 

study . 

The Model 

Th is sect ion discusses the relat ionship between the per tinent 

l iterature and this s tudy . The Hodge t ts and Wortman model o f  

strategic management i s  used as a point of departure here for two 

reasons : (a)  it deals with the func t ions o f  the top-level 

execut ive , which is the focus of this study ; and (b ) it is  a proce s s  

rather than a content model--which i s  also appropriate because th is 

is a s tudy of execut ive process ( i . e .  decision making) . 

This study focuses on the analys is and formulat ion aspects of 

the s trategic management process (see Figure 2 .  2 ) . In th is case , 

chief execu t ives will be asked to recount spec ific s trategic issues 

that have had an impact on their organizat ion , ident i fy a numb er o f  
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al ternative s ,  and then exp lain how they analyz ed the problem and 

formulated solutions . The fac tors involved in the ident i ficat ion of  

alternat ive s  and analys is of  those alternatives are the internal and 

external environment s  (Hodgetts & Wortman , 1 9 80 ) . Th is s tudy 

focuse s  specifically on the nature of the external environment (i . e .  

degree o f  s tab il ity and degree o f  complexity ) ,  because " . . .  to 

understand fully why a part icular s trategic alt ernative is  chosen 

also requires knowledge of the environmental and organizat ional 

context in which the decision is made" (Hambr ick & Snow , 19 7 7 ,  

p .  109) . Add i t ionally ,  all s trategic dec isions are made within the 

contex t o f  the ext ernal environment (see Figure 2 . 3 ) . S ince 

strategic decisions are those which enab le the organizat ion to me et 

the opportunities and threats in the ext ernal environment ,  it is 

log ical to study decision making by the chief executive of f icer in 

light o f  the nature of  the external environment (Hambrick & Snow , 

1 9 7 7 ) . 

Looking at the formulation o f  solut ions by chief executives 

require s the cons iderat ion of  certain aspects previously covered in 

the literature review . 

First , the cognitive literature on ind ividual dec i s ion making 

makes two contributions to this study . Authors in th is area have 

provided models of decis ion making which have laid the foundat ion 

for s tudying decision making by chief executives (Tversky , 19 7 2 ;  

Payne , 19 76 ; Olshavsky , 1 9 79 ) . These same authors have drawn 

conc lus ions about decis ion making under various conditions o f  

comp lexity . Sp ecif ically , when faced with a greater number of 
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dimens ions , subj ects tended to u s e  l e s s  comp lex decis ion strategies 

as a means of  simpli fying the task . In add it ion , as the dimensions 

of the prob lem increased , there was a decrease in the proport ion o f  

informat ion used by the subj ects . The cognitive li terature makes a 

serious omis s ion with respect to this study , and that is the 

que st ion of importance of the prob lem . Since s trategic decisions 

" . • .  are tho se which are 1 important 1 to the organizat ion--e ither 

through the scope of their impac t and /or through their long term 

implications" (Hambrick & Snow , 1 9 7 7 ,  p .  109) , this is a maj or 

cons iderat ion . 

Second , the l iterature on organizat ional strategic process es , 

part icularly the work by Fredrickson ( 1983 , 1984 ) , ind icates that 

there is  a s igni f icant re lat ionship between the nature of  the 

environment and the strategic process of the organization . This 

study pre sume s that top-level execut ives with in these organ izations , 

due to the nature o f  the environment ,  will exhib it dif ferent types 

o f  decis ion making behavior . Hambrick and Snow (1977)  provided the 

means for making this inferential leap by discus s ing their 

contextual model of strategic decis ion making . In their model , the 

strategic decision is based upon managerial percept ions (see 

Figure 2 . 4 ) . Therefore , it is reasonable to assume that the nature 

of the environment will result in differing percept ions , which may , 

in turn , re sult in dif ferences in the generat ion o f  al ternatives and 

decis ion making behavior . 

Third , the emp irical and conceptual literature on executive 

decis ion making is  inc luded in the model . The primary is sue here is 
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whether o r  not executive decision behavior is  purposeful and 

rational . A review of  the li terature in this area reveals a 

divergence of  viewpo ints on this is sue (Lindb lom , 1 9 59 ; Wrapp , 19 6 7 ; 

Barnard , 1938 ; Schendel & Hofer , 1 9 7 9 ) . 

The remainder of  this sect ion is  devoted to reviewing briefly 

the relat ionships between the areas o f  literature covered in the 

previous sect ion and the strategic management process . 

In the analysis dimens ion o f  the strategic management proce s s , 

there are many factors which could have an impact on how a s trategic 

issue is analyzed ; originat ing in the external and /or int ernal 

environment . Th is study focuses specifically on two areas in the 

external environment : 

and obj ec tively) and 

degree o f  stab il ity (measured perceptually 

degree o f  complexity (also measured 

perceptually and ob j ectively) . It is clear from the l i terature 

review that the se two factors may have imp licat ions for the 

generat ion of alternat ive s ,  the comp lexity o f  decis ion making 

behavior o f  the chief executive , and the result ing performance o f  

the f irm (denoted in Figure 2 .  5 b y  broken l ines) . Based on the 

review of the literature , it is conceivable that the impact of the 

environmental factors of stab ility and comp lexity cou ld occur at 

several places in the process ( i . e .  generation of alt ernatives , 

decis ion making , or moderating the relationship between decis ion 

making and economic performance) . For this reason , thes e  three 

possible  relat ionships with the external environment are examined . 
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In th is s tudy , the formulat ion dimens ion focuses on the chief  

execu tive ' s  response to  a given s trategic is sue in terms of  the 

numb er of al ternat ives that are generated to address the issue and 

then the decis ion making process used to select from among tho se 

alternatives (see Figure 2 . 5 ) . 

In the fol lowing chap ter , the spec i f ic hypotheses relating to 

this model wi ll b e  presented and d iscus sed . 

Summary 

This chap ter b egan with a discuss ion of the li terature on 

individual dec ision making . The review of this literature centered 

around the descrip t ive studies which were developed on the basis o f  

the concep ts of  op timiz ing and satisfic ing . From this beginning , 

the more widely accepted models o f  ind ividual decision making 

behavior were pre sented and arranged along a cont inuum from 

cogni tively s imp le to cognitively complex as follows : (a)  

lexicographic or elimination-by-aspects ; (b ) conj unc t ive ; (c)  

attribute dominance ; (d)  additive d i f ferenc e ;  (e)  add itive ; and ( f )  

cost /bene fit . In addition to p lacement on the continuum , the models 

were also classi f ied as being either at tribute-based or 

alternat ive-based . The rat ionale for placement and clas s i f icat ion 

was also given . 

As a subset o f  this review , the environmental impact on 

ind ividual decis ion making was noted . The dimens ions o f  uncertainty 

and comp lexity were spec ifically addre ssed . The maj or conclus ion 

was that as the situat ion became more uncertain or more complex , 
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there was a tendency on the part o f  the decis ion maker t o  u s e  a less 

cognitively demanding dec ision proces s .  

The next maj or sect ion dealt with a review o f  the l iterature on 

strategic decision making . The s trategic decis ion making o f  

organizat ions was d iscussed showing that there are two general 

schools of thought regarding s trategic decision processes in 

organiz at ions . One says that strategies are developed in a 

rat ional , purposeful manner and the other contend s that strat egy 

formulat ion is an incremental , le ss-purposeful proces s .  In addit ion 

to the organizational concep t s ,  the literature on execut ive decis ion 

making was also cons idered . Attent ion was focused on : (a)  roles o f  

execu tives ;  (b ) decis ion making styles ; and (c)  s ome 

prescrip t ive /descrip t ive work on how executives make decis ions . 

In a subsequent sect ion , the environmental impac t s  on s trateg ic 

decis ion making were given . This sect ion reviewed the contribut ions 

of organizat ion theorists and busines s  s trategists  to  the 

examinat ion of the fit between the ext ernal environment and the 

organizat ion as a determinant of organizat ional success .  

Merging the two maj or areas o f  literature resulted in the third 

and f inal divis ion in this chapter--that is , the development of the 

conceptual model . The model was discussed in light o f  the 

literature and the int errelat ionship s  of the two areas were given . 

The specific hypothet ical relat ionsh ip derived from this model will 

b e  pre sented in the following chap ter . 



CHAPTER I I I  

SOURCES AND METHODS 

This chap ter describes the definit ions , hypotheses , measures , 

pilot tes t , sample , procedure and data analysis used in this s tudy . 

De f init ions 

The following is a list o f  definitions which provide the 

foundat ion for understanding the deve lopment of this s tudy . This 

includes the dependent variab les , the independent variables , and 

other terms used throughout the s tudy . 

Dependent Variab les 

The dependent variables are economic per formance and complexity 

of decis ion making . 

Economic performance is the measure o f  f irm per formance 

relative to the indus try on the d imens ions of change in total sales , 

return on total assets , and asset turnover for the f ive year period , 

1 9 79- 1 9 8 3 . The se measure s are indicative of growth , profitab il ity , 

and e f f ic iency , respectively . 

Complexity of  decis ion making behavior is the measure of  how an 

individual evaluates and selects from a set  o f  alternat ive 

solut ions . The degree o f  complexity is represented by s ix models of 

54 
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decis ion making rang ing from cognitively s imp le t o  cognitively 

compl ex . The s ix models are grouped into one of two headings . The 

three models on the cognitively s imp le s ide o f  the cont inuum are 

clas s if ied as attribu te-based dec ision making processes , whereas the 

three models  on the cognit ively comp lex side are clas s i f ied as 

alternat ive-based dec ision making proce s se s .  I n  a decis ion problem , 

there are two or more alternative solut ions with each separate 

alternat ive having a number of  charac teristics or attributes . When 

using an attribut e-based decision proces s ,  the ind ividual focuses 

only on certain charac teristic s ,  or attr ibute s ,  o f  each alt ernat ive 

as a way o f  eliminat ing alt ernative cho ices . There fore , since only 

a l imited numb er of charac teristic s  from the alt erna t ives are 

cons idered the process is cognitively s imp le .  Alternat ively , an 

alternat ive-based dec is ion process is a me thod of evaluat ing and 

choos ing an alternative in which the alternat ives are cons idered in 

tota l .  That is , a l l  charac teristics of  the alternatives are 

evaluated . Hence , this is a more cognit ively comp lex decision 

making process than the attribute-based decis ion process (Payne , 

1 9 7 6, pp . 3 6 6-38 7 ) . 

Independent Var iables 

The ind ependent variab les used in this s tudy are : number of  

alternatives generated ; s tab ility of  the indus try ; comp lexity of the 

indus try ; and comp lexity of decision making . 

Number of  alt ernat ives generated is the measure of the sheer 

quantity of possible solu t ions for addres s ing a g iven s trategic 
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issue facing an organizat ion . The alterna t ives may have been 

developed at lower leve ls in the organizat ion or by the ch ief 

execut ive . In either case , the aggregat ion of  alt ernatives is  then 

evaluated by the chief execu tive in attemp ting to resolve the 

strategic issue . 

Stabil ity of  the industry is defined as the predictability of  

change in an industry . The eas ier it is to predict change in an 

indus try , the more stable the indus try (Dess & Beard , 1 9 8 4 , p .  56) . 

Complexity o f  the indus try is the term which represents " • . .  the 

heterogene ity and range of an organizat ion ' s  ac t ivit ies "  (Child , 

1 9 7 2 , p .  3 ) . Th is construct is measured as the number o f  " inputs"  

or  factors which an organizat ion mus t  deal wi th . The great er the 

number of factors , the greater the degree of comp lexity (Dess & 

Beard , 1 98 4 ,  p .  5 7 ) . 

Complexity of decis ion making is defined as above . In some of  

the hypothese s , it is a dep endent variab le and in others it is an 

independ ent variable , depend ing on t emporal p lacement . In other 

words , it is hypo thes ized that environmental factors inf luence the 

degree of  comp lexity of decis ion making which , in turn , inf luences 

the economic p erformance of  the firm .  

Other Terms 

Other terms used in this s tudy which require definition are 

given b elow . 

S trategic management is " . . .  concerned with the long range goals 

of  an organizat ion and with the appropriate course or courses of 
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act ion t o  achieve them , considering env ironmental conditions , 

availab le resource s ,  and degrees o f  risk" (Hodgetts & Wortman , 1980 , 

p .  7 ) . 

S trategic issues are developments either ins ide or ou t s ide the 

organizat ion which are likely to have an important impac t on the 

ab ility of the enterprise to mee t  its ob j ec t ives (Anso f f ,  1 9 8 0 , 

p .  1 3 3 ) . 

Dec ision making is the evaluat ion and choice from a set o f  

al ternative s . I t  is  the process o f  thought and ac t ion that 

culminates in making a cho ice (MacCrimmon & Taylor , 1 9 8 1 ,  p .  1 398) . 

S t rategic decis ion making as a specific case o f  decis ion 

making , is the process of  making decis ions re lat ing to s trategic 

issues ( Fahey , 1 9 8 1 ,  p .  43 ; Hamb rick & Snow , 1 9 7 7 ,  p .  1 09 ) . 

S trategy is the " . . .  total organizational e f fort to achieve the 

purpose or miss ion of the organization" (Hodgetts & Wortman , 19 8 0 ,  

p .  90) . 

Chief execut ive is the execut ive at the highes t level of  the 

organizat ion who is ultimately responsib le for the survival and 

succes s  of the organization . He or she s ignif icant ly influences the 

strategic d irect ion of the firm (Harvey , 1 9 8 2 ,  p .  3 9 ) . 

Dynamism is the change in an indus try that is hard to predict 

and increases uncertainty for top management (Dess & Beard , 1984 , 

p .  56) . 

Remo te external environment is the "set of forces which 

originate beyond and usually irrespec t ive of any s ingle firm ' s  
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operating situat ion . "  It  encompasses the political , economic , 

social , and technological factors (Pearce & Rob inson , 1 9 8 2 , p .  104 ) . 

Immed iate ext ernal environment is that set of forces with which 

a firm interac ts d irectly . The se include competitors , creditors , 

supp l iers , cus tomers ,  and the labor market (Pearce & Rob inson , 1 98 2 , 

p .  1 1 1 ) . 

Value added £z manufac turer is  a measure o f  manufac turing 

ac t iv ity derived by sub trac t ing the cost of various materials from 

the value of  sh ipment s .  This f igure is then adj us ted by the ne t 

change in f inished goods and work-in-process inventories between the 

beginning and the end of the year . It  is  a measure used for 

comparing the relat ive economic importance of  manu fac turing among 

industries (U . S .  Census of Manu fac tures , 1 9 8 2 , p .  6 ) . 

Spec ializat ion ratio is the ratio o f  primary product shipments 

to total shipments (U . S .  Census of  Manu factures , 1 9 8 2 , p .  6 ) . 

Concentration ratio is  a measure of geographic concentrat ion o f  

a firm ' s  ac t ivities o n  any given d imens ion . The c loser the rat io is 

to one , the greater the concentrat ion of  the ac t ivity . As several 

authors have contended , the more he terogeneous an organization ' s  

ac t ivi t ie s , the greater the complexity (Dess & Beard , 1 984 , p .  5 7 ) . 

Research Hypotheses 

The purpose of this research is to inves t igate the comp lexity 

of dec i s ion making behavior of  the chie f executive of  a 

manufac tur ing f irm in light of  the comp lexity and s tab ility which 

exis t s  in the industry in which the f irm operat e s .  Before 
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proceeding t o  the spec ific hypotheses , a general overview is  

pre sente d .  

The dependent variab le in hypotheses H l , H l A-H2D , and H3A-H3D 

is the complexity of  decis ion making . Hypothesis Hl examines the 

e ffect of numb er of alternat ives upon decision making . In 

hypotheses H lA-H 2D and H3A-H3D , the direct and indirect e f fects upon 

decis ion making of stability of the industry and comp lexity of the 

industry are examined , respectively . The purpose is to determine 

the re lat ionships of the independent variab les (number of 

al ternatives ,  stab il ity of the indus try , and comp lexity of the 

indus try) to the dependent variable , complexity of decision making 

(as indicated by Lines , A ,  B ,  C ,  E ,  F in Figure 3 . 1 ) .  

In the group s of  hypotheses H2A-H 2D and H3A-H3D , the terms 

"direct" and "indirect" e f fects are used to state theoretical 

relat ionship s between var iab les in the study . This terminology is 

cons istent with Cohen and Cohen ' s  (1983)  d iscus s ion . The direct 

effect of a given independent variab le is  the e ffect of that 

variab le when all other known measured caus es are included in the 

equat ion ( i . e .  estimated by the par t ial regres s ion coeffic ient) . 

The ind irect effect of  a given independent var iable on the dependent 

variab le is the e f fect which takes place via ano ther independent 

variable (Cohen & Cohen , 198 3 ,  p .  9 4 ) . In other words , d irect and 

indirect will re fer to the model that will be developed in 

Hypothe ses H2A-H 2D and H3A-H3D and by so doing wi ll account for the 

partia l  redundancy that may occur when there is a relat ionship that 

can be specified among var iab les . 
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The dep endent variable in hypo theses H4 , HSA , HSB , H6A ,  and H6B 

is economic performance . In hypothesis H4 , the direct re lat ionship 

between comp lexity of  decis ion making and ec onomic performance is 

tested . In hypotheses HSA and HSB the relat ionship between 

comp lexity of  decision making and economic performance is further 

hypothesized as be ing cont ingent upon the stabil ity of the indus try . 

The relationship is tested a third time in hypotheses H6A and H6B , 

but in this case it is hypothesized as being cont ingent upon the 

complexity of the industry ( these hypotheses are ind icated by the 

Line s H ,  D ,  G in Figure 3 . 1 ) .  

The testing of  hypotheses HSA through H6B is based upon the 

premise that there is no statist ically s ignificant relat ionship 

between industry stab i lity and /or industry complexity and complex ity 

of decis ion making b ehavior . I f  there is a s trong correlat ion o f  

stability and /or complexity with complexity o f  decis ion making 

behavior (e . g .  r = 1 . 0) ,  then the independent variab le s  would be 

completely redundant and the regression would exhib it a curvilinear 

e f fect (Cohen & Cohen , 1 9 8 3 , p .  9 3 ) . In addit ion , this redundancy 

would suppre s s  evidence of any ac tual moderat ing e f fec ts o f  

stabil ity and /or comp lexity upon the relationship between economic 

performance and complexity of  decision making behavior . 

The remainder of  this sect ion is devoted to the discuss ion o f  

the theoretical hypo these s , including an exp lanat ion of  exac tly what 

is being tested by each hypothesis and how it relates to the 

literature previously discus sed . 
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Theoretical Hypothesis : Hl . There is � direct negat ive linear 

relat ionship between the number of alternatives generated and the 

degree of comp lexity of the decision making behavior o f  the chief  

executive . 

The test of  this hypothesis  is ind icated by Arrow C (see Figure 

3 . 1 ) . As a decis ion problem b ecome s more complex , the ind ividual 

decis ion maker uses a less cognitively comp lex decision making 

process in addressing the prob lem . This is b ecause as the prob lem 

become s more comp licated ( i . e .  as the number o f  alternat ive 

solut ions increases)  it becomes nece ssary for the ind ividual to 

simplify the process by reducing the number of alternat ives wh ich 

are possib le solut ions to the prob lem (Olshavsky , 1 9 79 ; Payne , 

1 9 7 6 ) . 

Theoretical Hypothesis : H2A.  There is a d irect positive 

linear relat ionship between the degree o f  perceived st ab ility of  the 

industry in wh ich the f irm operates and the degree of  complexity of 

the decision making b ehavior o f  the chief execut ive . 

Theoretical Hypothesis : H2B . There is a direct positive 

linear relat ionship between the degree o f  obj ective stab ility of  the 

industry in which the firm operates and the degree of  comp lexity of  

the dec ision making behavior o f  the chie f executive . 

The test of  the two hypotheses above is indicated by Line E 

(see Figure 3 . 1 ) . 

The emphas is here is on testing the direct relat ionsh ip betwe en 

the charac teristics of the industry and the complexity of dec ision 

making . Because , as a situat ion becomes more amb iguous , the 
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ind ividual dec ision maker is likely to use a more s implif ied deci­

s ion process ; whereas in a s imp ler decis ion situat ion , an ind ividual 

decis ion maker is l ike ly to use a more cognitively comp lex decis ion 

process (Olshavsky , 19 79 ; Payne , 1976 ; Tversky , 1 9 7 2 ) . 

Theoret ical Hypo the sis : H 2 C .  There is an ind irect pos itive 

relat ionship between the degree of  perceived s tab i l ity in which the 

firm operates and the degree o f  complex ity of the decision making 

behavior of the chief executive med iated � the ef fect of  numb er of  

al ternat ives generated . 

Theore t ical Hypothe s is : H2D . There is � ind irect positive 

relat ionship between the degree of ob j ec t ive s tab i lity in which the 

f irm operates and the degree of comp lexity of  the decision making 

behavior of the chief execut ive med iated � the e f fect of  numb er o f  

alternat ives generated . 

The above two hypotheses are ind icated by L ines A-C (see Figure 

3 . 1 ) .  They test the conclus ion that the e f fect of the degree o f  

s tab ility of  the indu stry on decision making may b e  med iated by the 

numb er of alternatives generated . If the stab ility of the indus try 

is related to the numb er of alternat ives , and this relat ionship is 

signif icant beyond the relat ionship between s tab il ity and decis ion 

making , then it can be argued on the basis of temporal placement 

(i . e .  alt ernat ives are generated in response to cond it ions in the 

external environment ) that the numb er of alternat ives generated 

"depend s on" the stabil ity of  the industry . Subs equent ly , a deci­

sion , or choice , is made from among those alternat ives using a 

part icular dec ision making proces s .  This is cons istent with the 
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no tion that the more uncertain ( i . e .  less s tab le)  the indus try is � 

the greater the opportunity for coming up with dif ferent ways to 

address a strategic issue (Fredr ickson & Mitche ll , 1984 ; Janis & 

Mann , 1 9 7 7 ) . 

Theoretical Hypothesis : H3A .  There i s  a direct negative 

linear relationship be.tween the degree of  perce ived complexity of 

the industry in which the f irm operates and the degree of comp lexity 

of  the decision making b ehavior of the chief execut ive . 

Theoretical Hypothe s is : H3B . There is a direct negat ive 

linear relat ionship between the degree of  ob j ective comp lexity o f  

the industry in which the f irm operates and the degree of comp lexity 

of  the decis ion making b ehavior of the chief executive . 

Indicated by Line F (see  Figure 3 . 1 ) , this hypothesis is  also a 

test o f  the literature on the cognitive aspects o f  individual 

decis ion making . I t  has b e en demonstrated emp irically that as a 

situation become s more complex , the individual decis ion maker is 

likely to use a more s imp l if ied decis ion proce ss ; whereas in a 

simpler decis ion situation , an ind ividual decis ion maker is likely 

to use a more cognitively comp lex decision proce s s  (Ol shavsky , 19 79 ; 

Payne , 1 9 7 6 ) . 

Theore t ical Hypo thes is : H3C . There is � ind irect negat ive 

relationship between the degree o f  perc e ived complexity in which the 

f irm operates and the degree of complexity of  the decis ion making 

behavior of the chief executive mediated by the e f fect o f  numb er of  

al terna t ives generat ed . 
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Theoretical Hypo the sis : H3D . There is an indirect negative 

relat ionship between the degree of  obj ective comp lexity in which the 

firm operates and the degree of comp lexity of the decision making 

behavior of the chief execut ive mediated £I the e f fect of  number of 

alternatives generat ed . 

These two hypotheses , shown by Line s B-C (see  Figure 3 . 1 ) ,  test 

the content ion that the e f f ect of  the degree o f  comp lexity of  the 

indus try on the decision making behavior of the chief executive is 

med iated by the numb er of alt erna t ives generated . 

In other words , in a more comp lex industry , it is possib le that 

more alternat ive s are generated . This , in turn , results  in a more 

s implified decis ion making process b e ing used . 

Clearly , hypo theses H3A through H3D are mirror images o f  

hypotheses  H 2 A  through H2D . The only difference is that comp lexity 

is examined ins tead of stab il ity . The rat ionale for th is set o f  

hypotheses i s  the same (Janis & Mann , 19 77) . 

Theoretical Hypothesis : H4 . There is � d irect positive linear 

re lat ionship between the degree of comp lexity of the decis ion making 

behavior o f  the chie f execut ive and economic performanc e o f  the 

f irm . 

This hypothes is is a test of the conc lus ions o f  the strategic 

management literature , that is , as the p rob lem becomes more 

important in its impact on the organizat ion ( i . e .  strategic ) , more 

sophist icated decision processes are required to cons ider all the 

signif icant aspects  and reach a rational conc lus ion (Harvey , 198 2 ) . 

Consequently , those firms in which the chief  executive closely 
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followed the "ideal" would be likely t o  per form bet ter than those 

f irms in which the chie f  execu tive did not .  This direct re lat ion-

ship is shown by Line H (see Figure 3 . 1 ) . 

Theoret ical Hypothesis : HSA . There is � relat ionsh ip between 

the degree of complexity of the decision making b ehav ior of the 

chief executive and economic per formance of  the f irm which is 

cont ingent upon the degree o f  perce ived s tab il ity of the industry . 

Theore tical Hypothe sis : HSB . There is � relat ionship between 

the degree of comp lexity of the decision making behavior o f  the 

chief executive and economic per formance o f  the f irm which is 

cont ingent upon the degree of ob j ective stab il ity of the indus try . 

The rationale for the se hypo theses  is based primar ily on the 

work of Fredrickson ( 1983 , 1984 ) . He has shown that there is a 

negative relat ionship between the comprehensivene s s  o f  strategic 

decis ion proce sses  and economic p er formance in an uns table env iron-

ment . Conversely , there is a positive relat ionsh ip between the 

comprehens ivenes s  of strategic decis ion proce sses  and economic 

performance in a s tab le environment . In other words , in terms of  

the economic performance o f  the firm , an uns table environment is 

better suited to a less comprehens ive strat egic decis ion process , 

whereas a stable environment is better suited to a more compre-

hens ive strategic dec is ion process . The above hypo theses makes a 

similar test at the ind ividual level as indicated by Line D (see  

Figure 3 . 1 ,  p .  60) . 

Theoret ical Hypothe s is : H6A . There is � relat ionship between 

the degree of comp lexity of the decision making b ehavior of the 
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chief execut ive and ec onomic performanc e of  the firm which is 

cont ingent upon the degree of perceived complexity of the industry . 

Theoretical Hypothesis : H6B . There is � relat ionship between 

the degree of comp lexity of  the decision making behavior of the 

chie f executive and ec onomic per formance o f  the f irm which i s  

cont ingent upon the degree of obj ective complexity of the industry . 

As the decision scient ists have no ted , the more comp lex the 

decis ion environment , the less complex the decision making behavior 

of the ind ividual .  Therefore , based on this f ind ing and the conclu-

s ions of  Fredrickson ( 1 983 , 1984) , it is logical to assume that the 

better the " fit"  between the complexity of decision making b ehavior 

and the complexity of  the industry , the better the economic perfor-

mance of  the f irm . This relationship is ind icated by Line G (see 

Figure 3 . 1 ,  p .  60) . 

Measures 

Th is sect ion d iscusses the measures to be used in testing the 

hypotheses previous ly mentioned . Whenever possib le , measures with 

es tab l ished rel iab ility and val id ity were used . Where this was no t 

possib le , measures were deve loped and are described in this sect ion 

(see Table 3 .  1 )  . 

Economic performance . There are an infini te number of  measures 

which could serve as ind icators of  economic performanc e .  It may b e  

d i f f icult t o  cap ture the various aspects of performance i n  a single 

measure (Weiner & Mahoney , 1 9 8 1 ;  Kirchof f ,  1 9 7 7 ) . There fore , rather 

than use a single measure of economic per formance as the dependent 
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Tab le 3 . 1 .  Variables Used in a S tudy of  Decis ion Making o f  Chief 
Executives in Southea stern U . S . , 1 9 7 9- 1 9 8 3  

Variab les i n  the S tudy 

Economic Performance 

Comp lexity of Decision Making 
Behavior of the Chief 
Executive 

Alternatives Generated 

Stabil ity : p erceptual 

Stab il ity : obj ective 

Complexity : p ercep tual 

Comp lexity : obj ective 

S trategic Issue 

Explanation of Measurement 

S tandardized five year average : 
(growth , profitab il ity , 
efficiency)  

-change in total sales 
-return on assets 
-ass e t  turnover 

(see Appendix A) 

Chief execut ive ' s  ind ication 
concerning how he or she 
addressed a s trategic issue 

-decis ion making behavior 
(see App end ix B ,  S ec t ion IV ) 

Numb er ident i f ied by chief 
executive 

( see Appendix B ,  Section IV) 

Chief execut ive ' s  response 

(see Appendix B ,  Section I) 

Calculat ion from indus try data 

(see Appendix C )  

Chi ef  execut ive ' s  respons e  

( s e e  Appendix B ,  Sect ion II)  

Calculat ion from indus try data 

(see App endix D )  

Chief execut ives response used 
as manipulat ion check 

(see App endix B ,  Section I I I )  
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variab le , this study has used three . The se are : change in total 

sale s ;  re turn on total asse t s ;  and as set turnover . These three 

measures repres ent growth , profitab i lity , and ef fic iency , respec-

t ively (Berns tein ,  1 9 78) . These measures were calculated us ing 

figures taken from the annual report s  and 1 0-K report s  o f  the 

thirty-two f irms in the s tudy for the five year per iod of  1 9 7 9  

through 1 9 8 3 , inc lus ive . However , i n  cases where the chief execu­

t ive ' s  tenure was less than this f ive year per iod , only those years ' 

data appl icable to his or her tenure were used . Specif ically , in 

four cases , four years o f  data were used ; in three cas e s ,  three 

years ' data ; and in two cases , two years ' data . 

This same information for each firm ' s  indus try , as det ermined 

by the four d igit S IC code , was taken from Dun and Brad stree t ' s  Key 

Bus iness Ratios on the years 1 9 7 9 through 1983 . The indus try data 

were then sub trac ted from the f irm data as a means of arr iving at a 

measure of  economic performance on each o f  the three d imens ions for 

each f irm (see Append ix A) . 

In summary , by s tandardiz ing each firm ' s  per formance relative 

to its industry , it was possible  to make comparisons acros s  

industries and draw conclus ions which have prac tical signi ficance . 

Comp lexity o f  decision making of the Chie f Execut ive . 

Comp lexity o f  decis ion making behavior is measured as the ch ief 

execut ive ' s  response to a strategic issue which he or she has faced 

in the recent past ( f ive year s ago or less ) . This measure was 
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derived directly from the interview quest ionnaire ( s ee Append ix B ,  

Sect ion IV , Item 2 ,  Part C) . 

The quest ionnaire first asked the respondents which s tatement 

mo st accurately descr ibes their init ial evaluat ion . Based on that 

response , they were d irected to other statements . The se s tatements 

were representative of  the s ix decis ion making models d iscussed in 

the previous chap ter . The chief execut ives were then asked to 

indicate which of  the statements best describ ed how they addressed 

the is sue . After each s tatement , the que stion was asked , "Did this 

process yield a final answer ? "  I f  not , then the chief executive was 

d irected to continue through the que s t ionnaire unt il a f inal answer 

resul ted . 

The items were then ranked according to cognitive complexity of 

decis ion making from one to six , with one being cognit ively s imple 

and s ix b e ing cognitively complex . In cases where the ch ie f 

execut ive went through more than one s tep in reaching a final 

decision , the values for all s teps were averaged to yield a s ingle 

measure for comp lexity of  decis ion making . This was done in two o f  

the case s .  

Al ternative s generated . This was measured as the numb er of  

po tent ial alternative solut ions to  the prob lem generated by the 

chief executive . The numb er o f  alternatives generated was also 

derived d irectly from the interview quest ionnaire (see Append ix B ,  

Section IV , Item 2 ,  Part B) . 
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Before the chief executive reported how many alternat ive 

solutions were generated , he or she re sponded to four items ( s ee 

Appendix B ,  Sect ion IV , I tem 2 ,  Part A) which determined i f  

alternatives were readily identifiable ; and if not , how much e f fort 

was put forth 

Hopefully , this 

in attemp t ing to ident i fy other alternatives . 

insured that all the alternatives generated in 

addre ssing the problem would be given . 

S tab ility of  the indus try . Th is d imension is a measure of the 

degree of overall change in the indus try , which ind icates the 

predictability or certainty involved in operating in that indus try . 

In this s tudy , s tability o f  the industry was measured in two ways : 

(a)  perceptually and (b ) obj ectively . Each of  these is d iscussed 

below .  

Perceptual Measure of S tab i lity . In order to measure the 

top executive ' s  p erception of the degree of s tab ility in his or her 

indus try , each was f irst given the de f init ion of the cons truct of 

indus try stab il ity and also given an examp le of what a stab le 

indus try is  and what an uns table industry is . Then , each ch ief 

execu tive responded to the nine ques t ionnaire items (see Append ix B ,  

Section I )  that were re lated to the impact o f  unpredicted changes 

originating in the immediate and remo te ext ernal environment s 

(Pearce & Rob inson , 1 9 8 2 ) . 

These respons es were recorded on a seven point Likert-type 

scale ranging from no impact ( s tab le) to a great impact (uns tab le )  
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for each o f  the nine items , then summed and divided by the numb er o f  

items to arrive at an average measure o f  percep tual stab ility . 

S ince this score is an average , it as sumed an equal we ight for each 

d imens ion (Cohen & Cohen , 1 9 8 3 ) . 

Obj ective Measure of S tab ility . Three measures were used 

to operat ionaliz e  the obj ective d imension o f  industry stab ility . 

These measures assessed indus try stab il ity in three areas : (a)  

total sales ; (b) total employment ;  and (c)  value added by 

manufac ture . These measure s were selected based on the work of  De ss 

and Beard ( 1 984) , in which these variables loaded highly on a s ingle 

d imens ion which Dess and Beard termed " ins tab il ity . "  Also , the use 

of  at least three variables is recommended by Thurs tone ( 1 9 7 4)  in 

factor loadings . As no ted in Append ix C ,  the me thod o f  calculat ion 

involved the determinat ion of the ext ent of d ispersion about a trend 

line over time while controlling for ab solute s ize of the industry 

(De s s  & Beard , 1984 , p .  5 8 ) . Specif ically , the calculat ion used is 

the standard error of  the regres s ion slope coe f f icient d ivided by 

the mean value . Also , the calculated coeffic ient s for the factor s 

indicated that equal we ight ing o f  the factors was appropriate in 

deriving a s ingle measure o f  stab ility (Dess & Beard , 1 9 8 4 ) . 

Information for the years 1 9 78 through 1 9 8 2  was used because 

this was the mos t  recent five year p eriod for wh ich data wer e 

availab le from the U . S .  Census of Manufac tur es . The no t ion of 
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measur ing stab il ity over time is cons istent with several 

re searchers ' conceptualizat ion of this cons truct (De ss & Beard , 

1984 , p .  58) . The completed calculat ions involved ob taining a 

single composite measure of  obj e ctive s tab ility . Because o f  the 

manner in which the construct was determined , the larger the value , 

the more uns tab le the indus try . There fore , since the hypotheses are 

stated in terms of stability , rather than ins tab ility ,  the measures 

have been reversed by ass igning a negative value ; which in no way 

affects the magnitude of the value , but does allow the results to be 

interpreted in terms of  stability . 

Comp lexity of the indus try . This d imens ion is a measure of the 

heterogeneity and range of an organization ' s  ac t ivities in terms o f  

the numb er of  input s  and outputs involved in a f irm ' s  "organizat ion 

set" (Child , 1 9 7 2) . Industry comp lexity was also det ermined in two 

ways : (a)  percep tually and (b) obj ec tively . The se methods are 

discussed below .  

Percep tual Measure o f  Complexity . Industry complex ity is 

measured as the extent to which an organiz at ion or execut ive mus t  

deal with a large and d iverse numb er of  input s  from the external 

environment . To determine the chief execut ive ' s  percept ion of  the 

degree of complexity in his or her industry , each wa s given the 

de finit ion of  the construct as we ll as  what a comp lex env ironment 

entails . As with perceptual stab il ity , each executive then 

responded to nine quest ionnaire items (see Append ix B ,  Sect ion I I )  
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which asked them t o  assess the impact of  the increases in the numb er 

of  factors originat ing in the immed iate and remote external 

environments (Pearce & Rob inson , 1 9 8 2 ) . 

The re sponse to these items was also recorded on a seven point 

Likert-type scale ranging from no impact ( s imp le) to a great 

impac t (comp lex) for each of the nine d imens ions , then summed and 

d ivided by the numb er of d imens ions to yield a s ingle perceptual 

measure of complexity.  

Obj ective Measure of Comp lexity . Four measures were used 

to operat ionalize the obj ective measure o f  industry complexity 

inc luding : (a)  specializat ion rat io ; (b ) concentrat ion ratio o f  

industry sales ; (c)  concentrat ion rat io of  industry emp loyment ;  and 

(d)  concentrat ion ratio of industry es tablishment s .  Again , these 

measures were s elected based on the work of  Dess and Beard ( 1 984)  in 

which these variab les loaded high ly on the complexity d imens ion . In 

addition , the fac tor loading ind icated equal we ights were 

appropr iate in develop ing a composite measure (see Append ix D ) . 

The concentrat ion ratios were calculated on the basis o f  

r egional data given by the U . S .  Census of  Manufactures using the 

Gibb s-Martin formula (Gibb s & Martin , 1 9 6 2 ) . For the specific 

formula , see Append ix D .  The use o f  this formula provided a measure 

of concentrat ion which made relative comparisons across industries 

possib le .  
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Information from the year 1 9 8 2  was used in the calculat ions 

since th is is the mo st recent year for wh ich data were avai lab le 

from the U . S .  Census of  Manu factures . S ince the closer the 

composite measure ( i . e .  the rat io)  is to one ind icates that the 

indus try is more concentrated and consequently s impler , negative 

s igns were used to reverse the values so that hypothe ses could be 

interpreted in terms of  complexity . 

S trategic issues . Seven que st ions were used to determine 

whether or not the issue was st rategic in nature (see App end ix B ,  

Sect ion I I I , Items 4 and 5 ) . The response to each item was recorded 

on a five point Likert-type s cale ranging from very s trong /very 

s igni f icant (one ) to very weak/very ins ignif icant ( f ive ) . The 

individual item scores were averaged for an overall score . If the 

average was less than three , the issue was determined to b e  

important to the chief executive , and therefore s trategic . I f  the 

average was three or greater , then the issue could not be cons idered 

strategic . At th is point , the sub j ect was asked to d iscuss other 

issues until one was found which would qualify as s trategic . 

This measure was necessary as a manipul at ion check to qualify 

the sub j ect and the int erview as being valid for use in a study 

dealing with strategic decis ion making b ehavior . 
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P ilot Test 

The following d iscusses the procedure , purpose , and resul ts of 

the pilot te s t . The d iscuss ion of  the results deals with the 

modifications made to the que s t ionnaire used in the interview . 

Procedur e 

In attemp ting to schedule f ive interviews with chief executives 

of manu facturing firms , a total of twenty-five organizations was 

init ially selected . The lis ting came from the geographic sect ion of 

the Tenne ssee D irec tory o f  Manu facturer s .  This initial list was 

randomly selec ted from firms which were headquartered in Knoxville , 

Tenne ssee . 

Telephone calls were then made on July 2 6  and 2 7 , 1984  in an 

attemp t to schedule on-s ite interviews with the chief executive o f  

the organization .  In the telephone conver sation , the chief 

executives were informed that the study was inves t igat ing s trategic 

decision making behavior of chief executives of manufacturing f irms . 

He or she was also informed that the interview was to be conducted 

on-site and shou ld not take any longer than thirty to forty-five 

minutes . Finally , the results would be repor ted in a doctoral 

d isser tat ion , and any informat ion reported in the dissertation was 

confident ial and would not be ident i fied specif ically with any f irm 

or ind ividual .  

O f  the list o f  twenty-five manufac tur ing f irms , i t  was 

nece ssary to contac t twenty-one in order to schedule f ive 
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interv iews . It was not possible  to schedu le int erviews wi th sixteen 

of  the f irms ' chief executives for several reasons . In s even cases , 

the re searcher was unab l e  to speak direc t ly to the chie f  execu tive . 

In four cases , the chief executive was on vacat ion . In another four 

ins tances , it was not possib l e  for the chief execu tive to c ommit to 

an interview in the near futur e . In only one cas e d id the chief 

execu tive r e fuse to part ic ipate in the study . 

The actual int erviews with the chief executives were conducted 

from August 1 to August 6 ,  1 984 . Four of  the firms were privately 

owned manu fac turing f irms and the fifth manufac turer was publicly 

owned . The smallest  f irm in the pilot s tudy had an emp loyment total 

of twenty-e ight and the largest had an employment o f  approximat e ly 

1 5 0 .  The firms were engaged in the product ion o f  pneumatic 

equipment , roofing f el t ,  cold asphalt mix , carbonated beverages , and 

remote control panels . The tenure o f  the five chief executives in 

that position ranged f rom three to thirty four years with the 

average being 1 2 . 2  years . 

Purpose 

In general , the purpose of the pilot s tudy was to test the 

structured que s t ionnaire for practicality and ease o f  

administrat ion . More spec ifically , each o f  the four sections o f  the 

ques t ionnaire was evaluated for mod i f icat ions . Within each section , 

s everal quest ions were considered . Also , any comments made by the 

chief execu tive s about the quest ionnaire wer e  considered . The 

que s t ions within each section are given below . 
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Perceptual measure of  indus try stab il ity . 

1 .  Was the de finit ion o f  indus try s tab il ity cl ear and 

understandable?  

2 .  Were the ins truc tions for scoring the responses clear? 

3 .  I s  the labeling o f  the scale itself clear ? 

Percep tual measure of indus try complexity . 

The same three quest ions app lied to this sect ion as were used 

for the measure of  indus try stab il ity . 

Strat egic issue qual i ficat ion /General informat ion . 

1 .  Was there a smooth trans it ion from the items requir ing 

verbal response to tho se requiring wr itten response ?  

2 .  Did the chief execu tives have troub le with the ind ividual 

items and the way they were to be scored ? 

3 .  Were there any items which seemed " irrelevant" by the 

chief  executives in determining whether an issue was 

strategic or not ?  

4 .  Could the chief execut ive think of any items which should 

have been inc luded in this sec tion? 

5 .  Was it easy for the researcher to determine i f  the issue 

was st rategic (based on the chief executive s ' responses ) 

dur ing the cour se o f  the interview? 

Measure of comp lexity of  decision making behav ior . 

1 .  Was there a smooth transit ion from the items requiring 

verbal response to those requiring wr itten response ?  
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2 .  Were the que stions on the generat ion o f  al terna t ives clear 

and easy to follow? 

3 . Were the ind ividual statements on decis ion making behavior 

understandable ?  

4 .  Was i t  relatively easy for the chief executive to proceed 

through the quest ionnaire without assistanc e from the 

researcher? 

5 .  Were there other statements or items which the ch ief 

executive felt should be included?  

Results 

The results o f  the p ilot test were generally favorab le . In all 

five ins tances , the chief executives were re sponsive to the study 

and expressed an int erest in receiving a summarized copy of the 

final results . S inc e only the interview ques t ionnaire was evaluated 

there was no need to gather any secondary data or any information 

relat ing to the economic performance of  the f irms in the pilot test . 

The descriptive statistics from the pilot s tudy are given in Tab le 

3 .  2 .  Modificat ions relating to the four sect ions of  the 

quest ionnaire are d iscussed be low . 

Perceptual measure of  indu stry s tab i l ity . There was no need to 

make any mod ifications in this part o f  the int erview ques t ionnaire . 

All f ive chief executives s tated that there was no prob lem 

understand ing the definit ion of  s tab ility or how the responses were 
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Tab le 3 . 2 . Descrip t ive Statist ics o f  Measure s Used in a P ilot 
Te s t  of a Study of  De cis ion Making of Chief Execut ive s 
in the Southeastern U . S . , 1 9 79- 1983  

S tandard 
Variab le Mean Range Deviation 

Cognitive Complexity of 2 . 83 1 . 00-5 . 00 1 .  79 
Decis ion Making Behavior 

Alternatives Generated 3 . 60 2 . 00-5 . 00 1 . 14 

Perceptual Measure of Stab ility 3 . 4 7 2 . 7 8-4 . 1 1 0 . 5 2 

Perceptual Measure of Comp lexity 4 . 8 7 3 . 6 7-6 . 2 2 1 . 18 

S trategic Issue Manipulat ion Check 1 . 4 9 1 .  2 9-1 . 8 6  0 . 2 4 



8 1  

to b e  marked . One chie f executive asked for clarificat ion o f  the 

social d imens ion , which was answered dur ing the int erview . 

Percep tual measure o f  indus try complexity . No mod ificat ions 

were made in this sect ion . In all ins tances , the definit ion and 

ins truct ions were c lear and understandable . 

Strategic issue qualificat ion/ General informat ion . There were 

two prob lems in this sect ion of the quest ionnaire . In the pilot 

s tudy , the ques t ionnaire cal led for the chief executive to describe 

a maj or threat or opportunity which presented itself  to his or her 

organizat ion . After this , several lines were provided so the chief 

executive cou ld briefly wr ite a summary of the issue . This proved 

to be cumbersome and it was eas ier to s imply have the ch ie f 

executive respond verbally and for the researcher to make a few 

notes concerning the issue . 

Another que s t ion asked the ch ief executive to state what impact 

this event or issue had on the organization . In the discus s ion o f  

the issue , the impac t on the organizat ion had usually b een covered . 

Therefore , to avoid redundancy , the initial question was re-phrased 

as follows : "Could you p lease verbally describe such a situat ion as 

we ll as when it occurred and what impact it had on your company ? "  

(see Appendix B ,  Section I I I , Item 2 ) . 

Other than the above ment ioned , there were no prob lems with 

this sect ion of the interview quest ionnaire . None o f  the chief 

execu t ives found any of the items to be irrelevant and could think 

of no other items which should be included . Finally the pilot test 
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demons trated that i t  was easy for the re searcher t o  determine i f  the 

issue was strategic simply by a quick visual inspect ion of the chief 

executive ' s  responses as he or she was filling in the ques t ionnaire . 

Measure of complexity of decis ion making behavior . There were 

two prob lems in this part of  the interview que s t ionnaire . In the 

p ilot s tudy , the f irst que st ion asked the ch ief execut ives to 

explain how they went about arr iving at a solut ion to the issue . 

This was followed by a b lank page on which to make notes . This 

procedure was determined to be unne cessary since the se data were no t 

used d irec tly in the s tudy and that , whenever permit ted , this 

response was tape recorded . This was amended by removing the blank 

space be tween this question and the next . In add it ion , a quest ion 

was placed at the end of the quest ionnaire which asked , " Is there 

anything else you would l ike to add about your decis ion making 

proce s s ? "  

The other prob lem which emerged was in regard t o  the que stion : 

"Did this process  yield a final answer ? "  Three o f  the chief  

execut ives d id not under stand whether this que s t ion app l ied to  all  

of the s tatement s  or only the last  statement (see Exhibit  3 . 1 ) .  

Therefore , this was amended and each s tatement was fol lowed by th is 

ques t ion ( s ee Exh ibit  3 . 2 ) .  There were no other problems with this 

sect ion of  the que s t ionnaire . 
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Spec ifically , which o f  these three statements best describes 

the manner in which you evaluated the alternat ives ?  

( 6 )  I evaluated each alternat ive solut ion and came 

up with an overall we ight or score for each one , 

cons idering all the charac teristics o f  all the 

alternatives b e fore making my choice . 

( 5 )  I evaluated alternative solut ions b y  comparing 

two at a t ime and coming up with a difference 

between the two ; ranking one higher than the 

other . This process cont inued unt i l  all 

alternatives had been compared . 

(4)  I evaluated each alternative solut ion separately 

with respect to its advantages and 

disadvantages . Based on this , I developed an 

overall score or weight for each solution be fore 

making my cho ice . 

Did this process yield a final answer ?  

Yes No 

I f  the answer is no , then go on to the next page . 

Exhib it 3 . 1 .  Quest ionnaire I tems on Comp lexity o f  Decis ion Making 
Used in the P ilot Test 



Spe c i f i c a l ly , which o f  these three s t a teme n t s  b e s t  describes 

the manner in which you evaluated the a l t e rnat ive s ?  

(6)  I evaluated each a l t ernat ive solut ion and came 

up with an overall value or score for each one , 

cons ider ing a l l  t h e  charac t e r i s t i c s  of all the 

alterna t ives be fore making my choice . 

Did this proces s  y i e ld a f inal answer? 

Y e s  No 

If the answer is no , then go on to the next page . 

( 5 )  I evaluated a l t erna t ive s o lutions b y  comparing 

two a t  a t ime a t  a t ime and coming up with a 

d i f f e rence b e twe e n  the two ; ranking one higher 

than the o the r .  This process cont inued u n t i l  

a l l  a l t erna t ives h a d  b e en compared . 

Did t h i s  proce ss yield a f inal answer ?  

Y e s  No 

If the answer is no , then go on to the next page . 

(4) I evaluated each a l t e rnat ive solu t ion s epara t e ly 

with respe c t  t o  i t s  advantages and 

disadvan tage s .  Based on this , I developed an 

ove rall score or weigh t  for each solut ion be fore 

making my choice . 

Did t h i s  process yield a f inal answer? 

Yes No 

If the answer is no , then go on to the next page . 

None of these are appropriate (p lease explain ) 

Exh ib i t  3 . 2 .  Que s t ionnaire I t ems on Complexity of Decis ion Hak in g  
Amended Eased o n  P i l o t  T e s t  

84 
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Samp le 

The sample size was based on five parameters . They are : (a) 

the larges t  numb er of independent variables in the regress ion 

equat ions ; (b ) the estimated e f fect size ; (c)  power ; (d) the alpha 

leve l ;  and (e)  the correct ion for a finite populat ion (Cochran , 

1 9 7 7 ,  p .  24 ; Cohen , 1 9 7 7) . The large s t  number o f  independent 

variables in any regress ion equation is three , there fore this value 

was used as a determinate of appropriate sample s iz e .  The effect 

size (r= . 5 )  was b ased on the work o f  Fredrickson and Mitch e l l  

( 1 984) . I n  this s tudy , they found s igni ficant results  o n  part ial 

correlat ions between four summary measures of comprehens iveness and 

average re turn on total assets using a sample size o f  twenty three . 

The des ired power level was set at the convent ional level o f  0 . 80 

(Cohen , 1 9 7 7 ) . The s igni f icance level for this exp loratory study 

was set  at p .:5_ . 1 0 .  Finally ,  the correc tion fac tor for a f inite 

populat ion was used since the f irms sampled from were l imi ted to 

pub licly held manufac turing concerns which were headquartered in the 

southeas t ern United S tates . Us ing these parame ters in the 

calculat ion , a samp le size of thirty-two yie lded a 0 . 24 possibility 

of  a beta error ( see Append ix E) . 

To ensure that the sample was large enough to be used in a 

hierarchical regress ion analys is (Cohen & Cohen , 1 9 83 ) , the 

calculat ions were made . Using the . 7 6 level of power , a samp le s ize 

of  thirty-two was found to yield suff ic ient power ( see App endix F) . 
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A s  pub licly held manu fac turing organizations , the f irms wer e 

selected by execu ting a computer search of the Disc losure I I  100 

data base using the fol lowing criteria : (a)  they are med ium to 

large in terms of  organizat ional size ( $ 5 00 , 000 or more in net worth 

and 100 or more emp loyees ) ; and (b) they are headquartered in the 

southeast ern United State s (Tennessee , Kentucky , Mis s issippi , 

Alabama , Georg ia , Florida , North Caro lina , and South Carolina ) . 

They also could b e  subsid iary operat ions of manu fac tur ing f irms as 

long as they were operated independently of  the parent company and 

me t the above crit eria . The f irms in Miami , Florida were excluded 

from the s tudy because of  travel considerations . 

Using these criteria , the computer search produced a populat ion 

of 1 48 organizat ions . Then , the Million Do llar Direc tory was used 

to acqu ire addresses and telephone numbers of  all 1 48 organizations . 

From th is list , a random samp le of  s ixty firms was selected to b e  

contacted for int erviews wi th the ch ief execu tive . This assumed an 

acceptance rate of fifty percent . 

Procedure 

The sixty f irms were clustered geograph ically . Then at tempts 

were made to contac t the chief execut ive o f  f irms in a spec ific 

geographic area by telephone (see Append ix G) . The te lephone calls 

were mad e from one to two weeks in advance to schedule int erviews in 

a certain region . When the interview was scheduled , a letter 
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conf irming the appo intment was sent to the part icular chief execu­

t ive (see Appendix H) , except for ins tances when appo intments were 

made on short no tice . When it was no t pos sible to schedule 

appo intments with f irms from the random sample of  s ixty , al ternate 

firms from the populat ion listing were used to supplement the 

sample . 

The process o f  scheduling appointments and conduct ing inter­

views began on August 7 ,  1 9 84 and was conc luded with the last 

interv iew on December 1 7 ,  1 9 8 4 .  During this time , 104  firms were 

contac ted in an attempt to schedule interviews . Due to the nature 

of selec tion for replacement f irms in the s tudy ( i . e .  they were 

selected according to geographic area ) , the samp le is not truly 

random , but is as sumed to be for the purpose of this s tudy . It is 

fairly representative of the firms in the populat ion according to 

the distribut ion of sample f irms compared to the distribut ion of 

firms in the populat ion (see Tab le 3 . 3 ) .  All s tates are wel l  

represented o n  a percentage basis with the except ion of  Tennessee 

which had the largest percentage of  f irm used in the sample . There 

are two reasons for this . First , Tenne ssee f irms were more willing 

to participate in a s tudy being conducted out of the University o f  

Tenne ssee . Se cond , in the latter stages of  data collection , i t  was 

easier to follow up on previous attemp ts to schedule interviews in 

the middle and east Tennessee area . 
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Table 3 . 3 .  Pub licly Held Manufacturing Firms Headquartered in the 
Southeas tern U . S . , 1984 : Breakdown of Firms Used in 
a Study of Decision Making by Chief Execut ives 

S tate 

Tenne ssee 

Mis s i s s ipp i 

Alabama 

Georgia 

Nor th Carolina 

South Carolina 

Kentucky 

Florida 

TOTAL 

Firms in Popula t ion Firms in S amp le 

Number Percentage Numb er 

1 7  1 1 % 1 0  

5 3 %  1 

1 0  8% 1 

28 1 9 %  6 

3 6  24 %  5 

8 5%  2 

6 4% 2 

3 8  26% 5 

1 4 8  1 00 %  3 2  

Percentage 

3 1 % 

3 %  

3 %  

1 9 %  

1 6% 

6% 

6% 

1 6% 

1 00% 
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Data Analysis 

This sect ion provides an exp lanat ion of the selected levels of 

signif icance and the descr ip t ive and inf erent ial statistical tests  

used in this s tudy . 

Level of  S ignif icance 

The level of  s igni f icance was set at . 1 0 for the fol lowing 

reasons . Fir st , this was an exp loratory study . S econd , there was 

no reason to assume that a Type I error would b e  more pernicious 

than a Type II error . Hays and Winkler ( 1 9 7 9 , p .  2 5 5) have noted : 

the convent ional prac t ice o f  s e t ting alpha at some 
very small level is based on the not ion that one kind o f  
error is  extreme ly important and mus t  b e  avoided i f  
possib le . This i s  quite reasonab le in some contexts , such 
as the s tudy of the safety of a new medicine or the guilt 
of  an accused man . On the other hand , in many situat ions , 
there is no basis for assuming that one error is much more 
serious than another . 

S tatist ical Te sts  

The s tatistics used in the study take two forms . They are : 

(a) descrip t ive statistics of  var iab les used in the study ; and (b ) 

inferent ial s tatistical tests of  the hypothese s . 

Descriptive S tatistics 

Before any inferent ial statistical tests are performed on the 

data , three sets of descriptive statistics were calculated . The 

means , range s , and s tandards deviat ions of all var iab les were 

calculated in order to characterize the entire data set . The se 
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measures were calculated to assess the var iance associated with each 

variable used in the study--which could have implicat ions for the 

test ing of  the actual hypothe ses . 

Inferential Tes t s  of the Hypotheses 

Th e inferential statistics used in this s tudy were : (a)  

Pearson product-moment corr e lat ion ; (b ) mul t ip le regress ion ; and ( c )  

hierarchical analys is . 

For the sake of  s imp l icity , the s eparate hypotheses which deal 

with perceived and ob j ec t ive measures of  the ext ernal environment 

( s tab i l ity and comp lexity) are d iscussed under the same heading . 

The reason is that , although they are run in s epar ate hypotheses , 

they are analyzed in the same fashion . 

Hypothesis : Hl . 

Th is hypothesis was tested by a s imple Pearson p roduc t-moment 

corre lat ion wh ich examined the relat ionship b e tween the numb er of 

alt ernatives generat ed and the degree of cognitive compl exity o f  

decision making b ehavior . A s  stated ear l ier , the s ignif icance o f  

this correlat ion will b e  compared t o  the es tab lished leve l o f  . 1 0 .  

Th is i s  the case for all  s imp le correlat ions and semipart ial 

correlat ions d iscussed in the following chap t er . 

Hypothes es : H2A and H2B . 

These two hypotheses also used a s imp le l inear correlat ion to 

look a t  the direct relat ionship between : (a)  perceived stab ility 
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and comp lexity of  decision making--H2A and (b)  obj ective stab ility 

and comp lexity of  decis ion making--H 2B . 

Hypotheses : H2C and H2D .  

These hypotheses were intended to test the ind irect 

relat ionships between s tab il ity and comp lexity of  decis ion making 

behavior via the number of alternat ive s generated , The full 

equat ion is given as the basis for demons trat ing how variables were 

entered int o the hierarchical analys is : 

where :  Y = comp lexity o f  decis ion making behavior 

A regress ion cons tant 

x l  perceptual or obj ective measure o f  stab il ity 

x 2 numb er o f  alternatives generated 

e = error term 

First , the perceptual or obj e c tive measure o f  s tab il ity is 

entered into the equat ion . Th is is the total e f fect for that 

variab le upon Y . Next , the alternat ives generat ed var iab le is 

entered into the regress ion equat ion . Thus , with both variables  

entered , the regress ion coefficient is it s d irect e f fect . The 

dif ference between the total ef fect and the direc t ef fect is the 

ind irect e f fect (Cohen , 1983 , p .  360) . 

Hypotheses : H3A and H3B . 

These were tested u s ing a Pearson product-moment correlat ion to 

evaluate the relat ionship b e tween the degree o f  comp lexity o f  
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industry measured perceptual ly (H3A) and obj e c t ively (H3B ) and the 

complexity of decision making behavior . 

Hypotheses :  H3C and H3D . 

These hypotheses  were tested in the same manner as H 2 C  and H2D 

with the only d i f ference be ing the indep endent var iables (X 1 ) .  The 

full equat ion i s :  

Y = A + B 1X 1 + B2
x

2 + e 

where : y complexity o f  decision making behav ior 

A = regression const ant 

x
l perceptual � ob j ec t ive measure of comp lexity 

x
2 number of  alt erna t ives generated 

e = error term 

Hypothes is :  H4 . 

Th is was tes ted as a Pearson product-moment correlat ion between 

the independent variable (degree of comp lexity of decis ion making 

behavior) and the dependent variab le ( economic per formance) . 

Hypo the s e s : HSA and HSB . 

The d if ferentiat ion b e tween HSA and HSB here i s  the same as 

be fore ; that is , perceptual and obj ectiv e  me asure s  of s t ab il ity . A 

mu ltiple regression was used to test  this equat ion and the complete 

repre sentat ion is : 



where : y economic performance 

A regress ion constant 

x
l 

= complexity of decis ion 

9 3  

making behavior 

x
2 

= perceptual or obj ective measure of  stab il ity 

x
l 2  

= interact ion between dec ision making and stab il ity 

e = error term 

This equat ion tes ted for the " f it"  between decision making and 

stab ility , represented as the inte rac tion term--x 1 2 • The contention 

is that there is a relat ionsh ip between complexity of decis ion 

making and economic performance but that relat ionship is contingent 

on the degree of perceived or obj ective s tab ility . 

Hypotheses : H6A and H6B . 

The se were tested in the same fash ion as HSA and HSB , using 

multiple regres s ion . Again , the idea is to test for int eract ion , 

only in this case comp lexity is examined rather than stability .  The 

full equat ion is : 

where : y economic per formance 

A regress ion cons tant 

x
1 comp lexity o f  decision making behavior 

x
2 perceptual or obj ective measure of  comp lexity 

x
1 2  int eract ion be tween decision making and comp lexity 

e = error term 

As d iscussed previously in this chap ter , there were three 

separate measures of  economic performance used in the study ; each 
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measur ing a separate dimens ion of  the "performance " construc t .  I f  

the three measures o f  economic performance are orthogonal , then in 

the hypo the ses where economic performance was used as the dep endent 

variab le (H4 through H6B) , three repetit ions of each hypothesis wi ll 

be p erformed . 

Summary 

This chapter presented the de finit ions of terms used in this 

study . Unders tand ing the terms and concep ts used in the study 

facilitates the comprehens ion of the hypothe ses and the 

interpre tat ion of resul ts in sub sequent chapters . Next , the 

theoret ical hypothe ses were given . In add it ion to the hypotheses , 

the relat ionship of  each hypothe sis to the literature was brie fly 

presented . Also the hypothe tical s tatements were related to the 

model which describ ed all hypothesized re lat ionship s .  

The measures o f  the var iables were covered in conj unc t ion with 

an exp lana tion o f  how they would be de termined .  This discuss ion 

dealt with the method of collec tion of the obj ective measures from 

secondary data sources as we ll as the collect ion of perceptual data 

from primary sources . 

The pilot test was also discus sed . This inc luded the 

procedure , purpose , and results of the p ilot test . The d iscussion 

of the results dealt primarily with the modificat ions made to the 

interview quest ionnaire . Moreover , the sample which was used in the 

study was discus sed . The rationale for the determination of samp le 
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size was given along with the criteria for the selec tion o f  the 

organizations . 

A d is cuss ion o f  the procedure used in conducting the study was 

also provided . Th is covered the process used for firm selec tion , 

the time frame for scheduling appo intments , and the distribut ion of  

firms in the study . 

Final ly , the data analysis sec tion overviewed the statistics 

used in the study . This review included a d iscuss ion of the 

descrip tive s tatistic s  calculated on variab les used in the study and 

a discuss ion o f  the inferential statistical methods used to test the 

hypotheses . 



CHAPTER IV 

RESULTS OF THE STUDY 

This chap ter presents the results of  this s tudy . In this 

chapter , four areas are covered : (a)  the presentat ion o f  the 

descriptive statistics which descr ibe this data set ; (b ) the 

analysis and d iscussion of the inferential tests of the hypotheses ; 

( c )  post hoc analysis which was det ermined based on the inferent ial 

tests of the stated hypotheses ; and (d)  a summary of the chapter . 

The Descrip t ive S tatistics 

The descrip t ive statistics which were calculated for the 

variables used in this study are given in Table 4 . 1 .  These are the 

statist ics for all thirty-two manu facturing firms in the samp le .  

The calculated value s are the mean , standard deviat ion , range , and 

minimum and maximum scores on each variab le . 

The change in sales f igure is reported in percentages . On the 

average , the change in total sales for the f ive year p er iod shows 

that relative to the indus try , the firms in the study had more than 

doubled their total sale s .  The return on total asset and asset 

turnover variab les both report negative value s .  Again , this is in 

relat ion to indu stry re turn on total asse ts and industry asset 

turnover .  

96  
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Tab le 4 . 1 .  Descrip t ive S tatistics of  Variables Used in a S tudy o f  
Decis ion Making b y  Thirty-two Chie f Executives o f  
Manufac turing Firms in the Southeast ern U . S . , 1 9 7 9 - 1 9 8 3a 

Descrip t ive S tatistics 

Variab le Mean 
S tandard 
Deviat ion Range 

Minimum 
Value 

Maximum 
Value 

Change in 
To tal Sales 

240 . 5 4 1 2 20 . 1 2  70 1 0  - 9 6  6 9 1 4  

Return on 
To tal As sets 

Asset Turnover 

Complexity of Decis ion 
Making Behavior 

Numb er of Alternatives 
Generated 

Industry S tabil ity : 
Percep tual 

Indus try S tab il ity : 
Obj ec t ive 

Indus try Complexity : 
Percep tual 

Industry Complexity : 
Ob j ective 

- 1 3 . 38 

-0 . 3 0 

3 . 9 3 

3 . 9 7 

4 . 36 

-0 . 29 

3 . 83 

0 . 41 

9 4 . 4 7 555  -5 28 

1 . 5 3 9 -2 

1.  78 5 1 

4 . 1 7  23  2 

1 . 0 2 4 3 

0 . 13 1 -1 

1 . 0 2 4 1 

0 . 1 2  1 -1 

a Change in Total Sales and Re turn on Total As sets are reported 
in percentage s .  Asset Turnover is reported as a ratio ( i . e .  
"time s" turned over) . Comp lexity of  Dec ision Making Behavior 
and the Percep tual measures of Indu stry factors are reported 
from Likert-type scales . Ob j ectives measures of Industry 
fac tors are reported as negative proport ions . 

27 

7 

6 

25 

7 

0 

5 

0 
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The comp lexity of  decis ion making variable  was recorded o n  a 

s ix point scale , therefore the range is restricted to maximum of 

five . The numb er o f  alt ernatives generated to address a given 

strategic issue ranged from two to twenty-five with a mean of 3 . 9 7 ,  

which indicates that in mo st case s ,  the numb er of  alt ernatives was 

relat ive ly small . 

In the case o f  the perceptual measure s ,  the ranges were 

restricted by the fact that a Likert -type scale was used . In 

add ition , the obj ective measure s for indus try stab il ity and indus try 

comp lexity were reported in terms of negative ratios and are thereby 

restricted to a minimum value of ne gative one and a maximum value of  

zero . 

The Pearson product-moment correlat ions are given in Table 4 . 2 .  

The correlat ion matrix o f  the variab les provides the basis for the 

inferent ial tests of the hypotheses as we ll as the post hoc analysis 

of  add it ional research quest ions raised as a consequence o f  the 

matr ix and the testing of the s tated hypo theses . 

Inferential Tests of  the Hypotheses 

The primary purpose o f  th is dissertation was to examine the 

decis ion making behavior of chief executives of manu fac turing firms 

in re sponse to s trategic issues facing their organizations . To 

achieve th is , s ix maj or hypotheses were developed and tes ted . The 

f irst three hypotheses (H l -H3D ) examined the effects upon comp lexity 

of  decis ion making , the dependent var iable , o f : (a)  numb er o f  

al ternative generat ed ; (b) stab il ity of  the indu stry ; and ( c )  



Tab le 4 . 2 . Pearson Produc t-Moment Correlations o f  Variab l e s  Used in a Study of  Decision Making by 
Th irty-two Chi e f  Execu tives of Manu fac tur ing Firms in the Southeastern U . S . , 1 9 79- 1 98 3  

Variable 1 2 3 4 5 6 7 8 9 

1 .  Change in Total Sales 1 . 00 . 06 - . 05 . 10 - . 09 - . 1 7  . 2 7 *  . 19 . 1 6 

2 .  Re turn on Total Assets 1 . 00 - . 0 2 . 18 . 06 . 18 . 29 *  - . 1 6 - . 01 

3 .  As set Turnover 1 . 00 - . 1 7 • 04 - .  40** . 06 . 19 . 09 

4 .  Comp lexity o f  Dec is ion 
Making Behavior 1 . 00 - . 4 1 * * *  . 0 4 . 18 - . 11 . OS 

5 .  Numb er o f  Alternatives 
Generated 1 . 00 . 10 . 1 2 - . 13 . 0 2 

6 .  Indus try S tability : 
Perceptual 1 . 00 - .  09 - . 8 2 * * *  - . 05 

7 .  Indus try S t ab ility : 
Ob j ec t ive 1 . 00 . 17 . 24 *  

8 .  Industry C omplex ity : 
Perceptual 1 . 00 . 1 7 

9 .  Industry C omplex ity : 
Ob j ec t ive 1 . 00 

*S ignif icant at p < . 10 
**Significant at p � . 05 

***S ignific ant at p < . 01 
\.0 
\.0 
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comp lexity of  the industry , respec tively . The next three hypotheses 

(H4-H6B) focused upon the relat ionship between the dependent 

variable , economic performance of the firm , and the indep endent 

variable , complexity of decision making behavior . In the f i fth and 

s ixth hypotheses (H5A-H6B) , the relat ionship between economic 

performance and dec is ion making was viewed as being cont ingent upon 

the stab ility and comp lexity of the indus try , respectively . 

Three s tatistical technique s were used to evaluate these 

relationship s :  (a) Pear son produc t-moment correlat ion ; (b ) 

hierarchical analysis ; and (c ) multiple regress ion . In the 

hypo theses utilizing product-moment corre lat ions (H 1 ,  H 2A ,  H2B , H3A , 

H3B , and H4 ) , the correlat ion coeff ic ient s will be reported from the 

correlat ion matrix in Tab le 4 . 2 . The coef fic ient s were tested for 

s igni f icance at p � . 1 0 .  In the remainder of the hypotheses (H2C , 

H2D ,  H3C , H3D , HSA , HSB , H6A , and H6B) , either hierarch ical analysis 

or multip le regress ion was used . In either case , the full 

regression model is f irst tes ted for s igni ficance . If the multip le 

2 R value is statist ically significant at  p � . 1 0 ,  the var iables 

within the model were evaluat ed based on a s ignif icance test (p < 

. 1 0) o f  the semipartial correlat ions of  the var iab les . This 

provided a test of  the unique contribut ion of  a given independent 

variab le to the var iance in the dependent var iab le (Nie , et al . , 

1 9 7 5 , p .  333) . 

The remainder o f  this section reports the results o f  the 

stat istical tests of the hypotheses and provides a discus s ion o f  

the se result s .  
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The Alt ernatives Generated Hypothesis , � 

This theoret ical hypothesis was des igned to test d irectly the 

conclus ion in the cognitive decis ion making li terature that as the 

number of alt ernat ive s generated as potential solut ions increases , 

the comp lexity of  the dec ision making behavior o f  the chief 

execu tive decreas es . 

Discuss ion . A Pearson product-moment correlat ion was computed 

for comp lexity of  decis ion making and alt ernat ives generated . 

Decis ion making behavior was s igni f icantly re lated (p � . 0 1 )  to the 

numb er of alternatives generated . The correlat ion coefficient 

(r=- . 4 1 )  ind icated support for the hypothes ized negat ive 

relat ionship ( s ee Table 4 . 2 ) . 

S imply s tated , the more al ternatives that were generated , the 

more a chief executive tended to use a s implif ied decis ion making 

process to ach ieve a final answer . As an additiona l ob servation , 

the maj or divis ion point seemed to be between three and four . I f  

four o r  more alternat ives were generat ed , the chief executive mo stly 

used one of  the attribute-based models ( lexicographic , conj unctive , 

or attribute dominance) . Wi th two or three alternatives , the 

alternative-based methods were primar ily used (additive d i f f erence , 

additive , or co s t /b enefit ) .  For spec ific total s ,  see Tab le 4 . 3 .  

In terms o f  prac t ical significance , the test of  this hyp othesis 

ind icates that in some cases , decis ions may be made which are less 

than optimal . More specifically , when a chie f  executive uses an 

attribut e-based decis ion making process (i . e .  one which focuses on 
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Table 4 . 3 .  Frequency Count for Re lat ionship Between Decision 
Making Behavior and Alternat ives Generated in a Study 
of Decision Making by Th irty-two Chief Executives of  
Manufac turing Firms in the S outheast ern U . S . , 1 9 7 9 - 1 9 83 

Number of Decis ion Making Behavior 
Alternat ives 
Generated At tribu te-Based Alternat ive-Based 

Two 
or 6 1 5  
Three 

Four 
or 9 2 
More 
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certain characteristics of  the alt ernat ive) , it  i s  pos s ible  that 

some of the alterna t ives wh ich were eliminated could have provided a 

b e t t er answer to the strategic issue i f  they had been evaluated 

completely .  

The r e sults o f  this test  perhap s  ind icated t entative support 

for March and S imon ' s  ( 19 5 8 )  concept of "satisficing " b ehavior . 

When attribute-based decis ion processes  were used , i t  may b e  argue d  

that the chief execu t ive was searching for a n  acceptable  so lut ion 

rather than the best  solution . Th is is o f  part icular int erest 

considering that thes e  decisions were made in response to  strategic 

is sues - no t minor prob lems . The s e  find ing s  were also consistent 

wi th L indb lom ' s  ( 19 5 9 )  no tion that for complex p rob lems , it  is no t 

pos s ib le to inve s t igate ful ly all the alterna tives . 

In conc lu s ion , the s trategic management literature may espouse 

the use of ana lyt ical tools such as portfo lio theory and d ialec tical 

policy analysis , but when the f inal decision is made by the ch ief 

execu tive , it may be that the resolut ion o f  the strategic issue is 

handled in the same fashion as any decision , be it maj or or minor . 

The Industry S tab i l ity Hypotheses , H2A and H2B 

These theoret ical hypotheses tested the extent to wh ich the 

s tab ility o f  the indus try d irect ly a f fects the complexity of 

decis ion making behavior of  the chief  execut ive . In both 

hypothese s , a Pearson product-moment corr elation was used to test 

the relat ionsh ips . 



Discu s s ion . In Hypothesis  2A , 

1 04 

the correlat ion between 

complexity of decision making behavior and the chief execu tive ' s  

percept ion o f  industry stability was computed . Decis ion making 

behavior was not correlated with percep tual s tab il ity (r= . 04 ;  see 

Tab le 4 . 2 ,  p .  9 9 ) . S imilarly , in Hypothesis 2B , complexity of 

decision making behavior was not corre lated with the obj ective 

measure of stab ility (r= . 1 7 ;  see Tab le 4 . 2 ,  p .  9 9 ) . 

Conceptually , there may be 

explanation was ind icated by 

a reason 

Janis and 

for this . On e possible 

Mann ( 1 9 7 7 ) . If  an 

individual is pred isposed to address ing a prob lem in a certain 

manner , then he or she may ignore the uncertainties which are 

involved . In this study , it may have been that chief executives in 

unstable ( i . e .  uncertain) industries chose to ignore the environment 

and focus on the prob lem at hand . This exp lanat ion receives 

tentative support from the lack of correlat ion between the 

perceptual measure of industry stability and the obj ec tive measure 

of indus try stab ility (r=- . 09 ;  see Tab le 4 . 2 ,  p .  9 9 ) . The 

p erceptual measure of industry stability ( see Append ix B ,  Sect ion I )  

asked the chief executive t o  assess the impac t of  industry stability 

on his or her organizat ion . There fore , if these are accurate 

measures of the constructs they represent and the chi ef  executives 

were ignor ing the true impac t of  the stab ility of  the indus try , then 

a strong corre lat ion between the se two var iab les would not b e  

expected . 
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Th is explanat ion may ind icate why the obj ec t ive measure of  

industry stab i lity was not s igni ficantly correlated with complexity 

of  d e c is ion making , but g ives no indicat ion as to why the p ercep tual 

measure of industry s tab il ity was not signif icantly correlated with 

decis ion making behav ior . For thi s , a possible explana tion i s  that 

the s ize  of  the organizat ion may have been a factor . Sp e c i f ically , 

in larger organizat ions it may have been that the chief executives 

of larger organizations d id no t perceive the impact to be  as 

important to the ir decision making as d id chie f execut ives of  

smal ler or ganiza t ions , or  they s imp ly ignored it . Th is que st ion is  

examined in the post  hoc analys is (Dalton & Kesne r ,  1 9 85 ) . 

A f inal p laus ible  exp lanat ion may b e  that the industry 

stab i lity affects the numb er o f  alt ernat ives generated rather than 

the comp lexity of decis ion . This exp lanation is examined in the 

following two hyp otheses . 

The Indire c t  Effect of Percep tual Stability Hypothe s is , H2C 

Th e intent o f  this hypothesis was to test for the ind ire c t  

e ffect of  percep tual s tab ility upon decision making behavior . S ince 

there i s  a rat ionale for the ordering of the var iables (explained in 

the preced ing chap ter ) , the re lat ionsh ips were examined and tes t ed 

for s ignif icance . 

Hypotheses 1 and 2A have provided the tests  of  the d irect  

e f fe c t s  upon comp lexity of  decision making of  the numb er o f  

alterna t ive s generat ed and perceptual stab il ity , resp e c t ively . Here 

the relat ionship be tween all three variables was examined . 
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D iscuss ion . To test for the indirect e f fect o f  percep tual 

industry stabil ity upon complexity of  decis ion making via 

alternat ives generated , a hierarchical analys is was performed . This 

was done u s ing multiple regress ion in which p ercep tual st ab ility was 

entered as the f irst independent var iable and the var iable 

"alternatives generated" was ent ered in the second st ep . Both of  

these var iables were regressed agains t the dependent var iab le , 

complexity o f  decision making behavior . A test o f  s igni ficance of  

the full regres s ion equat ion was statist ically s ignificant at  the 

0 . 10 level with a multiple R2 of . 1 8 (p < . 0 6 ;  see Tab le 4 . 4 ) .  A 

further analysis o f  the ind irect e f fect o f  perceived indus try 

stability involved comparing the regress ion coe f ficients entered in 

both steps ( .  08 - . 15 = - . 0 7 ) , as prescribed by Cohen and Cohen 

( 1 983) . 

Examination of  the semipart ial correlat ion coef ficients 

revealed that the maj ority of the var iance was explained by the 

number of alternatives generated (sr = - .  4 2 ) . This semipart ial 

correlat ion coe f fic ient � signif icant at the 0 . 10  leve l (p < . 0 2 ;  

see Tab l e  4 . 5 ) . The semipartial correlat ion coeffic ient for the 

percep tual measure of industry stabi lity was no t significant at the 

0 . 1 0  leve l (p < . 6 2) . There fore , the inc lus ion o f  percep tual 

stab i l ity does not add significance to the relat ionship between 

al ternatives generated and comp lexity of  decision making behavior . 

In conc lus ion , the s ignificance tests for the product-moment 

correlat ions (reported in H 1  and H2A) and the semipartial corre la­

tions (reported in H2C)  ind icated tha t there was not sufficient 
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Table 4 . 4 .  Ful l  Regress ion Resul ts for Comp lexity o f  Decision 
Making Behavior with Percep tual Industry S tab i l ity 

Source DF 

Model 2 

Error 29 

Total 31 

and Alternatives Generated in a Study of Decision 
Making by Thirty-two Ch ie f Executives of  Manu facturing 
Firms Headquar tered in the S outheast ern U . S . ,  1 9 79-1983a 

ss MS 

1 7 . 4 9 8 . 7 5 

81 . 06 2 . 79 

9 8 . 5 5 

F p 

3 . 13 . 06 

2 Multiple R 

. 1 8 

aFull Regress ion Equat ion : Y = A + B 1
x

1 + B 2 
x

2 + e 

where :  y complexity of  decision making behavior 

A = regress ion constant 

x
l 

= p erceptual measure o f  industry stab il ity 

x
2 number o f  alternatives generated 

e = error term 
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Table 4 . 5 .  Hierarchical Analys is of  Comp lexity of  Decision Making 
with Perceptual Indus try S tab il ity and Alternat ives 
Generated in a S tudy of  Decision Making by Thirty-two 
Chief Executive s of Manufacturing Firms Headquar tered 
in the Southeastern U . S . , 1 9 79-1983  

S tep Var iable B t r sr p 

1 Indus try Stab ility :  
Percep tual . 08 . 2 4 . 04 . 04 . 8 2 

2 Indus try Stab ility : 
Perceptual . 1 5 . 5 1  . 04 . 09 . 6 2 

Numb er of  Alternatives 
Generated - . 18 - 2 . 49 - . 41 - . 4 2 *  . 0 2  

*S ignif icant at p < . 05 .  
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support for the ind irect relat ionship of  percep tual s tab ility to 

decis ion making behavior mediated by alterna tives generated . 

Consequent ly , the only relationship which could be shown as 

signi ficant was the relat ionship between the number of  alternatives 

generated and comp lexity of decision making behavior . 

A po tential explanat ion for lack of  s ignif icance in this 

hypo thesis is the possibi lity that the size of  the organizat ion may 

have had an impac t . In this case , it may have been that in larger 

f irms the chief executives did not expend a great deal of effort 

trying to generate alternatives (Dal ton & Kesne r ,  1 9 8 5 ) , since a 

larger firm may not perceive the impact o f  the s tab il ity , or 

instab i lity , of the indus try to have as great an impac t on their 

f irms . This quest ion is addre ssed in the post hoc analys is later in 

this chap ter . Another exp lanat ion , and perhaps a more plausib le 

one , involves a measurement is sue . The percep tual measure o f  

indus try stabil ity asks the chief executive t o  indicate h i s  o r  her 

percept ion of the impact of industry stabi lity over a f ive year 

period (see Append ix B ,  Section I ) . S ince the s trategic is sue was 

addressed at some point during this f ive year period , it is pos sible 

that his or her percept ion of the impac t of indus try s tab ility was 

different at that point in time from what it was for the five year 

period . 

The Indirect E f fect of Obj ec tive S tab il ity Hypothesis , H2D 

This hypothesis provides the test for the indirect e f fect o f  

obj ective stabil ity upon comp lexity of  decis ion making behavior via 
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the number of  alt ernatives generated . The paths between the three 

variables (obj ective stability ,  alterna t ives generated , and decis ion 

behavior ) were examined and tested for s ignifi canc e . 

Hypo thes e s  1 and 2B have already demons trated the d irect 

e f fects  upon decision making of alt ernative s  generated and the 

obj ective measure of industry stab i l ity , respe c t ively . Th is 

hypo the s is examines the indirec t e f fect  of  obj ective s t abil ity . 

D i scussion . In order to assess the ind irect effect  of  the 

ob j ec t ive measure of indu stry s t ability upon complexity of decis ion 

making v ia the number o f  alternatives generated , hierarchical 

analysis was used . The hierarchical analysis incorporated a 

multiple regres sion equat ion . The variable entered in the first 

step was the obj ective measure o f  indus try stabil ity . In the second 

step , the number of alt ernatives gene rated was entered into the 

regress ion equation . The test  of  statist ical s igni f i cance of  the 

2 full model yielded s ignif i cance at the 0 . 10 level .  The multiple R 

value was . 2 2  (p : . 03 ;  see  Tab le 4 . 6 ) . 

To calculate the indirec t  e f fect  o f  obj e c t ive indus try 

stab ility,  the corr e lation coef fic ient for obj e c t ive s t ab ility given 

in the second step was sub tracted from the corre lat ion coefficient 

for the same measure as given by the first regress ion equat ion ( 2 . 44 

- 3 . 20 = -0 . 7 6 ;  Cohen & Cohen , 1 9 8 3 , p .  360) . 

Upon examining the semipar t ial correlation coefficient s , it was 

again shown that the maj or i ty of the variance was accoun ted for by 



Table 4 . 6 .  Fu ll Regress ion Re sul ts for Complexity o f  Decis ion 
Making Behavior with Obj e c t ive Indus try S tab i l ity and 
Alternatives Generated in a Study of  Decision Making 
by Thirty-two Ch ief Execut ive s o f  Manufac tur ing Firms a Headquar tered in the Southeast ern U . S . , 1 9 7 9- 1 98 3  

1 1 1 

Source DF s s  MS F p 2 Mul t ip le R 

Model 2 2 1 . 87 1 0 . 94  4 . 1 4 . 03 

Error 29  7 6 . 68 2 . 64 

Total 31 98 . 55 

a Ful l  Regress ion Equa t ion : Y • A + B 1X 1 + B2 X2 + e 

wher e :  y complexity o f  dec i s ion making behavior 

A regress ion constant 

x
1 = ob j ec t ive measure o f  industry s t ab i lity 

x
2 = number o f  alterna t ives generated 

e = error term 

. 2 2 
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the alt ernatives generated variables (sr=- . 44) . This semipar t ial 

coefficient was shown to be  s igni f icant at the 0 . 10 level (p � . 02 ) . 

The semipartial coef f ic ient for the obj ective measure of st ab i l ity 

was not s ignif icant (p  2 . 1 8 ) . Again the s igni f icance of the total 

regre s s ion equat ion is primarily accounted for by the alternatives 

generated variab l e  ( se e  Table 4 . 7 ) . 

The s igni f icance test o f  this hypo the s is (H2D )  d emonstrates 

that there was not sufficient support for the indirect relat ionship 

betwe en obj ective s t abi l ity and comp lexity of dec ision making 

behavior . Again , the only relat ionship that was shown to exist wa s 

the relationship be tween number of  alternatives generated and 

complexity o f  decision making behav ior of the chief execu t ive . 

As for reasons for lac k  o f  s ignificant f ind ings in the 

stati s t ic al test  of this hypothe sis , there are two considerations 

which might be no ted . The firs t cons ideration relates to the s iz e  

o f  the organization , but i n  a d i f ferent fashion from the manner in 

which it was d iscussed prev ious ly . As Wood s ( 1 9 6 6) and MacCrimmon 

and Tay lor ( 1 9 7 6 )  have no ted , when information is passed through 

decis ion making uni ts in an organization , there is a tendency for 

the informat ion to be perceived as less uncer tain ( i . e .  uns tab l e )  

and more precise . Again this no tion may rece ive nominal support 

from the lack of  correlat ion betwe en the perceptual and obj ective 

measures of  stab il ity . However ,  the spe cific imp l icat ion for thi s  

study i s  that since chie f  execu t ives o f  organizat ions were the 

subj ects  ( i . e .  decis ion makers) , it is like ly that he or she was 
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Table 4 . 7 . Hierarchical Analys is of  Complexity o f  Decision Making 
with Ob j ec t ive Industry S tab il ity and Alterna t ives 
Generated in a S tudy of  Decision Making by Th irty-two 
Ch ief Executives of Manufac tur ing Firms Headquartered 
in the Southeast ern U . S . , 1 9 79- 1 9 8 3  

S tep Var iabl e  B t r s r  p 

1 Indus try Stab ility :  
Ob j ec t ive 2 . 44 . 9 8 • 1 8  . 18 . 34 

2 Indus try Stab i l i ty : 
Obj ec t ive 3 . 20 1 . 3 9 . 18 . 2 3 . 18 

Numb er of  Alternatives 
Generated - . 19 - 2 . 6 7 - . 41  - . 4 4 *  . 01 

*S ignif icant at p � . 01 .  
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making decis ions on issues and informat ion which had passed through 

several uni ts at lower l eve l s  of the organizat ion . The larger the 

organization , conc eivably , the more units the informat ion has passed 

through . 

The second cons iderat ion relates to the variance of  the measure 

of obj ective industry stability .  P erhaps using only manufac tur ing 

f irms in the study reduced var iance in th is measure (see Tab le 4 . 1 ,  

p .  9 7 ) . Had o ther typ es o f  businesses b een used , it is possib l e  

that greater variance in this measure would have been obtained , 

s ince manufac turing firms may be sub j ect  to s imi lar i t ies in the way 

they are impacted by the external environment . 

The Indus try Complexity Hypo the ses , H3A and H3B 

These hypotheses were evaluated in the same f ashion as 

Hypotheses  2A and 2B . In this instance ,  they test the extent to 

which the measures of  industry comp lexity , rather than s t ab i l ity , 

impact upon the comp lexity o f  decision making behavior o f  the ch ief  

exe cu t ive . 

Discuss ion . The Pear son product-moment correlat ion b etween 

percep tual industry comp lexity and decision making behavior was 

compu ted in Hypothesis 3A . Based on the s ignif icance test  of the 

correlation coef f ic ient , comp lexity of decision making behavior 

could not be considered to be related s igni f icant ly to the 

perceptual measure of industry comp lexity (r=- . 1 1 ;  see Table 4 . 2 ,  

p .  9 9 ) . In Hypothesis 3B , the correlation coeffic ient (r= . OS)  was 
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computed for the relationship between decis ion making behavior and 

the ob j e c t ive measure of indu stry comp lexity . The s ignif icance test  

of th i s  coe f f ic ient revealed that th is correlation a lso could not be  

cons idered statist ically s igni ficant at the 0 . 1 0  level (see Tab le 

4 . 2, p .  9 9 ) . 

In attemp ting to  explain the lack o f  signif icant f indings in 

the se correlat ions , a few points should be ment ioned . In regard to 

the inab i lity to demonstrate a relationsh ip between the obj ective 

measure of industry comp lexity and decision making , there is no t a 

s ignif icant corre lat ion b e tween the percep tual and obj ective 

measures of comp lexity (r� . 1 7 ;  see Tabl e  4 . 2 ,  p .  9 9 ) . 

This point is s imilar to the po int made in the d iscuss ion of 

the obj ective measure of industry stability .  Specifically , if the 

measures accurat e ly assess the construc ts they were intended to 

repre sent and if the chie f  exe cutives were ignor ing the complexity 

of the industry , then a s trong correlat ion would not be expec ted . 

A potentia l  exp lana t ion for the lack o f  corr e la t ion between 

pe rcep tual complexity and decision making behav ior , once again may 

be a func tion of  organization s ize . G iven two f irms operat ing in 

the same industry , it is possib l e  that larger organization would not 

be as greatly impacted by the comp lexity of  the indu stry as  wou ld be 

the smaller firm . This exp lanat ion is consi stent with Da lton and 

Kesner ' s  ( 1 9 8 5 ) not i on that larger organizations enj oy environmental 

advantages over smaller f irms b ecause of  a gre ater degree of  

organizat ional s lack . 
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The f inal explanat ion will be inve stigated in the two 

hypotheses which fol low . That is , the complexity of the environment 

may be related to the generat ion of alternatives rather than the 

comp lexity of  dec ision making behavior . 

The Ind irect Ef fec t o f  Perceptual Complexity Hypothe sis , H3C 

This hypothe sis tests the ind irect e f fect o f  perceptual 

comp lexity upon comp lexity of  dec is ion making behavior in the same 

manner as Hypothesis H2C tes ted the e f fect of percep tual stab ility . 

The rat ionale for the causal ordering is  exp lained in Chap ter 3 .  

Hypotheses 1 and H3A have provided the tests  o f  the direct 

effects o f  numb er of  alternatives and perceptual comp lexity upon 

decis ion making . This hypothe sis examines the conceptualized 

relat ionship s between all three variables . 

D iscuss ion . Hierarch ical analysis  was u sed to examine the 

indirect e f fect of the percep tual measure of indus try comp lexity via 

the numb er of  alternatives generated . Using a mu ltiple  regression , 

percep tual complexity was entered in the first s tep and numb er o f  

al ternative s generated was entered in the second . The ind irect 

effect of perceptual indus try comp lexity upon comp lexity of decis ion 

making was computed based on the difference between the regress ion 

coef f ic ients of p erceptual comp lexity in each step . 

A s igni f icance test o f  the full model regress ion was shown to 

be s igni ficant at the 0 . 1 0 level (p < . 0 4 ;  see Tab le 4 . 8 ) . The 



1 1 7 

Tab le 4 . 8 .  Fu ll Regress ion Results for Comp lexity of  Decision 
Making Behavior wi th Percep tual Indus try Comp lexity 
and Alt ernative s Generated in a Study of  Decision 
Making by Thirty-two Chief Execu t ive s of  Manu fac turing a Firms Headquartered in the S outheast ern U . S . , 1 9 79-1983  

Source DF ss MS F p Multiple R2 

Mode l 2 19 . 29 9 . 6 5 3 . 5 3 . 04 . 2 0 

Error 29  79 . 26 2 . 73 

Total 31 98 . 5 5 

a Full Regress ion Equat ion : Y = A + B 1
x

1 + B2 
x

2 + e 

where :  y comp lexity o f  decis ion making b ehavior 

A = regress ion cons tant 

x 1 
= percep tual measure o f  industry comp lexity 

x
2 

number o f  alternat ive s generated 

e = error term 
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indirect e f fect of  the perceptual measure of indus try comp lexity was 

. 09 (- . 1 9 - (-. 28) ; see Tab le 4 . 9 ) . 

Further analysis of  the semipartial correlat ion coe fficients 

revealed that the maj ority of  the relat ionship was ac counted for , 

once again , by the al ternatives generated variab le ( sr=- . 43) . This 

semipart ial correlat ion coe ffic ient was significant at  the 0 . 10 

leve l (p < . 0 2) . The semipartial correlat ion coefficient for 

perceptual indus try comp lexity (sr=- . 1 6 )  was not s igni f icant at the 

0 . 10 level (p � . 3 4) . The addit ion of perceptual complexity to the 

regress ion equat ion does no t add s ignificant ly to the relat ionship 

(see Tab le 4 .  9 ) . 

The s igni f icance tests for the correlations (reported in H 1  and 

H3A) and the semipart ial correlat ions (reported in H3C) show that 

there is  not suf f ic ient support for the ind irect relat ionship 

between perceptual comp lex! ty and decision making b ehavior . The 

only statist ically s igni f icant relat ionship is between the number o f  

alternat ives generated and comp lexity o f  decis ion making behavior . 

In considering explanat ions o f  lack of s igni f icant f ind ings , 

the argument s  o f  organiz at ional size and the measurement issue 

presented in the d iscuss ion of  Hypothesis 2C also app ly here . In 

addition , one other po tential exp lanat ion is mentioned . This 

explanation is  related to the work o f  the cognitive decis ion 

sc ient ists who have emp irically examined the models of decision 

making behavior . In both the initial s tudy by Payne ( 1 9 7 6)  and the 
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Table 4 . 9 .  Hierarchical Analysis o f  Comp lexity o f  Decis ion Making 
with Perceptual Industry Comp lexity and Alterna t ives 
Generated in a S tudy of Dec ision Making by Thirty-two 
Chief Executives o f  Manufac turing Firms Headquartered 
in the Southeastern U . S . , 1 9 79- 1983  

S tep Var iable B t r sr p 

1 Indus try Comp lexity : 
Percep tual - . 19 - . 59 - . 1 1 - . 11 . 56 

2 Indus try Complexity : 
Percep tual - .  28 - . 96 - . 11 - . 16 . 3 4 

Numb er o f  Alt ernat ives 
Generated - . 18 - 2 . 5 8  - . 41 - . 43*  . 0 2 

*S ignificant at p < . OS . 
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replication of  O lshavsky ( 1 9 7 9 ) , the discuss ion o f  task comp lexity 

focused on the numb er of  al ternatives and the numb er of dimens ions 

of information within each alternat ive . The results demons trated 

that " . • .  the most important det erminant of  comp lexity [ o f  decis ion 

making ]  examined was clearly the numb er of al ternatives availab le" 

(Payne , 1 9 7 6 , p .  384) . In addit ion , Payne found that as the amount 

of information presented to the sub j ects increased , there was a 

sub sequent increase in the var iabil ity o f  the responses and a 

decrease in the proport ion of  information used . There was also a 

decrease in the qual ity o f  the decision and an increase in the 

conf idence of the decis ion maker in his or her choice . This 

increase in variab i lity ind icates a misuse of add it ional informat ion 

and perhaps a mispercept ion of the situat ion ( i . e .  the decision 

maker was confident abou t the cho ice desp ite the fac t that cho ices 

were worse with added informa tion ) .  This is perhaps cons is tent with 

the f ind ings in this hypothesis in that only information re lat ing to 

the alternatives may have been used in making the cho ice . 

The Ind irect  E f fect of Ob j e c tive Compl exity Hypothe s is , H3D 

This hypothesis is intended to test the indirect e f fect of the 

ob j ec tive measure o f  comp lexity upon decision making via the numb er 

of  al ternatives generated . The correlat ion between the three 

variables : alternat ives generated ; ob j ective complexity , and 

decis ion making were generated and tested for signi ficance . 
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Hypothe ses 1 and 3B have tested the direct e f fects upon 

decision making behavior of  alternat ives genera ted and the ob j ective 

measure of  indus try complexity , respectively . 

D iscuss ion . Once again , the hierarchical analysis incorporated 

a multiple regression . In this case , the ob j ective measure o f  

industry complex ity was entered into the equation as the first 

independent variab le . In the second s tep , the numb er o f  

al ternat ives generated was entered into the equat ion . The 

signi ficance test o f  the full model regress ion revealed that the 

regress ion equat ion was s igni f icant at the 0 . 1 0  leve l o f  accep tance . 

2 The mul t iple R for the equat ion was . 1 7 (p � . 06 ;  see Table  4 . 10) . 

The di f ference between the regres s ion coef f icients for the 

ob j ective measure of indu stry comp lexity yielded the ind irec t  e f fect 

of  ob j ective comp lexity upon comp lexity of  decision making b ehavior 

via the numb er of  alternat ives generated . This value was - . 1 4  ( . 7 2 

- . 8 4 ;  see Tab le 4 . 1 1 ) .  

After computing overall s igni ficance , the semipartial 

correlat ion coe f ficients were reviewed . The semipart ial coe f f icient 

for the obj ective complexity measure was . 06 ,  and a t-test of 

s ignificance for this value was . 7 5 .  Once again , the maj ority o f  

the exp lained variance is  account ed for by the number o f  

al ternatives generated which had a semipartial correlation 

coe f f icient of - .  41 and a s ignif icance value of . 02 (see Tab le 

4 . 1 1 ) . 

The s ignif icance test o f  the Hypo the s is 3D failed to 

demonstrate suf f ic ient support for the ind irect relat ionship between 



Tab le 4 . 1 0 .  Full Regress ion Re sults for Comp lexity o f  Decision 
Making Behavior with Obj ec t ive Indus try Comp lexity 
and Alternat ives Generated in a Study of  Dec is ion 

1 2 2  

Making by Th irty-two Ch ief  Executives o f  Manu facturing 
Firms Headquartered in the S outheas tern U . S . , 1 9 79-1983a 

Source DF ss MS F p Mul t iple R2 

Model 2 1 7 . 0 7 8 . 5 4 3 . 04 . 06 . 1 7 

Error 29  81 . 48 2 . 81 

Total 3 1  98 . 5 5 

aFul l  Regress ion Equat ion : Y = A +  B 1
x

1 + B 2 
x

2 + e 

where : y comp lexity o f  decis ion making b ehavior 

A = regress ion cons tant 

x l obj ective measure of  indus try comp lexity 

x
2 number o f  al ternat ives generat ed 

e = error term 



Table 4 . 1 1 . H ierarchical Analysis o f  Complexity o f  Decis ion 
Making with Obj ective Industry Complexity 

1 23 

and Al ternatives Generated in a S tudy of  Decision 
Making by Thirty-two Chief Execu t ives of Manufacturing 
Firms Headquartered in the S outheastern U . S . , 1 9 79- 1 9 8 3  

Step Var iab l e  B t r sr p 

1 Industry Complexity : 
Ob j ec t ive . 7 2 . 2 5 . 05 . 05 . 80 

2 Indus try Complexity : 
Obj ec t ive . 86 . 33 . 05 . 06 • 7 5  

Number o f  Alternat ives 
Generated - . 1 7  4 . 34 - . 4 1 - . 4 1 *  . 02 

*S ignif icant a t  p < . 05 .  
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ob j ec t ive industry comp lexity and comp lexity o f  decision making 

behavior via alternatives generated . Only the corre lat ion between 

al ternatives generated and decis ion behavior was statistically 

signif icant . 

One exp lanation for lack o f  s ignif icant f ind ings relating to 

the ind irect e f fect of  the ob j ec tive measure o f  complexity is the 

same as discussed in Hypothesis 2D . That is , it is conce ivab le that 

by the time the strategic issue was addres sed by the chief  

executive , he or  she was focusing only on the is sue at hand without 

regard for the comp lexity of the external environment . In ef fect , 

the nature o f  the issue had b een "simplified" by decis ion uni ts at 

lower leve ls of the organization (Woods , 1 9 6 6 ) , thereby resulting in 

a non-s ignif icant corre lation b e tween comp lexity of the external 

environment and numb er of alternatives generated . 

An equally plausib le exp lanation is one that relates to the 

concept of "conservat ism" (Pe terson , Schne ider , & Miller , 1 9 6 5 ) . 

Conservat ism implies that ind ividuals do no t extract as much 

information from additional data as possib l e  as suming an optima l 

decis ion making process . There fore , it is possib l e  that even if the 

chief executive were aware of the complexity of the external 

environment , he or she might no t use this informat ion in searching 

for addit ional alt ernatives to address the is sue . This quest ion is 

examined later in this chap ter in the post hoc analysis . 
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The hypothe ses  covered up to this point were intended to 

examine the comp lexity of decis ion making behavior o f  the chie f 

execu t ive in relat ion to a recent strategic issue fac ing his or her 

organization . In so do ing , the numb er of alt ernat ives generat ed , 

the comp lexity of the industry , and the stab il ity of  the industry 

were cons idered . The only hypothesis which was shown to have 

statist ical s ignif icance was b e tween numb er of al ternatives and 

complexity of decis ion making behavior (Hypothe sis  1 ) . In the 

d iscussions of Hypotheses 2 and 3 ,  var ious exp lanat ions based on 

measurement issues and previous literature were reviewed in an 

at temp t to of fer possible reasons for lack of s t at istically 

significant f ind ings . Two of the se explanat ions ( i . e .  

organizational s ize and search for add itional alternatives )  are 

examined in the post hoc analyses , Unfortunately , other potential 

explanations could no t b e  examined given the exis ting data set . 

In conc lus ion , a quote from S imon ( 1 9 7 6 ,  p .  309)  may b e  

repre sentative of  the find ings (or lack of  find ings)  presented here : 

An important proposition in organizat ion the ory 
asserts that each execu tive wi ll perceive those aspects  of 
the s i tuat ion that relate specif ically to the activities 
and goals of  his department . The proposit ion is 
frequent ly supported by anecdotes of  executives and 
ob servers in organizat ions , but little evidence of a 
sys temat ic kind is available to test it . It  is . the 
purpose of this chap ter to supply some such evidence .  

The proposit ion we are cons idering is no t pecul iarly 
organizat iona l .  It is s imply an app l icat ion to 
organizat ional phenomena of  a generalizat ion that is 
central to any exp lanat ion of  selective percept ion : 
Pres ented with a comp lex s t imulus , the subj ect perc eives 
in i t  what he is  ' ready ' to perceive ; the more comp lex or 
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amb iguou s the stimulus , the 
determined by what is already 
less what is ' in '  the st imu lus . 

more the perc ept ion is  
' in '  the subj ect  and the 

It is there fore offered , with strong warnings to the reader -

due to lack of statistical s ignif icance in the tests of hypothese s , 

that the generat ion of  alternat ives and subsequent evaluat ion of  

these alternatives may have been divorced from environmental 

cond it ions and considerat ions . In other words , the chief  executives 

in th is s tudy may have addre ssed the s trategic issues based on the 

factors unique to the issue and based on his or her percep tions of 

the issue at that point in time . 

The Economic Performance Hypothe s is , H4 

As deve loped in Chapter 2 and hypothes ized in Chapter 3 ,  it is 

possible that the manner in which decisions are made by the ch ief 

executive may have an impact on the economic performance o f  the 

f irm . Hypothe s is 4 examines this relat ionship . 

D iscuss ion . As discussed in Chap ter 3 ,  the economic 

per formance o f  the f irm was evaluated using three separate measures . 

These measures were : (a)  percentage change in total sales ; (b ) 

return on assets ; and (c ) asset turnover . These measures were 

representa tive of  growth , profitab il ity , and e ff ic iency , 

respec t ively , as ind icators of  economic performance relative to the 

f irm ' s  industrie s . In this hypothesis , as in the two sub sequent 

hypotheses , the measures of ec onomic performance serve as the 

dep end ent var iab le and comp lexity of  decis ion making behavior is the 

independent variable . 
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S ince there ar e thr ee dependent measures , the f ir s t  s t ep was to 

test for correlat ions between them . The Pearson correlations showed 

that the three measures were not s trongly correlated with one 

ano ther ; and the test  of signi f icance confirmed that none could be 

cons idered signi ficant at the 0 . 1 0 level (see  Table 4 . 2 ,  p .  9 9 ) . 

There fore , it was accep table to as sume that the three measures of  

economic performance were ind eed measur ing separate aspects o f  f irm 

performance and i t  was possible to run three separate univar iate 

tests rather than use a mult ivar iate s t at is t ical technique . 

Three Pearson product-moment correlat ions were computed for the 

relat ionship between comp lexity of decision making behav ior and all 

three measure s o f  economic per formance . In the f irst  ins tance , 

decis ion making behavior was correlated with the change in total 

sales . The correlation coe f f icient was • 1 0  which was not 

statist ically s ignif icant . Correlating decision behav ior with 

return on assets  gave a . 18 correlat ion . Finally , a correlat ion 

coe fficient o f  - . 1 7  b e tween asset turnover and comp lexity o f  

decis ion making behavior ( s e e  Tab le 4 . 2 ,  p .  99)  was computed . The 

signi f icance tests  in Hypothes is 4 did no t provide support for the 

conclus ion that the complexity of  dec is ion making behavior of  the 

chie f execu t ive has a statistically significant impact on the 

economic performance of  the firm . 

There are at least three factors which may have contributed to 

the lack of  statist ically signi ficant find ings in the correlat ions 

examined in this hypothe s is . The first factor is a measurement 
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prob lem and the second is  related t o  the concep tual basis for th is 

hypothesis . The third fac tor relates to Hypotheses SB and 6B . 

The first measurement prob lem relates to the manner in which 

the measures of economic performance were calculated . In all three 

measures (change in total sales , return on total asse t s , and asset 

turnover) , the value for the ind ividual f irms was determined by 

comparing the f irm performanc e  on each with its  indus try measure for 

the same t ime period (see Append ix A for calculat ions ) .  In other 

words ,  the values for the economic performance variables  are 

difference scores b e tween f irm and indus try . While this is a 

generally accepted way of  evaluat ing the performance of  a f irm 

(Pearce & Rob inson , 1 9 8 2 ) , it may be that the me thod o f  ca lculat ion 

yielded a measure s imilar to change scores (Campbell & S tanley , 

1 9 6 6 ) , which may be  unreliab le because of  measurement error . This 

issue will b e  addressed in the post hoc analysis . 

The second exp lanat ion is based on the concep tual underp innings 

of the hypothesis . This hypothesis was intended to test  the conven­

t ional not ion that the analysis o f  s trategic issues is comprehens ive 

and every relevant factor is taken into account in evaluat ing the 

issue and arr iving at a solution . If this were true , it was infer­

red that firms in which chief execu t ives exhib ited comp lex decision 

making behavior would out-perform f irms in which the chief execu­

t ives emp loyed more s implistic  decision making behavior s .  As 

Lindblom ( 1 9 5 9 )  noted , executive dec ision making may be  less pur­

poseful and rational than it was trad it ionally bel ieved to be . He 

also concluded that comp lex decision making was b e tter suited to 
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smal l  scale prob lem solving . Given Lindb lom ' s  conc lus ion , a statis­

t ically s igni ficant relat ionsh ip b e tween comp lexity of  dec is ion 

making behavior and economic performance might no t b e  expec t ed . 

The f inal exp lanation is that the relat ionship b e tween complex­

ity of decision making behavior and economic performance is con­

t ingent upon environmental characteristic s .  At the organizat ional 

leve l , this has b e en addressed by several scholars (Anderson & 

Paine , 1 9 75 ; Mintzb erg , 1 9 73 ; Fredrickson & Mitche ll , 1984) . 

Hypotheses 5 and 6 examine this que s t ion at the ind ividual level o f  

decision making , s ince there was no statist ically significant direc t 

relat ionship b e tween the environmental characteris t ics  and comp lex­

ity of de c ision making behavior as tested prev ious ly (Hypotheses H2A 

through H3D) . 

The Cont ingency Effect  of Percep tual S tab ility Hypothesis , H5A 

This hypothesis was built from the foundat ion of Hypothesis 4 .  

I t  states that the relat ionship be tween comp lexity o f  decision 

making behavior and economic performance is contingent upon the 

s tab ility of  the indus try as perceived by the chief execut ive . This 

hypothesis was tested using a regression equat ion in which economic 

performanc e  is the dependent var iab le and the independent var iab les 

are comp lexity o f  decis ion making behavior , perc eptual stab ility , 

and an int eract ion term be tween dec ision making behavior and percep­

tual s tab ility . 

Discus sion . In each case , the independent variab les were 

entered into the regression equat ion sequentially . This was done by 
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entering the two main e f fec ts , comp lexity o f  decis ion making 

behavior and percep tual stabil ity , and then the int eract ion term .  

The first measure o f  economic per formance t o  b e  tested was the 

change in total sales . With all independent var iables  entered into 

the equation , the multiple R2 value was . 0 7 .  Th is gives a 

significance measure of  . 5 4 ,  which is  not suf fic ient for the 0 . 1 0 

level criterion (see  Table 4 . 1 2 ) . Therefore , the semipart ial 

correlat ion coe f f icients were not evaluated , but were reported in 

Table 4 . 1 3 .  

The second measure o f  economic performance that was evaluated 

was re turn on total assets . Ent ering the two main effects  f irst and 

then the int eract ion term , the mu ltiple R2 was . 1 5 .  The 

signi f icance calculat ion was • 2 1  which is not sufficient for the 

0 . 1 0  level . Again , the semipartial correlat ion coefficients wer e 

not analyz ed s ince the overal l regress ion equat ion was rej ected (see 

Tab le 4 . 1 2 ) . 

The third and last measure o f  economic performance that was 

evaluat ed was asset turnover .  With all three independent variables 

in the model , 2 the multiple R was . 1 8 .  The s ignif icance value 

assoc iated with this was . 1 3 (see Tab le 4 . 1 2 )  and the hypothesis was 

rej ected at the 0 . 1 0 s ignificance level . 

In none o f  the three cases did the s igni f icance test  o f  

2 multiple R provide support for the hypothes ized re lat ionsh ip in 

HSA. A possib l e  exp lanat ion for the lack of  signif icant f indings 

may be that the manner in which percep tual s tab il ity was measured 
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Tab le 4 . 1 2 .  Full Regre ss ion Re sults for Change in Total Sales , 
Return on Total Ass ets , and Asset Turnover with 
Comp lexity of Decis ion Making Behavior and Percep tual 
Indus try Stability in a S tudy of Dec is ion Making by 
Thirty-two Chief Executives o f  Manu fac turing Firms a 
Headquar tered in the Southeas tern U . S . , 1 9 7 9 - 1 9 8 3  

Dependent Mul t ip le 

Variab le Source DF ss MS F p R
2 

Change in Model 3 3 3 54749  1118250  . 7 3 . 5 4 . 0 7 
Total Sales 

Error 28 4 2 794508 1 5 2 8 3 7 5  

Total 31 46 1 4 9 2 5 7  

Return on Model 3 40 1 5 1  1 3 4 1 7  1 . 5 9 . 2 1  . 5 1  
Total As sets 

Error 2 8  2 3 6409 8443 

Total 3 1  2 7 65 6 0  

As set  Mode l 3 13 . 21 4 . 40 2 . 0 7 . 1 3  . 1 8  
Turnover 

Error 2 8  5 9 . 43 2 .  1 2  

Total 3 1  7 2 . 64 

aFul l  Regress ion Equation : Y = A +  B 1 X l + B 2 X 2 + B 3 
x 1 2  + e 

where :  Y = change in total sales , return on total assets , or 
asset turnover 

A regress ion cons tant 

x
1 comp lexity of decis ion making behavior 

x 2 percep tual measure of indus try stability 

x
l 2  = interact ion be tween x

l and x
2 

e = error term 
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Table 4 . 1 3 .  Independent Var iab le Analys is of Complexity of Decision 
Making Behavior and Percep tual Indus try S tab ility 
in a S tudy of Decision Making by Thirty-two Ch ief 
Executives of Manufacturing Firms He adquartered in 
the Southeas tern U . S . , 1 9 7 9- 1 983 

Dependent Independent 
Variab le Variab le B t r sr p 

Change in Complexity 
Total Sales o f  Decision 

Making 7 2 3 . 4 6 1 . 08 . 1 0 . 2 0 0 29 

Industry 
S tab ility : 
Perceptual 3 5 7 . 2 2 . 5 8 - . 1 7  . 1 1 . 5 7 

Interaction -139 0 20 - . 9 8 - . 1 0 - . 1 8 . 34 

Return on Complexity 
Total As sets o f  De cision 

Making 89 . 38 1 .  78 . 1 8 . 3 1 *  . 08 

Indus try 
S tab il ity : 
Perceptual 8 6 . 2 5  1 . 8 8 . 18 . 3 3 *  . 07 

Interact ion -17 . 25 -1 . 6 3 . 19 - . 29 . 11 

Asset Comp lexity 
Turnover of De cision 

Making - . 34 - . 43 - . 1 7 - . 07 . 6 7 

Industry 
S tab i lity : 
Percep tual - .  7 7  -1 . 06 - . 40 - . 1 8 . 3 0 

Interaction . 0 5 . 2 7 - . 3 1 . 0 5 . 7 0 

*S ignif icant at p < . 10 
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( i . e .  asking for organizat ional impact ove r a five year period) was 

not cons is tent with the impac t of the external environment on a 

particular s trategic issue . As proposed in the discussion o f  

Hypothe sis 1 through 3D , it may be that each issue may b e  dealt with 

on it s ind ividual merit s and the predisposit ions of the dec is ion 

maker . 

The Contingent Effect of Obj ective S tab il ity Hypothesis , HSB 

The content ion here was that the relat ionship between 

complexity of decision making behavior and economic performance of 

the firm is  cont ingent upon the interact ion of decision making 

behavior and the obj ec tive measure of stab ility . The hypothesis was 

test ed using multiple regres s ion with economic performance as the 

dependent variab le and decision making b ehavior , ob j ective 

stab il ity , and the interac t ion b e tween the two as the independent 

var iables . 

Discus sion . There were three repetit ions performed using 

multiple regress ion . The dependent variables are , in order , change 

in total sales , return on assets , and asset turnover . The 

indep endent var iab les were entered into the regre s s ion equat ion as 

before , with the main e f fects o f  dec ision making behavior and 

obj ec t ive stability entered first and second , respectively . Then , 

the interac tion between decis ion making b ehavior and ob j ective 

stability was entered . 

In the case o f  the change in total sales , the full mult iple  

regress ion equat ion had a multip le R2 o f  . 09 .  Th is gave a 



1 3 4  

signif icanc e value of . 4 2 ,  which i s  no t cons is tent with the 

es tablished leve l of signi ficance ( see Tab le 4 . 1 4 ) . 

Wi th re turn on assets  as the dependent variable , the regress ion 

equation with all three independent var iab les entered yie lded a 

2 multiple R value of . 1 8 (see Tab le 4 . 1 4 ) . A signif icance test of 

this value provided a value of . 1 4 .  Again , th is value did not me et 

the criter ion level of significance and there fore the semipartial 

correlation coe fficients o f  the ind ividual independent variab les 

were not examined ( see Tab le 4 . 1 4 ) . 

Finally , asset turnover was used as the dependent var iab le and 

the regres s ion equat ion was computed . 
2 The calculated mul t iple R 

was . 04 .  The s igni ficance value assoc iated with this was . 7 8 ,  wh ich 

does not meet the predetermined level , making further computat ion or 

evaluation unneces sary (see Tab les 4 . 1 4  and 4 . 1 5 ) . 

In all three cases o f  the dependent variables , the tests  o f  

2 significance based on the multiple R d id no t provide support for 

this hypothesis . 

There are two considerat ions which pertain to the results of 

this hypothe sis . First , the formulat ion o f  this hypo thesis  was 

based , in large part , on the work of Fredr ickson and Mitchell 

( 1 9 84) . Their overall conclus ion was " • • .  that s trategic decision 

processes that are based on rat ional models are not appropriate for 

some environments" (p . 4 1 9 ) . However ,  their s tudy was done on the 

organizat ional leve l .  In this study , the unit of analy sis was the 

individual decision maker . Lang , Dittrich , and Wh ite ( 1 9 7 8 )  pointed 



Tab le 4 . 1 4 .  Ful l  Regression Results for Change in Total Sales , 
Return on Total As set s ,  and Asset Turnover with 
Complexity of  Decision Making Behavior and Ob j ective 
Industry Stab i l ity in a S tudy of De c is ion Making by 
Th irty-two Chief Execut ives of Manufacturing Firms a Headquartered in the Southeast ern U . S . , 1 9 79-1983  

1 3 5  

Dependent Multiple 

Variab le S ource DF ss MS F p 

Change in Model 3 4 3 6 3 3 5 6  1 4 5 4 4 5 2  . 9 7 . 4 2 
Total Sales 

Error 2 8  4 1 7 85900 1492354  

Total 31 4 6 1 4 9 2 5 6  

Return on Model 3 4844 7 16149 1 .  98  . 14 
Total As sets  

Error 2 8  2 28 2 1 2  8150 

Total 31 2 7 6 6 5 9  

Asset Model 3 2 .  7 7  . 9 2 . 3 7 . 78 
Turnover 

Error 28 6 9 . 8 7  2 . 5 0 

Tot a l  3 1  7 2 . 6 4 

aFull Regress ion Equat ion : Y = A + B l X 1 + B 2 X 2 + B 3 X 1 2  + e 

R2 

. 09 

. 18 

. 04 

where : Y = change in total sales , re turn on total as sets , or 
asset turnover 

A regres s ion cons tant 

x
1 comp lexity o f  decis ion making behavior 

x
2 

ob j ective measure of  industry stab i l ity 

x
1 2  interac tion between x

l 
and x

2 

e = error term 
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Table 4 . 1 5 .  Independent Variable Analysis of Comp lexity o f  
Dec is ion Making Behav ior and Obj ective Industry 
S tab ility in a S tudy of  Dec ision Making by Th irty-two 
Chief Executives of Manufac turing Firms He adquartered 
in the Southeast ern U . S . , 1 9 7 9- 1 9 83 

Dependent Independent 
Variab le Variable B t r sr p 

Change in Comp lexity 
Total Sales of  Dec ision 

Making 300 . 26 . 84 . 10 . 1 5 . 41 

Industry 
S tability :  
Ob j ec t ive -893 . 06 - . 19 . 2 7 - . 03 . 85 

Interac tion 8 24 . 1 3 . 7 8 . 1 5 . 1 4 . 4 4 

Return on Complexity 
Total As sets of Decision 

Making -3 2 . 58 -1 . 23 . 18 - . 2 1  . 23 

Indus try 
S tability : 
Ob j ec tive 706 . 08 2 . 05 . 2 9 . 3 5 *  . OS 

Interac tion -1 2 6 . 02 -1 . 60 - . 01 - . 28 . 1 2 

As set  Comp lexity 
Turnover of De cis ion 

Making - . 24 - . 5 2  - . 1 7  - . 10 . 61 

Indus try 
Stab ility : 
Ob j ective 2 . 19 . 3 6 . 06 - . 07 . 7 2 

Interac tion - . 25 -. 19 . 1 7 - . 03 . 8 5 

*Significant at p � . OS 
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out that cons iderab le similar ity exists b e twe en ind ividual ,  group , 

and organizat ional decision making theories . The result s of this 

hypothesis did not provide support for this not ion . 

The second cons iderat ion was ind icated from an inspect ion of  

the correlat ion matrix (see Tab le 4 . 2 ,  p .  9 9 ) . The matrix shows 

that two o f  the measures o f  economic per formance (change in total 

sales and re turn on total asse ts)  were s ignif icantly correlated with 

the obj ective measure o f  indus try stab i l ity at the p < • 1 0  leve l .  

This indicates that those f irms operat ing in s tab le environments 

"out-performed" those in unstab le environments , relative to their 

respective indus tries . This is somewhat consis tent with the theory 

that environment may be a primary determinant of performance (Lenz , 

1 980) . One imp l icat ion for this s tudy is that the stab ility o f  the 

indus try may have a greater impact on the performance of  a f irm than 

the decision making behavior o f  the chief execut ive . However , it is 

possib le tha t the way in which economic performance o f  the firm was 

measured could have b een a factor . Calculating economic performanc e 

for the firm as the difference between f irm performance and indus try 

performance ( see Append ix A) may have "c louded" the relat ionship . 

This is sue is addressed in the post hoc analysis . 

The Cont ingent Effect of  Perceptual Comp lexity Hypothesis , H6A 

The intent of this hypothe s is is to examine the relat ionship 

between comp lexity of decis ion making behavior and economic 
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performance in much the same manner as the two preceding hypothe ses . 

In th is case , the focus in the external environment has sh ifted from 

stab ility to complexity . Using multiple regression , the content ion 

that the relat ionship between comp lexity of decis ion making behavior 

of the chie f  executive and the economic performance of the firm is 

cont ingent upon the p ercept ion of the comp lexity of the indus try was 

evaluated . 

D iscuss ion . In all three ins tances , the independent var iab les 

were entered into the regres s ion equation in a predetermined 

fash ion . The decision making behavior variab le was entered f irs t ,  

and then the p ercep tual measure o f  complexity . After the two main 

e ffects had been ent ered , the interac t ion term between the two was 

then entered . 

The f irst dependent variab le to be  evaluated was total sales . 

In the full regress ion with both main ef fects and the interact ion 

e f fect , the multiple R2 was . 0 7 which yielded a s ignificance 

calculation of  . 5 5 .  Support was not provided for the full 

regress ion equat ion and it was unnecessary to further examine the 

individual variables ( see Table 4 . 1 6 ) . 

Next , re turn on total assets was evaluated . The full 

regres s ion in this ins tance had a mul t iple R2 of . 0 6 .  This value 

was no t statistically signi f icant at the 0 . 1 0  level of accep tance 

for signi f icance , having a value of . 60 (see Tab le 4 . 1 6 ) . 

Finally , the regre ss ion equat ion using as set turnover as the 

dependent variab le was run . The multiple R2 was . 06 which gave a 
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Tab le 4 . 1 6 .  Ful l  Regress ion Result s for Change in Total Sales , 
Return on Total As sets , and Asse t  Turnover with 
Comp lexity of  Decis ion Making Behav ior and Percep tual 
Indu stry Comp lexity in a S tudy of Decis ion Making by 
Thirty-two Chief Executives of Manufac tur ing Firms 
Headquartered in the Southeastern U . S . , 1 9 79- 1 983 a 

Dependent Multiple 

Variab le Source D F  ss MS F p R2 

Change in Model 3 3 29 8 7 3 8  1 0 9 9 5 7 9  . 7 2 . 55 . 0 7 
Total Sales 

Error 28 4 2850518  1530375  

Total 3 1  46149 2 5 6  

Return on Mode l 3 1 7 3 9 3  5 7 9 8  . 6 3 . 60 
Total As sets 

Error 2 8  2 5 9 2 6 6  9 26 0  

Total 3 1  2 7 6 6 5 9  

As set Model 3 4 . 2 2 1 . 41 . 58 . 64 
Turnover 

Error 2 8  6 8 . 4 2  2 . 44 

Total 3 1  7 2 . 6 4 

aFul l  Regress ion Equat ion : Y = A + B 1 X 1 + B 2 X 2 + B 3 X 1 2  + e 

where :  Y = change in total sales , return on total assets , or 
asset turnover 

A regre ss ion cons tant 

x
1 comp lexity o f  decision making b ehavior 

x
2 perceptual measure o f  industry comp lexity 

x
1 2  int erac tion between x

1 and x
2 

e = error term 

. 06 

. 06 
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signi ficance value o f  . 64 (see  Tab le 4 . 1 6 ) . As with the two 

previous regress ion runs , it was no t necessary to proceed further in 

the evaluation o f  this regress ion for the purposes of t e s t ing the 

stated hypothes is , but the values for individual variab les are 

reported in Tab le 4 . 1 7 .  

In each ins tanc e , the s igni f icance tests  fail ed t o  prov ide 

support for the  hypothes is that there i s  a relat ionship b e tween a 

f irm ' s  e conomic performance and complexity o f  decision making 

behavior o f  the chief execut ive and that this rela t ionship is 

cont ingent upon the perceptual measure of industry complex ity . 

As with Hypo the s is SA , the way in which perceptual complex ity 

was measured may have pos sibly accounted for the lack of 

signif icance , if indeed , a true relat ionship exi s t ed .  

The Contingent Effect  of Obj e c t ive Complexity Hypothesis , H6B 

This hypothesis was des igned to test the e f fect  o f  the impact 

o f  the obj e c t ive measure of comp l ex ity on the relat ionship between 

comp lexity of dec ision making b ehavior and the economic performanc e  

o f  the firm .  This hypo thes i s  a l s o  util ized mul t ip l e  regre s s ion as 

its s t atist ical t e chnique . There are three rep e t i t ions p er formed to  

test  this  hypothe s is .  The three dep endent variables  are ,  in  order 

of presentat ion , change in total sale s ,  return on total asset s ,  and 

asse t turnover . 

Discuss ion . In each test  of this hypothe s i s , the independent 

variables were entered into the equation in the fol lowing 
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Table 4 .  1 7 .  Independent Variab l e  Analysis of Comp lexity o f  
Dec ision Making Behavior and Perceptual Indus try 
Complexity in a Study of Decision Making by Thirty-two 
Chief Execut ives of Manufacturing Firms Headquartered 
in the Southeas tern U . S . , 19 79- 1 9 8 3  

Dependent Independent 
Variab le Var iab le B t r sr p 

Change in Comp lexity 
Total Sales  o f  Decision 

Making -256 . 20 - . 54 . 10 - . 10 . 5 9 

Industry 
Complexi ty : 
Perceptua l - 1 5 9 . 12 - . 2 7 . 19 - . 05 • 79 

Interact ion 94 . 5 8 • 7 5  . 2 3 . 14 . 4 6 

Return on Comp lexity 
Total As s e t s  o f  Decis ion 

Making -18 . 6 8 - . 51 . 18 - . 09 . 62 

Industry 
Complexity : 
Percep tual -4 2 . 03 - . 9 2  - . 1 2 - . 1 7 . 3 6 

Int erac tion 7 . 6 7 • 7 8  . 1 2 . 14 . 44 

As set Complexity 
Turnover o f  Dec ision 

Making - . 26 - .  43 - . 1 7 - . 08 . 6 7  

Indus try 
Comp l exity : 
Perceptual . 10 . 14 . 1 8 . 03 . 8 9 

Interact ion . 04 • 22 - . 03 . 04 . 83 
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order : comp lexity of  decision making behavior ; obj ective mea sure of 

complex ity ; and the interact ion t erm. 

For the equat ion with total sales as the depe ndent variab le , 

with a l l  three independ ent var iables entered into the regre ss ion 

equat ion , the mul t iple was . 04 and the s ignif icanc e value 

associated was . 7 5 .  Therefore , the regress ion e quat ion was no t 

supported at the 0 . 1 0 level for total sales ( s ee Table 4 . 1 8 ) , 

With re turn on asse ts  as the d ependent variable and all three 

ind ependent var iab les entered , 2 the mu ltiple R was . 03 and the 

signif icance value was . 80 ( s ee Tab le 4 . 18 ) . 

In  the f inal case with asset turnover as the d ependent 

var iab le ,  there was also no support p rovided for the hypothesis . 

2 The mul t ip le R was . 08 and the s ignificance test  of this value was 

. 5 1  (see Tab le 4 . 1 8 ) . There was no need for fur ther analysis of the 

indep endent var iab le s  s inc e the overa l l  regression equat ions were 

no t supported (see Tab le 4 . 1 9 ) . 

As with the obj e c t ive measure o f  stabil ity , the s igni ficance 

tests of the hypothe s is wh ich tested for the impact of obj ective 

complexity upon the re lat ionship o f  dec i s ion making behav ior wi th 

economic performanc e did not provide support for the hypo thesis . 

Ob servat ions Based � Resu l ts of Hypothe s is � Through 6B 

The s e  hypo the ses examined the relationsh ip b e tween economic 

performance of the firm and comp lexity of decis ion making behavior 

of the chief executive . In looking at this relat ionship the impac t s  

o f  environmental s tab i lity and comp lexity upon this relat ionship 



Tab le 4 . 1 8 .  Full Regression Results for Change in Total Sales , 
Return on To tal Asset s , and Asset Turnover with 
Comp lexity of  Decision Making Behav ior and Ob j ective 
Indus try Comp lexity in a S tudy of Decis ion Making by 
Thirty-two Chief Executives of Manu fac turing Firms 
Headquartered in the Southeast ern U . S . , 1 9 7 9- 1983a 

1 43 

Dependent Mul t iple 

Variab le Source DF ss MS F p 

Change in Model 3 1 89 8 8 2 7  6 3 2 9 4 2  . 40 . 7 5 
Total Sales 

Error 2 8  44 2 5 04 29 15803 7 2  

To tal 3 1  4 6 1 4 9 2 5 6  

Re turn on Model 3 9 5 8 9  3 19 6  . 34 . 80 
Total As sets 

Error 2 8  2 6 7 0 7 0  9 538 

Total 3 1  2 7 6 6 5 9  

Asset  Model 3 5 . 6 7 1 . 8 9 . 7 9 . 51 
Turnover 

Error 2 8  6 6 . 9 7  2 . 39 

Tota l  3 1  7 2 . 6 4 

a Full Regress ion Equat ion : Y = A + B 1 X 1 + B 2 X 2 + B3 X 1 2 + e 

R2 

. 04 

. 03 

. 08 

where : Y = change in total sales , return on total as sets , or 
asset turnover 

A regression cons tant 

x
1 

complexity o f  decis ion making behavior 

x
2 obj ective measure o f  indus try complexity 

x
l 2  int erac tion between x

l and x
2 

e = error term 
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Tab le 4 . 1 9 .  Independent Var iab le Analys is o f  Complexity o f  
Dec is ion Making Behav ior and Obj e c t ive Industry 
Comp lexity in a Study of Decision Making by Thir ty-two 
Ch ief Execut ives o f  Manufac tur ing Firms He adquartered 
in the Southeast ern U . S . t 1 9 79- 1 983 

Dependent Independent 
Variab le Var iab le B t r sr p 

Change in Complexity 
Total Sales of  Decision 

Making 2 7 2 . 7 2 . 5 8 . 10 . 1 1 . 5 6 

Industry 
Complexity : 
Ob j ec t ive -3 7 3 . 49 - .  08 . 16 - . 01 . 94 

Interact ion - 208 . 8 4 • 46 . 01 . 08 . 6 5 

Re turn on Complexity 
Total Assets o f  Dec is ion 

Making 1 6 . 14 . 44 . 18 . 08 . 66 

Industry 
Comp lexity : 
Ob j ec t ive - 7 9 . 16 - . 21 - . 01 - . 04 . 83 

Interaction 1 5 . 2 7 . 18 - . 15 . 03 . 86 

Asset Comp lexity 
Turnover of De cision 

Making - .  7 7  -1 . 33 - . 1 7  - . 24 . 19 

Industry 
Comp lexity : 
Ob j ec t ive 7 . 24 1 .  2 3  . 09 . 2 3 • 2 3  

Interact ion -1 . 4 7 -1 . 12 . 14 - .  20 • 27 
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were also cons idered . None o f  the hypotheses were shown to be  

stat istically signif icant . In attemp ting to ac count for lack of  

statis tical s igni ficanc e in the resul ts , several issues were 

ment ioned . Among these were : measurement prob lems in the dependent 

variab les ; measurement prob lems in the p ercep tual measures ; lack o f  

theoretical consistency between organizat ional and ind ividual 

decision behavior ; and overriding impact of environmental factors on 

economic p erformance .  The first and four th exp lanat ions are 

examined further in the post hoc analysis . 

The deve lopment of  these hypotheses was b ased upon the premise 

that chie f  executives who exhib ited dec ision making behavior which 

was consistent with the ir ext ernal env ironment would be rewarded 

with superior economic performance . In other word s ,  certain types 

of decis ion making b ehavior are appropriate for certain 

environmental conditions . However , the results o f  the hypo theses 

failed to provide support for this . This may have been because : (a) 

organizat ional performance is a mult ip ly determined phenomenon 

(Lenz , 1 9 80 ) ; (b ) there was a change in the external fac tors which 

overwhelmed the relationship between economic performance and 

complexity of  decis ion making behavior ; and (c)  as indicated in the 

di scuss ion of  Hypo the ses 1 through 3D , decis ion making behavior was 

related to the part icu lar s trategic issue , which may be  unique , 

rather than reflective o f  environmental condit ions . 

Post Hoc Analys is 

The post hoc analysis addresses four factors which were not 

specif ically ident i f ied in the formulat ion of the theoretical 
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hypothese s . These factors aro se a s  po tential explanat ions based on 

the resul ts of  the correlat ion matrix (see Tab le 4 . 2 ,  p .  99)  and the 

discussion of the f indings from tes ting the s tated hypothe ses . The 

four factors are : (a ) organiz at ional size ; (b ) s earch for 

addit ional alt ernat ives ; (c) measurement of economic performance ; 

and (d)  impact of  environmental factors on economic per formance . 

The initial two factors are related to Hypothesis 1 through 

Hypothesis 3D and the latter two factors are related to Hypothes is 4 

through Hypothe sis 6B . 

The remaind er o f  this sect ion discussed the f ind ings o f  the 

post hoc analys is on each of these four factors as we ll as how they 

re late to the theoretical hypotheses previously tested in this 

chapter . 

Organizat ional S iz e  

It was ment ioned in the discuss ions of  the hypothe ses dealing 

with the impact of the environmental factors upon complexity o f  

decis ion making behavior (H2A through H3D) that organizat ional s ize 

may have been a factor which contributed to the lack of  s ignif icant 

f ind ings in the testing of these hypotheses . To examine this 

content ion , the numb er of  emp loyees for each of  the f irms in the 

s tudy was taken from Moody ' s  Industr ial Manual for 1983 , which was 

the last year used in this study . 

In the d iscuss ion o f  Hypotheses 2A through 2D , it was mentioned 

that perhap s chi ef  executive s of larger organizat ions did not 
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perc eive the impac t of indus try s tab ility t o  b e  a s  great a s  the 

impac t on smaller organi zat ions . This was shown to be the case , 

based on the results of  the correlat ion matr ix . The percep tual 

measure of  indu stry s tab il ity was negat ive ly corre lated with 

organizat ional s ize (r = - . 2 7 ,  p � . 1 0 ;  see Tab le 4 . 20) . However , 

further ana lysis of  coef ficients produced us ing multiple regress ion 

did no t support the not ion that once the ef fect of organizational 

size had been removed , there would be a correlat ion between the 

percep tual measure of industry stab i lity and comp lexity of decision 

making behavior (see Tab le 4 . 2 1 ) . 

In the other hypo theses in which size was mentioned as a 

poss ib l e  confounding factor (H3A through H3D) , there was no evidence 

of this in the correlat ion matrix (see Table 4 . 20) or in the cal­

culat ion of partial correlat ions between variab les controlling for 

size (see Table 4 . 2 2 ) . 

In conclus ion , it was shown that organizat ional s iz e  was 

signif icant ly corre lated with the perceptual measure of indus try 

stab il ity , which indica tes that the impact of env ironmental 

stab ility is perceived as b e ing greater by the chief executive s o f  

smaller organizat ions . However , controlling for organizat ional size 

did not lead to statist ically s ignificant part ial correlat ions 

betwe en the variab les examined in testing Hypotheses 2A through 3D 

and therefore , does not add to the pred ict ive capab il ity of these 

hypotheses . 



Tab le 4 . 2 0 .  Post  Hoc Correlat ion Matrix o f  Var iab le s  in a S tudy o f  Decis ion Making 
by Thir ty-two Chief Executive s of Manufac tur ing F irms Headquartered in the 
Southeastern U . S . , 1 9 7 9 - 1 9 83 

Var iab l e  1 2 3 4 5 6 7 8 

1 .  C omplexity o f  Dec ision 
Making Behavior 1 . 00 - . 4 1 * *  . 04 . 18 - . 11 . 05 - . 06 - . 08 

2 .  Numb er o f  Alternative s 
Generat ed 1 . 00 . 10 . 1 2 - . 1 3 . 0 2 - . 16 - . 1 2  

3 .  Indu st ry Stab ility : 
Percep tual 1 . 00 - . 09 - . 8 2 ** - . 05 - . 2 7 *  - . 1 7 

4 .  Indust ry Stability : 
Ob j ec t ive 1 . 00 . 1 7  . 25 *  . 10 - . 2 6 *  

5 .  Industry Comp lexity : 
Perceptua l 1 . 00 . 17 . 10 . 18 

6 .  Industry Complexity : 
Ob j ec t ive 1 . 00 - . 03 - . 3 8 * *  

7 .  Organiz at ional Size 1 . 00 - . 01 

8 .  S earch for Add it ional 
Alternatives 1 . 00 

*S igni f icant at p < . 10 
**Significant at p < . 01 

t-' 
p 
co 
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Tab le 4 . 2 1 .  Multiple Regress ion Results for Comp lexity o f  Decision 
Making Behavior with Organizat ional Size  and Perceptual 
Indus try Stab ility in a S tudy of  Decis ion Making by 
Thirty-two Chief Execut ives of  Manu facturing Firms 
Headquar tered in the Southeastern U . S . , 1 9 79- 1 9 83 

Variab le B t r sr p 

Organizat ional S ize - . 0004 - . 29 - . 06 - . 05 . 7 7 

Industry Stab i lity : 
Percep tual . 0490 . 15 . 04 . 03 . 8 8 
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Tab le 4 . 2 2 .  Part ial Correlat ion Matrix o f  Variab les Controlling for 
Organizat iona l Size in a S tudy of De cis ion Making by 
Thirty-two Chief Execu t ives of Manu facturing Firms 
Headquartered in the Southeast ern U . S . , 1 9 79- 1 983  

Variab le 1 2 3 4 5 6 

1 .  Comp lexity o f  
Decis ion Making 
Behavior 1 . 00 - . 4 3 * *  . 03 . 18 - . 10 . OS 

2 .  Numb er of  
Alternatives 
Generated 1 . 00 . 06 . 13 - . 1 1 . 0 2 

3 .  Industry 
S tab i l ity : 
Percep tual 1 . 00 - . 0 7 - . 83**  - . 06 

4 .  Industry 
S tab il ity : 
Ob j ective 1 .  00 . 16 . 2 5*  

5 .  Indus try 
Complexity : 
Percep tual 1 . 00 . 18 

6 .  Industry 
Comp lexity : 
Ob j ec t ive 1 .  00 

*S ignif ican t at p < . 10 
**S ignif icant at p < . 01 
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In the discuss ions o f  Hypotheses 2 C  and 3D , the search for 

add itional alt ernatives was presented as a potent ial confound ing 

factor for the tests  of these hypo the ses . S ince this information 

was ob tainable from the interview que s t ionnaire , it is examined 

here . Each chief executive ' s  response was recorded on a s ix-point 

Likert-type scale ranging from no addit ional search , one , to a very 

large amount of search , six (see Appendix B ,  Sect ion IV , I t em 2 ,  

Part A) . 

In the case of  Hypothesis 2C , it was sugge sted that in larger 

organiza tions , the alternative solut ions to a strategic issue were 

like ly generated at lower levels o f  the firm and passed up through 

the organizat ional levels to the chie f  executive . Consequently , the 

chief execut ive of  a large f irm would not expend a great amount of 

e f fort searching for add it ional alternatives , but ins tead would make 

the decision from the alternatives he or she was pre sented . 

Unfor tunat ely , a s t at ist ically s ignificant correlat ion did not exist 

between organizat ional s ize and search by chief execut ives for 

addit ional alternatives ( s ee Tab le 4 . 20) . Therefore , it cannot be 

conc luded that chief execu tives o f  larger organizat ions are less 

likely to search for addit ional al ternatives than chief executives 

of  smaller f irms . 

In the discuss ion of  Hypothesis 3D , the concep t o f  "cons erva­

tism" was presented as a fac tor which may have had a role in the 

lack o f  statistically s igni f icant find ings . Specif ically , 
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conservatism imp lies that chief execut ives o f  manufac turing firms 

operat ing in comp lex environment s would be no more likely to search 

for addit ional alternat ives than chief  execut ives of  manu fac turing 

f irms operat ing in simpler environment s . Along this l ine , the 

correlat ion matrix in Tab le 4 . 2 0 produced some int ere st ing results . 

There was a negat ive correlat ion b e tween search for add itional 

alternat ives and the ob j ec t ive measure of industry comp lexity tha t  

was signif icant at the • O S  level (r = - . 38) . Th is ind icates that 

the more comp lex the indus try , the less likely the chief  executive 

was to search for add itional alterna t ives . S ince complexity relates 

to the amount of  information avai lab le , this finding p erhap s 

demons trates that in more comp lex industries , chief executives 

avo ided searching for addit ional alternatives in re sponse to 

strategic issues . Hence , it could be said that conservat ive search 

behavior was present . 

The search for add itional al ternatives was also negative ly 

correlated with the obj ective measure of indus try s tab ility (r = 

- . 2 6 , p .::_ . 10 ;  see Tab le 4 .  20) .  Since s tab ility is indicative of  

predictability o f  industry events ,  it may have been that ch ie f 

executives o f  manufacturing f irms in less stable ( i . e .  less 

predictable)  industries engaged in a greater search in an at tempt to  

reduce the unpredictabil ity o f  the s i tuation .  

A final ob servat ion on the search factor i s  the relationship 

between search for addit ional alterna t ives and the number of  

alt ernatives generated . There was no statist ically s igni ficant 
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relationship between the se two var iables (r = - . 1 2 ; see Table 4 . 20) . 

Intuitively , it would be expec ted that the more a chief execut ive 

searched for add it ional alternat ives , the greater the numb er o f  

alternatives which would b e  generated . Wh il e the interpretat ion o f  

non-s ignificance is severely limited , i t  appears that , for whatever 

reason , add itional search may have been a fruitless ac t ivity . This 

f ind ing lends itself to the notion of  "conservatism" in that the 

ch ief execu tives may not have used the informat ion generated from 

the search for add itional alt ernat ive s e f fec t ively . Sub sequent 

analyses of  the value produced u s ing a mul t iple regression to 

examine the relationship between search and alternat ive s  generat ed 

while controlling for complexity and stability did not demonstrate 

stat istical s igni f icance (see Tab le 4 . 23 and 4 . 24) . 

In summary , al though the search for addit ional alternat ives was 

significantly related to the obj ec t ive measures of indus try 

complexity and industry stab il ity , it was not shown that the search 

for addit ional alternatives was "hid ing" a relat ionsh ip between the 

external environment and the generat ion of alternatives .  

Measurement of Economic Performance 

In the d iscuss ion of Hypothesis 4 ,  it was mentioned that the 

way in which economic performance was measured yielded a measure 

s imilar to change score s .  S ince change scores may increase the 

likel ihood of measurement error (Campbell & S tanley , 1 9 6 6 ) , these 

resu lts were recalculated using hierarchical analysis to minimize 
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Tab le 4 . 2 3 .  Multiple Regress ion for Numb er of Alt ernatives 
Generated with Search for Add itional Alterna t ives and 
Obj ec t ive Industry Comp lexity in a S tudy of Decision 
Making by Th irty-two Chief Execu t ives of Manu fac turing 
Firms Headquartered in the Southeast ern U . S . , 1 9 79-1983  

Variable 

Search for Addit ional 
Alternative s 

Industry Comp lexity : 
Ob j e ctive 

B t 

- . 30  - . 6 6 

-1 . 30 - . 14 

r sr p 

- . 1 2 - . 1 2 . 5 2 

- . 03 - . 03 . 89 



Tab le 4 . 2 4 .  Multiple Regre s s ion for Numb er of Alt ernatives 
Generated with Search for Addit iona l Alternat ive s 

1 5 5 

and Ob j ective Indus try S tab ility in a Study o f  
Dec is ion Making b y  Th irty-two Ch ie f Executives of 
Manufacturing Firms Headquartered in the Southeas tern 
u . s . , 1 9 79- 1 983  

Variab le 

Search for Add it iona l 
Alt ernat ives 

Industry Stability : 
Ob j ective 

B t 

- . 2 1  - . s o 

3 . 19 . 5 1 

r s r  p 

- . 1 2  - . 09 . 6 2 

. 1 2 . 09 . 61  
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this error . Specifically , rather than report ing economic 

performance as the difference between the f irm and its  industry , 

these measures were separated . Then , us ing hierarchical analys is , 

economic per formanc e of the f irm was the dependent var iable , and 

economic performanc e of  the industry was ent ered as the first 

independent variab le .  The remaining var iables were then ent ered as 

prescribed by the hypotheses (Campb ell & S t anley , 1 9 6 6 ; Cohen & 

Cohen , 1 9 8 3 ) . 

To determine whether or no t measurement error was hiding any 

true relat ionship s , Hypothesis 4 was re-examined us ing hierarchical 

analysis for all three measures of  economic per formance (change in 

total sales , return on total assets , and asset turnover) . 

In add ition , for the four remaining hypo theses (H5A , H5 B ,  H6A ,  

and H6B) , the measures o f  economic performance which resul ted in the 

2 highes t  R values in the init ial tests of  the hypo the ses were used 

to re-evaluate the se relat ionship s . In the cases of  s ignificant R2 

values for the post hoc analyses , specific re lat ionships between 

variab les were examined . 

2 In the case of  Hypothe sis 4 ,  the only R value which was shown 

to be stat ist ically signif icant was asset turnover (see Table 4 . 2 5 ) . 

However , closer analys is of  the variables reveals that the 

correlat ion between asse t turnover for the firm and asset turnover 

for the industry account s for the s ignif icance of the relat ionship 

(see Tab le 4 . 2 6 ) . There was no s ignif icant re lat ionship between 
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Tab le 4 . 2 5 .  Post Hoc Analys is of Economic Performance of  the Firm 
in a S tudy of  De cis ion Making by Th ir ty-two Chief 
Execut ives o f  Manufacturing Firms Headquar tered in a the S outheastern U . S . , 1 9 79- 1 9 83 

Dependent 
Mu ltiple 

Variable S ource DF ss MS F p R2 

Change in Model 2 6 3 2060 3 16030 . 20 . 8 2 . 12 
To tal Sales 
for the Firm Error 29  4 5 6 3 6 7 6 2  1 5 8 3681 

Total 31  4 6 2 6 8 8 2 2  

Return on Model 2 2 2 3 4 8  1 1 1 7 4  1 .  2 6  . 3 0 . 28 
Total As sets 
for the Firm Error 29 2 5 7 1 6 2  8868 

Total 3 1  2 7 9 5 1 0  

Asset Model 2 18 . 9 8 9 . 4 9 4 . 08 . 03 . 4 7 *  
Turnover 
for the Firm Error 29  6 7 . 49 2 . 33 

Total 3 1  8 6 . 4 7 

*Signi f icant at p � . O S 

aFull Regress ion Equat ion : Y = A + B 1 
x

1 + B 2 X2 + e 

where :  Y = change in total sales for the firm , return on total 
assets for the firm , or asset turnover for the firm 

A regress ion cons tant 

change in total sales for the industry , re turn on 
total assets for the indus try , or asset turnover for 
the industry 

comp lexity of decis ion making behavior 



1 58 

Tab le 4 . 2 6 .  Independent Var iable Analysis of As set Turnover for the 
Firm in a Study of Dec is ion Making by Thirty-two Chief 
Executives of Manufacturing Firms Headquartered in the 
Southeastern U . S . , 1 9 79-1983  

Variable 

As set Turnover 
for the Industry 

Complexity of 
Decision Making Behavior 

* S ignif icant at p < . 05 

B t 

. 6 8 2 . 43 

- . 1 7 -1 . 10 

r sr p 

. 43 . 40* . 0 2 

- . 2 5  - . 18 . 28 
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asset turnover for the f irm and complexity o f  decis ion making 

behavior of the chief executive . 

The post  hoc analysis of the remaining hypotheses  also failed 

to demons trate that measurement error may have b e en respons ib le for 

cover ing up any stat istically s ignif icant relat ionships (see  Tab l e  

4 . 27) . 2 Again , the only R value which was shown to b e  statistically 

s igni f icant was asset turnover as tested in Hypothesis 6 B . 

Evalua t ion o f  the variables revealed that the only s ignif icant 

relationship was b e tween the asset turnover of  the firm and the 

as set turnover of  the indu stry (see Table 4 . 28 ) . 

In summary , there is no evidence that the way in which economic 

performanc e  was originally measured and tested in the ini t ia l  

calculat ions contained measurement error which was "hid ing " 

relat ionships between the criter ion and predictor var iab les . 

Impact o f  Environmental Fac tors 

Fina lly , the correlat ion ma trix present ed in Tab le 4 . 2  ( p .  9 9 )  

demons trates corre lat ions between the measures o f  industry s t ab i lity 

and economic per formanc e . Sp ecifically , both change in total sales 

and return on total assets were correlated wi th the ob j ec t ive 

measure o f  indus try stab il ity (r  = • 2 7 ;  r = • 29 . respectively) . 

Also , ass e t  turnover was negatively correlat ed with the percep tual 

measure of  industry stabi l ity (r = - . 40 ,  p < . 0 5 ;  see Table 4 . 2 ,  

p .  99) . 

The correlation of change in total sales and re turn on total 

assets  with the obj ec tive measure of  industry s tab ility is no t 
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Tab le 4 . 2 7 .  Post Hoc Hierarchical Analys is for Economic Performance 
of the Firm in a S tudy of  De cision Making by Thirty-two 
Chi ef  Executives of Manu facturing Firms Headquartered in 
the Southeastern U . S . , 1 9 79- 1983 

Variab le Multiple 

(Hypothe sis)  Source DF s s  MS F p R2 

Return on 
Total As sets Model 4 5 5 49 6  13 8 24 1 .  6 7  . 19 . 4 5 

( SA) 
Error 2 7  2 24014 8 2 9 7  

Total 3 1  2 7 9 5 1 0  

Return on 
Total As sets Model 4 5 24 75 13119 1 .  5 6  . 2 1 . 43 

( SB)  
Error 2 7  2 2 7034 8409 

Total 3 1  2 79 509 

Change in 
Gross Sales Model  4 356 7021  891 755 . 5 6 . 6 9 . 28 

(6A) 
Error 2 7  4 2 701800 1 5 81 5 48 

Total 31 4 6 26882 1 

Asset 
Turnover Model 4 2 2 . 9 9 5 . 7 5  2 . 44 . 0 7 . 5 2* 

(6B)  
Error 2 7  6 3 . 4 8 2 . 3 5 

Total 3 1  86 . 4 7  

* Significant at p < . 10 
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Tab le 4 . 2 8 .  Independent Variable Analysis of  Asset Turnover for 
the Firm in a S tudy of  Decis ion Making by Th irty-two 
Chief  Execut ives o f  Manufac turing Firms Headquartered 
in the Southeas tern U . S . , 1 9 79-1983  

Variab le 

As set Turnover for 
the Industry 

Complexity of Decis ion 
Making Behavior 

Industry Comp lexity : 
Ob j ec t ive 

Interact ion 

* Signif icant at p < . O S . 

B t 

. 6 6 2 . 34 

- . 84 -1 . 4 7 

7 . 61 1 . 3 1 

-1 . 5 7 -1 . 21 

r sr p 

. 4 3 . 3 9*  . 08 

- . 2 5  - . 24 . 1 5 

. 06 . 2 2 • 20 

. 19 - .  20 . 2 4 
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easily exp lained . The only feasible exp lanat ion relates to 

measurement o f  the cons truc ts . Since the measures o f  economic 

performance ( i . e .  change in total sales and re turn on total asse t s )  

are calculated as the difference be tween the firm and the indus try , 

it is  possible that in stable (unchang ing ) industries , the five year 

average for economic performance is  also relat ively stable . 

There fore , firms operating in stab le industries may be more likely 

to compare favorab ly , particu larly in regard to change in total 

sale s .  In conj unc tion with this , if some degree of sel f-select ion 

in the samp le is op erating , such that only the chief execut ive s who 

believe their organizations to be succe ssful were willing to be 

interviewed , then this exp lanation become s even more credib le . 

The negative correlat ion betwe en asset turnover and the 

percep tual measure 

understandab le .  I t  

of 

is 

industry 

possib le 

s tab il ity is 

that chief 

more read ily 

execu t ive s of 

manufac turing firms who perceived the environment as unstable might 

focus on organizat ional e f fic iency (as measured by asset turnover ) .  

This is  consistent with the l iterature in strategic management 

(Thomp son & S trickland , 1 9 8 4 ) . 

Unfortunately ,  controlling for the measures of percep tual and 

obj ective industry s tability d id no t reveal sub s equent relat ionship s 

between comp lexity of decis ion making behavior and economic 

performance (see Tables 4 . 29 and 4 . 30 ) . 
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Table 4 . 2 9 .  Partial Correlat ion Matrix o f  Variab les C ontrolling for 
Organ iza t iona l Size in a Study o f  De cis ion Making by 
Thirty-two Chief Exe cut ives o f  Manufac tur ing Firms 
Headquartered in the S outheast ern U . S . , 1 9 79- 1 9 8 3  

Variab le 

1 .  Complexity o f  
Decis ion Making 
Behavior 

2 .  Change in Total 
Sales 

3 .  Return on Total 
As sets 

4 .  Asset Turnover 

1 2 

1 . 00 . 1 1 

1 . 00 

3 4 

. 1 8 - . 16 

. 10  - . 13 

1 .  00 • 06 

1 . 00 
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Tab le 4 . 3 0 .  Partial Correlat ion Matrix o f  Variables Controlling for 
Obj ec tive Measure of Industry Stab il ity in a Study of 
Dec is ion Making by Thirty-two Chief Execut ives of 
Manufac turing Firms He adquartered in the S outheastern 
u.s . '  1 9 7 9- 1 9 8 3  

. 

Variab le 

1 .  Complexity of 
Dec ision Making 
Behavior 

1 

1 . 00 

2 

. 06 

2 .  Change in Total 
Sales 1 . 00 

3 .  Re turn on Total 
Assets  

4 .  Asset  Turnover 

3 4 

. 14 - . 18 

- . 01 - . 07 

1 . 00 - . 04 

1 . 00 
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Suiimlary 

This chap ter began with the presentat ion and a b rie f discuss ion 

of the descrip t ive statistics of the variables used in the study . 

S tat istics which were calculated inc luded the mean , standard 

deviat ion , minimum value , and maximum value . In addit ion , the 

restrict ions of the perceptual measures were discus s ed as well as 

the ob j ec tive measures . 

In the second section o f  this chapter , the inferent ial tests of  

the hypotheses were performed and reported . It was also exp lained 

that the six main hypotheses could be divided into two se ts . The 

first set o f  hypotheses evaluated complexity of decis ion making 

behavior of the chief execut ive as the depend ent measure . The 

d irect and indirec t e f fects o f  numb er of alt ernat ives , industry 

stability , and industry comp lexity upon decis ion making were tested . 

In this first set of  hypothe ses , the only one shown to b e  

stat ist ically s igni f icant was Hypothe sis 1 .  A strong corre lat ion 

between numb er of alternat ives generated and comp lexity of decision 

making existed . In the d iscuss ions of the hypothese s , various 

explanations for the f ind ings were offered . 

The remaining set of  hypotheses examined the re lat ionsh ip 

between the dependent variab le ,  economic performance , and the 

independ ent variable , which is now comp lexity of  decision making . 

The cont ingent effects  of industry stab ility and industry comp lexity 

were also tested . None of  these hypotheses received support based 

on tests of  statistical s ignif icance . 
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The f inal sect ion o f  this chap ter involved the post hoc 

analysis of four fac tors mentioned in the d iscuss ions of the 

hypo the ses tests  which may have contribut ed to the lack of 

stat istically signif icant f ind ings . Specifical ly , the four factors 

were : (a)  organizational s iz e ; � )  s earch for add i tional 

alternatives ; (c)  me asurement of economic performance ; and (d)  

impact o f  environmental factors on economic p erformance . The 

evaluat ion o f  these variab les provided tentative support for the 

explanat ion of conservatism in decision making , but did not add to  

the s tatist ical s ignif icance o f  the stated hypothese s . The 

implicat ions o f  the results of the study are discussed in the 

following chapter . 



CHAPTER V 

SUMMARY AND CONCLUS ION 

Specifically , the purposes o f  this chap ter are :  (a)  to 

summarize briefly the purpose of  the s tudy , the li terature review , 

the theore t ical hypotheses , the methodology used , and the maj or 

results ; (b ) to discuss the imp licat ions o f  the study ; (c)  to 

de scribe the limitat ions o f  the study ; and (d) to sugge st  areas of  

future research . 

Purpose of  the S tudy 

There were essentially three purposes of this  dis ser tation : 

(a)  to  integrate cognit ive decis ion making l iterature with the 

strategic management literatur e ;  (b) to conduct an emp ir ical study 

of the complexity of decis ion making behavior o f  executives 

responsib le for making strategic decisions ; and (c) to discover what 

relat ionship s ,  i f  any , exist between the interac tion o f  chief 

execu t ive decis ion making and the stab i lity and /or comp lexity of  the 

indus try and organizationa l performanc e .  

1 6 7  
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Literature Review 

For many years , academic re searchers have studied the decis ion 

making b ehavior of individuals . A s ignificant amount of this effort 

has been devoted to the deve lopment of models which exp lain this 

behavior (Payne , 1982) . One of  the more not ab le contributions was 

provided by March and S imon ( 1 9 5 8 )  in the ir bounded rat ional i ty 

conc ep t .  Essentially , the premise was that there i s  a l imi t ed 

amount o f  knowledge availab le to the dec ision maker concerning 

a l terna t ive courses of ac tion . This led to the d i s t inct ion b e tween 

" satisficing" and "optimizing" behaviors . In other words , that 

there are instances where the decision maker will s e t t l e  for a 

cours e  o f  act ion that is sat is fac tory , rather than op t ima l .  

Research growing from this basis has focused on decision making 

behav ior under various c ircums tanc es . In s imp ler terms , res earchers 

have tried to model decis ion making behavior , as we l l  as examine 

when an individual is likely to use one model of decision behavior 

rather than another . The more general mode l s  tha t have been 

researched and used in this s tudy ar e :  ( 1 )  c o s t /bene f i t ; ( 2) 

addi t ive ; ( 3 )  add itive dif ference ; ( 4 )  attribute dominanc e ;  ( 5 )  

conj unc t ive ; and ( 6 )  lexicographic (Olshavsky , 1979 ; Payne , 19 76 , 

1982) . The se models can be considered as alt ernative-based decis ion 

making mo dels or attribute-based decision making mode l s .  In the 

alterna t ive-based models (cost /b ene fit , add itive , and add it ive 

dif ference) , the total alt ernat ive is used as  the basis for making 
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the decisi on . Conversely , the attribut e-based models (attribu t e  

dominance , conj unc tive , and lexicographi c )  u s e  specific attributes 

of  the a l ternatives as the basis for making a decision . 

S tud ies related to these models have shown that as a problem 

becomes more comp lex , there i s  a t endency for an individual to  use a 

less complex decision making process . Therefore , the type of  

decis ion making behavior used by the individual is dep endent upon 

the nature of the dec ision task or prob lem being examined . 

In the literature of  strategic management ,  there have a l so been 

studies which looked at decision making as a cont ingent phenomenon , 

but the se have been done on the organi zational leve l of  analysis . 

The conclusions for organizat ional decision making is s imilar to 

those of  the cognitive decision scient i sts . Specifically , the more 

complex decision processes are appropriate for firms operat ing in a 

stable  env ironment , but no t for firms in uns table environments 

(Ander son & Paine , 1975 ; Fredr ickson , 1983 ; Fredrickson & Mitchel l , 

1984 ; Mintzb erg , 1 9 7 3 ; Nut t ,  1 9 7 6 ) . 

Using the conclusions from these  two bodies of literature and 

given the conc ept that the s trategic management of the organization 

is the respons ib il ity of top management (Hodge t t s  & Wortman , 1980) , 

it is logical to hypothesiz e  that the differences in the tasks an 

ind ividua l chief executive fac es as well as the particular 

environment in which the firm mus t  operate will have an impact on 

how a chief executive addresses a s trategic issue . 
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Theore t ical Hypotheses 

The re were six maj or hypotheses wh ich evolved from the s tudy of 

the se two bodies of  lit erature . These hypotheses were d ivided into 

two sets of hypotheses . In the f irs t set , comp lexity of decision 

making behavior was the dependent variable and in the second s e t  

economic per formance was the dependent variable . 

Hypothesis 1 s tated that there was a d irect negative linear 

relat ionsh ip between the number of  alternatives generated and the 

comp lexity of decis ion making behavior of the chief execut ive . The 

second hypo thesis  contained four part s .  The first two par t s , H2A 

and H2B , s tated the direct relat ionships o f :  (a) the perceived 

stab il ity of  the industry and (b ) the obj ective stab il ity of the 

indus try with the comp lexity of decis ion making behavior , 

respectively . The remaining two parts of  this hypothesis , H2C and 

H2D , ind icated an ind irect relationship o f  perceptual and ob j ective 

s tab ility with comp lexity of  dec ision making behavior , mediated by 

the numb er of  alternatives generated . All four parts o f  the third 

hypothesis , H3A through H3D , were phrased in the same manner as the 

four parts o f  Hypothe sis  2 .  The dif ference was that indus try 

complexity was examined rather than indus try stab il ity .  

The fourth hypothesis , H4 , 

between complexity of  decis ion 

declared a direct relationship 

making behavior of the ch ief 

executive and economic performance of  the firm .  

Economic performance o f  the f irm was measured on three 

d imensions . These were : (a)  change in total sales ; (b) return on 
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total asse ts ; and (c)  asset turnover . There fore , three tests o f  

Hypothesis 4 we re required . This was also true f o r  the remaining 

hypotheses , which were tested when Hypotheses 2 and 3 were no t 

supported . The f ifth main hypothesis stated that the relat ionsh ip 

between comp lexity of decision making behavior and ec onomic 

performance was cont ingent upon industry stability .  This hypothesis 

was b roken down into two parts in which Hypothesis SA focused on the 

percep tual measure of indu stry stab il ity and Hyp othe s is SB looked at 

the obj ec tive measure of industry s tab ility . The sixth hypothesis , 

including H6A and H6B , provided a test of  the relat ionship between 

comp lexity of decision making behavior and economic performance as 

being contingent upon industry complexity . The breakdown between 

the A and B parts denoted the separate effects of the perceptual 

measure of  industry comp lexity and the ob j ective measure of  indus try 

comp lexity , respectively . 

Me thodology 

To test the hypothet ical s tatement s s tatist ically , nine 

d ifferent variables were required , inc lud ing : change in total 

sales ; re turn on total assets ; asset turnover ; c omp lexity o f  

decis ion making behavior o f  the chief executive ; numb er o f  

alternatives generated ; ob j ec tive measure of  st ab ility ; perceptual 

measure o f  s tabi lity ; obj e c tive measure o f  complexity ; and 

percep tual measure o f  comp lexity . The comp lexity o f  decision making 

behavio r ,  number o f  alternat ive s generated and perceptual measures 

provided primary data which were obtained from a s tructured 
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interview ques t ionnaire . The other informat ion was gathered from 

secondary sources .  The measures of economic per formanc e for the 

f irms were det ermined by taking firm per formanc e f igure s  from 

company financ ial statements and gathering data on the financial 

cond it ion for the industry in which the firm exi s t s  and then com­

paring the two . By standardizing firm performance in this manner ,  

comparisons could b e  made across industrie s .  The ob j ec t ive measures 

of industry stabil ity and complexity were calculat ed using industry 

figures given in the C ensus o f  Manu fac tures . 

The sample firms used in the s tudy were selected by executing a 

computer search o f  the Disclosure I I  1 0 0  data base . The firms had 

to  be traded pub l icly , med ium to large in terms of organizat ional 

size ($500 , 00 0  or more in net worth and 100 or more employee s ) , and 

headquartered in the southeast ern United States . 

The s tat ist ical tests  which were used to test the hypotheses 

were Pearson product-moment correlation ,  mul t iple regression, and 

hierarchical regres s ion. In ad dition , descrip t ive s tatist ics wer e 

calculated on the measures used in the study . The se descr ip t ive 

stat istics included the calculat ion of mean , range s , standard 

deviations , minimum values and maximum values of the measures .  

Maj or Results  

The s ix basic hypotheses were d ivided into two sets . The first 

set o f  hypotheses (Hl through H3D ) examines the ef fect upon decis ion 

making b ehavior of : (1 ) number of alternat ives generated ; 
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( 2) stab ility of  the industry ; and ( 3 )  complexity o f  the industry . 

In this set o f  hypothe ses , decis ion making behav ior is the dependent 

var iab le .  The second set of hypotheses (H4 through H6B) examines 

the relat ionship between decis ion making behavior and economic 

performance . 

var iable . 

In this set , economic per formance is the dependent 

Finally , the post hoc analysis looked at four factors covered 

in the discussion of the hypothe ses as potent ial exp lanat ions for 

the lack of statistically s ignif icant f ind ings . 

Decision Making Behavior as the Dep endent Var iab le 

In the case of  the first hypo thesis , a Pearson product-moment 

correlation was calculated to test the relat ionship betwe en 

complexity of  decis ion making behavior of the chief  executive and 

the numb er o f  alternatives generated to address a s trategic issue . 

A test  for the statistical s igni ficance o f  this relat ionsh ip 

ind icated that the hypo thesis was supported at the alpha level o f  

. 01 ( alpha level = . 10 required for accep tance ) .  

In the remainder of the hypothe ses in this set (H2A through 

H3D) , the tests of statis tical signif icance per formed on the 

zero-order correlat ions and h ierarchical regress ions failed to yield 

support for these hypotheses . There fore , none of  the hypothesiz ed 

d irect or ind irect paths could be supported based on the results of 

this s tudy . 
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Economic Performanc e as the Dependent Var iable 

A Pearson produc t-moment correlation was calculated for the 

relationship between economic performance and decision making 

behavior of the ch ief executive . Three repe titions were per formed 

using three separate measures of economic performance .  These three 

measures were change in total sales , re turn on total as sets , and 

asset turnover . In all three cases , the tests o f  s tatistical 

signi f icance of these correlations f ailed to provide support for the 

hypothesized relat ionships .  

In the fi fth hypothesis , the cont ingent e f fects o f  s tab il ity 

upon this relat ionsh ip was tes ted using mul t iple regre s s ion . Both 

percep tual and ob j ec t ive measures of stabil ity were used for each 

iterat ion , making a total o f  six separate statistical test s .  The 

evaluat ion of statist ical signi f icance failed to provide support for 

any of the s ix hypotheses . 

The s ixth hypothesis , which focused on the cont ingent e f fect s 

of complexity , was also tes ted using multiple regres s ion . Three 

iterat ions were performed us ing both percep tual and obj ective 

measures. of complexity for a total of six regres s ion runs . In all 

ins tances ,  statistical tests o f  s ignif icance failed to provide 

support for any of them . 

Post Hoc Analys is of Factors 

The post hoc analysis dealt with four factors related to 

conceptual d iscuss ions of  the s tudy f ind ing s .  These factors wer e  
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organizat ional s iz e ,  search for addit ional alternatives , measurement 

of economic performance , and impact of environmental fac tors on 

economic performance . While none of these var iables was truly a 

confound ing factor in relation to the s tated hypothes e s , examinat ion 

of them possib ly provided further understand ing of the decision 

making behavior of the chief execu tive in relat ion to a s trategic 

issue . Specif ically , the evaluat ion o f  organizat ional size sugge sts  

that this may a f fect the chief  executive ' s  p erception of  the 

stab il ity of the environment .  Also the evaluat ion of the s earch for 

additional alternatives ind icat es that the concep t of " conservat ism" 

may have been affecting the chie f  execut ive ' s  decision making 

behav ior . 

Imp l icat ions o f  the S tudy 

Th is study suggest s that there is definitely a relat ionship 

between the complexity o f  decision making b ehavior of chief 

executive s and the numb er o f  alternatives generated to address a 

g iven s trategic issue . This is important for the following three 

reasons . 

Firs t ,  it has been as sumed by many management scholars that the 

decis ion making behavior that chief  execut ives exhib it when 

addre ssing strategic issues is rat iona l .  In other words , the final 

choice of an alternat ive is based on a thorough , exhaustive 

evaluation of  all alternat ives and the solut ion that provides the 

best re sponse is selected . March and S imon ( 19 5 8 )  would have 
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re ferred to this as "optimiz ing" behavior . Based upon th is s tudy ' s  

empirical evidence , that as the strategic issue increases ln 

complexity ( i . e .  more alternat ives ) ,  there is a tendency for the 

chie f executive to use some type of simplifying process wh ich 

d iscount s  the need for each alternative to be fully evaluated b efore 

a choice is  made . The implicat ion is  that regardless o f  the 

importance of the is sue ( i . e .  the fact that it is s trategic ) , the 

decis ion making behavior of  the chief execut ive dif fers in re lat ion 

to the number o f  alternatives generated in addressing a s trategic 

issue , 

Second , although many management scholar s  have viewed executive 

decision making as a rat ional proce s s , there are o ther s cholars who 

b e lieve the process is not rat ional , but rather incremental in 

nature (L indb lom , 1959 ; Wrapp , 1 9 6 7 ) . Ne ither of these contentions 

is based upon emp irical research . This study provides the 

empiricism and also implies that ne ither of the two perspec t ives is  

entire ly accurate , nor entirely inaccurate . Rather , as the 

cognitive decision sc ient ists  (Payne , 1 9 7 6 ; Olshavsky , 1 9 7 9 )  attest , 

it  is  re lated to the comp lexity o f  the strategic issue in question . 

Th ird , there is the imp lication that the chief  execu t ive may 

not be ac ting in the best interests  of his or her organization . 

Since the comp lexity o f  decis ion making behavior of  the chief  

execu tive is related to  the number of  alternatives generated , then 

it is possible  that in situat ions involving a large numb er o f  

al ternatives ,  the chief execut ive may not b e  selecting the best 
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solution for the organizat ion . This ind icates the need for chief 

executives to possibly re-evaluate their decis ion making behavior 

and realize that when dealing with comp lex issues of maj or 

importance to the organizat ion , it may be be tter to res ist the 

tendency to resort to s imp lify ing decision behavior , because this 

may lead to the eliminat ion of alternatives wh ich , on further 

evaluation , may provide a bet ter so lut ion to the problem than the 

al ternat ives which remain . 

Regard ing the impact o f  the external environment on chief 

execu t ive decision making b ehavior , this s tudy d id no t provide 

suffic ient support for the content ion that the comp lexity of  dec i­

sion making behavior is related to the stab il ity or comp lexity o f  

the env ironment , either d irectly or ind irectly . Coup led with the 

fac t that a relationship exists between decis ion making behav ior and 

number o f  al ternatives generated , the imp l icat ion may be that the 

nature of  the strategic issue may not be based on indus try factors , 

but is inherent to the prob lem itse l f , and this may be what affects 

the comp lexity o f  decis ion making b ehavior o f  the chief executive . 

More specifically , given the f ind ings are true , the situation is as 

S imon ( 1 9 7 6 )  suggested . That is , the generat ion of alternat ive 

solut ions and evalua t ion o f  those alt ernatives by the chief execu­

tive is a process  which is not related to environmental 

cons iderations , but rather , which is centered on the specific 

strategic is sue and the characteristics and /or d ispos it ions of the 

decis ion maker . While this may be a possible impl icat ion , it cannot 

be det ermined based on this study . 
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The cont ingent relat ionsh ip between comp lexity o f  decis ion 

making behavior and economic per formance was also considered . There 

was no ind icat ion that economic performance of the firm was related 

to the comp lexity of  dec is ion making behavior on the part of  the 

chie f execut ive , nor that this relationship was contingent upon 

environmental stability or comp lexity . However , as suming that all 

measures are accurate indicators of  what they measure and that the 

sample is representative of  the populat ion of  manu facturing firms , 

then the resul ts imp ly that there is no relat ionship between deci­

sion making of  the chief execu tive and the economic performance of  

the f irm . This is conceivable given that there are many fac tors in 

the implementat ion of a given dec is ion (b oth internal and external) 

which could have an impact on the outcomes . In o ther words ,  an 

exce l lent decis ion can yield poor results if the implementat ion is 

thwarted . 

Final ly , it is also implied that organizational size may be 

affec t ing the chief executive ' s  percept ion of  industry s tab ility and 

to a cer tain extent conservat ism may be operat ing--which would 

perhap s indicate that the chief executive s were not us ing all 

availab le information advantageously . 

In summary , this study suggests  that there is a relationsh ip 

between the nature o f  the s trategic issue and the comp lexity o f  

dec ision making behavior o f  the chief execu tive which has implica­

tions for our understand ing of the strategic decision process as 

well as the manner in which executives make decisions on strategic 

is sues . 
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Limitat ions of  the Study 

The maj or limitat ion of this s tudy is the small sample size 

(n=3 2) of  the chief  executive s and organizat ions used . This caused 

problems in terms o f  generalizab il ity of  the findings as well as 

performance of  the statist ical tests . 

Ano ther limitat ion relating to the generalizab i l ity o f  the 

s tudy was the fact that the sample was drawn only from pub licly held 

manufac turing firms in the southeas t  United Stated . There fore , it 

is no t pract ical to generalize the f indings o f  this study to other 

types of organizations in other regions . 

A third limitat ion of  the s tudy is that a structured , closed­

end quest ionnaire was used to me asure complexity of  decision making 

behavior . Prior research in this area allowed the subj ects to 

exp lain how they were making the decis ion as they were address ing 

the is sue (Payne , 19 7 6 ;  Olshavsky , 1 9 7 9 ) . This information 

gather ing proce ss allowed the subj ects more lat itude than having 

them select from among several representa tive s tatements of decision 

making behavior . 

The fourth limitat ion is that sel f-report data were used for 

four measures in this study . Th is prob lem become s important when 

corre lating one sel f-report measure with another .  Specif ical ly , two 

problems which may have a bearing on this s tudy are : (a)  us ing an 

idiosyncratic response s tyle (e . g .  use or avo id extreme re sponse 

alternatives ,  a tendency to answer affirmatively or negatively) ; and 
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(b ) a tendency t o  respond i n  a manner that i s  f e l t  t o  be cons is tent 

or logical (Organ , 1 9 8 5 ; Blalock , 1 9 7 1 ) . 

The fifth limitat ion is that some o f  the chie f  executives who 

were interviewed held that position for less than f ive years . Th is 

caused prob lems in comparing the performance of  that firm with the 

decis ion making behavior of that ch ief execut ive , s ince it is 

possible that a chief execut ive could have "inherited" prob lems over 

which he or she had little control . Even though longitudinal 

factors were condensed into a single measure , comparison of firms 

over differing numb ers of years was a l imitat ion . 

A sixth limitat ion o f  th is research is the selec t ion of  firms 

used in the s tudy . Although they were initially selected randomly 

from concentrated geographic areas , when firms declined to 

part ic ipate , they were replaced with other f irms . Th is may have 

created a bias in the results , s ince the samp le is not truly random . 

The seventh l imitation deals with the prob lem o f  at temp t ing to 

measure the performance o f  organizat ions (Hal l , 1 9 7 2 ;  Pennings , 

1 9 7 5 ; S teers , 1 9 75 ) . In an attemp t to minimize this prob lem , this 

research used widely accepted measures of economic performance to 

represent growth , profitabil ity , and e fficiency . 

Finally , the mos t  crit ical limitat ion of  the s tudy may have 

been the inab il ity to focus on perceptual and ob j ective measures of  

environmental stab ility and complexity at  the t ime the strategic 

issue was addre ssed . It has been sugges ted in this study that there 

may not be a relationship between the comp lexity of decision making 

behavior and the external environment . However ,  if it were possible 
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to measure environmental factors (both perceptually and obj ectively) 

at the time the dec is ion was being made , more s igni f icant 

relat ionship s may be discovered . 

Suggest ions for Future Research 

This exp loratory research has raised several issues which could 

be examined in future strategic management research . The f irst  

suggest ion for future research is that this s tudy b e  replicated in 

other geographic areas using other types of organizat ions besides 

manufacturing . It  is also suggested that the replicat ion focus 

primar ily on the relationsh ip between dec ision making behavior and 

alternat ive generation . A second suggest ion for this rep l icat ion is 

that dif ferent measures be used to col lec t informat ion on these two 

variables . One recommended me thod of  collect ion wou ld b e  actual 

ob servation of ch ief executives s imilar to Mintzberg ' s  ( 1975 )  study . 

Th is would eliminate the dep endence on self-report data . A third 

suggestion is the cont inued examinat ion of the concept of a causal 

mode l .  In this study , none of  the causal l inkages were supported 

al though grounded in theory . Along this l ine , it is also sugges t ed 

that new measures o f  performance b e  used . The reason being tha t 

performance o f  the organization is l ikely determined by a mult itude 

of factors and a measure of  performance for the chief executive such 

as subord inate and peer ( i . e .  board of  d irectors) evaluat ions would 

provide a more focused measure of  chief executive performance . 

A fourth suggest ion for future research would be to examine the 

impact on organizat ional performance of decis ions made on specific 
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strategic issues . The impl icat ion was made earlier that it is 

possib le that in some cases , the decis ions may b e  less than op timal . 

A s tudy along th is l ine would provide support for this contention , 

i f  proven . 

A fi fth sugges t ion for fu ture research would be to examine some 

of the correlat ions that were s ignif icant in this s tudy but were not 

hypothe s ized . Specif ically , the correlat ion b e tween the perceptual 

environmental s tab il ity and the asset turnover should b e  more 

thoroughly evaluated . The fact that these measures are related 

raises the issue of  whether or not the chief executive is forming 

his or her percept ions of the external environment bas ed on 

performance of the organization . I f  so , then what imp licat ions does 

this have for his or her decis ion making b ehavior ? Also , the 

relationsh ip between organizat ional size and the per cep t ion of the 

impact of environmental stab il ity should be exp lored fur ther . This 

could lead to a greater understand ing of factors wh ich may be 

assoc iated with decis ion making behavior . 

Ano ther sugge st ion would b e  to further examine the concept o f  

cons ervatism in decision making b ehavior . There was tentative 

evidence that conservative b ehavior may have imp l icat ions for the 

relat ionship between industry fac tors ( stability and complexity) and 

the search process in looking for addit ional alternative solut ions . 

This would perhaps provide a b e tter understand ing of  the ini tial 

stages of decision making by chief executives . 

A f inal suggest ion wou ld be to use a me thodology s imilar to the 

one used by Fredr ickson and Mitche ll ( 1 984) . That is , select a 
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specific indus try and deve lop a "representative " strategic is sue 

which is common to that indu stry . Then ask chief executives o f  

firms i n  that industry t o  make a decision o n  that s trategic issue . 

This methodology would increase the int ernal valid ity o f  the study 

through a certain degree of s tandard ization , s imilar to the 

me thodo logy used by cognitive decis ion sc ient ists . 

In closing , it is hoped that this s tudy has contributed to a 

better understand ing of how ch ief execut ives make decisions . It is 

also hoped that this research will provide at least a partial basis 

for fu ture s tudies in this are a .  
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MEASURES OF ECONOMIC PERFORMANCE 



Measures o f  Economic Performance 

The following are the quant itative measures used to calculate 

standardized measures of  firm performance relative to its  industry : 

( 1 ) Change in Total Sales = Five year average change in total 

sales for the f irm minus the five year average change in 

total sales for the industry . *  

( 2 )  Re turn on Total As sets = Five year average re turn on total 

assets  minus f ive year average return on total assets for 

the industry . *  

( 3 )  As set Turnover = Five year average asset turnover for the 

f irm minus five year average asset turnover for the 

industry . *  

*Five year averages are for the years 1 9 79 - 1 9 8 3 , 

inclus ive , except in cases where the chief executive took 

that position later than 1 9 79 . 

appropriate year s ' data were used . 

In these cases , the 

Data Sources : 10-K reports on f irms in the s tudy and Dun and 

Brads treet ' s  Key Bus ines s  Rat ios for industry f igures . 
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APPEND IX B 

STRUCTURED INTERVIEW QUESTIONNAIRE 
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The first two sections o f  this interview deal with information 

about the stability and complexity of  your indu s try.  P lease read 

the explanation of  each term and then mark the appropriate resp onse . 

I .  Perceptual Measures o f  the S tabi lity o f  the Indus try 

The c ons truct  of industry s tab ility is c oncerned with the 

difficulty of predicting change and uncertainty in a given indu stry . 

In a s tab le indus try , key organizat ional members are ab le to predict 

change relatively easily and there is  no t a great deal of 

uncertainty in the indus try (Dess & Beard , 1 9 8 4 ) . In an unstab le 

indus try , change is d i ff icul t  to ant ic ipate and there is a 

cons iderab le amount o f  uncertainty . 

In the pas t f ive year s , what has been the impact £!!. your 

busines s o f  drast i c  and unpredicted change s  originat ing in the 

following areas : 

Cus tomer s  

Cred itors 

Comp e t i tors 

Suppliers 

Labor Market 

No Impact A Great Impact 
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Economic 

Political 

Social 

Techno logical 

No Impact 

1 9 7  

A Great Impac t 

Overal l ,  for the pas t  f ive year s , how would you charac terize the 

environment surround ing your company? 

Very S tab le 

S tab le 

Uns table 

Very Unstable 

2 



I I .  Perceptual Measur es o f  the Comp lexity o f  the Industry 

198  

Industry comp lexity has been defined as  the extent to which an 

organizat ion must deal with a d iverse and large numb er o f  input s  

from the external env ironment . Managers fac ing a complex 

environment have greater informat ion processing requirements than 

managers fac ing a s imp le environment (Des s  & Beard , 1984 , p .  9 ) . 

In the past f ive years , what has been the impact o f  the 

increases in the number o f  fac tors which must be dealt with in your 

organizat ion originat ing in the following areas : 

Customers 

Credi tors 

Compet itors 

Suppl iers 

Labor Marke t 

Economic 

Political 

Soc ial 

Technological 

No Impact A Great Impact 

3 
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Overal l ,  f o r  the p a s t  f ive year s ,  how would you characterize the 

environment surround ing your company ? 

Very S imple 

S imple 

C omp lex 

Very Comp lex 

4 
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of the Chief Execut ive Of ficer 
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The two remaining sect ions deal with your decision making 

process . It is  important to remember that ther e are no right or 

wrong answers . 

I I I .  The third part o f  this interview determines whether or no t the 

issue being d iscussed is s trategic in nature . Al though this 

sect ion is no t d irectly re lated to the dec ision making proce s s ,  

i t  i s  s t i ll s ignificant b ecause this s tudy deals with how a CEO 

makes decisions on s trat egic issue s . Therefore , it is 

necessary to insure that the issue in que s t ion is  indeed 

s trategic . Also , it is  nece ssary to know the par t icular CEO ' s  

tenure in that pos ition , s ince the imp l ications b e ing drawn on 

this research cover a f ive year period . 

1 .  How long have you been in your present position ? 

Are you the found er o f  this firm? 
---

2 .  I f  you would , think o f  a maj or threat or opportunity which 

presented itse l f  to your organizat ion and required your 

attent ion . Could you please verbally describ e  such a 

s ituat ion as we ll as when it occurred and what impact it 

had on your company ? 

5 
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3 .  Where in the external environment d id this problem or 

opportunity originate?  

cus tomers 

supp liers 

competitors 

labor market 

creditors 

general economic trends 

social trends 

legis lat ive act ion 

technological changes 

other ( specify) 

4.  The following ques t ions are aimed at deve loping a 

more tangib le measure o f  the exact impac t o f  this 

part icular event or issue . Please mark the 

appropriate response . 

A .  How like ly i s  it that respons ib ility for dealing 

with this issue could have been de legated to 

o ther members of the organizat ions at lower 

level s ?  

(1)  h ighly unlike ly 

( 2 ) unlikely 

(3 )  inde terminab le 

(4) likely 

( S )  highly likely 

6 
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B .  What level o f  resource commitment ( e . g . people , 

money , physical assets , time ) d id address ing 

this prob lem requir e ?  

( 1 )  a great deal 

( 2 )  a considerab le amount 

( 3 )  an average amount 

( 4 )  an small amount 

( 5 )  a negligib le amount 

C .  How s trong was the e f fect on the organization 

internal ly ?  

( 1 )  very s trong 

( 2 )  s trong 

( 3 )  average 

( 4 )  weak 

( 5 )  very weak 

D .  How s trong was the e f fect on the segment o f  your 

immediate ext ernal environment that was the most 

strongly affected ( i . e .  customers , suppliers , 

competitors , creditors , or labor marke t ) ? 

( 1 )  very strong 

( 2 )  strong 

( 3 )  average 

( 4 )  weak 

( 5 )  very weak 

7 
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5 .  I n  sum , as an overall measure o f  organizat ional impact , 

how s ignif icant was this is sue in terms of : 

Growth 

( 1 )  _ very s igni f icant 

( 2 )  _ s ignificant 

( 3 )  n o  e f fect 

(4)  ins ign i ficant 

( 5 )  very ins ignif icant 

Prof itab i l ity 

( 1 )  _ very signif icant 

( 2 )  _ s ignificant 

( 3 )  n o  e f fect  

( 4 )  ins ignificant 

( 5 )  very ins igni f icant 

Effic iency 

( 1 )  very s ignif icant 

( 2 )  s ignificant 

( 3 )  no effect 

( 4 )  ins ignif icant 

( 5 )  very ins ignificant 

8 
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IV . Th is part of the interview is devoted to under s tand ing the 

dec is ion making process  you use to address the s trategic issue 

ment ioned in Section I I I . Again , it is important to emphas ize 

that there are no right or wrong answers . The po int here is to 

develop an under s tand ing of how you make dec is ions in regard to 

important issue s .  

1 .  Could you p lease exp lain how you went about arr iving a t  a 

solut ion to this issue ? 

2 .  As a recap of what you have j us t  said please cons ider the 

fol lowing items and mark the appropriate responses . 

A .  Were al ternat ive solu t ions to the problem readily 

ident i f iab l e ?  

yes no 

If yes ,  do you feel that the al terna tive solutions 

exhaus t ively represented the ways in which the p rob lem 

could have been addressed without changing the basic 

miss ion and /or s trategy of your busine s s ?  

yes no 

Was it ne cessary to change the basic miss ion and /or 

strategy o f  your bus ine s s ?  

yes no 

Go to part B .  on the next page . 

I f  no , then did you ident ify other al ternat ive solut ions ? 

ye s no 

9 
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How much e f fort was exp ended on your part to ident ify 

other al ternatives ? 

a very large amount 

a large amount 

a moderate amount 

a small amount 

a very small amount 

B .  In sum , how many dif ferent al ternative solut ions to the 

problem were ident if ied ? 

C .  In initially evaluating the al ternatives , which o f  the 

following statement s  mo st accurately describes what you 

d id . 

( 1 )  I evaluated each alternat ive solut ion separa tely 

and completely b e fore making a decision . 

( 2) I evaluated certain aspects  of  each alternat ive 

solut ion against each other or against some standard 

criteria . 

Ne ither (p lease explain fur ther ) .  

I f  ( 1 )  mos t  accura tely describes the ac tion that you took , then 

go to page 11 and continue . 

I f  ( 2 )  mo st accurately describes the ac tion that you took , then 

go to page 13 and continue . 

10 
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Specif ically , which o f  these three statement s best  describ es 

the manner in which you evaluated the alternat ives ? 

( 6 )  I evaluated each alternative solut ion and came up 

with an overall value or score for each one , 

considering all the charac teristics o f  all the 

alternatives b efore making my choice . 

Did this proce ss yie ld a f inal answer ?  

yes no 

If the answer is no , then go on to the next page . 

( 5 )  I evaluated alternative solut ions b y  compar ing 

two at a t ime and coming up with a dif ference b e tween 

the two ; ranking one higher than the o ther . This 

process  cont inued unt il all alternatives had been 

compared . 

Did this process  yie ld a f inal answer ?  

yes no 

If the answer is no , then go on to the next page . 

( 4 )  I evaluated each alternative solut ion separately 

with respect to its advantages and disadvantages .  

Based on this , I developed an overall score or weight 

for each solut ion be fore making my choice . 

D id this process yield a f inal answer : 

yes no 

If the answer is no , then go on to the next page . 

None o f  thes e  are appropriate (please exp lain ) 

1 1  
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In continuing the decis ion making proces s :  

I focused my attent ion on evaluat ing the remaining 

alternatives individually .  (Go to page 1 1 )  

I focused my attent ion o n  evaluat ing certain aspects 

of each alternative aga ins t one ano ther or against some 

standard . (Go to page 1 3 )  

1 2  
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Specifically , which of  the three statements on the se two pages 

best describes the manner in which you evaluated the alt ernat ives ?  

( 3 )  I selected several charac teristics of  each 

alternative and compared them one against the other 

based on the se characteristic s .  Once all the 

alternatives have been compared on these 

characteris t ic s , I selected a d i fferent group o f  

charac teristics and cont inued the process . 

D id this proce s s  yield a f inal answer ? 

yes no 

I f  the answer is no , then go back to page 1 2  and continue . 

( 2 )  I e s tab lished a cutoff  level for all the 

characteristic s , and those that d id no t meet the 

cut o f f  leve l were eliminated . I f  more than one 

alternat ive remained , the cutoff leve ls were raise d .  

D i d  this proce ss yield a f inal answer ?  

yes no 

I f  the answer is no , then go back to page 1 2  and continue . 
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(1)  I determined how the charac teristics were ranked 

from mos t  important to least important . Then I 

evaluated all the alternatives on the mos t  important 

charac teristic s .  All the alternative which did no t 

meet a minimum cutoff level were eliminated . Then I 

repeated this process  with the second mo s t  important 

charac teris t ic ;  and so on . 

Did this proces s  yield a f inal answer ?  

yes no 

If the answer is no , then go back to page 12 and continue . 

Is there anything else you would like to add about your 

decis ion making proce s s ?  

Would you like a summarized copy of the finalized report 

sent to you ? 

yes no 

14 



APPENDIX C 

QUANTITATIVE MEASURES OF THE STAB ILITY OF THE INDUSTRY 



Quantitative Measures of  the S tab ility o f  the Industry 

The following are the quant itat ive measures used to calculate 

the stab ility of the indus try in which the firm operates (Des s  & 

B eard , 1984 , p .  4 6 ) : 

( 1 )  Ins tabil ity in total sales - measures as the value of  

shipment s ;  s tandard error o f  the regre ssion slope 

coe f fic ient divided by the mean value (mos t  recent f ive 

year s ) . 

( 2 ) Ins tabi lity in total employment - measures the ins tabil ity 

in total employment ;  same measurement procedure as  above . 

( 3 )  Ins tab ility in value added by manufac ture - measures the 

value added by manufac ture ; same measurement procedure as 

above . 

All three factors are weighted equally (averaged) in arr iving at a 

single quant itative measure o f  stab ility . The f inal figure is  then 

ass igned a ne gative value to remain consis tent with the s tated 

hypotheses . 

Data Source : United States Bureau o f  Census , Census o f  Manu fac tures 
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APPENDIX D 

QUANTITATIVE MEASURES OF THE COMPLEXITY OF THE INDUSTRY 



Quantitative Measures o f  the Comp lexity o f  the Indus try 

The following are the quant itative measures used to calculate 

the comp lexity of the industry in which the firm operates (De s s  & 

Beard , 1984 , p .  4 5 , pp . 4 7-48 . 

( 1 )  Sp ecialization ratio the ratio o f  pr imary product 

shipment s  to total primary and secondary , exclud ing 

miscellaneous) product sh ipments for the e s tab l ishments 

classified in the indu stry (most recent five year s ) . 

( 2) Geograph ical concentrat ion o f  to tal sales . Measured as : 

where : 

C = concentration o f  industry sales index 

S dollar volume o f  indus try sales 

i = l , 2 ,  • • •  ,n 

j = l , 2 ,  • • •  ,m  

n = number of industries in the sample 

m = number of census d ivisions 

( 3 )  Geograph ical concentrat ion of total emp loyment .  Me asured 

as : 

where :  

C concentrat ion of indus try total employment index 

TE= total industry employment 
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Same measurement procedure as above 

( 4 )  Geograph ical concentrat ion o f  industry es tab l ishment s .  

Measured as : 

where : 

2 14 

C = concentrat ion o f  industry es tab lishments index 

IE= number of indus try e s tabl ishment s 

S ame measurement procedure as above 

All four factors are we ighted equal ly (averaged) in arr iving at a 

s ingle quant itative measure o f  comp lexity . The final f igure is then 

assigned a negative value to remain consis tent with the stated 

hypothe ses . 

Data Source : United States Bureau o f  Census , Census of  Manu factures 



APPENDIX E 

CALCULAT ION OF POWER ANALYSIS  



The fol lowing is the calculat ion of  power in the statistical 

tests used in this s tudy as suming an e f fect s ize  of . 2 5 ,  an alpha of 

. 1 0 ,  and three pred ictors . The first part ( I . ) is  a calculat ion of 

power wi thout the f inite populat ion correct ion fac tor and the second 

part ( I I . )  includes the f inite populat ion correc tion factor 

(Cochran , 19 7 7 ,  p .  24) . 

I .  

L 

2 R Y " B 
2 

1-R Y " B 

(N-u-1) 

where : y dependent variab le 

B = set of  independent variab les 

2 R Y " B = explained variance proport ion 

2 1-R Y "
B 

= error variance proport ion 

2 R Y " B 2 
2 � f = the e f fect s iz e  ( . 25 )  

1-R Y " B 

N the sample size ( 3 2) 

u = numb er of  independent variab les ( 3 )  

therefore : L = 7 . 00 

Power as a funct ion o f  L = 7 . 00 and u 3 at alpha 

. 70 (Cohen , 1 9 7 7 ,  p .  418) . 

2 1 6  

. 1 0 is : 



2 1 7  

When correc ting for a f inite populat ion , lambda (L) i s  multi-

plies by 1 / fpc ( the f inite populat ion correct ion factor s ) . 

I I .  The formula is : 

N-n 
fpc 

n 

where : 

there fore : 

N population s iz e  ( 148) 

n = sample s iz e  ( 3 2 )  

fpc = . 88 148-3 2 
148  

L ' fpc = 7 . 00 x 1 / . 88 = 7 . 95 

Power as a funct ion of  L = 7 . 9 5  and u = 3 at alpha 

. 7 6 (Cochran , 19 7 7 ,  p .  24) . 

. 10 is : 



APPENDIX F 

CALCULATION OF POWER ANALYS I S  FOR HIERARCHICAL MODEL 



The formula for the calculat ion o f  samp le size for hierarchi-

cal analysis is pr esented below :  

L n* = 2 + kA + � + kc + 1 
f 

1)  The alpha level is set at . 10 

2)  The level o f  power is set at  . 7 6 ( same as previous level )  

3 )  Degrees o f  freedom i s  1 

4 )  L value from the table , based o n  the above is approximate-

ly 8 

5 )  f
2 value f o r  the populat ion is estimated at  . 2 5 

6)  Substi tuting in the formula : 

n* = .15 + 1 + 1 + 1 + 1 

sample = 36  ( Cohen & Cohen , 1983 , pp . 154-7)  
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TELEPHONE INTERVIEW 



Telephone Interview 

Good (morning ) (afternoon) . This is Steve Ar endall from the 

Univers ity of Tennessee at Knoxville . I am cal l ing in regard to 

some dissertat ion re search that I am do ing on the decis ion making of 

chief execu t ive o f f icers of manufacturing firms in the southeastern 

United State s .  

I will be in your area around (date) and I wonder i f  we could 

set up an appo intment time ? If possible , I would l ike to ques tion 

you about your indu stry and your decision making process . It  shou ld 

also be ment ioned that it is the pol icy of the Univers ity o f  

Tennessee t o  handle all such informat ion in a strictly confident ial 

manner . 

Thank you for your time . 

2 2 1  



APPENDIX H 

INTERVIEW LETTER 



�� 
·� . :):�'";'� 

·� .. �I" .�� . • wl ... "' "' ' 

� 

{ E x e c u t i v e ' s  n a m e ) 
( C o m p a n y ' s  n a m e ) 
( � a i l i n g  a d d r e s s )  
( C i t y , S t a t e ,  Z i p  c o d e )  

D e a r ( E x e c u t i v e ' s  n a m e ) :  

{ d a t e )  

DEPARTMENT OF MANAGEMENT 

College o( Business Administration 

The University of Te nnesse e 
Knoxville.  37996·0545 

Telephone: (6 15) 974-3 1 6 1  

T h i s  l � t t e r  i s  t o  c o n f i r m o u r  m e e t i n g  o n  { d a t e  a n d  t i m e ) .  1 

w o u l d  l i k e  t o  t h a n k y o u  f o r  t h e o p p o r t u n i t y  t o  m e e t  w i t h  y o u ,  a s  
t h i s  i n t e r v i e w  i s  i n s t r u m e n t a l  i n  g a t h e r i n g  i n f o r m a t i o n  t o  b e  
u s e d  i n  t h i s  d o c t o r a l  r e s e a r c h . 

I w o u l d  l i k e  t o  s t r e s s  t h a t  y o u  w i l l  n o t  be a s k e d  t o  r e v e a l  
a n y  s e n s i t i v e  m a t e r i a l . A l l  i n f o r m a t i o n�i l l  b e  h e l d  i n  t h e  
s t r i c t e s t  o f  c o n f i d e n c e .  N o  i n d i v i d u a l  r e s p o n d e n t  w i l l  b e  

i d e n t i f i e d i n a n y p u b 1 i c a t i o n r e s u. l t i n g f r o m t h i s r e s e a r c h 
e f f o r t . 

I f  y o u  h a v e  a n y  q u e s t i o n s  a b o u t  t h e  s t u d y ,  f e e l  f r e e  t o  
c o n t a c t  m e  o r  m y  m a j o r  p r o f e s s o r ,  D r .  M a x  s .  W o r t m a n ,  J r .  a t  t h e  
a b o v e  a d d r e s s  o r  t e l e p h o n e  n u m b e r .  

T h a n k  y o u  a g a i n  f o r  t h i s  i n t e r v i e w ,  a n d  I l o o k  f o r w a r d  t o  
s e e i n g  y o u  s o o n . 

S i n c e r e l y y o u r s , 

S t e v e  A r e n d a l l  
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