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Those of us who teach in business schools rarely ponder the question, “Do managers
matter?” Were we to do so, we would have to deal with unsettling questions about
the basic worth of our work, as well as the scruples of taking our students’ time
and money to help them become “better” managers. Perhaps we all implicitly have
considered the issue of whether managers have much effect on organizational out-
comes and have arrived at a feassuringly affirmative answer. After all, we are sur-
rounded daily with news about executive brilliance and ineptitude, about CEQs
saving companies and ruining companies, about shareholders and boards replac-
ing ineffective top executives with promising new talent. “Of course managers
matter,” we say to ourselves,

However, not all who have carefully considered the issue agree, In fact, there is
a school of %ocmrﬂ supported by some evidence, that top managers in general do
not have much effect on organizational outcomes. Before proceeding too far with
a book on strategic leadership, we must confront this fundamental issue.

Such is the purpose of this chapter, We start with a discussion of what it is
that top executives do, tracing a relatively well-developed literature on execu-
tive roles, responsibilities, and arenas of action. We then turn to the central
debate, first reviewing the arguments and evidence of those who are skepti-
cal about managerial effects, then the perspective of those who argue that top
managers have considerable influence on their organizations. Qur resolution of
the debate is not to pick one view as correct, but rather to propose a middle
ground: sometimes managers. matter a great deal, sometimes not at all; usually
their influence falls somewhere in between. :Zmammmz& maoﬂmﬁom‘ or latitude
of action, is the theoretical fulcrum we propose as a way of reconciling the two
opposing camps. We then discuss the tendency for observers—and for society
in general—to overattribute organizational outcomes to top executives, creat-
ing heroes and villains in the process and generally complicating the task of

g el

i

objectively tracing managerial effects, We close the chapter with an inventory
of research priorities,

Wit Do Top Executives Do?

The head of an enterprise, say a CEQ or a division president, has numerous roles
to fulfill, not all of which square with typical images of top executives at work,
Classic conceptions of the CEO depict a big person behind a big desk engaged
in big actions—planning, organizing, coordinating, commanding, and controlling
(Fayol 1949). Even loftier imagery is provided by Barnard (1938) and Selznick
(1957), who emphasized the top executive’s job as defining institutional mis-
sion and goals, maintaining institutional integrity, and obtaining cooperation
from organizational members, Adding further to the picture of the remoteness of
the CEQ job was the post~World War I1 proliferation of analytic approaches for
rational decision making: for example, operations research, formal long-range
planning, and portfolic analysis. The joint emergence of computer technology
and the professionalization of management led to a belief, or heightened an exist-
ing one, that CEOs were, first and foremost, careful and comprehensive deciders
of major courses of action.

It is precisely because of these entrenched beliefs 2bout and images of top exec-
utives that Henry Mintzberg's book The Nature of Managerial Work (1973) was
so startling and important. Mintzberg studied the minute-by-minute activities of
five experienced CEOs, each for a week. What he found was that CEOs are not
buffered from daily minutiae and crises, they do not engage in much reflective
planning, and decision making is but a modest portion of what they do. Instead,
CEOs were found to work at a hectic and unrelenting pace on a wide array of
tasks; their activity is characterized by brevity, fragmentation, and interruption;
they gravitate toward the current and well-specified and away from the distant
and vague; they are attracted to and place credence in oral media; and they spend
a great deal of time w:ﬁmwmnm:miﬁm_ﬁsma cajoling, soothing, selling, listening, and
nodding—with a wide array of parties inside and outside the organization.

On the basis of his data, Mintzberg distilled & set of ten managerial rolés that
he placed in three broad categories: interpersonal {igurehead, leader, and liaison),
informational (monitor, disseminator, and spokesperson), and decisional {entre-
preneur, disturbance handler, resource allocator, and negotiator), Table 2.1 pres-
ents a summary of Mintzberg's executive roles, ,

Some studies have found that Mintzberg's roles can be difficult to distinguish
when observing discrete managerial activities (McCall and Segrist 1980; Kurke
and Aldrich 1983). Other studies {typically examining various types of managers,
hot fust CEOs) confirm the behaviors that Mintzberg ohserved, but argue that the
roles can be further distilled, possibly down to as few as six: leader, spokesperson,
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Teble 21, Summary of Mintzberg's Executive Roles

Rele Definition

Interpersenal

Figurehead Symbolic head; obligated to perform a number of routine duties of a
legal or social nature.

Leader Responsible for the motivation and activation of subordinates and for
staffing, training, and associzted duties.

Liason Maintains self-developed network of sutside contacts and informers

who provide favors and information

Informational

Monitor Seeks and receives a wide variety of special information (nuch of it
current) to develop a thorough understanding of the organization
and the environment; emerges as the nerve center of internal and
external information of the organization.

Disseminator Transmits information received from outsiders or from subordinates
to members of the organization. Some information is factual, while
some involves the interpretation and integrztion of diverse value
positions of erganizational influences.

Spokesperson Transmits information to cutsiders on the organization’s plans,
policies, and actions, results, and so on; serves as an expert on the
organization’s industry

Decisional

Entrepreneur Searches the organization and its environment for opportunities and

injtiates “improvement projects” to bring about changes; supervises
the design of certain projects as well.

Disturbance Handler  Responsible for corrective action when the organization faces
important, or unexpected digturbances,

Resource Allocator Responsible for the allocation of organizetional resources of
all kinds—in effect, themaking or approval of all significant
organizational decisions,

Negotiator Responsible for representing the organization during major

negotiations with others

Adapted from Mintberg 1973; and Pavett and Lau 1982, ¢

resource allocator, entrepreneur, environmental monitor, and liaison (Tsui 1684,
Kotter’s (1982) in-depth study of fifteen general managers confirmed Mintzberg’s
general portrayal of managerial work but concluded that it could be distilled even
further: sheriz wm”.”aﬁw#mww&.wwm&m.m.mm.ﬁ_bmh internaband external network-build-
ing, and gefting the network to implémeit the agenda. None of these later studies
is at odds with Mintzberg. When corbined with yet other inquiries and models,
they alf indicate some basic dimensions of the top executive’s job, which we now
discuss.
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Basic Dimensions of the lob

External and Internal Activities: Top executives operate at the boundary between
their organization and the external environment {Thompson 1967). They gather
information from outside, and they convey information, impressions, and reassur-
ances to the outside. They alert insiders about external news and developments.
They take actions to align the organization with the current and expected exter-
nal environment (technology, market trends, regulatory farces, and competitors’
initiatives); at times they try to modify the environment {through lobbying, trade
associations, consortia, and joint ventures).

Strategy Formulation, Implemeriarion, and Context Creation: Top executives
may orchestrate the formulation of company strategy, including the choices of
which products and markets to emphasize, how to outdo competitors, how fast
to grow, and so on [Ansoff 1965; Porter 1980). Top executives also have a role
in strategy implementation—allocating resources, establishing policies and pro-
grams, and developing an organization that is aligned with the strategic thrusts of
the firm (Chandler 1862; Galbraith and Kazanjian 1986; Quinn 1980). And top
executives create a context—through staffing, reward and measurement systems,
culture and style—that influences the strategic choices made by the managers
and technical specialists throughout the organization who are most familiar with
marketplaces, technologies, and competitors (Bower 1970; Burgelman 1983).

Substance and Symbols: When we think of executive action, we usually gravi-
tate to the substantive: acquiring or divesting a business, increasing a research
and development {R&D) budget, opening a new factory, forming a task force to
launch a total quality program, and so on. But, executives also operate in the
world of symbols (Dandridge, Mitroff, and Joyce 1980). A symbol is something
that has meaning beyond its inherent substance. By virtue of being at the top
of the organizational hierarchy, executives’ actions often convey extra mean-
ing (Pfeffer 1981a). Some top executive actions are expressly symbolic, such as
hosting a farewell dinner for a much-loved employee, holding a recognition cer-
emony to honor some extraordinary achievement, or personally appearing in the
company’s advertisements, However, to some extent, all executive actions carry
added meaning, or what might be called “symbolic fallout,” conveying surplus
messages to observers who are trying to detect the executive’s intentions, values,
predispositions, and where he or she is headed. Executive decisions, for example
to promote one person but not another, to close one plant but not another, or to
have an important meeting in a given location but not another, all convey meaning
beyond their inherent substance to parties inside and possibly even outside the
organization. In fact, some have said that the top executive’s most important task
is to establish and convey an “organizational meaning” (Barnard 1938). Despite
its importance to management in general and executive leadership in particular,
there has been little systematic research into the use of symbols by executives
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(Armenakis et al, 1995; Smircich and Stubbart 1985; Dutton and Ashford 1993).
Further, while there are noted exceptions (e.8., Gioia and Thomas 1996; Gioia
etal. 1994; Westphal and Zajac 1998, 2001), empirical work is lacking.

Thus, top executives are engaged, at least potentially, in a wide array of roles,
responsibilities, and activities. We say ‘potentially” because the roles that are
emphasized vary immensely among executives. For example, the CEO of 4 pub-
licly held corporation may engage in many mote external activities (with security
analysts, external board members, business journalists, and so on) than the CEOQ
of a privately held company, The CEQ of a company engaged in a turnaround

that have attempted to directly test Mintzberg’s hypotheses However, as we will
see throughout this book, numerous studics have documented the tendency for
executives’ own attributes (their experiences, education, functional background,
personality, and so on) to affect their behaviors and choices,

That top executives would act on the basis of their own predispositions is
fully understandable. Senior managers are embedded in ambiguity, complex-
ity, and information overload. They encounter far more stimuli than they can
comprehend, and those stithuli are typically vague, ill-formed, and contradictory
(March and Simon 1958), Thus, the top executive faces the classic case of what
the renowned psychologist Walter Mischel (1968) calls a “wealcsituation,” that
s, one in which the characteristics of the situation are not clear-cut enough to
dictate a course of action. In such circumstances, the decision maker’s personal
frame of reference, not the objective characteristics of the situation, becames
the basis for action, It is precisely because of the multiplicity of executive roles,
activities, and courses of action, along with the ambiguity and overload of the
information confronting executives, that it is critically important to study how
executives affect the form and fate of their organizations, Ultimately, executives’

experiences, interpretations, and preferences greatly influence what happens to
their companies,

Do Managers Matter? A Doubtiul View

20

Population ecologists particularly have E.mjmm that o_..mmimmﬁmuwmﬂ“w_:“ﬂ”ww
anagers—are largely inertial, hemmed in by environmental a g H
m@@. B& constraints. Hannan and Freeman (1977), for example, .:o.wmam severa
Epmamm.m.ﬁ. constraints on managetial mnmow" mx_mm M:meﬁ.nwmsw MM MMMM%_M”MHM MMMH
; i i i itical constraints,
w.mmﬁ;nwmm iﬂ”ﬁ“@ﬁﬂww WMMMMMW_% MoBm significant external constraints: legal
.mnm MMnmammm.EQm to mﬁ@ and exit from markets, restricted access to external
an

. i iti nstraints,
information, and legitimacy co N . o
" H:mﬁgmn“mmm theorists have argued that legitimacy constraints on otganization

are particularly confining (e.g., DiMaggio and Powell 1983). Under great mmmmﬁm.mnm
. “normal” and rational, organizations must adopt numerous conventions
HM@%MNM%B into conformity with external expectations. goﬁoﬁﬁ.ﬁ the face
of uncertainty, managers may be compelled to conchide that mﬁ. ymmmm;n _nw N noE.wM
of action is to imitate the choices of their noc:ﬁm%mzm:@mﬁamc. ,.ﬂ y t mMHM\m Y
successful ones) in other organizations. So, a E,.cnm.mm oﬁ mimetic maoBMMwmwmw.
leads to remarkable homogeneity, particularty within an industry (Spen ;
Hambrick, Geletkanycz, and Fredrickson 1993; Em<m9m5 Bmw.&. . .
An additional reason that managers may account mo.u little variance in onmhab Z :
tional outcomes is that managers as a group are mxnmmn.r:mq woaommmmo:m { : m_uu.mm
and March 1977); that is, there is not much variance in the Hb&mwﬁw M_R <mﬁmmoo.
Certainly on the surface, CEOs are not a diverse lot. In .>Bmmunmm rawmﬁxw o
companies, almost all CEOs are white men, aged fifty ﬁ.o sixty-five, who ﬂ M_Mm o
lege degrees and significant experience in large companies. In .85% 8%5 H,H.m HET
pathways to large-company presidencies are even Boﬂm.ammﬁ:nﬁmﬁ_ M mh Hmw i
ing graduation from one of a small set of elite caEma_.ﬂmm {e.g, Ka Mom n h,‘
Whitehill 1991; Kim and Cannella 2007). If top executives are .nr.wéﬂ toma <m:ua\
narrow pool and then subjected to a long period of common socialization, we ca
not expect them to exhibit much variety in ﬂrommr.ﬂ oﬂ.mn\com. .
Thus, for reasons of substantive constraint, institutional ?mmmﬁ,mm or omoﬁ. i
ity and imitation, and extreme homogeneity of the top executive popu 2 lo m
some have argued that managers do not matter. Several well-known empirica
i int to that conclusion.
mﬁc%WM HMMM MM%“MMMw cited evidence of minimal executive mmmmn.ﬂm is Emm.umm,mob
and O’Connor’s (1972) study of top executives in large aw%oﬁmﬁoum. Using mw
analysis of variance procedure on a sample of E.w companies over mm\némsg.wmm“m
period, the authors statistically isolated the portion of company v@..vom,anwmmn G
measured by sales, profits, and return on sales} that could be attributed to

top executive in place in a given year. After the authors controlled Mom .%M “me
industry, and specific company, leadership explained only _um.ﬁEMm_W ( .r an mm
percent of variance in the three performance measures mme.E:m . Lie Mamommmv
O'Connor concluded: “In short, all three performance variables are affecte ¥
forces beyond a feader’s immediate control” (1972, 121).
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T'he second work orten Cited as evidence of negligible managerial eltects 18
Salancik and Pfeffer’s (19775) study of city mayors. Examining data on thirty U.S.
cities over a seventeen-year period, the authors employed analysis similar to that
of Lieberson and O’ Connor. However, instead of explaining variance in organiza-
tional performance, Salancik and Pfeffer sought to explain variance in city expen-
ditures in eight different budget categories. As did Lieberson and O'Connor, they
inserted control variables, for city and year, before assessing the amount of vari-
ance explained by the mayor. They found that the individual mayors accounted
for 5 to:15 percent of variance in the mwﬁmm&.ﬁdam mwtwm”woimm. And, like Lieberson
and O’ Connor, they concluded that there is a relatively confined role for leaders:
“Leadership in organizations operates within constraints deriving from internal
structural and procedural factors and from external demands on the organization”
(Salancik and Pfeffer 1977b, 492).

A more recent study points to a similar conclusion. From a thirty-year
(1969-1999) sample of approximately 1,500 large public U.S. firms, Bertrand
and Schoar (2003) generated a subsample of those senior executives {CEO, CFO,
COO, and division presidents) who had worked in at least two firms during this
time period. Controlling for year, industry, and firm-fixed effects, these authors
identified—for several firm-level outcome variables—the proportion of variance
attributable to CEOs and top management teams. Their results suggest that as
little as 5 percent of variance in return on assets, for instance, may be attributable
to firms 66 Thanagers.

So, on the one hand, reasonable logic and large-sample data provide a basis
for believing that top executives do not matter very much. And, while Lieberson
and O'Connor {1972) and Salancik and Pleffer (1977b} are relatively old studies,
they are still cited as providing evidence that the “true” effect of leaders is small
(Weber et 21, 2001). On the other hand, a'great deal of everyday observation, as
well as other systematic studies, points to a very different conclusion.

Do Managers Matter? A Positive View

Some companies do not change much over time. But many do change, and at the
hands of their top executives. Consider these firms: Nokia, the telecommuni-
cations equipment company; 1BM, the information products and services firm;
and Pearson, the media and publishing company. Over the last twenty years or
so, in relatively short order, these companies have dramatically altered their mix
of husinesses. Their founders would not recognize them today, nor would their
CEQOs from even 1990, These companies are fundamentally different because of
choices made by top executives,

Executives make many kinds of choices. Sometimes, as with the companies
noted above, the choices are bold and quantum; sometimes they are incremental;
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put rather a failure to generate and consider choices. But managers act. k.?m we mrm..m
argue throughout this book, they act on the basis of their own highly idiosyncratic
experiences, repertoires, aspirations, knowledge of alternatives, and values.

Problems with Lieberson and 0’Connar’s Study

Refore presenting affirmative evidence about managerial effects, we wish to return
to Lieberson and O’Connor’s (1972} oft-cited finding that top executives account
for little variance in Q.mmswmmmog._ ﬁmﬁ,moaam:nm. Their study, as influential as itis,
had several methodological and analytic problems, all of which biased the results
against observing managerial effects.

The most widely noted criticism of Lieberson and (F Connor’s study deals
with their.choite ‘of performiance ._._H..Snm.mﬁwwm (Hambrick and Mason 1984;
%o%.m:m:w and Tushman 1988). Two of their three performance measures—sales
and earnings—are primarily indicators of the firm's size. In their data anatysis, the
authors sought first to explain variance by using three independent variables: year,
industry, and company. Not surprisingly, these variables were exceedingly strong
predictors of sales and earnings, with explained variance as high as 97 percent. For
example, if we know that a company is in the steel industry, and specifically it is
U.S. Steel in the year 1950, our ability to estimate the company’s sales Jevel will
be relatively high. However, only after controlling for industry and year was the
analysis rerun with leadership—represented by 2 dummy variable for each of the
individual CEOs—inchuded to determine how much additional variance could
be explained. Since by this point aimost all the variance had been explained, the
apparent added effect of leadership was nil. When Weiner and Mahoney (1981)
replicated Lieberson and O’Connor’s study, they allowed the leadership variable
to enter the analysis at the same stage as the other variables and found that leader-
ship, or “stewardship,” accounted for 44 percent of the variance in profitability of
major firms.

Other problems bias Lieberson and O’Connor’s study as well. First, they desig-
nated a new leader whenever a new president or board chairperson was appointed,
without any attempt to identify the CEO per se. But if a chairperson {(who is also
the CEO) names a new president, there in fact has not been a change in CEO; if
the president serves as the CEQ and there is a change in the chairperson, there
has not been a change in CEO; or if a chairperson relinquishes the CEO duties to
an incumbent president, there is a change in CEO even though the two parties
have not changed. In American companies, these are ail common occurrences
(Vancil 1987). Hence, Lieberson and O’Connor’s method for assigning specific
CEQs to particular periods of time must have contained considerable erroy, mak-
ing doubtful any attempts to associate specific CEOs with performance levels in
corresponding periods.
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Next, Lieberson and O’Connor excluded from their sample any industries heav-
ily populated with diverse firms, as well as any firms that engaged in major mergers
or acquisitions during the period of the study, However, altering a firm’s portfo-
fio of businesses—through diversification, acquisitions, and divestitures—is the
primary way for an executive to have an immediate quantum effect on the form
and fate of the firm. By excluding such cases, Lieberson and O’Connor tightly
restricted their sample to more incremental strategies and, not surprisingly, an
apparently lessened executive effect.

Qur moEﬁm not to dismiss the Lieberson and O’Connor study. The authors had

good reasons for the research design choices wrmu\..wmmmm“..._mo%ma_.ﬂw._m.rmm. choices
nc:wu.m.ﬁmlwq.g.wwnm their findings away from observing managerial influence on
cofporate oticomes. Hence, their study provides far less than the definitive word
on the matter.

Evidence of Executive Effects

Beyond abundant anecdotal evidence that tap executives can substantially alter
organizations (e.g., Tichy and Devanna 1986; Tichy and Sherman 1993), numer-
ous large-sample studies point to executive effects as well. Some of those stud-
ies, such as that of Weiner and Mahoney (1981), have been directly aimed at
demonstrating the limitatisns of Lieberson and O’Connor’s (1972) study, Other
works have gone beyond methodological refinements, introducing important
theoretical perspectives. For example, Smith, Carson, and Alexander (1984)
used a sample of Methodist ministers to demonstrate that leaders who had been
very effective in prior assignments tended to deliver higher performance in their
current assignments (as measured by church attendance and financial statistics)
than leaders who had been previously less effective. In their view, the inclusion
of a measure of managerial quality enhances the ability to predict managerial
effectiveness. Similarly, Pfeffer and Davis-Blake (1986), Cannella and Rowe
(1995}, and Rowe and colleagues (2005) found that the prior records of profes+
sional sports team coaches helped predict their performance in new coaching
assignments.

Numerous other studies have examined and found significant associations
between executive attributes or succession and organizational performance.
A few examples will serve to illustrate this abundant stream of research, Virany
and Tushman (1986}, for example, found that the management teams of better-
performing microcomputer firms had significant prior experience in the industry
and tended to include the firm’s founder. Gupta and Govindarajan (1984) found
that different types of general manager expertise were associated with business
performance, depending on the strategy being pursued by the business. Murray
(1989), from a sample of twenty-six oil companies, found that top management
teams composed of members of diverse tenures outperformed those with miore
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homaogeneous tenures. Haleblian and PFinkelstein (1993) studied mmmm%mm of
computer and natural gas companies and found that the.size ow wvn_waw ‘manage-
ment team was positively associated with company wﬂ...mou.gmznﬂ. while a measure
of CEO dominance was negatively associated ﬁ.ﬂw.mmw@wﬁmﬁnﬁ o

ot allreséarch \ g examine direct7efferis on

how top management characteristics are associated with strategies and structures.
For example, Hage and Dewar (1973) found that the values held by ﬁo.ﬁ manage-
ment tearns affected their organizations’ subsequent degree of innovation. Miller
and Droge (1986) found that chief executive personality influenced the structure
of the organization, And Helmich and Brown (1972) found that whether a new
chief executive comes from inside or outside the organization affects how much
organizational change will occur early in his or her tenure. ‘

These comprise just a minor sampling of the evidence that managers have influ-
ence on their organizations’ profiles and performance. We do not wish to imply
that such influence is total or easy to exercise, but it exists.

Moreover, we do not seek to extol the virtues of top ..Bmwmmmﬂm...mxmnmﬁ?mw
are worth studying as much for their limitations as for their achievements. In
fact, population ecologists may have overstated their initial nmmn.mmﬁﬁmwﬁmsmmw-
rial effects, precisely because they required any such effects to be positive. Hra
quote illustrates the ecologists’ early view of the adaptation, or strategic &5.5@h
perspective: "According to the adaptation perspective, subunits of the organiza-
tion, usually managers or dominant coalitions, scan the relevant environment
for opportunities and threats, formulate strategic responses, and adjust orga-
nizational structure appropriately” (Hannan and Freeman 1977, 929; emphasis
added). ,

Such an interpretation omits the possibility that managers scan the irrel-
evant environment and formulate responses inappropriately. Population ecolo-
gists tend to equate deteriorating organizational performance with an absence
of managerial effect, when what they may be observing is simply E:Sm”m or
unlucky choices on the part of managers, Part of the problem may be ﬁmagaw?
0gy. Ecologists use interchangeably the terms adaptation and strategic choice
to describe the model that rivals theirs. Because adaptation clearly connotes
success in adjusting to the environment, it may be that in observing that orga-
nizations regularly fail, ecologists assume that organizations do not adapt,
and beyond that, that strategic choices are not made—or are made but not
implemented.

Later work by populations ecologists envisioned a more significant role for top
executives in influencing organizational outcomes (e.g., Hannan and Freeman
1984; Haveman 1992). In fact, some empirical research by ecologists has explic-
itly examined the effects of executive departures on survival rates of organiza-
tions (Carroll 1984; Haveman 1993b; Haveman and Khaire 2004). Such couid aot
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nave been considered under the earliest formulations of the ecological perspective.
Indeed, more recently, strategic choice has been posed as a link or bridge between
a number of diverse perspectives, as well as a key driving force behind more recent
evelutionary perspectives {Child 1997). Viewing both organizations and the envi-
renments in which they are embedded as social structures, with numerous link-
ages between them, provides the underlying logic for this approach.

Managerial Discretion

So, do managers matter a great deal, all the time? No, the amount of leeway avail-
able to senior executives, even CEQs, varies widely. In an effort to bridge oppos-
ing views about how much effect top executives have on organizational outcomes,
Hambrick and Finkelstein (1987} introduced and elaborated on the concept of
iye discretion; or latifude ofiaction. Depending on how much discretion
exists, an organization’s form and fate may He totally outside the control of its
top managers, completely within their control, or more typically, somewhere in
between.

For discretion to exist, an executive must have, and be aware of, multiple possi-
ble courses of action. As such, discretion is not absolute. It stems [rom contextual
forces, but it also is derived from within the executive, Stated another way, one
executive might create or mmﬂmg alternative courses of action in a given situation,
while another in the same situation might not be aware of such alternatives. Thus,
as we discuss below, an executive’s discretion is in part a function of his or her own
characteristics, especially cognitive limits,

Moreover, an executive’s discretion is rarely explicitly defined. Executives
typically do not know exactly what actions might be allowed by powerful parties.
5o, they operate on the basis of rough estimates of the extent of their discretion,
sometimes Hoating trial balloons to test the boundaries; occasionally they even
overstep those boundaries, only then to be sanctioned by governing or powerful
stakeholders.

A CEO’s degree of discretion does not occur by happenstance, It is derived
from three sets of factors: mmﬁeoﬁbmi& organizational, and individual-mana-
gerial characteristics. So, as stated by Hambrick and Finkelstein E@m.\ 379), “a
chief execiitive’s Tatitude of action is fundamentally a function of (1) the degree
to which the environment allows variety and change, (2) the degree to which
the organization itself is amenable to an array of possible actions and empowers
the chief executive to formuiate and execute those actions, and (3) the degree to
which the chief executive personally is able to envision or create multiple courses
of action.” -

As Figure 2.1 indicates, Hambrick and Finkelstein posited some specific deter-
minants of discretion within each of these three spheres. We now discuss those.
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Fiawre 21, The Forces Affecting Chief Executive Discretion

Environmental Sources

The characteristics of the firm’s task environment greatly affect the leve] of exec-
utive discretion and, in turn, how much influence managers have on organiza-
tional outcomes. Let us return briefly to Lieberson and O’'Connor’s study, which,
as discussed above, is primarily known for demonstrating minimal managerial
effects. A less-noted finding from their study is that managerial effects on corpo-
rate performance differed substantially across industries. Firms in the publish-
ing and soaps/toiletries industries had the greatest amount of variance in profit
margins explained by executive leadership, while firms in the clay products and
shipbuilding industries had the least (see Wasserman, Nohria, and Anand 2001
for more recent analysis of cross-industry differences in CEQ effects). Hambrick
and Finkelstein {1987) attempted tc explain and extend these resuits by arguing
that the former industries provided far more executive discretion than the latter,
and that, in general, environments confer discretion to the extent that (1) there
is a relative absence of clear means-ends linkages, that is, where a wide range of
options can meet stakeholders’ nominal tests of plausibility; and (2) there is an
absence of direct constraints.
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In turn, Hambrick and Finkelstein set forth the following industry determi-
nants of executive discretion:

¢ Product differentiability

¢ Market growth

¢ Demand instability

® Low capital intensity

® Monopolistic and purely competitive industry structures (as opposed to
oligopolies)

© Absence of legal and quasi-legal constraints {e.g., regulation)

= Absence of powerful outside forces (e.g., large, concentrated customers,
suppliers, funding sources)

Preliminary attempts to identify high- and low-discretion industries, for pur-
poses of empirical inquiry, relied primarily on qualitative application of Hambrick
and Finkelstein’s ideas. For instance, Finkelstein and Hambrick (1990) examined
aggregate indicators of product differentiability, market growth, and so forth of
sixteen major industries to select the computer, chemical, and natural-gas distri-
bution industries as high-, medium-, and low-discretion environments, respec-
tively. Similarly, Hambrick, Geletkanycz, and Fredrickson (1993) used qualitative,
gestalt judgments to assign foods/beverages, computing equipment, and scientific/
measuring equipment as high-discretion industries, and public utilities and tele-
communications services as low discretion, citing the wide differences between
the two sets of industries in terms of differentiability, capital intensity, degree of
regulation, and growth rates.

Subsequently, more rigorous approaches have been undertaken, Haleblian and
Finkelstein (1993) used archival indicators of advertising intensity, research and
development (R&D) intensity, market growth, and degree of regulation to create
an overall index of discretion in the computer and natural gas industries. The
components of the index were highly internally consistent, and the index score
differed widely between the two industries.

Hambrick and Abrahamson (1995) used a panel of acadermic experts to rate the
overall amount of managerial discretion in seventeen industries, They found a very
high degree of reliability among raters, and, moreover, 2 high degree of agreement
between the academics’ ratings and those of security analysts who specialized in
each of the seventeen industries, Hambrick and Abrahamson then examined the
associations between the panelists’ ratings and actual objective characteristics of
industry discretion (from Compustat data), as originally set forth by Hambrick
and Finkelstein, Using regression analysis, they were able to estimate the implicit

weights that the panelists attached to specific industry characteristics (e.g., mar-
ket growth} in rating an industry’s overall discretion. The authors then applied
these weightings of industry characteristics to determine the overall amount of
discretion of fifty-three additional industries, Table 2.2 lists, in rank order of
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Tabie2.2. Ratings of Managerial Discretion in Seventy Industries

Standard Discretion

.H:m:m:w Name Industrial Code Score
Computer and software wholesaling wm“m M. ww
Computer communication equipment Tore 672
Electro-medical apparatus T oo
Computer storage devices _ i 6on
perfume, cosmetic, toilet preparation pros oaa
Catalog, mail-order houses o e
Medical laboratories iodhs i
*Computer programming it o6
In vitro, in vivo dlagnostics i o
Help supply services T o os
*Motion picture production Lo oo
Photographic equipment and supplies : g
*Computer equipment WMMH m_uo
Telephone and telegraph zpparatus o m.mm
Variety stores wmmm m”mu
*Engiheering/scientific instruments oo o
*Games and toys i o
Computer integrated system design ; .mg
*Pharmaceuticals 2834 m.&m
*Surgical/medical instruments 3841 w.mm
Women's misses, junior’s outerwear 2330 w.ww
Eating places 5812 .N#
Miscellaneous amusement and recreation services 7990 5.
Industrial measurement instruments 3823 5.19
Motor vehicles and car bodies 3711 5.18
*Radio/TV communication equipment 3663 5.17
Real estate investment trusts 6798 www
Orthapedic, prosthetic, surgical appliances 3842 5. :
State commercial banks 6022 m.mm
Newspaper publishing 2711 w.oa
Personal credit institutions 6141 5.
Chemicals and allied products 2800 MNW
*Book publishing 273] A.@
Search and navigation systems 3812 91
Nationa! commercial banks 6021 Mww
Family clothing stores 5651 A.qm
Drug and proprietary stores 5912 , :
Women's clothing stores 5621 Mwm
Department stores 5311 &,uw
Electric lighting, wiring equipment 3640 . :
Television broadcast stations 4833 A.WN
Men's youth, boy’s furnishings 2320 M.:
Grocery and related products — wholesale 5140 ) .mw
Converted paper, paperboard (except boxes) 2670 .mm
Hotels, motels, tourist courts 7011 4.
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fable 2.2, (Continued)

Standard Discretion
Industry Name Industrial Cede Score
Hazardous waste management 4955 4.65
*Semiconductors 3674 4.61
Insurance agents, brokers, and service 6411 4.54
Paper milis 2621 4.46
Engineering services 8711 4.46
Water transportation 4400 4.34
“Instruments to measure electricity 3825 4.33
Grocery stores 5411 4.32
Savings institutions, federally chartered 6035 4.32
*Security brokers 6211 4.27
Natural gas distribution 4924 4.05
Commercial printing 2750 4.03
Motor vehicle parts and accessories 3714 4.92
Ajr conditioning, heating, refrigeration equipment 3585 3.80
Phone communication (except radiotelephone) 4813 3.72
Railroads, line-haul operating 4011 3.51
Drilling oil and gas wells 1381 3.41
*Certified air transportation 4512 3.23
Petroleum refining 2911 3.07
Water supply 4941 304
*Trucking (except local) 4213 272
*Gold and silver ores 1040 2.42
*Petrolenm/natural gas production 1311 2.33
Electric services 4911 2.25
*Blast furnaces/steel mills 3312 2,08
Natural gas transmission 4922 2.01

* These seventeen industries were included in the set rated by academic experts and security analysts;
muitivariate analyses of obiective indusiry characteristics provided the basis for rating the ather fiftv-three
industries

Adgpted from Hambrick and Abrahamson 1995

discretion, the seventeen industries used for establishing the weights, as well as
the other fifty-three. As can be seen, such industries as computer programming,
perfumes and cosmetics, and motion picture production received very high dis-
cretion scores. Such industries as natural gas transmission, electric services, and
water supply were rated as very low discretion.

Up to this point, most research examining environmental sources of discretion
has equated a firm’s environment with its industry. Recently, though, some work
has begun to explore how discretion may vary systematically at a national level
Using a size- and industry-matched sample, Crossland and Harnbrick (2007) found
that the proportion of variance in firm performance attributable to CEOs was sig-
nificantly greater in U.S. firms than in comparable German and Japanese firms.
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These differences in CEQ effects are consistent with prevailing cross-national dif-
ferences in formal and informal national institutions (North 1990), such aslegal tra-
m&o? firm ownerskip structure, board governance, and nc:ca&.éfmm. Relatedly,
Crossland {(2007) used existing data on several national institutions to _wmzma_mﬂm a
rulticountry taxonomy of discretion. This taxonomy suggests .ﬁwmﬁ nmﬁmupm,,smmmﬁ&
..&a\nmmum (e.g., Anglo-American countries) ﬂmﬁm.ﬁ.u .w.mawmm preat : executive discre-
tionthan others {2z, northern European and East Asiancountries). =

It is also possible that macro-environmental factors have brought about a gen-
erat expansion of managerial discretion in recent years (Hambrick mn. al, N.ooé.
Beyond the obvious trend of deregulation in many countries, more oﬁﬁoﬁ mmm.%?.
exist on the organizational landscape. Companies can select unique combinations
of businesses in which to be active; they can be fully active in a business or partly
active through joint ventures or other alliances; they can select among myriad
geographic locales for producing their products and still others for selling them;
they can use full-time permanent employees or contingent temporary workers. In
short, societal and economic trends, as well as organizational innovations, have
expanded the choices for senior executives, perhaps well beyond what existed
when Lieberson and O'Connor {1972) conducted their study that pointed to lim-

itedhmanagerial effects.

Organizational Sotrces

In addition to environmental factors, the organization may have characteristics
that enhance or, conversely, limit the chief executive’s discretion. These factors
include inertial forces, such as organizational size, age, a strong culiture, and capi-
tal intensity, all of which limit executive latitude. Large, mature organizations
with very entrenched cultures are not easily changed. Their top executives oper-
ate under considerable inertial constraints.

Also affecting executive discretion is the 2amount of resources available to the
otganization, as well as internal political conditions (as determined by the distribu-
tion of ownership, board composition and loyalties, and internal power concentra-
tions). For example, executives have far more discretion when ownership is widely
dispersed than when one or a few owners own concentrated blocks {McEachern
1975; Hambrick and Finkelstein 1995). A CEO who is also chairperson of the
board has more discretion thar a CEO who does not hold both posts (especially
when the chairperson is the prior CEQ and strongly committed to existing poli-
cies) (Lorsch and Maclver 1989; Finkelstein and T’Aveni 1994; Harrison, Torres,
and Kukalis 1988). In short, characteristics of the organization greatly aflect how
much latitude executives have over strategy and policy.

Recently, Shen and Cho (2005) developed a theoretical framework for explain-
ing involuntary executive turnover, and their framework relied heavily on the
discretion construct. Their treatment is particularly germane to the concept of
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discretion because they addressed several issues that had been missing from the
broader literature. First, they pointed out that the management and economics
literatures both use the term managerial discretion, but the term has very differ-
ent meanings in the two felds. In the economics fiterature, managerial discretion
describes the extent to which managers are free to pursue their own interests,
rathes than shareholders’ objective of maximizing wealth (see, for example,
Jung, Kim, and Stulz 1996; Williamson 1963). In the management literature,
the concept of discretion refers to the range of options open to executives, while
the extent to which those options represent the interests of executives versus
shareholders is not expressly discussed. To resolve this contrast in usage of the
same term, Shen and Chao divided the construct of managerial discretion into two
dimensions latitude of actions and latitude of objectivés. Latitude of actions cor-
responds closely to the Hambrick and Finkelstein concept of discretion, Latitude
of objectives, on the other hand, refers to the extent to which a manager can set
objectives for the firm that may differ from those of owners. The authors then
developed the [ogic as to how these two dimensions, independently and in interac-
tion, influence the causal antecedents and performance outcomes of involuntary
executive turhover,

Hendry (2002) also discussed the divergence between the discretion concept
in the management and economics literatures, though not as directly as Shen and
Cho. Hendry described the problem of “honest incompetence” and its implica-
tions for the agency relationship between managers and shareholders, or manag-
ers and other powerful governance forces, Because managerial competence is not
assured, it becomes a second dimension that those involved in governance activi-
ties must consider,

Hendry’s paper raises some very interesting dilemmas, highlighting the role of
governance in developing managerial competence, and.in amelio ating selection
he exténit to which s manager is coached and am<m_ow.ma.5m< have alot
to.do with his orher ultimate capabilities a trategicleader.And, the Jevel of
discretion is a key factor in this development process,

More ‘recently, Finkelstein and Peteraf (2007) offered a new perspective on
managerial discretion that pesited a fourth source of discretion—managérial
activities. Building on research on agency theory and transaction costs, they
argued that a focus on the activity level of analysis opens up the question of how
managers might evade or minimize constraints imposed upon their actions. This
leads naturally to a consideration of the dynamics of discretion, an aspect of the
theory not yet addressed in the literature, but one that can offer insight on central
organizational issues such as how managers enact environments, the nature of
managerial capabilities, and the interplay of constraint and chojce.

Finkelstein and Peteraf (2007) made three points. First, they argued that some
types of activities circumscribe discretion more than others, just as some types
of environments, organizations, and personal characteristics limit managerial
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discretion more than others. Second, by focusing on the Wmu\ mﬁi_ucﬂm.m of
activities—Finkelstein and Peteraf (2007) specifically Emwrmrﬁ EwanmWJ_N
complexity, and observability—it is possible to mmé?%.ﬁﬁm%nﬁo:m as to w _M

&%mm of activities offer more, or less, discretion, And nr:@ managers nmm_ crea M
or select activities in which they have greater opportunities to have M,._ impac

on organizational outcomes. In sum, Finkelstein and Peteraf ﬁ.moc.d o m:, a :mw
vmawmnﬁ(wm on discretion that extends the original nomnm@ﬁcwrmmﬁoa in Eﬂmh,mm -
ing ways, specifically by bringing in the activity level of analysis to the core theory

of discretion,

{ndividual Sources

As noted above, discretion is derived in part from executives themselves, By e.&.-
tue of their personal characteristics, chief executives differ in the degree R.u which
they generate and are aware of multiple courses of action, chm.mxmocﬁ,wmm see
alternatives that others do not. Some executives, because of their own persusa-
sive and political skills, can consider options that others cannot. Emavﬁn.w and
Finkelstein (1987) posited the following as specific individual-level attributes
affecting discretion: aspiration level, tolerance for ambiguity, cognitive complex-
ity, locus of control, power base, and political acumen. .

So far, researchers have not,empirically examined these individual-level v.mmmm
of discretion. However, this is a critically important arena for investigation, since
the creation of discretion may be the critical ingredient in executive capability:

Managerial quality could be defined in part as the ability to perceive, create
and enact discretion. Managerial excellence is a function of sheer aware-
ness of options. Although it is an open (and researchable) issue, we suspect
that managerial performance is more-a-matterof ‘generating options than
of: lecting-among them, Namely, among a given set of options, to most
knowledgeable executives one will typically tend to stand out as the best.
Thus, the opportunity for managerial contribution lies in improving on the
list. (Hambrick and Finkelstein 1987,374)

Namely, executives can shape their own discretion, Effective managers m.mm and
¢reate options that others do rot have, They may do this through Q.mm.ﬁﬁnw .mnn_
insight, pofitical acumen, persistence, or sheer will. Managers, even in a given
situation, are not uniformly hemmed in. Child (1997), for example, noted that
executives have various interpersonal linkages to the external environment, and
can often use these linkages to influence the environment’s effect on the organiza-
tion, thus setting their own level of discretion (within limits). .

Along those same lines, Carpenter and Golden (1997} provided mﬁmwbom on
the role of perception and locus of control! in the discretion context. Their study
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examined the age-ola strategic leadership question, “Why do different managers,
when confronted with the same situation, respond differently?” They argued (and
empirically tested) for two distinct explanations. First, following Harnbrick and
Finkelstein (1987), they pointed out that an executive’s locus of control will affect
the amount of discretion the manager has: internals will have more discretion than
externals. Second, the authors noted that managers can (and do) use impression
management tendencies to influence how much power others perceive them to
have. That is, through impression management, managers may be able to increase
their own level of discretion.

Carpenter and Golden found qualified support for these ideas in a simulation
involving executive MBA students. For example, they found that a given man-
ager’s perception of his or her own discretion relied upon locus of cantrol, bit
only in low-discretion situations. Further, they found that impression manage-
ment techniques could increase others’ perceptions of the manager’s discretion,
but again, only in low-discretion situations. Their study provided important evi-
dence that personality is an important factor in individual-level discretion, and
that a given manager’s perceived level of discretion is an important determinant
of actual discretion.

Effects of Discretion

Executive discretion can be expected to affect 2 variety of phenomena of interest
to organizational scholars. For example, Hambrick and Finkelstein (1987) argued
that in situations of low discretion, the following could be expected: older CEOs
who are promoted from within (to fulfill largely figurehead roles), low executive
compensation, little use of incentive executive compensation, low administrative
intensity, low involuntary turnover of CEOs, stable strategy, and changes in orga-
nizational performance tied closely to changes in the task environment. Site ations
of high discretion would tend to show opposite effects,

Equally important, however, is that discretion serves to attenuate the rels-
tionship between executive characteristics (values, experiences, and so on) and
organizational outcomes. Namely, if high discretion exists; executive.orientations
become reflected in organizational outcomes; if low. discretion exists, they do nat.
On this matter, research support is clear and consistent. For example, Finkelstein
and Hambrick {1990) found that executive tenure was positively related to strate-
gic persistence and strategic conformity to industry norms {reflecting presumably
risk-averse and imitative tendencies of long-tenured executives) in high-discretion
industries, but not in low-discretion industries, The authors also found that when
the organization characteristics allowed top managers significant {atitude—as
indicated by abundant slack or small company size—strategic choices were more
likely to reflect the tenure of the top executives than when siack was limited or
the company was large.
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in a similar vein, Haleblian and Finkelstein (1993) found that the H.mu.m\mw.uwa
chip between TMT size and firm performance was ﬂm:wmnmﬁ n Emvlwmmnamﬁouw
anvironment {computer industry) but not a low-discretion m:SHom:..EMHM. ﬁ:wﬁmﬂﬂ
gas industry). Also, Forbes (2005) mwmcma.ﬂwmﬁ .mB_wpm ‘cmmﬁcamw are hig N.Q a”m _M !
cettings {akin to Mischel’s 1968 “weak situation”) and therefore yield strong
links between executive characteristics and firm outcomes. . .

Abrahamson and Hambrick (1997) provided important evideace .ﬁwmﬁ.aaw%‘
tion influences attentional homogeneity within an Emcmq%:lmwm by implication,
the extent to which individual differences among managers will rm<m. effects on
the decisions made. They developed an RSssﬁz-w:ﬁﬂﬁHmmmmo?mocow frame-
work to demonstrate that as attentional homogeneity increases mBom.m E&c_mﬁu\
participants, the interpretations of strategic situations and the amm&ﬁ:m.mn:c:m
decided upon become more and more consistent across participants. This study
provided evidence to bolster the earlier assertion that executive choice sets may
vary stbstantially over time, depending upon industry context. _

Additional research, while not specifically invoking the concept of discre-
tion, provides further evidence in Hne with the above suppositions. For example,
Miller, Kets de Vries, and Toulouse (1982) found that CEO locus of control was
strongly associated with organizational strategy and structure in small firms r..%
not in large firms. The authors wrote, “these [small firms] might be more easily
dominated than large ones, which, all things being equal, are more difficult to
control” {page 249). In the same vein, Reinganum {19852} found evidence that the
stock market distinguishes between high- and low-discretion situations. On the
anncuncement of CEQ succession, stock prices rise abnormally, but only for small
companies and when the predecessor CEO is totally departing the firm—these
being conditions in which a new CEO can have an enhanced effect.

A good deal of research supports Hambrick and Finkelstein’s ideas that dis-
cretion affects executive compensation arrangements, with executives in low-
discretion situations receiving relatively low levels of pay and litile incentive pay.
Rajagopalan and Finkelstein (1992) studied the electric utility industry from
1978 to 1987, a period of steadily increasing deregulation and, hence, increasing
discretion. They found that executive compensation (for the CEQO and top team)
and the use of performance-contingent compensation increased over time as envi-
ronmental discretion increased.

Rajagopalan (1997}, using the same sample of electrical utility firms as men-~
tioned above, described the importance of a fit between the level of discretion
and the pay package provided to top executives. Using the Miles and Snow
(1978) strategy categories of Prospector and Defender as proxies for the level of
discretion, she argued that incentive compensation is an important determinant
of firm performance orly for Prospectors, because they naturally have higher
discretion and therefore greater capacity for individual managers to influence

performance.
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Finkelstein and Boyd (1998} fleshed out the broad association between dis-
cretion, compensation, and firm performance. They predicted that compensa-
tion would be greater in high-discretion situations, to compensate managers for
the fact that discretion makes the executive’s job more complex, demanding, and
risky. They further predicted that the relationship between discretion and com-

pensation would be stronger in high-performing firms. Their results generally
supported these hypotheses. Additionally, their manuscript discussed in detail
some dimensions of organizational discretion and their measurement,

Two other studies also contribute to the discretion-incentive campensation
predictions made by Hambrick and Finkelstein, Magnan and S, Onge (1997)
provided evidence to support their hypotheses that the compensation-performance
relationship is moderated by executive discretion. Their study involved 300 large
commercial banks, and they developed some very interesting (afbeit industry-
specific) measures of discretion, Further, their results held across both account-
ing and market-based measures of performance, In a later study, St. Onge and
colleagues (2001) qualitatively examined incentive plan effectiveness, using
in-depth interviews with eighteen senior managers. Their results supported the
notion that the effectiveness of stock option plans depends on the extent to which
those targeted by the plans have the capacity (discretion) to take actions that
directly influence stock prices.

Other studies, while not always explicitly investigating managerial discre-
tion, have yielded corroborative findings. For example, a study by Kerr and Kren
(1992), while not tabeling firms as high or low on discretion, found that such indj-
cators of discretion 2s R&D and advertising intensity strengthened the association
between CEO pay and performance. Balkin and Gomez-Mejia (1987) found that
high-technology firms, which tend to be characterized by greater levels of discre-
tion (Hambrick and Abrahamson 1995}, use incentive pay plans more than other
firms do. And Napier and Smith (1987) found that the proportion of incentive pay
was significantly greater in more diversified {and hence, higher discretion) firms,
Further, Jensen and Murphy (1990b) found that the use of incentive compensa-
tion for CEOs was much greater in smal] firms than in large firms, prompting the
authors to conclude: “Higher pay-performance sensitivities for small firms could
reflect that CEOs are more influential in smaller companies” (p. 260).

A body of work in financial econormics also provides insights into managerial
discretion. The “investment opportunity set” is the full range of choices available
to a firm or individyal {Smith and Watts 1982). Similar to the managerial discre-
tion literature, studies indicate that total compensation and the proportion of
incentive-based compensation are higher when the investment opportunity set is
greater (e.g., following industry deregulation) (Hubbard and Palia 1995),

A further stream of research suggests that executives may be aware, even if
implicitly, of how much discretion they possess and that this awareness shapes their
cognitive processing (Grinyer, Al-Bazzaz, and Yasai-Ardekani 1986; Javidan 1984),
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For example, in a large-sample study, Hambrick, Geletkanycz and mawmﬂ.»&aon
(1993) found that in high-discretion industries, a mﬁs.“m current ~mm.£ of per OMEm%MM
was positively related to the top executive’s nogn.gam:ﬂ to ﬁ. e mnwﬁcMmemocgam
pelief that the organization’s strategy and leadership characteristics in e
should remain as they are). This included, of course, the tendency for mxmoc.Eme a
poor-performing firms to believe that their firms should nwmsmw. ESWQ.QM in ﬁwww |
discretion industries, no such association was found, Hm.m&:ﬂm the authors to s : :
“for the executive in a low-discretion situation, there is not a strong connec ._o
between current performance and a belief in the correctness of current wawmammm-
tional strategy and leadership profiles. In this Emﬁm:,nw_ performance, be mn. Hm. ow
low, emanates largely from zMnoﬁnno:mEmmfl%m environment, the organization's
ing history, etc.” (1993, 406).
nomwmawmwwwwgﬁ:m mmmmammmbm question as to Swm.nrﬁ.,..wwmnrﬁ,\mw Eo&@ ﬁ.ﬁ.‘_.ﬁn
beliefs about the potency of executive actio mmmmw....mnmﬁ&mmm m.ﬁu.om:wm toa r_.mr,
o,H. F.E..n_wmoﬁﬁob....mﬁﬁm.mop_, ‘or'whether managers with certain J;wmm of WmH:mwm
and personalities (say, in terms of locus of control) are drawn to high- and low-
i ion settings,
&mmn_MmMMMmEr mw.wncﬁ?m discretion is an important nosmﬁ..:nﬁ. for helping to
bridge the debate about the influence of executives on ou.m.mENmSo:m_ ozﬂnoB.mm,
Moreover, discretion may be 2 conceptual lever for improving our csmma.mﬁm:.%bm
of such matters as executive compensation, executive dismissal, organizational
inertia, and executive personality,

Executive Joh Demands

The concept of executive job demands refers to the “degree to égnw.mm execu-
tive experiences his or her job as difficult or challenging” (Hambrick, mEm.am_mﬁmH?
and Mooney 2005, 473). While the concept of job demands has a long history _.:
organizational behavior research and industrial organizational E%nwo_omw_ (Xie
and Johns 1995; Janssen 2001; Karasek 1979), it has received little attention as
it relates to executive work, Most research on executives seems to assume that
all executives experience their jobs as equally difficult. However, the extent to
which an executive finds his or her work challenging is likely to have a number of
observable outcomes. )
Executive job demands arise from three classes of antecedents, The .mwmﬁ&m.&n
challenges, refers to the general difficulty of the situation. msﬁao:n:m.:wm_ hostil-
ity ow?&imnmmnm\ competitive rivalry or stability, and the rate ow mwsﬂoﬁzm:ﬁm_
change all influence task challenges. Additionally, firm-level factors, such as the
amount of resources or legitimacy, can greatly influence the level of task demands.
The second antecedent of job demands is pé; momBm:nman:mbmmm Most of these
arise from external interests that may hold sway over the firm. Such challenges
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ao aLaREUOILCT pressurcs, concentrated ownership, and a viable and active mar-
ket for corporate control are important to the performance challenge dimension.
Additionally, the firm’s performance profile is a farge factor in this antecedent.
The third and final antecedent of job demands is executive sspirations. This fac-
tor includes such determinants as need for achievemnent, locus of control, and the
extent of incentive alignment that the executive experiences in his or her salary
structure.

Hambrick, Finkelstein, and Mooney (2005) proposed several associations
between job demands and performance. For example, increased job demands
are likely to lead to less strategic rationality in decision making, more reljance on
past experience and repertoires, and more reflection of executive background in
decision making. Paralleling the effects observed in more micro-oriented stud-
ies, the authors proposed that the overalt effect of job demands on performance
will be curvilinear, with higher performance occurring when executive job
demands are moderate. The authors also proposed some interactions betweer
job demands, performance, and executive hubtis. For example, executives who
have performed well in extremely demanding situations may be more likely
to develop hubris. Finally, the authors proposed some impression management

behaviors that may follow from refatively high and relatively low job demand
situations.

he Managerisl Mystigue

No discussion about whether managers matter would be complete without
addressing the strong human tendency to believe that leaders matter. Peopie seek
to have heroes and villains as a way of explaining organizational and institutional
successes and failures. Through the ages, people have blamed kings for droughts,
prime ministers for poor economic conditions, and baseball managers for losing
seasons. Humans gravitate to human (and simple) explanations for noteworthy
events or trends. Indeed, this particular tendency is often referred to by psycholo-
gists as the “fundarsentsl attribution sior” (Weber et al. 2001, 583).

The work of Jarnes Meind! and his associates has been particularly instrumen-
tal in enhancing our understanding of “the romance of leadership.” In one paper,
Meind], Ehslich, and Dukerich {1985) argue that leadership is a “perception” that
allows people to make sense aut of organizationally relevant phenomena. The
authors explain the idea that attributions to leaders will ba greatest when organi-
zational performance is.extreme—either very good orvery bad. Their evidence,
drawn from multiple methods and levels of analysis, is not definitive but is clearly
intriguing. They find that business press headlines refer to a company’s leadership
in direct proportion to the company’s performance: the better the performance,
the more attention is showered on leaders. At a more macro level. the authors find
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that the number of doctoral dissertations written on leadership subjects increases
in bad economic times (“Where's the leadership to take care of this wbm.mmwd and
that the number of articles in the business press dealing sm&.._ leadership increases
in good economic times (“Hurray for all this great leadership!”). (The .w.%nmnmsﬁm
between the pattern for dissertations and the press perhaps says mo_‘:mmw%m mw.oﬁ
the cynical lenses of acadernics.) Finally, in a series of laboratory studies, ZWE&
and his associates found that subjects, after reading a vignette, were relatively
likely to ascribe extreme performance—either good or bad-—to the Mmmn_ﬂ, of a
business; more moderate or neutral performance was less likely to be attributed
1o the leader. .

In a follow-up study, Chen and Meindl (1991) examined the role of the press in
bestowing heroic and villainous status on leaders. Tracking the press accounts of
the rise and fall of Donald Burr and People Express airline, the authors found that
the press endowed Burr’s ascendancy with a host of flattering images, then created
an entirely new set of images of Burr to account for the company’s collapse—all
the while striving to demonstrate a consistency in the two distinct sets of por-
trayals. This project and the research stream it represents highlight the tendency
of people—exacerbated by the press—to attribute organizational outcomes to
senior leaders.

Recently, in a series of experimental studies designed to rigorously rule out
alternative explanations, subjects consistently misattributed poor performance
to leadership, when the cause was very clearly due to group size (Weber et al
2001). Using some “weak link” games developed in game theory, the researchers
explained how, for their experiment, group size was clearly and consistently the
cause of poor outcomes. Whereas dyads nearly always come to optimal mo_c,ﬁo:m
in these games, groups of seven or more members seldom do so, regardless of how
well they understand how the games work. In the experiment, the authors ran-
domly assigned one group member as the “leader” and asked that person to exhort
the group to behave according to very simple rules so that all would enjoy 2 lavor-
able cutcome. Very consistentty, the larger groups failed to conform and tended to
blame the failure on the group’s leader. When given an opportunity, poorly per-
forining groups tended to vote to replace the leader with another randomly chosen
from among the group’s membership. The authors argued that participants clearly
understood how the game worked, but still failed to correctly attribute the out-
come to group size (its true cause).

Ore interesting avenue for future research into executive attributions relates to
several studies that indicate this “fundamental” attribution error {Tetlock 1985)
nay not be quite so fundamental after all (Harvey, Town, and Yarkin 1981). For
example, Krull and colleagues (1999) found support for the idea that individuals
in collectivistic cultures (such as China) were less likely to attribute outcomes
to individuals, and more likely to perceive external causes, than were individu-
als from individualistic cultures (such as the United States). Thus, managerial
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mystique, or CEQ celebrity (Hayward, Rindova, and Pollock 2004), may in fact
be culturally contingent,

Executives also generate their own attributions about their effects on their

dency to manage impressions, Execiitives tend to take credit for favorable out-
comes and blame external forces for unfavorahle outcomes. The predominant
research method for detecting this pattern s content analysis of the letters to
shareholders in annyal teports (Bettman and Weity 1983; Abrahamson and Parlk
1994), One such project captures the essence of the phenomenon in its title;
“Strategy and the Weather” Here, Bowman (1976) found that food companies
that performed pootly very often blamed the weather and accompanying crop
conditions, whereas food companies that performed well (and presumably faced
the same weather) made no mentiop of the weather but instead pointed to the
wisdom of their strategic choices,

he attributions made about executive influences on organizationg are exceed-
ingly interesting in their own right. Of course, these attributions also pose com-

plications for the researcher who is interested in trying to objectively detect
executive effects,

Conclusion K

£l

executives operate in 2 wide array of spheres, encompassing substance and sym-
bols, decisional and interpersonal roles, and external and internal activities,
Further elaboration and development of the roles of humman and social capital in
the executive context are needed. !

Second, there are lumerous avenues by which top executives can influence
organizational outcomes, Moreover, situated where they are (ie., at the top},
executives would seem to haye the power to make things happen, Nevertheless,

missed. Constraints on executives do exist, more §0 in some instances than in
others. Executives sometimes have very little latitude of action, sometimes 4 great
deal, and usually somewhere in between. Executive discretion is the concept that
allows us to describe and understand how much leeway exists Discretion stems

!

herself,

Third, further elaboration of the discretion construct, as well as its different
dimensions in the agency and strategic contexts, is needed. While the extent
to which powerful stakeholders afford executives fatitude in setting firm-leve]
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jectives is clearly important, it differs in important ways m”oS the ‘mu_dmmgs n_w?
mQMM: construct that addresses the latitude of strategic actions available to the
cre
.mxmm.._n_.m“m. even though executives rarely have total influence over what Ummuﬁrm.sw
to a%m__a Qﬂmmmwmmmo:m” people tend to mﬁﬁ.vmﬂw.ﬂwﬁmﬂmuwmmmﬁmﬁw MM WMMMM m_w..

; \ . . . B ; ;

This ﬁmbamnnu.\ e thernlo Hogmwow ooww. mr.ﬂ””m ﬁﬁ cw.mm?\m».“m ability to assign
ts. Executives themselves further cor p o w8
.mMMnowd.mw t wrm.ﬁm.z sources by taking credit for favorable outcomes en pointing

o nesto .
: ” lable factors” for unfavorable outcomes. .
. OMMMM%MEMS%&% is still needed, not so much on the Bomh _ummmu m_mawr.m%wm
f what managers do and whether they matter, but on \,.SS and when t .mu\.B e ;
M.Em need is particularly great since so much idealized _Bmmmﬁﬁm @ﬁwnzwn,% M “
natve attributions exist about top executives. Careful understandin
MMMMM“_»% roles and activities is warranted. Mintzberg G@qu mm& ﬂ%ﬂMmM. ( Hmﬂmﬂw
created a foundation for dissecting and classifying anm.mm:m_ ro mm‘. M : MOOm e
research has extended these ideas. Particulary .:mmam.q_ is an examina Mom of the
factors that affect an executive’s involvement in various H,orw.,m ﬁmwﬁmmwm veraus
internal, decisional versus informational, and s0 on). mxm_m:mﬁo:m: mmm. o et
ronmental, organizational, temporal, and individual mm.nﬁoqm Bmw.m ow _Bm rlant
advances in understanding managerial work and even in mm:@.wﬂwm mammnzﬁ fons
about “fitting” managers to specific circumstances, We particular v wbnwmwrwn
research on the symbolic aspects of top executive work, We are convince et
this is an important side of executive behavior, yet very few systematic or gene
izable insights ahout executive symbolism have been generated, ——
Executive discretion remains a fruitful target for Hw%mﬁo.w. onsi mﬁ.ﬂ
work is needed in understanding the determinants Qn. mu.wn.nmﬂo:.rgm mumm..wmﬁnﬂ
larly encourage examination of how organizational and individual N . mnwnﬁmﬁmwmmm
affect the top executive’s latitude of action, to nom%m.m_.bmﬂ” the bit o*u R.Mm y
made in understanding environmental sources of discretion (Hambrick an
Eu%%ﬂ%“ﬂh”ﬂ”@ also exists for research on the nwzmm@cmsnmm o_.m &mnamﬂoz..
Some work has indicated that discretion affects executive no.Bﬁm:mm.Dos m%mn,mmm
ments, but even here more needs to be known, Other passible .noama%wwnmm o&
discretion—including executive profiles, turnover rates, m.kmn:ﬁ:a mobi M_Q m:w
careers, administrative intensity, and mxmncﬁ?w wﬂmon&;w},ﬂﬂﬂa momw: Mwmw M
unexplored (Rajagopalan and Datta 1996). Discretion, ‘we be H.mc.mh sﬁ:ﬁ -
ithportant theoretical fulcrum for understanding these and other importaiit org

iZat omena, .

ENMWMMH_% Mwmwm the most promising areas of research will be m%mn;ﬂ?m images M:m&
attributions. How an executive is perceived abviously Enmmmnm ?m. orher own wMo e -
sional capital, but it also affects the firm’s legitimacy and its ability to attract sup

. : tto
port from stakeholders, Executives no dowubt engage in impression managemen
1A




1IMprove their images; Nowever, the press and other exiernal Inlermation conauils
(such as executive search firms and business associations) also greatly influence
the ways in which executives are perceived. [t may be that managerial attributions
vary widely by national culture, with individualist countries such as the United
States imbuing more of a managerial mystique than do countries with collectiv-
ist cultures, such as Finland and Japan. We anticipate that executive reputation,
stigma, prestige, and attributions will be prominent constructs in some of the
most interesting research on top management over the next several years.

k2

Top executives operate in a world of ambiguity and gomplexity. Unlike convenient
businessschool casestudies, in which all the “relevant facts” are packed into twenty-
five pages, veal strategic sitwations lack structupé; the identification and diagnosis
of problems are open to varying interpretatigns; and potentially pertinent infor-
Aen contradictory. At odds with most

maticn is often far-flung, elusive, cryptic,
strategy frameworlks in textbooks, top ww\ﬁncﬂw<mm do not deal in a world of tidily

packaged, verifiable facts and trends. Eden if executives were able and inclined to

conductin-depth comprehensive ans yses of their situations, th ey would typically
arrive at widely differing nOUoEﬂ. is, because strategic situations are not know-
able, they are only interpretable. /

Consider, for instance, the
that entered into the decision by Google’s senior executives to acquire YouTube, an
online video-sharing site, fof a staggering $1.65 billion in October 2006. YouTube
) December 2003, a mere eleven months before it was
to make a profit. Moreover, because YouTube was pri-

ﬁ,_mm projections, estimates, and interpretations

first launched its service }
acquired, and it had vet
vately held, any valuafion of the firm would contain considerable guesswork and
leaps of faith. Naturdlly, then, many critics panned Google’s move. Concerns were
raised about Google’s increased exposure to copyright litigation, and some skep-
tics openly wondered how YouTube's grassroots business model could possibly
ever yield a preft

Presumabgy, other media companies such as Microsoft or Yahoo could have

entered theffray, but decided that YouTube would never be a big moneymaker, or
simply. th4t $1.65 billion was too much to pay. Obviously; someonewas WTOng—
either the reluctant bystanders, or Google for paying so.much: The actual payoffs
in the/years ahead for these parties will depend on dozens or-even hundreds of
possthic future events or trends-—few of which can be estimated with any preci-

sion, No one knows what will happen, but that does not stop strategic decision
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