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Abstract

The purpose of this paper is to explore the linkage between strategic intent and firm performance. We 
find that while strategic intent is associated with lower levels of financial performance, those firms that 
have specific combinations of both intent and capabilities outperform rivals.  We test the hypotheses on 
a panel data set of pharmaceutical firms from 1993 to 2003.  We find empirical evidence supporting the 
tenets of strategic intent theory (Hamel & Prahalad, 1989).   Secondly, we find evidence that optimally 
misaligned firms are associated with increased profitability over those firms with different intent-
capabilities mixes.  These two findings add to the knowledge stocks in strategic management, generally, 
and to the literature on strategic intent and capabilities, specifically.  The evidence in this paper points to 
firms that have a high level of patents yet low levels of strategic intent and calibration as being laggards 
in the market.  On the other hand, firms that are misaligned in the opposite direction (i.e. a lower level 
of patents but increased intent) seem to outperform rivals, at least in the short term.   

Keywords:  Strategic Intent, Decision-making, Capabilities, Performance, Implementation, Optimal 
Misalignment

INTRODUCTION

“Plans are only good intentions unless they 
immediately degenerate into hard work.”

 –Peter Drucker

Strategic implementation is the culmination of a 
series of corporate-level decisions that are largely 
unobservable to non-participants.  As such, these 
intermediate steps that end in corporate action are 
often ignored.   Prior to implementing strategies, 
however, rms must make ex-ante decisions as 
to which resources they wish to utilize to reach 

corporate goals. To accomplish this progression, 

management must intentionally formulate 

strategies to compete against rivals (Child, 1972).  

e intended result of this competition has two 

implications. First, and at a minimum, rms 

must survive from one time-period to the next. 

Secondly, and conditional on survival, rms must 

distinguish themselves over rivals in order to 

thrive.  e foundation of capability build-up lies 

in what some scholars have termed strategic intent, 

which is de ned as the ambition of corporations 

that outweigh their current resources (Hamel & 

Prahalad, 1989).  Strategic intent has also been 

de ned as “stretch” because of the misalignment 

between current resources/capabilities and future 

goal ambition (Hamel & Prahalad, 1993; Sitkin et 

al., 2011).  Intent is theoretically important because 

it must normally precede the actions that lead to 

outcomes, either successful or unsuccessful. 

While there have been many theoretical and 
empirical papers addressing capabilities (see 
Newbert, 2007 for a comprehensive list), there has 
been much less attention paid to strategic intent to 
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date.  is lack of attention provides an opportunity 
for our theoretical contributions.  Following the 
prevailing guidance with respect to theoretical 
contributions (Dubin, 1978; Whetten, 1989), we 
add relevant constructs, speci cally, capabilities and 
optimal misalignment, to the existing theoretical 
model linking strategic intent to rm performance.   

e capabilities construct is a valuable addition to 
the existing literature because capabilities lead to 
the successful execution of rm strategy. Without 
such capabilities, competitive advantage and 
ultimately superior rm performance, would not 
be possible.  e optimal misalignment construct 
contributes to the literature by further re ning our 
understanding of the contexts where capabilities 
and intent congruence is necessary.  Two major 
contributions of this paper are, therefore, evident.  
First, ours is the rst paper to nd empirical 
evidence supporting the tenets of strategic intent 
theory (Hamel & Prahalad, 1989).1  Secondly, we 

nd evidence that optimally misaligned rms are 
associated with increased pro tability over those 

rms with di erent intent-capabilities mixes. We 
nd that while strategic intent is associated with 

lower levels of nancial performance, those rms 
that have speci c combinations of both intent and 
capabilities outperform rivals.  ese ndings add 
to the knowledge stocks in strategic management, 
generally, and to the literature on strategic intent 
and capabilities, speci cally.     

e rest of the paper is organized as follows. In 
the next section, we review the current theory to 
formulate the main idea of the paper, which is the 
importance of strategic intent and its relationship to 

rm performance.  Section 3 identi es the methods 
undertaken, including the sample selection, variable 
operationalization, and estimation procedures.  
In Section 4, we report results and, in Section 5 
conclude our ndings and discuss the ways that this 
study adds to both the theoretical and empirical 
understanding of these constructs.  

1 One other paper (Doving & Gooderham, 2008) explic-

itly tested one hypothesis related to strategic intent but 

the ndings were insigni cant.

LITERATURE REVIEW

A Process Model of Strategic Intent  

Strategic intent represents objective goal-setting 
that articulates the organization’s aspired direction 
of growth and plays a pivotal role in shaping 
organizational resource allocation and capability 
development (Hamel & Prahalad, 1993; Lovas 
& Ghoshal, 2000).  Additionally, strategic intent 
is management’s vision of the rm that creates a 
mis t between current resources and this rm-
level ambition (Hamel & Prahalad, 1989) such 
that rms are forced to stretch their goals.  Firms 
with low levels of strategic intent, therefore, have a 
“scarcity of ambition” and frequently have trouble 
with e ective goal-setting.  Hamilton et al. (1998) 
posited that rms must be optimally misaligned 
in order to use strategic intent for value creation.  
Optimal misalignment entails a rm that seeks 
a competitive goal that is seemingly improbable, 
given the rm’s current capabilities.  Striving for the 
seemingly improbable goal guides management in 
obtaining the capabilities necessary for successful 
competition (Sitkin et al., 2011) by enacting 
observable, rm-wide action.  At the same time, 
goal-setting must be reasonable in that overly 
ambitious rms could su er from what Grant 
and Schwartz (2011) termed “too much of a good 
thing.”

A substantive strategic intent requires capabilities 
to achieve a vision (Mantere & Sillince, 2007) that 
eventually yields corporate action (Chen, 1996).  

e vision, which is directed from the top of the 
organization, conveys a sense of direction, discovery, 
and destiny (Hamel & Prahalad, 1994) for a rm’s 
employees.  While some scholars have argued that 
vision may ow from employee segments other 
than the top of the organization (Weick & Roberts, 
1993), most have de ned vision as a top-down 
process (Burgelman, 1994; Burgelman & Grove, 
1996; Noda & Bower, 1996; Lovas & Ghoshal, 
2000).  Once the vision is formalized, then internal 

processes are utilized to reach speci c goals, which 

are explicitly set from the vision.  Strategic intent 

can be thought to be a semi-parallel construct to 

a vision; however, there are di erences (Mantere 
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& Sillince, 2007).  Whereas rms tend to have 

one overarching and broad vision, strategic intent 

may entail more speci c (Lovas & Ghoshal, 2000) 

as well as more numerous goals.  In other words, 

rms may have one central vision that is then 

decomposed into multiple intents by which they 

compete.  

e process by which rms may accomplish their 

goals is contained in Figure 1.  We rely upon the 

process model developed by Brown (2015c), who 

argues that a rm makes decision-making vectors 

after analyzing both its internal capabilities and the 

external environment.  Management then initiates 

intent by allocating resources to key strategic moves.  

Once there is intent, management teams engage in 

calibration, which is de ned as a ramp-up period 

prior to action (Brown, 2015c).  is phase then 

leads to strategic action. 

To be more speci c, imagine that the rm wants 

to grow to capture market share.  In order to reach 

this goal, the rm looks externally and internally

and decides that growth is possible.  However, the 
rm’s current capability repertoire is minimally 

su cient to begin the growth process and needs 
to become more robust in order to accomplish 
the feat.  After the strategic intent is formalized, 

but before the rm takes solid strategic action, 
it must “ramp up” its stock of resources and 
capabilities.  For example, the rm may increase 
its facilities so that it has additional capacity if the 
goal is reached.  is ramp-up period is labeled 
calibration in our model.  Finally, the rm may 
actually enter the new market (or it may not).  

e subtlety is that the calibration period is an 
interim step that precedes competitive action 
and is a direct result of the rm’s strategic intent.  

erefore, one can infer strategic intent through 
calibration.  Since intent is highly unobservable, 
this inference is extremely valuable in determining 
the e ect of intent on certain subsequent outcome 
measures. 

e literature on corporate action and competitive 
dynamics is a useful parallel as it links a rm’s 
strategic posture with mechanisms to achieve its 
goal(s). Chen’s (1996) awareness-motivation-
capability (AMC) perspective posits that rms 
must be aware of their competitive environment 
and motivated to act.  Competitive motivation 
(Gimeno, 1999) is similar to strategic intent since 
both constructs precede corporate action such as 
attacking or counterattacking rivals’ action (Ferrier 
et al., 1999; Gimeno, 1999; Ferrier, 2001; Basdeo 
et al., 2006; Derfus et al., 2008; Brown, 2015a).  
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Figure 1: Strategic Intent Process Model

Source:  Brown (2015c), and used with permission from the Journal of Management Policy and Practice.
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Strategic Intent: Willingness and Ability

In order to capture the essence of strategic intent, 
we consider both the ability and the willingness 
of a rm to deploy competitive assets.  While 
ambition (i.e., intent or motivation) is crucial, 
tangible resources are fundamental (Sitkin et 
al., 2011).  Inherent in corporate action is the 
capability to deploy nancial resources, speci cally 
slack resources (Cyert & March, 1963; Galbraith, 
1973).  Furthermore, having greater slack resources 
enhances organizational learning through the 
reduction in e ort to obtain needed inputs for 
learning (Sitkin et al., 2011; Brown, 2012).  
While slack resources are needed, unabsorbed
slack resources are critical since they are the 
residual e ects of both prior success and current 
deployments (Bourgeois, 1981).  Unabsorbed 
slack resources may support trial and error periods 
when a rm’s strategy is not initially successful 
(Young et al., 1996).  erefore, rms have a 
higher propensity to overcome short-term obstacles 
in order to reach longer-term goals when slack 
resources are more abundant.

ere are two competing interpretations of how 
strategic intent is related to rm-level performance.  
On the one hand, strategic intent should intuitively 
be a positive predictor of performance as a rm’s 
intent should expand its expertise or scope.  
However, since a rm’s intent initiation requires 
subsequent capability development, pro tability 
will su er due to these additional development 
costs.  Firms that obtain the capabilities necessary to 
support the heightened intent will be rewarded with 
superior returns, albeit during a future time period, 
sometimes a distant future time period. 

Competitive action research has identi ed 
several di erent areas in which rms can commit 
strategically: (i) nancial, (ii) marketing/
distribution, and (iii) capacity (Ferrier et al., 
1999; Ferrier, 2001; Basdeo et al., 2006; Chen et 
al., 2007; Derfus et al., 2008).  e allocation to 
these types of assets indicates top management’s 
commitment to either exploiting current 
resources or exploring new ones.  ese types of 
commitments have been found to lead to higher 

levels of reputational capital (Basdeo et al., 2006) 
and more complex strategic repertoires (Ferrier, 
2001).  However, investment in these areas may 
hinder short-term pro tability.  Ferrier et al. 
(1999) found that aggregated actions lead to more 
market share erosion of the focal rm, suggesting 
that actions re ecting intent may have an inverse 
relationship with performance.  

More direct evidence of this negative relationship 
comes from the literature on exploration.  
Rothaermel and Deeds (2004) nd that exploration 
is negatively related to products in development.  
Nooteboom et al. (2007) nd that exploration 
reduces a rm’s patenting propensity.  He and 
Wong (2004) nd that rms that explore more 
than exploit have negative sales growth.  Finally, 
Mudambi and Swift (2011) nd that diversi cation 
negatively a ects rm-level sales growth and that 
diversi cation negatively moderates the positive 
relationship that exists between R&D volatility and 
sales growth.  

is empirical evidence parallels the small 
theoretical literature on strategic intent.  Hamel 
and Prahalad (1989, 1993) argued that strategic 
intent, in the long run, is positive but may be costly 
in the short-term.  eir use of the word “stretch” 
in the 1993 work implies that the rm must stretch 
current resources and capabilities to impose their 
competitive position.  is stretch, by de nition, 
has associated costs that diminish pro tability.  
Hamilton et al. (1998) posited that a rm’s short-
term pro tability su ers for the bene t of longer-
term competitive sustainability when rms have 
stretch goals.  Sitkin et al. (2011) theoretically 
proposed that stretch goals are those which are 
“…seemingly impossible” (p. 545) and that “…as 
goals become more extreme, there are complex yet 
predictable organizational e ects that are likely to 
be negative except under a limited set of speci able 
circumstances” (p. 546). e associated empirical 
and theoretical underpinning is the foundation for 
our rst hypothesis:

Hypothesis 1: Firm-level strategic intent is 
negatively related to short-term rm performance.
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Capabilities, Strategic Intent, and Optimal 
Misalignment

Capabilities have been de ned as embedded rm-
level processes that have an intended and speci c 
purpose (Winter, 2003).  Additionally, and 
following Winter (2000), capabilities are not ad 
hoc, meaning that they are repeated processes that 
the rm intentionally practices for two purposes.  

e rst purpose is to improve the capability, 
and the second purpose is to create rm value 
relative to its rivals (Drenevich & Kriauciunas, 
2011).  ese repeated processes are considered 
organizational routines (Nelson & Winter, 1982) 
that allow rms to operate and pro t in their 
chosen markets.  As part of the RBV, capabilities 
have had an increasingly important role in 
explaining heterogeneous outcomes as scholars have 
deemed resource stocks a necessary but insu cient 
condition for competitive advantage (Powell, 2002).  

In order for a capability to lead to an advantage, 
resources must be e ectively deployed.  e explicit 
intent to compete along certain capabilities has 
been described as a top-down process within the 

rm and, therefore, managerial capabilities are 
crucial (Castanias & Helfat, 2001; Adner & Helfat, 
2003).  Managerial capabilities include not only 
which strategies to follow but also how to execute 
these strategies.  erefore, while it may appear 
that competitors are competing along very similar 
dimensions, it is the rm-level processes that lead 
to advantages vis-à-vis rivals.  Noda and Bower 
(1996) theorize that competitive advantage resides 
in the iterative choices made by management, 
even if competitors appear to be operating along 
similar lines.  ese iterative choices are sometimes 
re-combinations of existing resources as new 
information is processed by management (Kogut & 
Zander, 1992).  is recombination hypothesis is 
prevalent in dynamic capabilities theory (Teece et 
al., 1997), which posits that sustained competitive 
advantage is earned only if rms learn through 
feedback loops; in other words, if rms have 
routines to improve their routines.2  

2 is is labeled second-order capabilities in the litera-

ture, most notably by Danneels (2002).

e ultimate goal for rms is to increase the 
probability of earning both competitive advantage 
and superior economic returns (Barney, 1991; 
Amit & Schoemaker, 1993).  ere are a 
number of papers that have provided evidence 
that capability development, deployment, and 
pro ciency lead to such goals.  For example, 
Parnell (2018), among many others, nds evidence 
linking capabilities with rm performance.3  
Scholars have also identi ed relationships 
between capabilities and a host of underlying 
factors, in various contexts, which contribute to 

rm advantage.  In a study of 192 service rms, 
Kamboj and Rahman (2018) identify a link 
between marketing capabilities and sustainable 
innovation, while Panda and Rath (2018) draw 
from the banking sector to highlight a relationship 
between human IT capabilities and rm agility.   
Further, Reyes et al. (2015) studied supply chain 
professionals to connect knowledge management 
capabilities with supply chain technology 
adoption.  Collectively, these papers support 
the logic that competitive advantage is realized 
through both the selection of key resources ex-
ante and the deployment of capabilities that 
optimize these resources ex-post (Makadok, 2001).  
In essence, rent-seeking is the culmination of 
managerial capabilities in resource picking and 
capability deployment (Makadok, 2001).  

Moderating E ect of Capabilities on the 
Strategic Intent-performance Relationship

e e ects of any intended strategy are based on the 
appropriate execution and partly constrained by the 

rm’s available resources and capabilities (Mishina 
et al., 2004; Gary, 2005). Hamel & Prahalad 
(1993) warned about the downside of strategic 
intent when “resource commitments outpace the 
accumulation of customer and competitor insight” 
(p. 84). Hence, we need to examine the interaction 
of resource/capability repertoire and strategic 

3 See additional papers: Prencipe, 1997; Argyres & Sil-

verman, 2004; Cho & Puckik, 2005; Sampson, 2005; 

Dutta et al., 2005; Kotha et al., 2011; Yam et al., 2011; 

Combs & Ketchen, 1999; Rothaermel & Deeds, 2004; 

Nooteboom et al., 2007; Brown, 2015c.
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choice, i.e., how the rm’s core capability interacts 
with its strategic intent to a ect performance. 

Strategic intent theory posits that mismatched rms 
will have competitive advantages vis-à-vis rivals. 
Firms with an adequate level of capabilities, but 
with ambitions that outstrip this level, are those 
with appropriate strategic intent.  Hamel and 
Prahalad (1993) and Sitkin et al. (2011) label this 
ambition stretch, which are goals that seem to be 
improbable given current levels of organizational 
capabilities.  Hamilton et al. (1998) go further by 
addressing the interaction of capabilities and intent.  

ey state, “For the successful realization of an 
aggressive strategy, the goals and core capabilities 
of an organization must be optimally misaligned. 
Such misalignment is not destructive, but rather 
energizes the organization to strive for what may 
seem to an outsider an unattainable goal.  When 
an organization optimally misaligns its resources 
in pursuit of a goal, it is optimally misaligning 
today’s resources with tomorrow’s goals (p. 408).”   

erefore, if rms are optimally misaligned, they 
will have more competitive success, leading to 
superior performance.  

e logic behind why optimal misalignment 
positively a ects rm performance is as follows.  
Firms with very low levels of capabilities and very 
high levels of capabilities su er from productivity 
problems.  Firms with low levels of capabilities lack 
the foundational platform to compete e ectively 
with rivals that are more productive in their 
institutional eld.  is may seem intuitive.  What 
is less intuitive is the productivity issues with high 
capability rms as noted by numerous scholars 
(Leonard-Barton, 1992; Miller, 2002; Drenevich & 
Kriauciunas, 2011; Sleesman et al., 2012; Schilke, 
2013).  High levels of capabilities may also generate 
a commitment that drives strategic persistence to 
the point of diminishing rm performance (Lant 
et al., 1992; Grossman & Cannella, 2006).  e 
accumulation of pivotal capabilities will initially 
improve operational performance; however, the 
magnitude of this e ect tends to diminish as the 
value delivered is outweighed by the costs of 
developing and maintaining the rm’s capability.  
Ultimately, this relationship can turn negative as 

the external environment shifts the competitive 
parameters that lead to success (Leonard-Barton, 
1992; Drnevich & Kriauciunas, 2011).  is 
overinvestment in previously needed capabilities 
may be indicative of poor resource allocation by 
management through the failure to iteratively 
change strategy (Lovas & Ghoshal, 2000).

Considering that the level of capabilities may 
a ect the relationship between strategic intent 
and performance, we propose in Hypothesis 2 
that capabilities positively moderates the negative 
association between strategic intent and short-
term performance proposed in Hypothesis 1.  
Furthermore, in Hypothesis 3, we propose that 

rms that are optimally misaligned will outperform 
rms with intent-capability combinations that 

are sub-optimally misaligned.  We de ne optimal 
misalignment as the mismatch between capabilities 
and intent.  For example, alignment captures rms 
with high levels of capabilities and high levels of 
intent or low levels of capabilities and low levels of 
intent.  Accordingly, misalignment is when rms 
have high levels of capabilities and low levels of 
intent or vice versa. Misalignment encompasses all 

rms that strive to stretch their goals, even if this 
means sacri cing some of today’s pro tability for 
tomorrow’s nancial gains.  

Hypothesis 2:  e negative relationship between 
strategic intent and short-term performance will 
be positively moderated by rm-level capabilities.

Hypothesis 3: Optimally misaligned rms will 
outperform rivals that are not optimally 
misaligned.

DATA AND METHODS

Data

In this sample, we gathered rm-level data on 
pharmaceutical rms for the years 1993 through 
2003.  e pharmaceutical industry was selected 
because of the industry’s focus on research and 
development (R&D), which is re ective of 
capability-building (Henderson & Cockburn, 
1994; Yeoh & Roth, 1999; DeCarolis, 2003).  
Firms in this study were drawn from the following 
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standard industry classi cation (SIC) codes per the 
Occupational Safety and Health Administration 
(OSHA): (i) Pharmaceutical Preparations (SIC 
2834), (ii) In Vitro and In Vivo Diagnostic 
Substances (SIC 2835) and (iii) Biological Products 
Except Diagnostic Products (SIC 2836), (Brown, 
2015c).

Our rm-level nancial data were drawn from 
the Compustat database, while patent data was 
sourced from the National Bureau of Economic 
Research’s (NBER) patent database and the United 
States Patent and Trademark O ce (USPTO).  

e USPTO data supplemented missing rm-
level patent data if needed.  e nal panel dataset 
contains 225 rm-year observations from a sample 
of 28 rms over the period from 1993 to 2003. 
Capturing data from these rms represents more 
than 90 percent of industry sales (Basdeo et al., 
2006). 

Estimation

e most common panel data estimation 
techniques include either a xed-e ects or random-
e ects regression.  Random-e ects regression is 
powerful when attempting to explain di erences 
across entities (as opposed to only within entities) 
and, therefore, this was the technique employed.  

e model used is as follows:

 Yit = a + b’Xi(t-1) + W’Zi(t-1) + Uit + eit (I)

where Y is the dependent variable represented in 
this study by return on assets (ROA) and return 
on invested capital (ROIC), b’X are vectors of 
parameter estimates and explanatory variables, 
and W’Z are vectors of parameter estimates and 
control variables.  Uit is de ned as the between-
entity error, and eit is de ned as the error term, 
which incorporates all other factors such as omitted 
variables. 

However, post hoc tests of the random-e ects 
model resulted in serial correlation, a common issue 
in random-e ects models.  e Wooldridge Test 
for Serial Autocorrelation suggests that random-
e ects would be biased because the resulting 
standard errors may be in ated.  In the case of 
in ated standard errors, coe cients may appear to 
be signi cant (or more signi cant) when they are 
actually not statistically di erent from zero.  Frain 
(2008) recommends using a special case of the 
Generalized Least Squares (GLS) for panel data 
that may su er from both heteroskedasticity and 
serial correlation.  is model is also known as a 
cross-sectional time-series feasible generalized least 
squares (FGLS) and is speci ed as:

 Yit=  + b’Xi(t-1)   +W’Zi(t-1)+ e (II)

    H1: (-) 
 
 
 

     H2: (+)        H3: (+)  

Strategic 
Intent 

Performance 
ROA/ROIC 

Firm 
Capabilities 

Optimal 
Misalignment 

Figure 2: Hypotheses Predictions
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where Y is a vector of performance measures 
represented in this study by return on assets (ROA) 
and return on invested capital (ROIC); b’X are 
vectors of parameter estimates and explanatory 
variables and W’Z is a vector of parameter estimates 
and control variables.  FGLS allows us to relax 
the assumptions of homoscedasticity and non-
correlation and to return maximum likelihood 
estimates for the speci ed variables.

Dependent Variables

Since this study is concerned with rm-level 
performance e ects, the dependent variables used 
in this study consist of two commonly used return 
measures (DeCarolis, 2003; Derfus et al., 2008; 
Brown, 2015c):  Return on Assets (ROA) and 
Return on Invested Capital (ROIC). Speci cally, 
these are operationalized as follows:

 ROAit= Earnings Before Interest and Taxes   
    (EBIT)it / Total Assetsit (III)

 ROICit=  Earnings Before Interest and Taxes  
(EBIT)it / Invested Capital - Cashit   
 (IV)

Primary Explanatory Variables

Strategic Intent  

Strategic intent has not been the focus of many 
empirical papers in the literature to date and, 
therefore, there is less precedent for the appropriate 
mechanism to measure this construct.4  One paper 
that addresses strategic intent (Hamilton et al., 1998) 
proposed that researchers use nancial measures that 
signal strategic intent through spending on activities 
aligned with market entry, new product launches, or 
expansionary projects.  More speci cally, Hamilton 
et al. (1998) suggest the use of capital expenditures, 
R&D intensity, and marketing intensity from rm 

nancial statements. In a paper examining strategic 
intent and pharmaceutical rm performance, this 
approach was utilized (Brown 2015c).   In tangential 

4 In fact, there has been one quantitative empirical paper 

(Doving & Gooderham, 2008) which has directly mea-

sured the strategic intent construct.  

research in a study of competitive dynamics, 
Nair and Selover (2012) also used sales intensity, 
capital expenditures, and capital intensity to model 
corporate action.  is guidance is consistent with 
previous work measuring other corporate strategy 
variables such as strategic persistence (Finkelstein & 
Hambrick, 1990; Kline & Wadhams, 2011).  In this 
literature stream, scholars use six di erent nancial 
ratios in an aggregate measure to capture strategic 
persistence.  We use similar logic in this paper and 
measure strategic intent in the following manner:

Strategic intent operationalization 
(continuous):  First, we measure three intensity 
constructs: (i)  R&D intensity, (ii)  marketing 
intensity, and (iii)  xed capital intensity:

R&D Intensity i(t-2Æt-1) = R&D Expenditures i(t-

2Æt-1)/ Total Revenues i(t-2Æt-1)     (V)

Marketing Intensity i(t-2Æt-1) = SG&A Expenses 

i(t-2Æt-1)/ Total Revenues i(t-2Æt-1)      (VI)

Fixed Capital Intensity i(t-2Æt-1) = PP&E Assets 

i(t-2Æt-1)/ Total Revenues i(t-2Æt-1)     (VII)

Next, we aggregate these three measures to calculate 

our strategic intent variable. 

Strategic Intenti(t-2Æt-1)= S( R&D Intensity, 

Marketing Intensity, Fixed Asset Intensity)i(t-

2Æt-1) (VIII)

Strategic intent operationalization (categorical). 
We also measured strategic intent through a 
categorical operationalization that incorporates both 

rm willingness (i.e., the previous measurements of 
strategic intent in this paper) and ability (i.e., the 
current resources that the rm possesses). We used 
slack resources, speci cally available slack (current 
assets divided by current liabilities), to measure 
ability. us, we used the following equation. 

S ( R&D Intensity, Marketing Intensity, Fixed 
Asset Intensity) i(t-2Æt-1)/ Current Ratio i(t-2Æt-1)  

  (IX)

where rm i’s current ratio represents the current 
ratio’s change between year t-2 to year t-1. 
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Figure 3 provides a two-by-two matrix representing 
outcomes from equation IX.  Positive results are 
found in the top left and bottom right quadrants 
(Q1 and Q4, respectively), and negative results 
surface in the top right and bottom left quadrants 
(Q2 and Q3, respectively).  e positive outcomes 
represent consistency in the direction of both 
willingness and ability, while the negative outcomes 
represent a divergence in willingness and ability.  If 
the willingness is positive, while slack is negative, it 
suggests strong intent (i.e., rms are willing despite 
a shortage of resources).  Conversely, negative 
willingness coupled with ample resources suggests a 
lack of strategic intent. 

Firm Capabilities 

Patent data serve as a measure of capabilities in 
our sample since pharmaceutical rms depend on 
intellectual property protection for competitive 
advantage (Brown, 2015c, Henderson & Cockburn, 
1994; Hall et al., 2001; DeCarolis, 2003; Lin & 
Chen, 2005; Kotha et al., 2011).  Following 
previous work, we normalized (e.g., normalized 

by rm size, which is measured by revenue) and 
took the natural log of patent counts to estimate 
capabilities in a given year.  Speci cally, we measure 
capabilities as follows5:

Ln [Capabilitiesi(t-1) = Number of Patent 
Applicationsi(t-1)/Total Revenuesi(t-1)] (X)

Firm-level patent applications are a proxy for a 
rm’s capabilities in this industry as the ability to 

e ectively apply for appropriate patents utilizes 
crucial resources from segments of the rm, 
including legal, R&D, and executive management.  
Firm-level patent applications give valuable 
information about which markets rms are going 
to enter.  e rm may already be competing in 
these markets, in which case the patent application 
indicates the level of depth that the rm’s decision-

5 We added one to each rm’s patent count since we took 

the natural log of this count. Without this step, rms 

with zero patents in a given year would have a logged 

patent count that is unde ned.  By adding one to each 

rm’s patent count, the rm thus has zero input for ca-

pabilities as the log of one is zero.

Ability 

+   - 

 
   +  + (1) (Q1)   - (2) (Q2) 
Willingness  

-  - (0) (Q3)       + (1) (Q4) 
   

Figure 3: Strategic Intent Ability-Willingness Matrix

* Drawing on Hamel and Prahalad’s (1989) de nition, “ambition of corporations that outweigh their current resources”, we developed 

the four quadrants in Figure 3.  e four quadrants represent a two-by-two matrix showing dimensions for ability and willingness.   

Intent is captured in Quadrant 2 because willingness exceeds ability thus re ecting corporate ambition.  Quadrants 1 and 4 show 

alignment (i.e., the change in our continuous strategic intent variable and the change in available slack are going in the same direction: 

positive to positive, negative to negative), hence do not re ect ambition.  Quadrant 3 is the reference category since ability exceeds 

willingness (i.e., no ambition or willingness is negative and ability is positive).

*Figure 3 is taken from Brown (2015c) and reprinted with permission from the Journal of Management Policy and Practice.
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makers are aiming for, or the rm may be entering 
new markets, in which case the patent application 
indicates the level of breadth in decision-making.  
Patent applications are a valid proxy; therefore, for 
the embedded processes that rms must have in 
place (Winter, 2003) both in resource picking and 
resource exploitation (Makadok, 2001).  

Interaction of strategic intent and capabilities 
(Moderator):  Following Hypotheses 2 and 3, we 
use an interaction of strategic intent and capabilities 
to measure the moderating e ect of capabilities on 
the link between strategic intent and performance.  

is was done in two ways.

e rst method of operationalizing this interaction 
term is simply the product of the continuous 
variables (Hypothesis 2).  e second method was 
employed to measure the optimal misalignment 
proposed in Hypothesis 3.  In this method, we 
interacted the capabilities measure by the categorical 
strategic intent measure, as shown in equation IX.   

Control Variables

We controlled for time e ects, industry-level e ects, 
and rm-level e ects.  With respect to time e ects, 
we controlled for each year in our sample period.  
At the industry level, we control for inter-industry 
e ects by concentrating on a single industry.  
Additionally, we control for the primary sector 
within the pharmaceutical industry by coding the 
three sectors (SIC 2834, 2835, 2836) in order to 
control for the di erences between them.  No rm 
had a primary four-digit SIC code of 2835 and, 

therefore, this became a dichotomous variable coded 
0 for SIC code 2834 and 1 for SIC code 2836.

At the rm-level, we controlled for rm size, rm 
location, prior performance, and nancial slack 
(Guha, 2016).  Firm size was measured as the natural 
log of a rm’s total assets in year t.  Firm location 
is a binary variable that is equal to 1 if the rm is 
headquartered in the United States and equal to 0 
otherwise.  Past performance is controlled for by 
including the lagged performance measure in the 
speci c estimation.  For example, rm i’s 1999 
return on assets was used as a control measure when 
modeling the dependent variable return on assets for 

rm i in the year 2000.  Financial slack was estimated 
by calculating the rm’s current ratio, which is its 
current assets divided by its current liabilities.  

RESULTS

Table 1 gives the summary statistics for the 
sample used in the study, and Table 2 is the 
pairwise correlation table.  e results of the 
feasible generalized least squares (FGLS) models 
estimated in STATA are included in Table 3.  We 

rst tested control-only models (Models 1 and 
5) followed by models that added in explanatory 
variables and interactions iteratively.  Hypothesis 1 
posited that there would be an inverse relationship 
between strategic intent and rm-level short-term 
performance.  Models 2 and 6 include the measure 
of strategic intent from equation VIII for dependent 
variables ROIC and ROA, respectively.  In both 
models, the coe cient for the strategic intent 
variable is both negative and highly signi cant (b= 

Table 1: Summary Statistics

Variable N Mean St. Dev Min Max
ROA 225 0.126 0.266 -2.722 0.415
ROIC 225 0.202 0.539 -6.748 0.963
Strategic Intent 225 -0.121 3.778 -35.538 38.483
Capabilities 225 3.120 8.755 0.000 107.400
Financial Slack 225 2.857 2.112 0.828 13.093
Firm Size 225 15.095 2.021 9.387 18.576
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Table 2: Correlation Matrix

1 2 3 4 5 6 7 8 9 10 11 12

1 ROA 1

2 ROS 09135* 1

3 ROIC 0.9380* 0.7737* 1

4 ROA(t-1) 0.9659* 0.8968* 0.8757* 1

5 ROS(t-1) 0.9071* 0.9970* 0.7643* 0.9071* 1

6 ROIC(t-1) 0.9227* 0.7860* 0.9285* 0.9459* 0.7939* 1

7 Capabilities –0.9059* –0.9706* –0.7783* –0.9051* –0.9732* –0.8037* 1

8 Ln 
Capabilities

–0.3868 –0.5223* –0.244 –0.4290* –0.5307* –0.2813 0.6260* 1

9 Strategic 
Intent

0.6067* 0.6056* 0.5405* 0.7006* 0.6489* 0.6612* –0.6297* –0.2345 1

10 Strategic 
Intent (Multi-
Year)

–0.5434* –0.6935* –0.3941 –0.5040* –0.6680* –0.38 0.6413* 0.5159* 0.072 1

11 Financial 
Slack

–0.3904 –0.2607 –0.4850* –0.4335* –0.299 –0.5339* 0.3228 –0.1237 –0.5708* –0.1247 1

12 Firm Size 0.6924* 0.5199* 0.7152* 0.6649* 0.5285* 0.7004* –0.5352* 0.0492 0.5845* –0.0859 –0.6377* 1

 

Table 3: Results of Feasible Generalized Least Squares (FGLS) Estimation
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-0.024, p=0.001 in Model 2; b= -0.009, p=0.001 
in Model 6).  erefore, hypothesis 1 is supported.  

is can be interpreted as an increasing level of 
strategic intent is associated with declining short-
term performance.  

Models 3 and 7 tested hypothesis 2.  Hypothesis 2 
posited that capabilities would positively moderate 
the negative relationship between strategic intent 
and rm performance.  In these two models, 
capabilities were operationalized according to 
equation X, and strategic intent was operationalized 
according to equation VIII.  In both models 3 and 
7, the interaction term’s coe cient is signi cant yet 
opposite that predicted.  Hypothesis 2 predicted 
that capabilities would positively moderate the 
strategic intent-performance relationship.  e 
coe cient values in our estimations, however, were 
negative and signi cant, thereby lending no support 
for hypothesis 2. 

Finally, hypothesis 3 was concerned with the 
interaction of capabilities and strategic intent to 
test the association of performance for optimally 
misaligned rms.  e hypothesis predicted that 
the interaction would result in positive rm 
performance for rms that are misaligned.  is 
hypothesis was tested for the dependent variable 
ROIC in Model 4 and the dependent variable 
ROA in Model 8.  Reported in Table 3 are 
the two categories above the baseline category 
(Baseline=Category 0, Quadrant 3).  e baseline 
category includes rms that are low in strategic 
intent and, therefore, not expected to bene t 
from being optimally misaligned.  Category 2 
(Quadrant 2) represents rms that are high in 
strategic intent and low in ability; therefore, they 
are expected to bene t from being misaligned.  

e middle category (Quadrants 1 and 4) includes 
rms that have increased strategic intent relative 

to the baseline but are not at an optimum on the 
misalignment scale.  In both Models 4 and 8, 
the interaction terms are signi cant.  In Model 4 
(ROIC), the middle category’s (Cat 1: Quadrants 1 
and 4) coe cient is negative and signi cant.  Since 
it is di cult to determine if rms in this category 
are optimally misaligned, the coe cient of interest 
is the interaction term with category 2.  In both 

models, this coe cient is positive and signi cant 
(b=0.058, p=0.021 in Model 4; b= 0.025, p=0.000) 
in Model 8, lending support to hypothesis 3.

A contour plot of the interaction is included in 
Figure 4.  Including such a plot is important for 
two reasons.  First, hypotheses 2 and 3 are similar 
conceptually but not operationally since one 
strategic intent variable is continuous, and the 
other is categorical.  Second, and more importantly, 
interactions are di cult to interpret without a 
graphical representation.  e high-performance 
segments are denoted by red and yellow in Figure 
3 and include rms that are in the top quintile 
of performance.  Figure 4 provides evidence 
that rms with high strategic intent and lower 
capabilities (i.e., optimally misaligned) outperform 
competitors in the sample with other mixes of these 
variables.  Additionally, rms that have negative 
ROA, denoted by light blue and dark blue, are not 
optimally misaligned in that they have very high 
levels of capabilities while having strategic intent 
levels that are below the sample mean.  ese 

ndings will be expanded upon in the Discussion 
section.

Robustness

We performed several robustness checks to address 
the consistency of ndings and reverse causality.  

Tobit Estimation: Since our dependent variables 
are ratios, there may be a truncation of the 
dependent variable.  erefore, as a robustness 
check, we estimated panel data Tobit regressions 
using the xttobit command in STATA.  e results 
of the Tobit models are consistent with those of the 
random-e ects models reported in Table 3.    

Reverse Causality:  We tested for reverse causality 
by regressing lagged performance measures against 
both our strategic intent and capabilities variables.  
We used two di erent lags—1 year and 3 years—
and estimated random e ects models with the 
same control variables included in Table 3.6  In 

6 e lagged performance measures in our original mod-

els were removed since performance was included as an 

explanatory variable in these models. 
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total, there were four models estimated (two lags 
and two independent variables).  e coe cients 
for the performance variables in all models were 
insigni cant.  e lowest p-value for any of the 
coe cients was 0.34 leading to the conclusion that 
prior performance does not predict either strategic 
intent or capabilities in our sample.

DISCUSSION, LIMITATIONS AND 
FUTURE RESEARCH

Discussion

In this paper, we measured and tested strategic 
intent theory (Hamel & Prahalad, 1989) and made 
several signi cant contributions.  e most notable 
of these contributions lies with the construct of 
strategic intent.  Strategic intent research began over 
two decades ago with seminal works by Hamel and 
Prahalad (1989, 1993) in which they challenged 
static competitor analyses, yet it has been largely 
neglected.  

Our paper used an aggregated measure for strategic 
intent that includes the di erences in intensities 
(over time) of three items: R&D, Marketing, and 
Fixed Assets.  In addition, we controlled for a rm’s 
ability to absorb the costs of its actions by dividing 
the aggregated measure by rm-level slack.  us, 
it captures the intent of a rm in terms of three 
main sources of competitive advantage: technology, 
marketing, and capacity.  In all main e ects models, 
intent was signi cant and negatively associated 
with performance.  is was the predicted e ect 
considering that a rm’s stretch capabilities are a 
short-term cost that reduces current pro tability 
for the hope of long-term sustainability.  is is 
not always the case as many papers using similar 
measures where expenses have been associated with 
increased performance (DeCarolis, 2003).  

e subtlety in our operationalization of strategic 
intent lies in the changes in these expenses 
over time and lagged relative to the dependent 
variables.  It is our contention that the di erential 
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Figure 4: Interaction Plot of Strategic Intent and Capabilities (Moderator)
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of these measures accounts for the rm-level 
intentions of future rm-level action.  Consider 
the process model in Figure 1.  In this model, 
intent occurs after the input of the TMT, 
followed by a “calibration” period.  Calibration 
can be thought of as a ramp-up period where the 

rm is putting essential assets into place so that 
strategic action can be executed.  It is important 
to note that the period of intent that we measure 
in equations V through IX occurs at this second 
stage.  While the change in intensity, especially 
if positive, may appear to be corporate action, it 
is not the ethereal action that has been studied 
in the competitive dynamics literature (Chen, 
1996; Ferrier, 2001; Basdeo et al., 2006; Derfus 
et al., 2008).  Instead, it is the calibration that 
results from the intent turned into action by the 
alteration of asset allocations expressed in our 
formula.  Since intent is di cult to observe over a 
sample because of omitted evidence, this method 
of operationalization teases out the strategic intent 
from the di erence in calibration.  By observing 
calibration, we posit that the rm’s intent becomes 
measurable in a manner that has been heretofore 
untested.  While there are other methods available 
to those researching strategic intent, there is 
no precedent in the literature that guides us to 
another measurement type.  

e strategic action and competitive dynamics 
literature have utilized content analysis (Ferrier, 
2001; Basdeo et al., 2006; Derfus et al., 2008) 
to measure competitive action.  is option 
was available in this study.  However, content 
analysis is problematic for a number of reasons.  
First, considering that larger rms have a 
disproportionate probability of nding themselves 
mentioned in the business press, the data may be 
biased toward larger rms.  is problem is not 
resolved by controlling for size since there may 
be a complete absence of articles in the press for 
smaller rms.  In other words, measuring intent 
through published articles in newspapers and other 
publications, simply controlling for rm size, will 
not resolve the issue of a small rm having zero 
presence in the media.  e lack of media presence 
is not indicative of having no strategic intent, yet 

this may be the interpretation in the data and 
estimations of such models.  

Secondly, if content analysis is used, we argue 
that many of the individual articles surveyed are 
evidence of either (i) intent that may or may not 
be truly intended or (ii) action.  In the rst case, 

rms may attempt to falsely signal the marketplace 
in an attempt to competitively blu  (Seale et al., 
2006) their rivals or to prop up market measures 
(i.e., stock returns).  Put di erently, parsing out 
cheap talk (Farrell, 1987) is di cult using this 
methodology.  e nal issue includes instances 
where it is action that researchers are measuring.  In 
this case, content analysis may capture action, and 
this action may then be double-counted if intent 
was captured in prior periods of data collection.  

An interesting nding is the interaction of 
capabilities and the categorical strategic intent 
variable.  Our ndings indicate that rms with the 
highest level of strategic intent and low to middling 
levels of capabilities have higher performance 
(ROA) on average.  What might cause this result?  
One explanation could be that there is a competing 
e ect within rms where the positive e ects of 
capability attainment outweigh the short-term 
losses from high levels of strategic intent.  In this 
case, rms with an optimal level of pro t-producing 
capabilities have the ability to invest in future 
aspirations while remaining pro table.  Another 
explanation, counter to the rst, is that rms that 
earn outsized pro ts from previous capability build-
up are more able to produce short-term gains from 
current investment (i.e., strategic intentions).  In 
other words, there is a learning curve that the rm 
has optimized by targeting investment in winning 
short-term proposals that other rms have not yet 
mastered.

Figure 4 adds another layer of interest to 
the interaction results since this plot breaks 
down the interaction and its relationship to 
performance.  ese gures show that rms that 
are high performers in the sample have one thing 
in common, which is that they have high levels 
of strategic intent.  is is certainly an avenue for 
future empirical studies considering that optimal 

Downloaded by Kathy Barnhart on January 14, 2021 
 from Journal of Management Research



www.manaraa.com

Volume 20, Number 2 • April - June 2020 127

misalignment is a tenet of strategic intent theory 
(Hamel & Prahalad, 1993; Hamilton et al., 1998; 
Sitkin et al., 2011).  e plot also shows that rms 
with both the highest levels of strategic intent 
and capabilities were segmented into the lowest-
performing rms in the sample.  Not only is this 
a prediction of strategic intent theory, but it is also 
consistent with the literature on corporate inertia 
and rigidities (Leonard-Barton, 1992).  

Our contributions to current theory are most notable 
in the strategic intent arena.  We have con rmed a 
number of major tenets in this literature stream, 
most notably the negative returns to stretch goals and 
the bene ts of optimal misalignment. ese results 
need to be further tested in di erent industry settings 
as these are the rst signi cant empirical results of 
strategic intent to date.  Additionally, we have o ered 
a novel approach to the measurement of strategic 
intent in the absence of precedent.  e method 
that we employ contributes to the intermediate steps 
between decision-making processes and operational 
action.  

Limitations and Future Research

We note four limitations in our study.  First, 
our study incorporates the actions in one 
industry.  While the ndings provide some 
guidance for research and management in 
the pharmaceutical industry, generalizing 
our ndings to other industries with limited 
intellectual property protection is di cult.  
Future research incorporating other industries 
such as biotechnology, information technology, 
and engineering would help to address the 
generalizability concern. Second, we use patent
counts as the measure of capabilities, and one 
could debate whether some other measure could be 
a better proxy for this rm-level measure.  While 
we argue that patent applications indicate the 
ability for rms to innovate, it is possible that this 
measurement is not optimal.  In future research, 
executive surveys and or case studies would 
contribute to the literature since managers should 
be able to articulate the rm-level capabilities that 
are aligned with their rm’s value proposition.  

ird, much like the capabilities construct, we 

recognize that the measurement of the strategic 
intent is di cult.  We followed the guidance 
provided by Hamilton et al. (1998), Nair and 
Selover (2012), and Brown (2015b) and utilized 
readily available and interpretable nancial ratios 
as a proxy for intent.  However, these ratios, 
collectively may not be perfectly calibrated 
with managerial intentions.  Again, integrating 
managerial surveys or case studies into this 
literature would contribute to the understanding 
of managerial logic in this domain.  It could also 
illuminate how managerial perceptions evolve 
over time or relative to the moves of competitors.  
Finally, our models only captured the link between 
strategic intent and short-term performance.  

erefore, it is unclear whether our ndings apply 
in the long-run as well. Given the accelerating 
rate of competition and the compression of 
windows where rms can link capabilities and to 
performance, long-term performance measurement 
becomes a di cult task.  Grim et al. (2006) provide 
a number of examples of the increasing speed 
of competition due to technology, deregulation, 
globalization, and business acumen.  As an 
example, over a ten-year period, they found that 
the competitive moves of software rms increased 
nine-fold.  It appears that this trend is continuing; 
therefore, capabilities and competitive advantages 
that stem from them are likely to be short-lived.  
As such, capabilities, as well as the capabilities to 
intent alignment/misalignment, must constantly 
be recalibrated to generate the subsequent returns.  
In other words, capabilities in year one must be 
adjusted in year two in order to remain viable.  
Nonetheless, future research addressing longer 
performance lags could shed light on temporal 
factors in uencing these constructs, assuming that 
performance measures are not in uenced by other 
confounding factors.

Managerial Implications

ere are three dimensions to view potential 
managerial implications from the ndings 
presented here.  e rst dimension is for managers 
at pharmaceutical rms.  ese managers have 
the ability to increase short-term pro tability by 
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positioning their rms in an optimally misaligned 
manner.  What does this mean?  e evidence in 
this paper points to rms that have a high level 
of patents yet low levels of strategic intent and 
calibration as being laggards in the market.  On 
the other hand, rms that are misaligned in the 
opposite direction (i.e., a lower level of patents but 
increased intent) seem to be outperforming rivals, 
at least in the short term.  Managers at rms that 
have the exibility to reposition themselves may 
be able to rid the rm of unwanted resources (i.e., 
patents that are out of the rm’s core business) 
in order to misalign the rm with respect to new 
or existing ambitions.   Focusing on essential 
capability-building may induce a rejuvenated sense 
of competitiveness while ridding managers (and 
other employees) of ine ciencies associated with 
non-core assets and markets.  

e second dimension addresses non-
pharmaceutical rms and their implications 
from the present study.  In industries that are not 
based on technological resources and capabilities, 
management also has the ability to optimally 
misalign the rm.  Obviously, this misalignment 
will be industry-speci c and, therefore, a full 
analysis is not possible here.  However, as an 
example, restaurant service companies might 
optimally misalign themselves by following a 
growth strategy through company-owned stores, 
as opposed to growth by franchising.  In such an 
industry, the calibration of a more focused ex-ante 
strategy (Makadok, 2001) may induce management 
to execute the rm’s actual business (i.e., cooking 
and serving food) than on its super cial business 
(i.e., growth as displayed in nancial statements 

through overreliance on franchising).  is 

misalignment should help management to 

accumulate resources and nurture capabilities in 

ways that are di cult when management is focused 

on growth in the pool of potential franchisees.  e 

initial ambition (strategic intent) to grow through 

core activities should be mismatched with its 

resource/capability stock to help outperform its 

rivals.  

A nal managerial implication that derives from the 

current work relates to corporate governance.  While 

the rst two implications explained actions that top 

management teams (TMTs) could implement in 

the face of the ndings herein, another way to view 

them are with respect to the body that manages 

the managers, namely the boards of directors 

(BOD).  BODs have two main responsibilities 

to their constituents (i.e., shareholders and other 

stakeholders)--monitoring and incentivizing.  While 

the latter is the most discussed in the literature, the 

former responsibility can be made more robust at 

rms where misalignment may occur.  Taking the 

results in this paper generally, and the willingness-

ability matrix speci cally, BODs could make sure 

that top managers were stretching the goals of the 

rm in order to avoid complacency.  As rms have 

shown time and again, management teams tend 

toward risk-aversion and strategic persistence once 

their rms have reached a certain level of success.  As 

an additional monitoring technique, BODs could 

have a mechanism by which they hold TMTs to 

account for complacency and nudge them toward 

another round of stretch goals.  is would both 

ful ll their dual roles as managerial overseers and 

shareholder representatives.
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