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This 4-year study examines the effect of strategic decision speed upon subsequent firm perfor-
mance and identifies environmental and organizational characteristics that relate to decision
speed. We draw upon strategic decision-making theory and organization theory to propose that
strategic decision speed mediates the relation between environmental and organizational char-
acteristics and performance. Measures of business environment, organization structure, strategic
decision speed, and firm performance (growth and profitability) were collected from 318 CEOs
Jfrom 1996 to 2000. Structural equation modeling confirmed that fast strategic decision-making
predicts subsequent firm growth and profit and mediates the relation of dynamism, munificence,
centralization, and formalization with firm performance. Copyright © 2003 John Wiley & Sons,
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Academic interest in the association between stra-
tegic decision-making speed and firm performance
emerged initially when Bourgeois and Eisenhardt
(1988) identified a positive association between
fast strategic decision-making and firm perfor-
mance. There have been few subsequent empirical
studies of strategic decision speed; however, man-
agement advisors have repeatedly prescribed fast
decision-making as a source of competitive advan-
tage (Jones, 1993), and practitioners claim they
increasingly make strategic decisions in less time
(Ancona, Okhuysen, and Perlow, 2001; Kepner-
Tregoe, 2001).

Eisenhardt (1989) conducted an inductive study
of eight high-tech firms, and she observed that
the fastest strategic decision-makers had the best
sales and profitability. Extending this research to
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32 firms in three industries, Judge and Miller
(1991) examined the association between strate-
gic decision-making speed and firm performance.
They found no association, except among firms
in biotechnology (n = 10), a high-velocity indus-
try. Thus, both Eisenhardt (1989) and Judge and
Miller (1991) found that in fast-moving environ-
ments firms with better performance made faster
strategic decisions. In contrast, Forbes (2001) stud-
ied decision speed in 83 young Internet companies
and found no effect upon firm performance.

Our purpose is (1) to clarify the relationship
between strategic decision speed and firm per-
formance and (2) to better understand the forces
that impact strategic decision speed. To guide
our understanding of these factors, we draw upon
strategic decision process theory’s proposition that
decision-makers’ cognitions are motivated and
constrained by their business environment, orga-
nization structures, and resources, as well as their
personal experiences and perceptions. In an earlier
study, Wally and Baum (1994) explored personal,
organizational, and industry causes of decision
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Figure 1. Strategic decision-making speed: theoretical model with environmental and organizational antecedents

speed with emphasis on personal characteristics;
however, they did not study the relation of speed
and performance. In this study, we concentrate
on the effects of environmental and organizational
factors on firm performance.

As shown in Figure 1, our theoretical model pro-
poses that strategic decision-making speed medi-
ates the relationships of dynamism, munificence,
centralization, and formalization with financial
performance. Researchers have found that these
representative environmental and organizational
concepts influence firm performance (Glick, Miller,
and Huber, 1993; Judge and Miller, 1991; Priem,
Rasheed, and Kotulic, 1995; Slevin and Covin,
1995). We also study dynamism as a moder-
ator of the decision speed to financial perfor-
mance relationship, because Judge and Miller
found that environmental velocity moderated the
relation between decision speed and performance.
(Dynamism (unpredictability) is a component of
environmental velocity (unpredictability and rapid
growth).)

We extend empirical research about the causes
and effects of strategic decision speed to a large
sample of heterogeneous firms. This is the first

Copyright © 2003 John Wiley & Sons, Ltd.

study about decision speed to include multiple
dimensions of organization structure. We assess
the importance of decision speed for the relation
between organization structure/business environ-
ment and firm performance by examining the direct
effects of organization structure and business envi-
ronment upon firm performance and their indirect
effects with firm performance through strategic
decision speed. By isolating the effects of decision
speed, we provide a richer view of the impor-
tance of the decision speed variable. Results may
help academics and practitioners evaluate strategic
decision practices in terms of two types of perfor-
mance (growth and profitability) and three types of
strategic decisions (merger and acquisition, prod-
uct introduction, and technology adoption).

STRATEGIC DECISIONS: CONTENT
AND PROCESS

Studies of strategic decision-making range widely
from those that examine an individual decision-
maker’s agenda-setting process to decision formu-
lation and implementation processes in complex
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organizations (Rajagopalan, Rasheed, and Datta,
1993). From the perspective of the strategist, or
managerial decision-maker, the deliberate rational
decision-making process involves five intertwined
cognitive stages: (1) give attention to a problem or
opportunity; (2) collect information; (3) develop
an array of options; (4) value the options using
expected costs and benefits; and finally (5) select
the option with the greatest utility (Fredrickson,
1984; Mitchell and Beach, 1990).

Many decision researchers claim that this syn-
optic explanation is an incomplete description
of real decision processes (Bargh and Chartrand,
1999; Beach, 1993). For example, Kahneman,
Slovic, and Tversky (1982) found decision mis-
takes that are caused by misunderstood proba-
bilities, personal biases, and failures of memory.
Other researchers point to the importance of intu-
itive, ‘automatic,” or a-rational decision-making
(Barnard, 1938; Fiske, 1992; Isenberg, 1986);
these latter unintended decision-making processes
involve experience-based mental routines that hap-
pen in a flash, producing an answer without appar-
ent rational thought. However, these fast processes
may be reflections of past rational processes which
included comprehensive fact-finding and evalua-
tion (Isenberg, 1986).

Whether strategic decision-making is conceived
as rational, non-rational, or a-rational, social psy-
chologists agree that business settings are pow-
erful determinants of business decisions. That is,
environmental and organizational constraints and
motivations, such as the decision factors that we
focus on in this study, affect all levels of man-
agerial attention, use of experience-based memory,
fact-finding, and perceptions of freedom of action
(Beach, 1993; Hambrick and Finkelstein, 1987).

HYPOTHESES

We begin with a test of the direct relationship
between strategic decision-making speed and firm
performance (Hypothesis 1). We explore two addi-
tional research questions: ‘Do dynamism (Hypoth-
esis 2), munificence (Hypothesis 3), centraliza-
tion (Hypotheses 4a and b), and formalization
(Hypotheses 5a and b) relate directly with sub-
sequent firm performance?’ and ‘Do these envi-
ronmental and organizational characteristics relate
with strategic decision-making speed (Hypotheses
6, 7, 8a and b, and 9a and b)?’ The mediation
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hypothesis (Hypothesis 10) is tested by comparing
the effects of adding Hypotheses 6, 7, 8a and b,
and 9a and b to the direct effects test of Hypothe-
ses 1, 2, 3, 4a and b, and 5a and b (Baron and
Kenny, 1986).

Strategic decision speed and firm performance

The empirical evidence for our hypothesis that
decision speed affects firm performance rests with
Eisenhardt (1988, 1989) and Judge and Miller
(1991). Judge and Miller’s positive findings were
in high-velocity environments; they had negative
findings for the speed-to-performance relationship
in low-velocity environments (hospitals and tex-
tiles). Thus, to challenge our general hypothesis
that speed predicts performance, we test for mod-
eration of the speed-to-performance relationship by
environmental dynamism. Nevertheless, the direct
and indirect predictor effects of dynamism upon
speed and performance are a primary focus of
this study.

Fast decision speeds may improve compet-
itive performance across environments because
fast strategic decisions lead to (1) early adop-
tion of successful new products or improved
business models that provide competitive advan-
tages (Jones, Lanctot, and Teegen, 2000), (2) early
adoption of efficiency-gaining process technolo-
gies even in established industries (Baum, 2000),
and/or (3) preemptive organization combinations
that enable economies of scale and knowledge syn-
ergies. In short, decision speed may enable firms in
dynamic and not-dynamic environments to exploit
opportunities before they disappear (Stevenson and
Gumpert, 1985).

Fast decision-making may produce bad deci-
sions and bad performance if comprehensive infor-
mation gathering is sacrificed to gain speed (Kah-
neman et al., 1982). Indeed, Fredrickson (1984)
found a positive relation between comprehensive
decision processes (exhaustive and integrative) and
performance in stable environments. In contrast,
Fredrickson found a negative relation between
comprehensiveness and performance in unstable
environments. However, Eisenhardt (1989) dis-
covered that fast decision-making does not nec-
essarily signal cursory processing; indeed, she
found that decision-making in the most success-
ful companies was fast and comprehensive. Other
researchers also find that decision-makers may
‘keep up with’ fast-moving environments as they

Strat. Mgmt. J., 24: 1107-1129 (2003)

Reproduced with permission of the copyright:-owner. Further reproduction prohibited without permissionyyanny.manaraa.com



1110 J. R. Baum and S. Wally

engage in comprehensive scanning, research, and
analysis to yield high performance (Glick et al.,
1993; Priem et al., 1995).

Fast decision-making is appropriate in situations
where delay does not yield useful information. For
example, prediction of market behavior may be
futile in unresolved or technologically disrupted
new markets. In these disequilibrium situations, it
may be more appropriate to ‘just decide’ and to
maintain organizational flexibility to enable quick
redirection of a firm that faces a ‘bad guess’ out-
come. Even in markets where market behavior
appears to be random, fast decisions and adoption
may yield valuable organizational learning (Eisen-
hardt, 1989; Mosakowski, 1997). We believe that
decision speed is linked with performance in most
organizational settings; thus we hypothesize:

Hypothesis 1: The faster the strategic decision-
making, the better the firm performance in terms
of growth and profitability.

Environmental characteristics and firm
performance

Background

A rich literature about the impact of business
environments upon firm performance exists (see,
for example, Ketchen, Thomas, and Snow, 1993;
McGahan and Porter, 1997). We chose two envi-
ronmental concepts for study—dynamism and
munificence—because each has appeared repeat-
edly (or been suggested for future study) in re-
search and theory about business environments and
empirical studies of strategic decision processes
(Child, 1972; Dess and Beard, 1984; Priem et al.,
1995). Each concept has also appeared as a signif-
icant determinant of firm performance in empirical
research (Bantel, 1998; Keats and Hitt, 1988).

Dynamism and firm performance

Dynamism (instability or turbulence) refers to the
level of environmental predictability; it is mani-
fested in the variance in the rate of market and
industry change and the level of uncertainty about
forces that are beyond the control of individual
businesses (Aldrich, 1979; Dess and Beard, 1984).
Dynamic environments are similar to, but not the
same as, ‘high-velocity’ environments (Eisenhardt,
1989; Judge and Miller, 1991). High-velocity envi-
ronments involve fast-paced changes in demand,

Copyright © 2003 John Wiley & Sons, Ltd.

competition, and technology which may result in
instability, turbulence, and unpredictability. Thus,
high-velocity environments involve the first and
second derivatives of firm outcomes, whereas
dynamism involves only the second derivative.
Even low-growth industries may be ‘dynamic,” if
the low growth rate variance is high.

Nevertheless, dynamism and velocity are closely
related in practice. As shown in Table 3, the rate of
change in firm sales and the rate of change of the
rate of change of firm sales are highly associated
across 10 GSIC sectors. Furthermore, both velocity
and dynamism are important concepts in strategic
decision research because they are interpreted (and
determined) according to their impact upon the
predictability of the environment. In other words, it
is the second derivative that matters most for deci-
sion researchers in both concepts. In part, we chose
to study dynamism and munificence, rather than
velocity alone, because we wanted to study a more
fine-grained representation of the environment than
is provided by velocity alone. (Munificence may be
measured as the first derivative of sales.)

Researchers point to the importance of config-
urations of strategy and structure for conclusions
about the effects of environment upon firm per-
formance. For example, organic firms (informal,
adaptable, loosely controlled) have better perfor-
mance in dynamic environments than mechanistic
firms depending upon strategy, and mechanistic
firms have better performance in stable environ-
ments than organic firms depending upon strat-
egy (Slevin and Covin, 1995). Nevertheless, stable
environments are easier to navigate for firms with
all levels of organicity (Keats and Hitt, 1988), and
we expect that dynamism will be negatively related
to firm performance.

Hypothesis 2: The greater the environmental
dynamism, the lower the firm’s performance in
terms of growth and profitability.

Munificence and firm performance

Munificence (capacity) refers to the environment’s
support for organizational growth, and it is
manifested in high industry sales growth (Dess and
Beard, 1984). Munificent environments support
growth of resources within firms, providing a
reserve against competitive and environmental
threats. Furthermore, munificent environments
enable firms to access external resources for
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support during periods of internal and external
problems (Hambrick and Finkelstein, 1987).

Environments with low munificence reduce stra-
tegic decision-makers’ degrees of freedom. Indeed,
researchers point to heightened risks of failure
when firms have few resources because some
options cannot be afforded; thus, the importance
of the ‘right choice’ is raised (Slevin and Covin,
1995). However, some firms that can focus on
niche markets or limit their growth may survive in
low-munificence environments. The general effect
is that munificence enhances firm performance
(Bantel, 1998; Beard and Dess, 1981).

Hypothesis 3: The greater the environmental
munificence, the higher the firm’s performance
in terms of growth and profitability.

Organizational characteristics and firm
performance

We study the direct effects of organization struc-
ture upon strategic decision speed because we
seek to understand general direct relationships
with performance and strategic decision speed. We
study ‘centralization’ and ‘formalization’ because
of their fundamental importance in the study of
firm performance (Slevin and Covin, 1995).

Centralization and firm performance

Centralization refers to the concentration of
authority and power in a firm (Jung and
Avolio, 1999). The more centralized, the less
widespread is decision-making power with regard
to policy and task performance. We study two
types of organizational centralization covering the
decisions from the ‘front line’ to decisions by the
CEO and in terms of (1) strategic decision-making
and (2) operations decision-making.

As regards strategic process centralization, past
research about management team function (Smith
et al., 1994) and strategic decision-making (Forbes,
2001) has studied ‘centralization’ as a character-
istic within the top management team and only
with regard to strategic, not operational, decisions.
For example, Eisenhardt labeled autocratic CEO
decision-making ‘centralized’ and decision pro-
cesses that included the management team, plus
expert advisors, ‘decentralized.” Thus, low strate-
gic centralization (decentralization) would involve

Copyright © 2003 John Wiley & Sons, Ltd.
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widespread employee participation in strategic de-
cisions, even at the front lines. Further, we char-
acterize Eisenhardt’s ‘low centralization’, which
involves the executive team plus advisors in strate-
gic decisions, as ‘high strategic centralization.’
Similarly, low operational centralization (decen-
tralization) involves behaviors usually associated
with self-managed teams. This bifurcated treat-
ment of centralization is consistent with Adler
and Borys’ (1996) ‘enabling bureaucracy’ wherein
middle managers and front-line employees partici-
pate in management of operations (decentralized),
but strategic management is the purview of the
executive team (centralized).

The beneficial effects of decentralization of
operations management have received attention
from leadership and organization theorists (Adler
and Borys, 1996; Jung and Avolio, 1999). Sims
(1996) suggested that decentralization of oper-
ations management through self-managed work
teams inspires employee motivation, loyalty, and
creativity. Decentralization of hiring, promotion,
and control of production processes to the depart-
ment level improves financial performance and
responsiveness to market conditions (Schminke,
Ambrose, and Cropanzano, 2000). Researchers
also point to benefits of participative work prac-
tices for top management policy-makers in terms
of availability of improved environmental informa-
tion from employees who know they are valued by
employers (Manz and Sims, 1990; Mitchell and
Beach, 1990).

Although operational decentralization appears to
improve firm performance, researchers also point
to the benefits of centralized strategic manage-
ment. For example, employees value strong strate-
gic leadership (Adler and Borys, 1996). Firm per-
formance improves when leaders clearly define
business strategy and resolve power and commu-
nication hierarchies (Jung and Avolio, 1999; Kirk-
man and Rosen, 1999; Locke and Latham, 1990).
Recent studies reveal that corporate boards believe
that centralized strategic guidance by skilled top
management teams produces higher firm perfor-
mance than widely dispersed strategic management
(Phan, 2000). We expect that firm performance is
enhanced when strategic management is central-
ized and operations management is decentralized.
Thus, we hypothesize:

Hypothesis 4a: The greater the firm’s central-
ization of strategic management, the higher

Strat. Mgmt. J., 24: 1107-1129 (2003)
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the firm’s performance in terms of growth and
profitability.

Hypothesis 4b: The greater the firm’s decentral-
ization of operations management, the higher
the firm’s performance in terms of growth and
profitability.

Formalization and firm performance

Formalized organization structures are character-
ized by explicitly articulated and written firm poli-
cies, job descriptions, organization charts, strate-
gic and operational plans, and objective-setting
systems. In highly formalized systems, little flex-
ibility exists to determine who may decide or
act or even how to decide or act. The effects
of formalization are complex. A meta-analysis
of studies of small firms found that formalized
planning enhanced performance (Schwenk and
Shrader, 1993). Other researchers suggest that
formalization detracts from organization perfor-
mance across industries because it inhibits adapt-
ability, open communication, and rapid competi-
tive response (Khandwalla, 1977). Dynamic and/or
high-velocity environments may enhance the neg-
ative relation between formalization and perfor-
mance (Fredrickson and Iaquinto, 1989) or they
may not (Slevin and Covin, 1995).

We follow the evidence that indicates that per-
formance is better when managers formalize rou-
tine organization practices and leave non-routine
practices informal (Adler and Borys, 1996). In a
study of the effects of ‘restructuring’ and ‘bureau-
cracy busting’ upon firm performance, Adler and
Borys found that elimination of formal organi-
zation structures eliminated organization memory,
systems for application of important management
skills, and the benefit of experience formalized in
systems—even in dynamic environments. Other
researchers agree that much is lost when for-
mal structures are removed (Brockner et al., 1992;
Shah, 2000); indeed, TQM programs, such as ISO
9000, increase formalization of routine tasks and
relationships, increasing firm performance (Adler,
1999). Adler and Borys (1996) conclude that orga-
nizations benefit from formalization of routine
tasks. Considering all these findings, we propose:

Hypothesis 5Sa: The greater the firm’s formal-
ization of organizational routines, the higher the

Copyright © 2003 John Wiley & Sons, Ltd.

firm’s performance in terms of growth and prof-
itability.

Hypothesis 5b: The greater the firm’s informal-
ization of non-routines, the higher the firm’s per-
formance in terms of growth and profitability.

Environmental characteristics and strategic
decision-making speed

Since the introduction of systems theory into orga-
nizational research and the emergence of the strat-
egy—structure—performance paradigm in strategic
management, conceptualizations of organizational
environments have informed researchers. We study
the effects upon decision speed of two fundamental
environmental constructs: dynamism and munifi-
cence.

Dynamism and strategic decision-making speed

Dynamism (instability or unpredictability) has
been cited as an important challenge in the
strategic decision-making process because it
increases the difficulty of understanding supplier
and customer markets (Priem et al., 1995). Thus,
valuation of strategic options is difficult because
there are many options with low probabilities,
and risk is high because sufficient resources are
required to sustain firms during the down side of
large operating variances (Bourgeois, 1980).

Thus, in dynamic settings, decision-making may
be fast because time-consuming comprehensive
research and discovery have little value. Decision-
makers may use more intuition drawn from experi-
ence because little useful information is available.

Furthermore, many dynamic markets are caused
by new technologies (Dodge, Fullerton, and Rob-
bins, 1994) and new business models, and the first-
mover advantages that arise in these dynamic mar-
kets (Smith et al., 1991) may require fast decision-
making to capture what may be a fleeting advan-
tage. Although fast decisions may be appropriate
in unpredictable new businesses, managers must
be aware that they may create unsustainable busi-
nesses and products for inadequate markets; thus,
they should act experimentally, monitoring the
unfolding action, and they should move quickly
to abort unsatisfactory ventures.

Eisenhardt (1989) and Judge and Miller (1991)
found that fast-paced settings with rapid changes
in demand and discontinuous outcomes drove

Strat. Mgmt. J., 24: 1107-1129 (2003)
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fast decision-making. In summary, we hypothesize
that strategic decision-makers in dynamic environ-
ments will move quickly because the decision-
makers want to be first-movers, and they spend less
time on tedious research about markets because
little benefit is obtained.

Hypothesis 6: The greater the environmental
dynamism, the faster the strategic decision-
making.

Munificence and strategic decision-making speed

Decision-making in munificent environments is
less challenging than decision-making in low-
munificence environments because the risk, or
penalty, for choosing the ‘wrong’ option may be
lower. Thus, munificent environments may inspire
less research and may build decision-makers’ con-
fidence, which suggests that decision speeds may
be faster in munificent environments. Dess and
Beard (1984) noted that munificent environments
help firms build slack resources, which, in turn,
aid conflict resolution. Also, Eisenhardt (1989)
found that conflict resolution was important for fast
decision-making. However, Hambrick and Finkel-
stein (1987) suggest that reduced needs for fast
response may reduce the motivation for fast deci-
sion speeds.

Nevertheless, we expect that decision-makers’
reduced motivation to be the first-mover will be
dominated by the time gained because of reduced
survival concerns. That is, reduced survival con-
cemns should reduce information gathering about
‘alternative generation’ and ‘alternative valuation’.
Thus, we hypothesize:

Hypothesis 7: The greater the environmental
munificence, which is manifested in fast
market growth, accumulation of resources,
and decision-maker confidence, the faster the
strategic decision-making.

Organizational characteristics and strategic
decision-making speed

Background

Organization theorists, organization psychologists,
and strategic management researchers propose that
organization characteristics affect decision-making
behavior (Fredrickson, 1986; Sheppard, Lewicki,

Copyright © 2003 John Wiley & Sons, Ltd.
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and Minton, 1993; Sutcliffe and McNamara, 2001).
Organization characteristics are most frequently
studied in terms of centralization, formalization,
and complexity (Fredrickson, 1986; Pugh er al.,
1968;). We focused on centralization of strategic
management and operations management, and we
also studied formalization of routine and non-
routine organization policies, processes and rela-
tionships. We controlled decision speed and firm
performance for firm size, a surrogate for organi-
zational complexity.

Centralization and strategic decision-making
speed

Reporting structures that centralize strategic
decision-making authority within a top manage-
ment team probably promote faster decisions by
minimizing time-consuming negotiation and other
political behaviors designed to achieve consen-
sus. When the potential for conflict is low, strate-
gic decision-makers can probably move through
the ‘attention,” ‘option-generating,” and ‘option-
valuing’” phases more quickly than they would
otherwise. Furthermore, executives may be more
willing to use intuition and other experience-based
fast-thinking processes when they do not have to
justify personal thought processes beyond top man-
agement (Isenberg, 1986).

Decentralized operations management yields
front-line environmental information that may
be useful in strategic decisions. The importance
and accuracy of this information are not
universally held, and it may be displaced by
information available from modern ERP and CRM
systems. Nevertheless, decentralized operations
management is seen as a positive force for
strategic decision speed because decentralization
frequently provides employee motivation and
efficiency, which enables predictable and quick
implementation of strategic decisions (Duhaime
and Schwenk, 1985). Thus we hypothesize:

Hypothesis Sa: The greater the firm’s central-
ization of strategic management, which reduces
negotiation and communication, the faster the
strategic decision-making.

Hypothesis 8b: The greater the firm’s decen-
tralization of operations management, which
improves front-line information and employee
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motivation, the faster the strategic decision-
making.

Formalization and strategic decision-making
speed

We elaborated the definition of ‘formalization’ to
involve only ‘formalization of routine organization
policies processes and networks’ because there is
evidence that formalization of routines without for-
malization of non-routine policies, processes, and
networks enhances firm performance (Adler and
Borys, 1996). Similarly, we believe that formaliza-
tion of routines speeds strategic decision-making
and that maintaining informal non-routine policies,
processes, and networks enhances the use of fast
a-rational processes (Fiske, 1992).

Theorists point to possible negative effects of
widespread formalization upon strategic decision
speed through prescriptions for multi-department
approvals and comprehensive information gather-
ing (Simon, 1976). Comprehensive formalization
of all organizational structures with rigid limits
upon freedom of action may slow the ‘option-
generating’ and ‘option-valuing’ phases of strate-
gic decision-making by encouraging the collec-
tion of much data, stifling innovative out-of-
boundary information gathering and communica-
tion and requiring extremely thorough analyses of
alternatives (e.g., Fredrickson and laquinto, 1989).

However, we believe that formalized routines
may increase information flows throughout the
organization, including information to strategic
decision-makers, and thereby speed strategic deci-
sions. Employees who have formalized work rou-
tines probably work more efficiently because of
resolved power relationships and work practices.
Some theorists propose that employee participation
in determination of their work routines may moti-
vate employees to share information throughout
the organization. Furthermore, modern formalized
enterprise management information systems pro-
vide instant comprehensive market-sensing cues
and information about unfolding action to strategic
decision-makers.

Formalization of organization routines may
speed strategic decision-making by helping deci-
sion-makers understand existing organizational
constraints, resources, and processes—including
routine processes for effecting change (Adler and
Borys, 1996). Finally, we believe that informality
in the strategic decision-making process enhances

Copyright © 2003 John Wiley & Sons, Ltd.

creativity and the opportunity for decision-makers
to use fast intuitive (automatic, a-rational) thinking
processes such as tacit knowledge (Berman, Down,
and Hill, 2002; Fiske, 1992; Isenberg, 1986). Thus
we hypothesize:

Hypothesis 9a: The greater the firm’s formaliza-
tion of organizational routines, which improves
information flows to strategists, the faster the
strategic decision-making.

Hypothesis 9b: The greater the firm’s infor-
malization of non-routines, which aids the use
of the fast decision processes such as intuition
and tacit knowledge, the faster the strategic
decision-making.

Strategic decision-making speed is a mediator

We expect the direct effects of environmental
and organizational characteristics upon firm perfor-
mance (Hypotheses 2, 3, 4a, 4b, 5a, and 5b) to be
diminished when the indirect effects of these char-
acteristics upon strategic decision-making speed
are also considered (Hypotheses 6, 7, 8a, 8b,
9a, and 9b). This condition will confirm that the
performance effects of organizational and envi-
ronmental forces are mediated by decision speed
(Baron and Kenny, 1986).

Hypothesis 10: The significance of the direct
effects of dynamism, munificence, centralization,
and formalization upon firm performance is
reduced when the indirect effects of dynamism,
munificence, centralization, and formalization
through strategic decision-making speed are
included in a total effects model.

METHODOLOGY

The nine hypothesized relationships shown in
Figure 1, plus the mediation hypothesis (Hypothe-
sis 10), were tested with measures derived from
the literature and a pilot study. Data were col-
lected in questionnaires from 318 CEOs in 1997
and 2001. The CEOs managed firms that oper-
ate in all 10 Global Industry Classification Stan-
dard sectors (GICS). In part, CEO data were val-
idated with reports from 122 associates, Stan-
dard & Poor’s Compustat (1998—-2001), and Dun
& Bradstreet (1997, 2001). The validity of the
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measurement model and fit of the data with
the theoretical model were tested with structural
equation modeling.

Field study participants

CEOs of the 846 York County, PA, industrial com-
panies with more than five employees in 1996
comprised the population for the study (York
County Industrial Directory (s), 1996-2001). York
County is an established manufacturing center with
a growing complex of technology-oriented soft-
ware and hardware companies and industrial ser-
vice companies. The largest firm in the population
had 3200 employees with sales of $380 million
and the smallest had five employees with sales
of $300,000. As shown in Table 1, the Spear-
man rank correlation of the percentage of employ-
ees per Global Industry Classification Standard
(GICS) sector for 1999 indicated that the York
County industrial employment distribution is rep-
resentative of the Pennsylvania industrial popula-
tion (rho = 0.818, p < 0.01) and the United States
industrial population (tho = 0.964, p < 0.01) (See
Table 1 data citations). In 1996, following promo-
tion in a York County industrial publication and
a newsletter, CEOs of all firms with at least five
employees were sent a series of introductory let-
ters explaining the research project and its benefits
for the York County economy.

The CEOs were asked (1) to return a response
card if they were willing to participate, (2) to indi-
cate the preferred questionnaire format (Internet
or hard copy), and (3) to identify a subordinate
employee with whom they worked directly and
who could participate in the study. After follow-up
requests emphasizing the importance of participa-
tion, 376 CEOs (44%) and 145 employee partici-
pants (17%) agreed to participate.

Pilot study

Thirteen CEOs agreed to participate in a pilot study
involving structured interviews to guide develop-
ment of test measures for a questionnaire. Forty
candidate measures of dynamism, munificence,
centralization, and formalization in Likert response
format (LRF) were tested. Prior to the pilot study,
the 13 CEOs had been asked to identify strategic
decisions in which each had participated during the
past 5 years. Six strategic decisions were selected

Copyright © 2003 John Wiley & Sons, Ltd.
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Table 1. Similarity test: 1999 employment percentage
by GICS sector for U.S., Pennsylvania, and York County,
PA?

Sector U.S. PA  York County,
PA
Consumer Discretionary 33 28 39
Materials 4 14 4
Telecom Service 4 1 2
Industrials 23 14 29
Financials 8 6 3
Energy 2 6 1
Health Care 6 9 6
Consumer Staples 9 9 8
Utilities 2 2 1
Info Tech. 9 11 7
U.S.-York PA-York
Spearman rank correlation 0.964 0.818
Probability <0.01 <0.01

2 Data sources: U.S. Department of Labor and Industry, Bureau
of Labor Statistics (2000); Commonwealth of Pennsylvania,
Department of Labor and Industry, Office of Employment Secu-
rity, Bureau of Research and Statistics (2000); York County
Economic Development Corporation (2001)

for the pilot study on the basis of CEO experi-
ence (technology adoption (13/13 CEOs had expe-
rience), new product introduction (12/13), merger
and acquisition (10/13), ‘restructuring’ (9/13)),
radical change in the executive incentive compen-
sation plan (5/13), and CEO succession planning
(4/13). The first author wrote the decision scenar-
ios following a review of the structure and content
of scenarios used in Duhaime and Schwenk (1985)
and Hitt and Tyler (1991). Two pilot study CEOs
reviewed and revised the author’s draft scenar-
ios for inclusion in the pilot study. The 13 pilot
study CEOs evaluated the scenarios in terms of
realism for (1) York County industries, (2) current
issues, and (3) their own businesses. To provide
additional guidance for formulation of a question-
naire, pilot study CEOs were asked to disclose
sales, employment, and profit data in two experi-
mental formats.

Questionnaire

In 1997, we mailed a questionnaire to each of
the 376 CEOs and 145 associates who agreed
to participate. (Data from associates were used
to verify CEO self-reports using LISRELL MSA

Strat. Mgmt. J., 24: 1107-1129 (2003)
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(multiple sample analysis).) Data were collected
to measure the four hypothesized antecedents of
strategic decision-making, decision speed, firm
sales, employment, total assets, and pretax net
profit for 1995 and 1996. Associates were not
asked to report performance data. We received
361 CEO responses (43% of the population) and
131 associate responses after persistent follow-up
phone calls. To test whether the 361 CEO respon-
dents were representative of the population of 846
companies and to determine whether there was sig-
nificant statistical bias, we performed z-tests of the
mean number of employees and mean sales vol-
ume of the respondents and the population. The
tests showed that the difference was not signifi-
cant between the (1) mean number of employees
(z=0.24; p <0.41), or (2) mean sales volume
(z=0.95; p <0.17).

A second questionnaire was mailed in 2001
to collect 2000 performance data and repeated
responses about organizational and environmen-
tal characteristics. Responses were eliminated if
(1) data from either the 1997 or the 2001 sur-
veys were incomplete or not available (36 1997
respondent firms did not exist in 2001), or (2) 2001
responses about organizational and environmen-
tal characteristics were not consistent with 1997
responses (seven failed LISREL. MSA). Thus, we
used 318 CEO responses (37% of the population)
with 122 matching associate responses (38% of the

Table 2. Measurement model

net qualified CEO sample). The average associate
had worked with their CEO for 4 years.

Measures

Table 2 shows the 10 measurement model con-
cepts: firm performance (growth and profit), deci-
sion speed, dynamism, munificence, centralization,
mdecentralization, formalization, informalization,
firm size, and past firm performance (growth and
profit). Table 2 also shows the number of mea-
surement items, format, LISREL 8.3 composite
reliability (CR), and research source for each con-
cept. CR is conceptually similar to alpha; it should
exceed 0.60 for exploratory model testing (DeVel-
lis, 1991). (The lowest CR for the measures used
herein was CR > 0.71; alpha > 0.73.)

Firm performance

Initially, we intended to study firm performance
as an amalgamation of three important firm out-
comes: sales growth, employment growth, and pre-
tax net profit percentage of total assets (Zahra and
Bogner, 2000). However, the CR for the three-
item latent concept was substandard (CR < 0.42).
Factor analysis indicated that the two measures of
growth and the measure of profit were distinct.
Thus, we decided to analyze the data with two
types of firm performance: growth and profit.

Concept # items Format® CR/alpha® Research source
Firm performance
Sales and employment growth 2 [(2000/1996) — 1.0)/4 0.96 — Low and MacMillan (1988)
Profit % of assets 1 (1998 + 1999 + 2000)/3 1.00 — Low and MacMillan (1988)
Decision speed 3 Scenarios® 0.78 0.79 Pilot study
Dynamism 5 LRF* 0.88 0.89 Priem et al. (1995)
Munificence 5 LRF* 0.85 0.87 Hambrick/Finkelstein (1987)
Centralization of strategy 4 LRF* 0.71 0.73 Khandwalla (1977)
Decentralization of operations 4 LRF 0.73 0.81 Khandwalla (1977)
Formalization of routines 3 LRF* 0.73 0.76 Khandwalla (1977)
Informalization of non-routines 4 LRF 0.83 0.84 Khandwalla (1977)
Firm size (control) 1 Log # employees 1.00 — Pugh er al. (1968)
Past performance (control)
Sales and employment growth 2 (1996/1995) — 1.0 0.92 — Low and MacMillan (1988)
Profit % of assets 1 1996 1.00 — Low and MacMillan (1988)

2 LRF, Likert response format (5-point: 1 = strongly disagree to 5 = strongly agree (see Appendix 2).
° CR, composite reliability, an indication of internal consistency, is the sum of the square roots of the item squared multiple correlations,
squared, and divided by the same quantity plus the sum of the error variances (Werts, Linn, and Joreskog, 1974). Alpha, Cronbach’s

alpha (Psychmetrika 1951; 16: 297-334).

¢ Scenarios, three scenarios were presented with follow-up questions (see Appendix 1).

Copyright © 2003 John Wiley & Sons, Ltd.
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Growth was measured with two items: (1) the
percentage change in annual sales from 1996 to
2000 ((2000/1996)—1.0) and, (2) similarly, the
percentage change in year-end employment from
1996 to 2000. Profit was measured with one item,
the average annual ‘pretax net profit % of assets’
for 1998, 1999, and 2000. Self-reported objec-
tive measures were used rather than subjective
measures (e.g., respondents’ reports about perfor-
mance relative to competitors’), because objec-
tive measures are more fine-grained (Chandler
and Hanks, 1993). Furthermore, we believed that
participants would report actual financial data
because: (1) many respondents had participated in
a 1992 survey of York County industrial companies
and had been pleased with the results, and (2) we
could also promise confidentiality because we used
a university data service that is independent of the
researchers.

Despite follow-up efforts, 32 of the entrepreneur/
CEOs who qualified for the sample in all other
respects had incomplete 1996 data. Twenty-six of
these cases were completed with data supplied by
Dun & Bradstreet (1997), and the five remain-
ing cases were omitted from the sample. Simi-
larly, follow-up phone calls and Dun & Bradstreet
(2001) reports were used to get 2000 performance
data for 16 firms and three were deleted because
data were not available. (These deletions were
included above: n = 318.)

The accuracy of the self-reported raw perfor-
mance data was evaluated by checking the agree-
ment of a random sample of 20 of the sam-
ple firms with Dun & Bradstreet (1997) reports
about 1996 performance. Results of the corre-
lation and f-tests reveal high correlation (sales:
r =0.95, p < 0.001; employment: r = 0.91, p <
0.001; profit: »r =0.78, p < 0.01) and insignifi-
cant means differences (sales: t = 0.31, p < 0.39;
employment: ¢ = 0.50, p < 0.31; profit: r = 0.95,
p < 0.18). (Dun & Bradstreet reports were not
used as the sole performance data source because
of cost constraints.)

Decision speed

As shown in Appendix 1, three decision scenarios
were used to measure decision speed: (1) an acqui-
sition decision, (2) a new product introduction
decision, and (3) a technology adoption decision.
The three scenarios were selected because prior
academic studies had identified the importance of
the topic and the 13 pilot study CEOs had indicated

Copyright © 2003 John Wiley & Sons, Ltd.
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their experience with the issue and had evalu-
ated the scenarios highly for relevance in York
County businesses, current issues, and their own
businesses. Acquisition scenarios had been used
successfully in research by Duhaime and Schwenk
(1985) and Hitt and Tyler (1991), and new product
introduction is the focus of strategic management
research (see, for example, Bowen er al., 1994).
Researchers in multiple fields have pointed to the
importance of technology adoption for firm perfor-
mance (Zahra and Covin, 1993; Jones et al., 2000;
Klein, Conn, and Sorra, 2001).

Decision speed was measured as the average
of three items (one for each of three scenarios)
(alpha = 0.79): (1) ‘Circle the approximate # of
days it would take your organization to decide
whether or not to invest significant time in pursuit
of a merger with the Mills company (2, 5, 10,
20, 30, 60, 90, 120, 150, 180, more).” (2) ‘Circle
the approximate # of days it would take you/your
organization to decide whether or not to proceed
with a commitment to develop and introduce this
new product (2, 5, 10, 20, 30, 60, 90, 120, 150,
180, more).” And (3) ‘Circle the approximate # of
days it would take you/your organization to decide
whether or not to proceed with a full commitment
to new ERP software (2, 5, 10, 20, 30, 60, 90, 120,
150, 180, more).’

Dynamism, munificence, centralization, and
formalization

As shown in Table 2, research sources guided for-
mation of items for measurement of the environ-
mental and organizational concepts studied. Addi-
tionally, pilot study participants responded to 40
Likert response format items that were candidates
for measurement of the organization and environ-
ment predictor concepts. Follow-up discussion led
to elimination of items that were difficult to under-
stand. The 36 remaining items were included in
the questionnaire, and we used a statistical routine
to maximize Cronbach’s alpha to select items to
measure the six decision factors studied (Norusis,
1990); the items selected are shown in Appendix
2, and the CR and alpha are shown for each
in Table 2. The measurement item reflections of
the latent variables were weighted as part of the
SEM optimizing process. The ‘good’ reliabilities
achieved suggest that each item was an impor-
tant measure.

We used subjective measures of environmen-
tal and organizational factors (CEO perceptions)
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Table 3. Similarity test: CEO reports of dynamism and
munificence compared with S & P sales variance and
growth by GICS category®

Sector Dynamism Munificence
indices indices
CEOs* S & PP CEOs® S & P¢
Consumer 0.15 0.17 0.07 0.11
Discretionary
Materials 0.11 0.12 0.10 0.08
Telecommunications 0.26 029 0.13 0.18
Industrials 0.13 0.16 0.08 0.11
Financials 0.32 032 020 0.21
Energy 0.14 0.16 0.13 0.12
Health Care 0.24 022 024 0.16
Consumer Staples 0.14 0.11  0.07 0.07
Utilities 0.34 030 0.22 0.24
Information 0.26 0.25 0.16 0.17
Technology
Spearman rank 0.952 0.818
correlation
Probability <0.01 <0.01

Standard & Poor’s Compustat. 1998-2001 (60 months: 1996 to
2000 net sales by GISC category.

* Respondents’ LRF average response transformed to fit the mean
and range of®,

®The variance of 5 years of the S & P category monthly net
sales divided by the average net sales for the same period.

¢ Respondents’ LRF average response transformed to fit the mean
and range of ¢,

4The average annual growth rate by GISC category 1996
to 2000.

because this study of decision speed is built upon
person-centered strategic decision process theory
(Priem et al., 1995); however, as shown in Table 3,
we calculated the 60-month (to December 2000)
GISC sector revenue variance to yield an index
of dynamism and compared this with a transfor-
mation of the average LRF score for each GISC
sector in our sample. As shown in Table 3, the
CEO reports and S & P data yielded similar evalua-
tions of dynamism using the Spearman correlation
of ordinal ranking (rtho = 0.952, p < 0.01). Fur-
thermore, we calculated the GISC sector revenue
growth rate with the same objective data and com-
pared it with a transformation of the average LRF
self-reported ‘munificence’ score from our sample
(Priem et al., 1995). The two rankings were similar
(rtho = 0.818, p < 0.01).

Controls

We included two controls to clarify the rela-
tions among environmental and organizational

Copyright © 2003 John Wiley & Sons, Ltd.

characteristics, decision speed, and subsequent
firm performance. (1) Firm size was controlled
in terms of both decision speed and performance
because hundreds of studies have found that size
can systematically influence organizational prac-
tices and because it is a surrogate for organization
complexity. We measured firm size with the log
transform of the number of full-time equivalent
employees at the end of 1996. (2) Past firm perfor-
mance (in terms of sales/employment growth and
profitability) was controlled to provide a baseline
for analysis of the effects on the performance vari-
ables. Past growth was measured as: (1) the per-
centage change in annual sales from 1995 to 1996
(1996/1995) — 1.0, and (2) similarly, the percent-
age change in year-end employment from 1995 to
1996. Past profit percentage of total assets was
measured as 1996 pretax net profit percentage
of assets.

RESULTS

LISREL 8.3 and PRELIS 2 were used to (1) eval-
uate concept validity (i.e., ‘composite reliabil-
ity’ (including dual-source similarity), convergent,
and discriminant validity), (2) perform confirma-
tory factor analysis (CFA) to verify the validity
of the proposed configuration of causal concepts,
and (3) test the hypotheses (Joreskog and Sorbom,
1993). We used the following indices to guide
conclusions about the measurement model and to
indicate the fit of data to hypotheses: (1) The x>
probability should be larger than <0.05: however,
when # is large, as it is in this study, significant x>
are typical. (2) The goodness-of-fit index (GFI),
adjusted goodness-of-fit index (AGFI), and com-
parative fit index (CFI) should be near or better
than 0.90. (3) The standardized root mean square
residual (SRMR) should be less than 0.050. And
(4) the root mean square error of approximation
(RMSEA) should be less than 0.080 (Joreskog
and Sorbom, 1993; Medsker, Williams, and Holo-
han, 1994).

Univariate homogeneity testing (PRELIS 2 HT)
and multiple sample analysis (LISREL. MSA) con-
firmed the similarity of the distributions of the self-
reported responses of the 122 CEO—associate pairs
(that is, the 122 CEOs for which we had associate
data), as well as the distributions of the ‘CEOs with
associates’ (n = 122) and ‘CEOs without asso-
ciates’ (n = 196). Thus, we found that CEOs with
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associates were not rationalizing their own perfor-
mance, and this validity extended to the full CEO
data set (n = 318).

As shown in Table 2, the measurement model
had four scale concepts with alpha > 0.80 and
three with alpha between 0.70 and 0.79. All mea-
sure coefficients were significant (r > 2.0; p <
0.05); thus, convergent validity is supported. There
were three statistical indications that the mea-
surement model had discriminant validity: (1) We
subjected the organization and environment scale
items to a principal components analysis using
varimax rotation (Harman, 1967). From this explo-
ratory factor analysis, six factors emerged with
average item loading >0.75 (The factors repre-
sented dynamism, munificence, centralization of
strategy, centralization of operations, formalization
of routines, and informalization of non-routines).
The remaining measurement model items were
objective (firm size, sales, profits) or scenario
based (decision speed). (2) For each latent vari-
able, the average variance extracted by the latent
variable’s measures was larger than the latent vari-
able’s shared variance with any other latent vari-
able (Fornell and Larcker, 1981). Discriminant
validity is also supported because no bivariate cor-
relations in excess of 0.40 exist between predic-
tor concepts except between the two centraliza-
tion concepts and the two formalization concepts
(see Table 4) (Jones et al., 2000). Common source
bias was checked with LISREL confirmatory fac-
tor analysis by linking a common latent variable
with all of the measures. The resultant coefficient
lambda = 0.07 (¢ = 0.28, p < 0.89) indicated that
common variance was less than 2 percent. Thus,
there appears to be no threat that relationships were
inflated because one person provided information
for all of the concepts. In summary, the measure-
ment model exhibited reliable measurement of the
latent concepts, convergence of the measures of
each concept, and divergence of the concepts.

The descriptive statistics (means, standard
deviations, and polychoric correlations) of the
study variables are shown in Table 4. The
structural equation results for the four SEMs are
shown in Table 5. The fit statistics of all four SEMs
are acceptable. The best model is the indirect
effects model with firm growth; it has x? (545) =
1089.88; GFI = 0.96; AGFI = 0.93; CFI = 0.98;
SRMR = 0.045; RMSEA = 0.058. Both indirect
effects models are superior to their matching
direct effects model. The poorest model is the

Copyright © 2003 John Wiley & Sons, Ltd.
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direct effects model for firm profits, and its fit is:
x? (519) = 1240.37; GFI = 0.89; AGFI = 0.86;
CFI = 0.92; SRMR = 0.058; RMSEA = 0.080.
Thus, we are able to draw conclusions from the
standardized lambda coefficients shown in Table 5.

As shown in Figure 2 the lambda coefficients
confirm Hypothesis 1 in part. That is, strategic
decision speed predicts subsequent firm growth in
both direct and indirect models; however, speed
predicts higher profit for indirect effects alone
in the profit model. (This supports our view
that speed is a partial mediator of organizational
and environmental concepts.) Our hypothesis that
dynamism had a negative effect upon performance
(Hypothesis 2) was supported in both the direct and
indirect profit models, but there were no signifi-
cant effects in either growth model. As hypothe-
sized, positive munificence, centralization of strat-
egy, and decentralization of operations predicted
subsequent positive performance in all four mod-
els (Hypotheses 3, 4a, and 4b). Formalization of
routines and informalization of non-routines pre-
dicted performance in both profit models and in the
direct growth model, but only informalization of
non-routines was a significant predictor of perfor-
mance in the indirect growth model (Hypotheses
5a and 5b). Dynamism, munificence, centralization
of strategy, decentralization of operations, formal-
ization of routines, and informalization of non-
routines related positively with strategic decision
speed (Hypotheses 6, 7, 8a, 8b, 9a, 9b).

The conditions of mediation were met in terms
of the significance and direction of change of 38
of the 40 coefficients; a strict interpretation would
require that dynamism be a direct predictor of firm
growth and strategic decision speed a direct pre-
dictor of profit. Nevertheless, when indirect paths
through decision speed were established between
the environmental and organizational predictors
and performance, all of the direct predictor rela-
tionships were diminished, and the relationships
between speed and performance were significant.
This points to the significance of strategic deci-
sion speed as a mediator of the four environmental
and organizational predictors and firm performance
(Baron and Kenny, 1986).

We also tested the possibility that dynamism
moderated the speed to performance relation.
We ran a regression of sales/employment growth
on speed and ‘speed times dynamism’ and
found weak significance for the product term
(sales/employment growth = 0.482 (¢ = 7.390;
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Table 5. Structural equation results
Predictor Outcome Growth model Profit model
Direct Indirect Direct Indirect
Decision speed Performance 0.18* 0.27* 0.06 0.11*
Dynamism Performance —0.03 -0.09 —-0.31* -0.23*
Munificence Performance 0.29* 0.21* 0.18* 0.12*
Centralization of strategy Performance 0.22* 0.19* 0.26* 0.22*
Decentralization of operations Performance 0.19* 0.16* 0.22* 0.18*
Formalization of routines Performance 0.14* 0.09 0.21* 0.14*
Informalization of non-routines Performance 0.18* 0.14 0.24* 0.16*
Firm size Performance —0.05 —-0.04 0.10 0.07
Past performance Performance 0.15* 0.15* 0.30* 0.30*
Dynamism Decision speed 0.28* 0.09*
Munificence Decision speed 0.12* 0.11*
Centralization of strategy Decision speed 0.30* 0.15*
Decentralization of operations Decision speed 0.28* 0.14
Formalization of routines Decision speed 0.11* 0.13*
Informalization of non-routines Decision speed 0.16* 0.16*
Firm size Decision speed —0.13" —0.14
Fit statistics
x? 1153.07 1089.88 1240.37 1064.11
Degrees of freedom 552 545 519 512
GFI 0.92 0.96 0.89 0.94
AGFI 0.89 0.93 0.86 0.91
CFI 0.93 0.98 0.92 0.96
SRMR 0.049 0.045 0.058 0.047
RMSEA 0.066 0.058 0.080 0.062
N =318

*t>2.0(p <0.05)

Parameter estimates are from a completely standardized solution.

p < 0.000) 4+ 0.106 (r = 1.628; p < 0.105). In a
parallel test with profit percentage of assets as the
dependent variable, the results were not significant
for the product term (profit % of assets = 0.186
(t =231, p<0.022)4+0.073 (r=1.028; p <
0.305). Thus, in our data drawn from 10 industrial
settings, there is evidence that dynamism is a weak
moderator of the speed-to-growth relation but not
the speed to profit relation.

DISCUSSION AND CONCLUSION

Speed and firm performance

Important aspects of this paper are that (1) it offers
large sample support of a theory begun by Eisen-
hardt (1989) and Judge and Miller (1991) that
decision speed affects firm performance, and (2) it
extends the positive findings across companies that
represent all 10 GSICs. We also expanded strate-
gic decision speed research by identifying a more

Copyright © 2003 John Wiley & Sons, Ltd.

elaborate set of factors that affect decision speed.
Utilizing decision-making theory, we adopted the
viewpoints of CEO decision-makers who must
draw upon their perceptions of organizational and
external conditions in making strategic decisions.
We found that decision speed affected subsequent
4-year ‘sales and employment growth’ and ‘profit
% of assets’ and that dynamism, munificence,
centralization, and formalization speed decision-
making.

Nevertheless, the causal link between decision
speed and subsequent performance is not assured.
It may be that CEOs who lead fast strategic deci-
sion processes tend to be energetic, smart, proac-
tive leaders who also get high growth from their
companies through other processes. Also, it may
be that business decisions take place in stochas-
tic environments wherein delay yields little that
improves decisions so that the early actors we
studied simply get early gains from early deci-
sions. Whatever the relationships of the personal
characteristics of strategic decision-makers or the
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Figure 2. Results: growth model with indirect effects

characteristics of the unique business processes/
industry, the longitudinal design of our study com-
bined with controls for past performance and firm
size offer plausibility for a causal interpretation:
fast decision-making is a predictor of subsequent
firm growth.

Furthermore, strategic decision speed mediates
the relation of organizational and environmental
factors with firm performance, which also sup-
ports a causal argument for decision speed. That is,
the relationships between dynamism, munificence,
centralization of strategy and operations, and for-
malization of routines and non-routines and firm
performance were diminished when their relation
with decision speed was included, and total ‘vari-
ance explained’ increased in the indirect effects
model. This points to the impact of decision-
making in general and to decision speed in par-
ticular for firm performance.

Our findings can also be interpreted as an indi-
cation that CEOs who report slower decision pro-
cesses run companies that have slower (but not
negative) growth and unchanged (but not negative)
profitability. These conditions fit the traditional
description of mature, bigger firms, and we did
find a significant negative correlation between firm

Copyright © 2003 John Wiley & Sons, Ltd.

size and decision speed (see Table 4). However,
we have controlled for size in our analyses.

The finding that fast decision-making does not
precede improved profits in the direct effects
model and that the relation with profits in the
indirect model is borderline is interesting. One
might expect that early decisions would improve
efficiency and, thereby, profits. For example, pro-
cess technology adoption is motivated by expected
cost savings (Baum, 2000), so that early adop-
tion may produce early profits. However, growing
companies sacrifice current profits as they bear the
expense of organization for increased scale, and
investment in improvements may impact firm prof-
its negatively (Dowling and McGee, 1994).

Environmental and organizational factors of
performance and decision speed

We found that dynamism impacted the profits of
our heterogeneous sample negatively. This sup-
ports our view that overall it is more difficult
to manage successfully in unpredictable envi-
ronments. We also found negative coefficients
between dynamism and growth, but these were not
significantly different from zero. The finding that
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dynamism is significantly related with fast deci-
sion speeds, which in turn is related with improved
growth, supports the findings of Eisenhardt (1989)
and Judge and Miller (1991) that fast decision-
making enhances performance in ‘high-velocity’
markets.

We found a weak moderation effect (p < 0.11)
for environmental dynamism in the relation be-
tween decision speed and firm growth. That is,
the effect of speed upon growth is stronger in
dynamic environments. (We found no moderation
effect upon profit.) This finding offers support
for Judge and Miller’s (1991) conclusion that
the effects of decision speed depend upon con-
text; however, the result does not diminish our
findings that fast decision-making has positive
effects across environments and that dynamism
is an antecedent of decision speed. Indeed, our
findings suggest that the more general environ-
mental concept, dynamism (unpredictability), may
have more general effects beyond those found
in ‘high-velocity’ settings (unpredictability and
rapid growth).

Taken together, our findings suggest that fast
decision-making is beneficial, even given the neg-
ative force of environmental dynamism upon per-
formance. It may be that fast decision-making
and subsequent fast adoption are more useful in
dynamic markets because (1) more options exist
(Hambrick and Abramhamson, 1995) and (2) early
‘trial and error’ action may provide useful infor-
mation for effective secondary action. Our results
for munificence provided no surprises. In short,
munificence enhances growth and profits, and it
relates positively with decision speed.

We adopted a definition of centralization that
distinguishes strategic and operational processes
because we think that both realms affect strategic
decision speed. Our study confirms the prescrip-
tion of Adler and Borys (1996) that a combina-
tion of strategic process centralization and oper-
ational decentralization produces the best results.
Researchers who study the effects of centralization
across multiple within-organization realms may
uncover interesting organization design prescrip-
tions for practitioners.

Our finding that centralized strategic decision-
making with decentralized operational decision-
making contributes to higher firm performance
may also shed light on the conflict between tradi-
tional contingency theory and Eisenhardt’s (1989)
findings. Contingency theory suggests that firms in
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more uncertain environments should decentralize
in order to make speedier decisions and be more
responsive to markets (Lawrence and Lorsch,
1967; Scott, 1992). In contrast, Eisenhardt sug-
gested that the ability to make faster decisions
when authority is concentrated may outweigh the
perceived advantages of additional information
from decentralized organization. Our study sup-
ports Eisenhardt and lends credence to our chal-
lenge to those who call for front-line employees to
provide strategic information. That is, we believe
that modern information systems and ‘walking
around’ permit centralized strategic decision-
makers sufficient information to be confident in
their decisions and that workers who participate
in decentralized operational decision-making are
motivated to contribute to new strategic initiatives.

Our finding that centralization enhances strate-
gic decision speed is also consistent with Scott
(1992), who suggested that CEOs in centralized
firms execute speedier strategic decisions because
they conduct more efficient information process-
ing; this may also be due to reduced political activ-
ity (Bourgeois and Eisenhardt, 1988). That strate-
gic decision speed mediated the important relation-
ships between centralization and performance is
fully supportive of Judge and Miller (1991) and
Eisenhardt (1989), who found that faster decid-
ing was associated with better-performing firms
in rapidly changing environments; however, this
study extends these conclusions to a heteroge-
neous sample.

We studied and measured formalization in two
organization realms: routines and non-routines.
As with our dual realm definition of ‘centraliza-
tion,” we found that firms that formalized routine
structures and systems while leaving non-routines
unstructured performed best in terms of growth and
profit. This may be because the firms that main-
tain routine structures, memory, and systems do
not lose valuable learning when employees change
or markets shift. In terms of strategic processes,
which are not routine, firms that permit informal-
ization reap the benefit of unconstrained thinking,
which may impact performance.

Limitations and future study

This research focused on a characteristic of
decision-making (speed) rather than on subsequent
implementation (Dooley, Fryxell, and Judge,
2000). Thus, better understanding of the decision
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to performance process may be gained through
exploration of implementing processes. For
example, fast decisions may enable a preemptive
merger Or acquisition activity or exploitation
of market opportunities before others. Fast
decisions may lead to faster growth because
firms adopt process technologies that improve
product/service appeal in the marketplace. Fast
decision-making may simply expose CEOs and
their organizations to learning situations more
quickly than competitors.

Fast decision-making may be a behavior of
CEOs who are effective because of other behav-
iors, so future studies may identify and test CEO
behaviors that associate with fast decision-making.
Indeed, future studies ought to extend past research
about CEO personal characteristics and decision
speed (Wally and Baum, 1994). It may be help-
ful to go beyond the CEO-centered processes that
we envisioned here to include team dynamics and
effects (Winch, 1995).

We studied acquisition, product development,
and technology adoption strategic decisions. Future
research ought to study other types of strategic
decisions. Furthermore, the scenarios that we used
presented opportunity-motivated decisions. It may
be that CEOs decide differently when faced with
decisions that are motivated by goals that require
search for options.

Although we took care to produce relevant sce-
narios in terms of current business issues and
respondents’ experience, we measured decision
speed with fictitious decision scenarios and asso-
ciated the responses with real firm financial per-
formance, Thus, responses may be affected by
social bias including reports about processes that
are more rational and behaviors that are more
decisive than experienced in real life. The com-
mitment of real firm resources in real political
environments may produce different results than
CEOs reported. This shortcoming could be mini-
mized in future studies that study real decisions.
Nevertheless, social bias appears across the sam-
ple, so individual response differences should have
yielded meaningful data.

Our strategic decision-making model involved
linear equations rather than multiple order equa-
tions because structural equation modeling is not
well suited to testing non-linear equations. Never-
theless these possible failures to specify the opti-
mal concepts and the exact form of the relation-
ships in our study do not diminish the value of the
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primary finding—that organizational and environ-
mental concepts relate with fast decision-making
which, in turn, affects firm performance.

This study drew upon a heterogeneous sample
in order to extend past research beyond its
narrow environment settings. However, future
researchers may wish to study decision speed
within respondent categories such as (1) basis for
competition (relationship, efficiency, marketing,
or product innovation) (Shane and Venkataraman,
2000), (2) age, or (3) form of ownership (public
or private).

Conclusion

This longitudinal study of strategic decision speed
extends and refines extant theory about strategic
decision speed. Its findings provide a more com-
plete picture for teachers of the environmental and
organizational factors that impact decision speed.
For managers, it is apparent that advances in com-
munication and information-processing technolo-
gies have produced business environments that
appear to be changing at an ever more rapid rate,
which makes maintenance of competitive advan-
tage through proprietary assets or knowledge more
difficult. Thus, more firms may need to master
fast decision-making. Also, our results suggest that
aspects of organization design and environmen-
tal selection that are within managerial control
are capable of influencing the speed with which
strategic decisions can be made. The finding that
decision speed matters for firm growth may com-
fort those energetic, impatient, focused CEOs who
value decision celerity.
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APPENDIX 1: THREE STRATEGIC
DECISION SCENARIOS

[R] indicates reverse scoring

Strategic decisions are important decisions that
involve commitment of significant resources and
that impact long-term profitability and growth.
Please read the three strategic decision scenarios
and answer the questions that follow:

#1. Acquisition decision

Assume that your company is one of four impor-
tant competitors in your market. You believe that
the Mills company has 10% of the market, you
have 30% and the third and fourth companies also
have 30% each. The Mills company has grown
rapidly because their product has a feature that
is technologically superior. The Mills company
typically charges 10% more than your company
charges for similar products. Of the remaining
competitors, your quality is best and your price
is highest. Your sales have been stagnant. Appar-
ently, the Mills product advantage is not protected
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legally, but your efforts to duplicate the product
have been unsuccessful.

You have just learned that the CEO of the
Mills company has been authorized to talk to
you to propose that your company acquire the
Mills company for an amount that is 40% of your
company’s net worth.

Assume; (1) that your company does not have
a policy that prevents growth through acquisition,
(2) that you have not collected detailed informa-
tion about the Mills company, and (3) that the
CEO of the Mills company is a cooperative nego-
tiator who has a normal level of self-interest.

Circle the approximate # of days it would take
your organization to decide whether or not to
invest significant time in pursuit of a merger with
the Mills Company:

25 10 20 30 60 90 120 150 180 “[lgje

#2. New product introduction decision

Assume that your company has just discovered a
new way to enhance the value of one of your prod-
ucts. Unfortunately, there is little available infor-
mation about the likelihood of its acceptance in
the market place. None of your competitors has a
similar product. There is a rumor that the Jones
company has uncovered a similar enhancement,
but they may not be big enough to bring it to
market quickly. If you proceed with a full commit-
ment to develop and introduce this new product,
you will probably invest an amount equal to 20%
of your annual sales. Assume that you have suffi-
cient research, prototype, and production resources
to proceed with the new product introduction.

Circle the approximate # of days it would take
you/your organization to decide whether or not
to proceed with a commitment to develop and
introduce this new product:

25 10 20 30 60 90 120 150 180 “[1%6

#3. Technology adoption decision

Enterprise resource planning software (ERP) is
designed to enhance the efficiency, effectiveness,
and coordination of production, purchasing,
shipping, inventory control, and cost accounting.
Assume that a new version of ERP has just
been released and you think it may help you
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manage your business; however, you know that it
will affect every department and every employee.
Business-as-usual will be interrupted. In fact, you
have a peer who said that he would never go
through it again because implementation required
the interaction and retraining of almost every
employee. You have discovered that the investment
amounts to 1/3 of your expected profits for
2002, not counting the internal expenses of the
interruption. The ERP vendor said they had talked
to one of your competitors.

Circle the approximate # of days it would take
you/your organization to decide whether or not
to proceed with a full commitment to new ERP
software:

more

2 510 20 30 60 90 120 150 180 R]

APPENDIX 2: MEASURES

[R] indicates reverse scoring

Please indicate how strongly you disagree or
agree with each statement by circling the appro-
priate number.

Strongly Disagree  Neither  Agree Strongly

Disagree Disagree Agree
Nor Agree

1 2 3 4 5

Dynamism

Our firm must frequently change its products and
practices to keep up with competitors.

Products/services quickly become obsolete in
our industry.

Actions of competitors are quite easy to pre-
dict. [R]

Consumer tastes are fairly easy to forecast in our
industry. [R]

Technology changes more quickly in our indus-
try than in the healthcare industry.

Munificence

There are few external threats to the survival and
well-being of our firm.
Our markets are rich in investment capital.
Economic development programs offer suffi-
cient support for our business community.

Copyright © 2003 John Wiley & Sons, Ltd.

Our markets are rich in profitable opportunities.
Our firm operates in a threatening business envi-
ronment. [R]

Centralization

Consider the difference between operational and
strategic decisions when you answer the next set
of questions. Operational decisions involve day-
to-day processes and procedures that impact one
part of a company, whereas strategic decisions are
more long-term and have a more global impact.

Centralization of strategic management

Front line employees participate in the strategic
decision process. [R]

Circle the approximate number of people who
are primarily responsible for strategic decisions in
your company (1, 2, 3, 4, 5, 7, 10, 20 more). [R]

Our top management team determines our strate-
gic plan alone.

We try to achieve consensus in this company
about major strategic changes. [R]

Centralization of operational management

Our top management is involved is optimizing day-
to-day operations. [R]

We give front-line employees freedom to make
operational decisions about production, service,
and customer-oriented problems.

The strategic decision team and I make day-to-
day decisions about front-line operations. [R]

Our front-line employees would say they are free
to change things to get better products/services for
customers.

Formalization

Consider the difference between routine and non-
routine tasks in your company as you answer the
following questions. Routine tasks occur repeti-
tively and non-routine tasks are unusual.

Formalization of routines

Our company has highly formalized channels of
communication for routine processes and practices.

Our standard operating procedures (SOP) man-
ual helps us deal with routine problems.
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Our front-line people are ‘on their own’, even I can get the information that I need when I face
with routine tasks. [R] unusual problems without going through channels.

There are no written instructions for doing non-
routine tasks.

Front-line employees are allowed to figure out
Personnel must follow formal procedures for non-  the best way to complete non-routine tasks.
routine processes. [R]

Informalization of non-routines
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