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Based on the Upper Echelons Theory that suggests the demographic characteristics of 
executives are linked to organisational processes and outcomes, the paper proposes that 
strategic decision-making processes mediate the relationship between board members’ 
demographic characteristics and corporate innovation relating to product, process and 
organization. Based on questionnaires completed by 101 CEOs of Greek listed firms, 
the findings confirm that reporting and formalization as decision processes mediate the 
effect of board characteristics on innovation. Sound financial and formal mechanisms 
encourage Greek executives to take risks and invest in product or service innovation. 
Findings show that the executives’ educational level is positively associated with financial 
reporting and rule formalization activities due to the changes that have been occurred 
in the Greek education system over recent decades. Functional background is found to 
influence only financial reporting activities. Finally, the managerial implications of this 
study are discussed.

Introduction
Academic interest in how executives influence strategic decisions and organizational 
outcomes has always been high in strategic management literature. Previous studies 
have portrayed the upper echelons’ characteristics as determinants of strategic choices 
and their outcomes on organizational performance (Hambrick, Cho and Chen, 1996; 
Hambrick and Mason, 1984; Smith et al., 1994). Based on the Upper Echelon Theory, the 
executives’ background and experiences have also been examined for their specific effects 
on strategic decisions, namely content (e.g. Bantel and Jackson, 1989; Damanpour and 
Schneider, 2006) and context (e.g. Bantel, 1993; Papadakis and Barwise, 2002). Content 
decisions refer to decisions that executives make either to select a core business that 
offers a competitive advantage or to exploit new opportunities in the market place (Hitt 
and Tyler, 1991). Content decisions are associated with portfolio management activities, 
diversification, mergers and acquisitions and innovation strategies. However, context 
decisions are described as a process during which executives determine appropriate 
actions and directions for the firm (Elbanna, 2006). 

Building on the fact that, firstly, strategic decision-making processes remain something 
of a ‘black box’ within the innovation literature and, secondly, limited research that has 
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been carried out on the mediating effect between executives’ characteristics and strategic 
outcomes (Hambrick, 2007), this study empirically investigates whether the strategic 
decision-making processes of financial reporting and rule formalization influence the 
relationship between the executives’ demographic characteristics and innovation. It 
provides academics and business practitioners with a clear understanding of the specific 
strategic decision-making processes that mediate the relationship between executives’ 
attributes and innovation strategies. 

The study contributes to the existing literature and research on strategic management in 
several novel ways. Firstly, it proposes an integrative framework of potential strategic 
determinants of innovation, incorporating decision-making processes and managerial 
characteristics. This is the first study to the best of our knowledge that theoretically 
and empirically examines strategic decision-making processes as a mediator between 
executives’ characteristics and firms’ innovation. Secondly, although previous studies 
in the field (Kimberly and Evanisko, 1981) have conceived innovation adoption either 
as a multi-phase process or as an outcome of dichotomous decision, in this study, the 
construct of innovation captures product, process and organizational innovation strategies. 
Finally, based on a sample of 101 questionnaires completed by Greek CEOs, the study 
aims to identify the key influences on innovation in Greek companies as a contribution 
to addressing Greece’s relatively low levels of innovation. 

Research Background 
Upper Echelons Theory
Upper Echelons Theory was developed by Hambrick and Mason (1984) and has its roots 
in the behaviour theory of the firm (March and Simon, 1958). According to the latter, 
decision makers make economically rational decisions because they are bounded by 
rationality and must act in a social context of multiple and conflicting goals. Hambrick 
and Mason (1984) formalized the upper echelons perspective, “proposing that senior 
executives make strategic choices on the basis on their cognitions and values and that 
the organization becomes a reflection of its top managers” (Finkelstein and Hambrick, 
1996, p. 6). Upper Echelons Theory links observable demographic characteristics of the 
executives to organizational process and outcomes (Finkelstein and Hambrick, 1996; 
Hambrick and Mason, 1984). The demographic characteristics of tenure, functional 
experience, formal education and international experience have been showed to impact 
strategic choices (Finkelstein, Hambrick and Cannella, 2008).

Strategic choice of Innovation
Innovation is regarded as the basis of competitive advantage and economic growth due 
to increasing global competition and technological change (Porter and Ketels, 2003). 
Executives perceive innovation as a vital mechanism to accelerate change in today’s 
global environment and to achieve organizational growth. Innovation is therefore 
perceived as a way of changing an organization via internal or external environmental 
forces (Damanpour, 1991). In this study, we focus on innovation strategies relating to 
product, process and organization. 
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The strategic choice perspective has generated a large body of research examining 
the impact of executives’ demographics on organizational outcomes (Gupta and 
Govindarajan, 1984). The empirical results of many scholars have demonstrated strong 
associations between the characteristics of the executives and strategy/performance (e.g. 
Gupta and Govindarajan, 1984; Hambrick and Mason, 1984; Miller and Toulouse, 1986) 
while corporate strategy can be viewed by a number of dimensions incorporating, inter 
alia, product differentiation or low cost (Porter, 1980), innovation or reliability (Miles and 
Snow, 1978), innovation timing or focus (Maidique and Patch, 1982). Howell and Higgins 
(1990) argue that personality traits influence the emergence of innovation champions 
in organizations. Other scholars (Bantel and Jackson, 1989; Kimberly and Evanisko, 
1981) have concluded that the executives’ educational background is associated with 
innovation. A number of attributes have been examined including structure, managerial 
characteristics, available resources, administrative intensity, and internal/external 
communication (Damanpour, 1991) although no clear set of explanatory variables has 
emerged (Wolfe, 1994). The study sheds light on internal strategic decisions processes 
that encourage innovation practices at corporate level.

Hypotheses

Based on the Upper Echelon Theory, the purpose of this study is to examine the mediating 
role of strategic decisions on the relationship between executives’ demographics and 
innovation. Figure 1 presents a conceptual model that examines first the direct effect of 
executives’ demographic characteristics on strategic decision-making process, namely 
financial reporting and rule formalization and then the effects of strategic decision-making 
processes on innovation. Finally, it suggests, and statistically tests, the mediating effects 
of strategic decision processes on demographic characteristics-innovation relationships.

Directors’ Characteristics and Strategic Decision-making Processes
Previous research has found that the executives’ characteristics influence the strategic 
decision-making processes (Goll and Rasheed, 2005; Papadakis and Barwise, 1997). In 
this study, we examine the effects of two demographic characteristics; educational level 
and functional background on strategic decision-making processes of financial reporting 
and rule formalization. 

Educational level is viewed as an indicator of executives’ knowledge, cognitive 
orientation and analytical skills (Dollinger, 1984; Hambrick and Mason, 1984). Well 
educated CEOs are more likely to demand detailed information and extensive financial 
reporting (Bantel, 1993). In a sample of Greek manufacturing firms, Papadakis et al., 
(1998) found that education level to be positively associated with financial reporting. The 
empirical findings of Papadakis and Barwise (2002) indicate that CEO characteristics 
(education) as well as the characteristics of the top management team (education and 
competitive aggressiveness) are related to the degree of hierarchical decentralization. 
In a similar study (Goll and Rasheed, 2005) a significant and positive relationship was 
found between educational level and rational decision-making. The following hypothesis 
can be presented based on these assertions:
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Hypothesis 1: The higher the educational level of executives, the more likely they pursue 
financial reporting and rule formalization in strategic decision-making processes.

Functional background represents an important aspect of an individual’s experience base 
and, as a result, a key indicator of the type of skills and cognition that the executive 
brings to his/her job (Rajagopalan and Datta, 1996). Hambrick and Mason (1984) have 
distinguished functional background into two broad categories - the ‘output’ functions 
and the ‘throughput’ functions. The ‘output’ functions include functional areas relating 
to marketing, sales, merchandising, product research and development (R&D). On the 
other hand, ‘throughput’ functions include areas of productions/operations, engineering, 
finance and accounting, which aim to increase efficiency in the transformation process. 
This classification provides a linkage between functional background and organizational 
decision-making. For instance, executives with backgrounds in R&D are associated with 
progress, invention and improvement (Wiersema and Bantel, 1992). On the other hand, 
‘throughput’ backgrounds are important in industries that are characterized by high capital 
intensity or concentration and lower growth (Rajagopalan and Datta, 1996). Previous 
studies have focused on the influence of functional management background on content 
strategic decisions but with mixed results. This study attempts to investigate the effect of 
managerial functional background on the strategic decision-making process. Therefore, 
we put forward the following hypothesis:

Hypothesis 2: Executives’ functional management background is positively associated 
with the strategic decision-making processes of financial reporting and rule formalization. 

Effects of Strategic Decision-making Processes on Innovation 
Based on the strategic choice perspective, the executives’ attributes influence a series of 
strategic choices at corporate level (Hambrick and Mason, 1984; Miller and Toulouse, 
1986). Dean and Sharfman (1996, pp. 379-380) have described strategic decisions as, 
“committing substantial resources, setting precedents, and creating waves of lesser 
decisions (Mintzberg et al. 1976) as ill-structured, non-routine and complex (Schwenk, 
1988); and as substantial, unusual and all pervading”. Various scholars refer to decision-
making as a sequence of phases (e.g. Fredrickson, 1984; Mintzberg et al., 1976) or as 
a set of different characteristics/dimensions (e.g. Dean and Sharfman, 1996; Hickson 
et. al., 1986; Wally and Baum, 1997) and subsequently discuss the effects of these 
dimensions on organizational outcomes (e.g. Dean and Sharfman, 1996). Among the 
dimensions noted are comprehensiveness/rationality, politicization, centralization and 
formalization (Dean and Sharfman, 1996; Rajagopalan et al., 1993). Due to the lack 
of knowledge on the specific strategic decision-making characteristics that influence 
strategic outcomes, the section below will examine the effects of two under researched 
strategic decision-making processes namely financial reporting and rule formalization 
on the strategic outcome of innovation. 

Financial reporting is regarded as a dimension of rationality of strategic decisions that 
describes the investment nature of the firm. Sound financial reporting activities permit 
various stakeholders to analyze the financial state of the company (Papadakis et al, 
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1998). Miller and Friesen (1978) have stressed out the need for appropriate resource 
allocations to promote innovation. Due to the high cost of innovation activities, firms 
with detailed financial reporting activities and budgets for resource allocation are more 
likely to pursue innovation strategies. Earlier we proposed that executives’ characteristics 
are positively related to financial reporting activities (Hypotheses 1 and 2), and drawing 
from the existing literature, financial reporting activities are positively related to firm’ 
innovation. The following hypothesis can thus put forward based on previous ideas: 

Hypothesis 3: Financial reporting activities are positively related to firm’s innovation.

Formalization describes the existence of a set of formalised rules guiding the process 
as well as formal co-ordination devices. Formalization refers to the degree that 
organizational policies, job descriptions and objective-setting plans are articulated 
explicitly mainly through written communications (Wally and Baum, 1994). In highly 
formalized organizations, extensive rules define precisely the responsibilities and roles 
of each executive. On the opposite, in non-formalised organizations the executive has the 
flexibility to adjust his responsibilities according to circumstances. Rule formalization 
strategies vary in the cultural context in which firms are operating. For instance rule 
formalization strategies in Mediterranean countries such as Greece and Cyprus are 
different compared to those of Anglo-Saxon countries (U.K, U.S) (Dimitratos et al., 
2010). Formalization leads to administrative efficiency and it helps organizations to 
adopt innovation strategies. Khandwalla (1995) found a significant correlation between 
high formalization and implementation of innovations in the bureaucratic organizations 
in India. Low degree of formalization permits openness and encourages new ideas and 
behavior. The above argument indicates that formalization in organizational policies and 
procedures inhibits the adoption of innovation (Pierce and Delbecq, 1977). Since, it is 
not clear to what extent formal rules and procedures affect the degree of innovation, we 
propose the following hypothesis:

Hypothesis 4: Formalization in the strategic decision-making process is positively related 
to firm’s innovation. 

Mediating Role of Strategic Decision-making Process
Strategic decisions are derived from the reflections and attributes of the executives and 
play a crucial role in strategic outcomes. Based on previous research in the field of strategic 
management, executives’ attributes have a significant influence not only on various 
strategic decision-making processes (Goll and Rasheed, 2005; Hambrick and Mason, 
1984) but also on the strategic outcomes of innovation (Miller and Toulouse, 1986). 
Following the Upper Echelons Theory, we argue that the demographic characteristics of 
the executives bring cognitive base and values to the strategic decision-making process 
and strategic outcomes. Building on previous theoretical and empirical evidence, we 
propose a mediation model where the executives’ characteristics affect how the strategic 
decision-making processes are pursued and how firms’ innovate.  Specifically, we expect 
that the strategic decision-making processes of financial reporting and rule formalization 
to meditate the relationship between executives’ characteristics and firm’s innovation. 
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Thus, we theorize that:

Hypothesis 5: Strategic decision making processes of financial reporting and rule 
formalization mediate the effects of executives’ characteristics on innovation. 

With these five hypotheses articulated, we can now describe the context to which they 
will be applied and the methods used for testing them.

Research Context and Methods

Cultural Context
Greece is a developed country which, since joining the European Union in 1981, has 
experienced remarkable and sustained economic growth until very recently. Investments 
in industrial enterprises, funds from the European Union and growing revenues from 
tourism, shipping and a fast growing service sector, have all contributed to increased 
standards of living. The majority of Greek firms are small and family owned with limited 
R&D and market spending due to their size. Low R&D expenditure pushes Greek firms 
towards low value added products and services where competition is fiercer and profit 
margins smaller and where, due to low wages, developing countries have a considerable 
advantage. Moreover, Greece experiences high levels of government regulation, huge 
bureaucratic obstacles, uncooperative labour unions and a labour force with high 
expectations. These circumstances deter Greek companies from taking strategic actions 
and provide them with challenges that are different to those of developed or under-
developed countries (Makridakis et al., 1997). 

The majority of Greek firms are characterized by lack of financial and technological 
resources, weak technological infrastructure (such as legislation, intellectual property 
rights and supply of designers), outdated educational and production methods, and limited 
use of modern management tools and systems (Bourantas et al., 1990; Bourantas and 
Papadakis, 1996; Makridakis et al., 1997; Tsipouri, 1991). Hofstede (1980) found Greece 
to be a society characterized by high degree of uncertainty and risk. High uncertainty 
avoidance can be an obstacle of technological innovation, in so much that high inherent 
financial risk can lead to conservative strategy.

Innovation activity in Greece is below the average of the European Union. In particular 
its ranking in R&D expenditure and its capacity to innovate are especially low. R&D 
and marketing departments, as well as public support, are not regarded as key sources 
of innovative ideas in Greece (General Secretariat of Research and Technology, 1996). 
International transfer of technology, in the form of foreign direct investment as well 
as the import of capital goods, is still the main source of technological inputs into the 
Greek system (Giannitsis and Mavri, 1993). The unbalanced technological infrastructure 
and high income taxes discourage wealth accumulation and entrepreneurship (Tsipouri, 
1991). Total business expenditure on innovation is high more so in terms of ‘new-to-
the-company’ products than in ‘new to the market’ products. In an effort to improve 
the innovation performance of Greek companies, a model of open innovation has been 
suggested, emphasizes the adoption and adaptation of proven technologies through small, 
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incremental innovations, applications in new contexts, adaptation to consumer needs 
and on improved  internal organizational processes (Lioukas, 2009). 

Sample and Data Collection
The initial sample consisted of all firms listed on the Athens Stock Exchange. Those 
companies that had been recently de-listed are excluded and so the remaining sample 
frame consists of 270 firms.  The contact details of those firms have been drawn from the 
ICAP Greek Financial Directory database.  The structured questionnaire was addressed 
to the CEO as he/she is the most knowledge person that can answer questions related 
to corporate level strategic decisions. A questionnaire, to which CEO 101 of the 270 
firms responded, serves as the primary source of data. The questionnaire, designed in 
accordance with the ‘Total Design Method’ of Dillman (1978), was originally developed 
in English and, on the recommendation of Brislin (1980), was translated through a back 
translation process by an independent translator into Greek. 

The questionnaire was then pilot tested through in-depth interviews by academics and 
board members of Greek organizations in order to ensure question efficacy and format 
completeness while also confirming that its tools were appropriate, reliable and relevant to 
the Greek cultural context before the launch of the survey. The first wave of questionnaires 
was sent to the CEOs of the 270 Greek firms and a second wave of questionnaires was 
sent to them three weeks later. Follow-up phone calls and email reminders were pursued 
in between the two mailings. Finally, we received 101 eligible questionnaires for analysis. 

Measurement, Reliability and Validity of Scales
The questionnaire was constructed according to previously validated scales obtained from 
the review of the literature which have been slightly adjusted to the cultural context of 
the study. Reliability and internal consistency for each scale was determined by using 
the Cronbach’s alpha (Nunnally, 1978). Kline (1999) notes that the acceptable value for 
Cronbach’s alpha is between 0.7 and 0.9. All scales are found to satisfy this reliability 
criterion with Cronbach’s alpha coefficients ranging from 0.840 to 0.954 as illustrated 
in Table 1. Construct validity was assessed using factor analysis (Deshpande, 1982). 
Principal component factor analysis with varimax orthogonal rotation was employed to 
produce factor solutions and to assess construct validity.  The results of this analysis was 
the development of three factors; financial reporting, rule formalization and innovation  
with eigenvalue greater than one, details of which are summarized in Table 1. All the 
measures ‘loaded’ cleanly on separate factors, with all the factors loadings above 0.70, 
a high threshold for acceptance (Nunnaly, 1978). The construct of innovation as a 
dependent variable in this study (Cronbach’s alpha, α = .954) was captured by using 12 
items developed by Huse (1994) who divided innovation into three categories: product 
innovation (4 items), process innovation (5 items) and organizational innovation (3 
items) based on the methodology which has been initially developed by Zahra (1996). 

The independent variables are the executives’ educational level and functional 
background. Educational level of executives has been measured by using a two-level 
scale - for bachelor’s degree (1 = for those who hold a BSc degree and 0= for those who 
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have only higher educational degree) and for master’s degree (1 = for those who hold a 
MSc degree and 0=for those who have a higher educational degree). 

Executives’ functional management background is classified based on the following seven 
categories: finance treasurer, general management, information systems, marketing/sales/

Table 1: Measurement Items, Standard Loadings and Reliabilities

Measures Std. loadings a
Financial Reporting Indicators (FINREP) .840

Use of Net Present Value as Capital Budgeting Method .850 
Incorporation of Strategic Decision .816
Inclusion of Pro-Forma Financial Statements .764
Detailed Cost Studies .745
Use of Internal Rate of Return (IRR) as Capital Budgeting Method .744

Eigenvalue for FINREP 3.080
% variance explained by FINREP 61.609
Rule Formalization (RULEFORM) .923

Formal Procedures to Identify Alternative Ways of Action .920
Written Procedures Guiding the Process .871
Formal Documents Guiding the Final Decision .868
Formal Screening Procedures .861 
Predetermined Criteria for Strategic Decision Evaluation .857

Eigenvalue for RULEFORM 3.834
% variance explained by RULEFORM 76.689
Innovation (INNOV) .954

Being the First Company in the Industry to Introduce 
Technological Improvements

.913

Creating Innovative Technologies .887
Being the First Company in the Industry to Introduce New 
Technology

.879

Creating New Products for Fast Market Introduction .850
Investing Heavily in Cutting Edge Process Technology-Oriented 
R&D

.822

Creating New Variations to Existing Product Lines .821
Developing Radical New Technology .820
Being the First Company in the Industry to Introduce new Products/
Services

.792

Developing Systems that Encourage Initiatives and Creativity 
among Employees

.758

Increasing the Revenue from less than 3 Years Old New Products .752
Supporting an Organizational Unit that Drive Innovation .746
Encouraging Innovation in the Organization .738

Eigenvalue for INNOV 8.009
% variance explained by INNOV 66.740
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customer services, accounting/controller, manufacturing and sales and engineering. 
In this study, the majority of the respondents were from accounting (coded as ‘1’) and 
general management (coded as ‘2’).

The mediator construct of strategic decision-making process in this study has 
been operationalised by the following two constructs: financial reporting and rule 
formalization. The financial reporting activities (α= .840) comprise five items:  1. 
Use of NPV-IRR methods, 2. Use of net present value as capital budgeting method, 3. 
Inclusion of pro forma financial statements, 4. Detailed cost studies, 5. Incorporation 
of the strategic decision into company-wide financial plans (Papadakis et al., 1998). 
The following items are used to measure rule formalization (α=.923) of the strategic-
decision process: - written procedures guiding the process; formal procedures to identify 
alternative ways of action; formal screening procedures; formal documents guiding the 
final decision; and predetermined criteria for strategic decision evaluation (Papadakis 
et al., 1998). 

Findings and Discussion
Table 2 reports descriptive statistics and correlation coefficients between the variables 
of this study. Correlation analysis, as shown in Table 2, gives us an insight into the 
relationships between constructs. Most of the correlations between demographic 
characteristics of board members, strategic decision-making processes (financial reporting 
and rule formalization) and innovation are statistical significant at p<0.05 and p<0.01 
and in the expected directions.

The hypotheses that we have put forward were tested using regression analysis. Prior to 
the regression analysis, we checked for multi-collinearity among predictors by executing 
a correlation matrix of all predictors and identified that they were not highly correlated. 
The variance inflation factors (VIFs) associated with each regression coefficient were 
considerably below the recommended cut off of 10 and VIF values were not considerably 
larger than 1 suggesting no collinearity problems (Neter, Wasserman and Kutner, 1990).   

Table 2: Descriptive Statistics and Correlations between Variables

 Variable Mean SD 1 2 3 4 5

1.  Innovation -.018 1.00

2. Educational level(BSc)   0.34 0.47 .068

3. Educational level(MSc)   0.47 0.50 .146 -.727**

4. Functional background   0.64 0.48 .409** -.036 .140

5. Financial reporting -.013 1.01 .600** .129 .121 .272*

6. Rule formalization -.029 1.01 .621** .214* -.021 .201 .652**

n=101. * p<0.05 (two-tailed). **p<0.01(two-tailed).
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Model 1a in Table 3 shows that the executives’ educational level is a significant predictor 
of financial reporting. In Model 1a the educational level (BSc) (β= .417, t=2.507, p≥0.01) 
and the educational level (MSc) (β= .458, t= 2.744, p≤0.01) are positively correlate with 
the strategic decision-making process of financial reporting. Therefore, H1 is supported.

However, Model 1b partially confirms Hypothesis 2, which predicted that only 
educational level (BSc) has a direct positive effect (β= .355, t=2.291, p≤0.05) on rule 
formalization activities in decision-making processes. The findings appear to support 
the theoretical assumptions by scholars like Papadakis et al., 1998, in that education 
level is positively associated with financial reporting. Educated CEOs are more likely 
to demand detailed information and extensive financial reporting (Bantel, 1993) which 
suggests that education might also be associated with more co-ordination activity and 
more participation in the strategic decision-making process. The fact that the educational 
level of Greek executives influences the strategic decision-making process might be 
explained by the dramatic changes that have been occurred in the Greek education system 
over recent decades. The majority of Greek CEOs today have received formal graduate 
and postgraduate education in Greece or abroad (Bourantas and Papadakis, 1996). On 
the other hand, the functional management background of executives seems to play a 
less significant role in strategic decision-making processes. 

Table 3: Results of regression analysis for strategic decision-making 
processes and innovation

Variables

Strategic decision-making 
process Innovation

Model 1a 
Financial 
reporting

Model 1b
 Rule 

formalization
Model 2

Model 3
(mediator 

absent)

Model 4
(mediator 

added)

Educational level (BSc) .417*
(2.507)

.355*
(2.291)

.249+

(1.604)
 .135+

(.926)

Educational level (MSc) .458*
(2.744)

.255+

(1.446)
.246+

(1.578)
 .143+

(.975)

Functional Background .226+

(1.889)
.175+

(1.534)
.380**
(3.216)

 .210*
(2.015)

Financial reporting .329**
(2.565)

  .299*
(2.018)

Rule formalization .408**
(3.181)

    .364**
(2.573)

R2 .189 .108 .462 .209 .564

Adjusted R2 .147 .069 .445 .168 .515

F 4.494 2.814 27.043 5.101 11.387

F Sig. .007 .045 .000 .003 .000

n=101.  Numbers are beta coefficients. Associated numbers in parentheses are t-ratios 
+p<0.10 ,   * p<0.05, **p<0.01
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Model 2 in Table 3 shows that the strategic decision making processes of financial 
reporting (β= .299, t= 2.565, p≤0.01) as well as of rule formalization (β= .364, t= 
3.181, p≤0.01) are significant determinants of firm’s innovation.  This suggests that the 
existence of sound financial activities facilitate innovation in Greek firms by encouraging 
decision-makers to take risks and invest in product or service innovation. In addition, 
this finding is essentially in agreement with those of other scholars (e.g. Damanpour, 
1991; Nohria and Gulati, 1996) who have found that financial reporting activities have 
been positively related to innovation. As it is illustrated in Model 2, rule formalization 
appears to be strongly associated with organizational innovation. Our results indicate 
that innovation in Greek publicly listed companies require formal mechanisms, specific 
rules and procedures, a finding that is in line with the conclusions of Borins (1998) who 
suggests that partnerships in innovations require formal mechanisms.  The results have 
provided evidence to support Hypotheses 3 and 4.

To test hypothesis 5, we estimated two alternative models suggested by Baron and Kenny 
(1986). In Model 3, the constructs of the strategic decision-making processes namely 
financial reporting and rule formalization were removed and only the direct effects of 
Boards of Directors’ demographic characteristics on innovation were estimated. The 
results indicate an effect of the demographic characteristics’ on innovation.  

In model 4, the dependent variable was regressed onto both the independent variables 
and the mediators together. The direct effect of board demographic characteristics on 
innovation, as indicated in model 3,  are diminished with the indirect effects of these 
characteristics upon strategic decision-making processes, as identified in model 4. 
This condition provides evidence for “perfect mediation” between boards of directors’ 
demographic characteristics and firm’s innovation through internal strategic decision-
making processes. Hence, we conclude that the effects of demographic characteristics 
are fully mediated by strategic decision-making processes of financial reporting and rule 
formalization, supportive of H5.

Conclusions
This study investigated the effects of board members’ characteristics (educational level 
and functional background) on firms’ strategic decision-making processes and ultimately 
on firms’ innovation. Based on the Upper Echelons Theory and the strategic choice 
perspective several hypotheses have been developed and were examined in a sample of 
Greek listed firms that allow us to open the ‘black box’ and develop a new understanding 
of the factors that facilitate the adoption and implementation of strategic innovation 
choices which  contributes to the strategic management literature. 

One key contribution is that this study provides innovative insights the effects of 
managerial characteristics directly on context decisions (strategic decision-making 
processes of financial reporting and rule formalization) and indirectly on content decisions 
(innovation). The CEOs’ level of education up to bachelor’s degree was found to be 
associated with both financial reporting and rule formalization. The effects of these 
demographic characteristics have been diminished when we added the mediator in the 



www.manaraa.com

322 International Journal of Management  Vol. 30 No. 1 Part 2   Mar 2013

model and regressed all of them against innovation. When all the variables were regressed 
against innovation, it is found that functional background of general management is 
related to innovation, indicating that CEOs with expertise in the management field have 
been proactive in pursuing innovation strategies.

The main contribution of the study is that we enhance the strategic management research 
and Upper Echelons Theory with new empirical evidence that the strategic decision-
making process variables of financial reporting and rule formalization act as mediators 
between boards of directors’ characteristics and firms’ innovation. The study confirms 
the mediating effect of strategic decision-making processes on innovation and, to a lesser 
extent, the effect of managerial characteristics on innovation. 

The findings have also provided us with strong evidence that the internal strategic 
decision-making processes adopted by Greek listed firms are the key determinants of 
innovation. The majority of Greek companies have previously lacked strong financial and 
technological resources and have been characterized by autocratic methods, ‘passivity’ 
in marketing, and limited use of modern management tools to support strategic decisions 
(Bourantas and Papadakis, 1996; Makridakis et al., 1997). However, the situation in 
Greece changed dramatically after its integration into the European Union. This new 
institutional environment exerted strong pressures towards modernization and the 
improvement of competitiveness on both macro and microeconomics fronts (Kazakos, 
2001), so Greek organizations have tended to adopt various innovative strategies in order 
to compete with more advanced economies and to play an increasing decision-making 
role in the economies of neighboring Balkan countries.

Managerial Relevance
Our study on strategic decision-making processes offers important implications for 
practitioners. First, the results contribute to the leadership context, as they have shown 
that the educational level of Greek CEOs has an effect on financial reporting and 
rule formalization. While, other results have demonstrated that the CEOs’ functional 
background and expertise does not affect any strategic decision-making process. The 
findings do show that Greek executives with certain demographic characteristics are more 
likely to pursue innovation strategies within their firms. For instance, board members 
with bachelor/masters’ degrees support innovation practices more strongly and board 
members with general management functional background tend to be more innovative 
than those with expertise in accounting. The fact that the demographic characteristics 
of CEOs do not predominately affect strategic decisions indicate that the corporate 
level decisions are not taken by single individual but by all the board members who are 
coming from diverse functional backgrounds and are equally involved in the strategic 
decision-making processes. 

Secondly, the results indicate that formalised decision-making, accompanied by sound 
financial reporting activities, encourage innovation. To achieve financial prosperity, Greek 
companies are increasingly adopting a more flexible management style that is more akin 
to a team-based style of decision-making.  Also there are various external forces, such as 
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technological dynamics, EU obligations, and the economic expansion of Balkan countries 
that lead Greek firms to adopt more Western-type or professional styles of management. 
Greek boards of directors are requested to develop a more formal yet flexible decision-
making process in order to introduce innovation strategies that are appropriate to their 
company’s situation. The importance of the significant relationship between the internal 
strategic decisions of financial reporting and rule formalization suggests that CEOs must 
foster innovative strategies by adopting specific decision-making processes. Thirdly, the 
existence of specific financial reporting activities and more formalized decision-making 
processes have encouraged the adoption of innovation strategies. The formal financial 
activities and rule formalizations have enhanced the confidence of stakeholders to invest 
in their organisations. 

Limitations and Future Research Directions
Our study has several limitations that should be addressed in further research. Firstly, 
while we have provided evidence of the mediating role of strategic decision-making 
processes between the Greek executives’ demographic characteristics and innovation, 
we cannot assume that those demographic characteristics are exhaustive predictors of 
innovation strategies. There are still other personality or composition characteristics such 
as board size, leadership structure, interlocking directors, need for achievement, locus 
of control, risk attitude and tolerance for ambiguity that have not been incorporated in 
the theoretical model. Secondly, the study examined the mediating effect of the strategic 
decision-making process between board of directors’ characteristics and the outcome of 
innovation. The construct of innovation captures several innovation elements including 
product, process and organizational innovation but it does not capture the different 
innovation adoption phases. 

Thirdly, the study is explanatory, cross-sectional and self reporting in nature. Therefore, 
the findings are limited to the relationships of associations. A longitudinal study could 
help us to deal with the problem of endogeneity and reverse causality. Also, a single 
respondent for each firm has completed the questionnaire. This was due to the fact 
that it was difficult to obtain responses from all or most of board members due to their 
time constraint but also due to the sensitive nature of the data. In future research, the 
multiple respondents per firm would be highly recommended in order to minimize the 
effects of systematic response bias. Finally, the sample of our study consists only of 
publicly listed organizations from various industries, a fact that does not allow us to 
make generalisations at the industry level. Also, the data are limited to companies of one 
country. Further research of a longitudinal nature will give us useful insights to either 
support or refute these relationships.

Based on the current findings, we would like to point out some avenues for future 
research. First, our findings might encourage the continuation of theoretical and empirical 
research on strategic management and innovation. Future empirical research might 
include a different set of characteristics. Second, future studies could also examine the 
effect of environment on innovation, perhaps its moderating role on innovation. Apart 
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from the strategic choice perspective, it will be interesting to apply economic, social and 
psychological theories in an effort to examine innovation from a contingency perspective. 
Third, the findings of the study are based on cross-sectional data; a next logical step in 
this line of research would be to investigate the relationship between innovation and 
performance outcomes over a period of time, treating contextual variables as potential 
moderators. A more accurate approach to understand the causal relationships between 
decision antecedents and process requires the adoption of longitudinal research design. 
Future research using qualitative and longitudinal methods (Kesner and Sebora, 1994) 
would be useful in examining the validity of our findings. Finally, studies on Boards of 
Directors have so far taken place predominantly in western and developed economies 
such as United States and the U.K, so future research might generate additional insights 
in cultural settings where Boards of Directors and innovation strategies are in their 
infancy. This will open up a promising research avenue on comparative decision-making 
practices across different cultural or national settings.
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