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Abstract

Purpose — The purpose of this paper is to examine the effects of temporal myopia (focussing on the
short-term) and spatial myopia (focussing on the current market) on firm strategy. Specifically the
paper investigates the effects of temporal and spatial myopia on the persistence and conformity of firm
strategy. Additionally, the paper tests how environmental munificence moderates these effects.
A secondary purpose of this paper is to develop a replicable method of measurement of temporal and
spatial myopia.

Design/methodology/approach — The authors conducted a manual content analysis of letters
to shareholders for 100 firms over three years to measure spatial and temporal myopia. After collecting
strategy variables and control variables from Compustat, the authors utilize a random-effects panel
methodology.

Findings — The results indicate that strategy is influenced by both temporal and spatial myopia.
Specifically, temporal myopia creates a focus on the firm’s current strategy, leading to a persistent
strategy over time and spatial myopia focusses firm decision makers on better known technologies
and competitors, leading to conformity to industry strategic profiles. Additionally, the paper tests how
environmental munificence influences these relationships. In total, the paper finds that the differing
types of managerial myopia have distinct influences on firm outcomes.

Originality/value — This paper makes two important contributions to the literature on managerial
myopia. First, the paper investigates the differential effects of both spatial and temporal myopia on
firm strategy, topics that have been relatively overlooked in empirical investigations of decision
making. Second, the paper develops replicable measures for both temporal and spatial myopia, which
have been previously suggested to limit the ability to empirically test the implications of managerial
myopia (Laverty, 1996).
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1. Introduction

Most competitive dynamics research has focussed on the competitive environment
Emerald from an economic viewpoint. However, strategy research clearly shows that the strategic
actors of a firm are not always economically objective nor rational (e.g. Hitt and Tyler,
1991; Sutcliffe, 1994). While the major concern of executives is the determination and

yj“gﬁf"g Tz)gisim execution of the firm’s strategy, executives do so in the shared “social reality” of the
pp. 602623 competitive environment (Ng et al,, 2009). Although the “social reality is shared,” there

oo Emerald Group Publishing Limited_ are many differences in perceptions, interpretations, and strategic actions among direct
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among firms in direct competition are caused by the biases of executive decision makers
as they perceive, interpret and act upon their own “social reality” (Bukszar, 1999; Hodgkinson,
1997, McNamara et al, 2002; Pansiri, 2005; Schwenk, 1986; Zajac and Bazerman, 1991).

Therefore, the economic approach of competitive dynamics and the behavioral
approach of social reality have both influenced research in strategic management.
As Chen et al (2007) state, competitive dynamics “leaves unexplored some critical
issues concerning the relationship between competition and the perceptions and
opinions of corporate executives and industry stakeholders” (p. 103). Chen (1996)
identified three key drivers of competitive actions (specifically interfirm rivalry) as
awareness, motivation and capability. This view of what drives firm action suggests
that executive awareness of external cues provides information to be acted upon in the
adaptation and change of strategic actions (Chen, 1996). In fact, Chen (1996) suggests,
“awareness is considered a prerequisite for any move” (p. 110). In the cue approach of
competitive actions (Marcel et al., 2011), awareness has been predominantly suggested
to be driven through competitor firm characteristics, such as action visibility, firm
size (Chen and Miller, 1994), and relative scale (Chen et al, 2007). In other words, this
approach suggests that executives in different firms are equally probable to notice
competitor actions. While these cues may direct executive attention, this approach fails
to consider how the “social realities” of the actors influence both the noticing and
processing of information about competitors’ actions (Hambrick ef al., 1996). We argue,
however that the cognitive biases that executives possess will play a role in how firms
direct their strategic actions.

Levinthal and March (1993) suggested three such biases or myopias — hubris,
temporal, and spatial — that can affect executive’s perceptions of the competitive
environment. In research efforts, overconfidence/hubris has been subjected to much more
examination (e.g. Hiller and Hambrick, 2005; Li and Tang, 2010; Malmendier and Tate,
2005; Mishina et al., 2010; Ng et al., 2009) than temporal or spatial myopias (Miller, 2002).
Because managerial biases can lead to a restrictive interpretation/limited awareness of
the competitive environment, we focus our study on the less studied myopias of temporal
and spatial. This study is rooted in the competitive dynamics literature, and draws on
managerial cognition research (Barr ef al., 1992; Marcel ef al., 2011; Nadkarni and Barr,
2008; Nadkarni and Narayanan, 2007a; Ng et al, 2009) to investigate the connection
between myopic cognitive biases and the persistence and conformity of the firm’s
strategic actions. Specifically, we provide evidence that as a firm’s executives become
more temporally myopic, long-term planning is diminished and the firm tends to persist
In its current strategy rather than proactively changing direction. Additionally, we find
that through the narrowing of focus on a firm’s immediate industry created by spatial
myopia, the firm’s strategy tends to conform to industry standards. However, this
relationship is influenced by the growth of the industry in which it operates. Through
this research we make three direct contributions to strategic management research.
First, we address a much discussed but little tested aspect of cognitive bias, managerial
myopia. By doing so we are able to provide insight into how limitations of executive
awareness in the temporal and spatial sense affect firm strategic action. Second, we
provide an example as to the measurement of managerial myopias. Finally, our results
show the distinct differences between spatial and temporal myopia in the influencing of
firm strategy, providing additional evidence of the explanatory power of differing
cognitive biases in the determination of strategic alternatives.

We examine the issues associated with myopia by using a content analysis of letters
to shareholders (LTS). We follow this approach for two reasons. First, as Nadkarni and
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Barr (2008) suggest, strategic decisions based upon the assimilation and interpretation
of information occurs within the top management team (Daft and Weick, 1984;
Hambrick and Mason, 1984; Lyles and Schwenk, 1992; Nadkarni and Barr, 2008;
Thomas et al, 1993). Thus, the cognitive biases displayed by top management
decision makers have direct implications for organizational decisions (Nadkarni and
Narayanan, 2007b). Second, the results of multiple studies determine that content
analyses of firm communications are particularly informative when determining
managerial cognitions (Barr, 1998; D’Aveni and MacMillan, 1990; Yadav et al., 2007).
In the subsequent sections, we first review and define the concept of managerial
myopia and more specifically temporal and spatial myopia; we then discuss the
differential impacts of temporal and spatial myopia on firm strategy; and finally, we
describe our study using content analysis to determine the effect of temporal and
spatial myopia on firm strategy.

1.1 Managerial myopia

Managerial myopia is a stable perspective that narrows the set of alternatives
considered by decision makers and relies on underlying theories associated with
bounded rationality (Simon, 1957) and learning dysfunctions (Argyris and Schon,
1978; Levitt and March, 1988). Accordingly, managerial myopia reflects a narrow view
of temporal choices, organizational capabilities, environmental forces, and strategies
external to the firm (Levinthal and March, 1993; Levitt, 1960; Miller, 1993; Richard
et al, 1993). The lack of awareness inherent in managerial myopia constrains the
recognition of future opportunities (e.g. Lant et al., 1992) and how decision makers scan
the environment for strategic alternatives. These restrictions may influence levels of
exploitation vs exploration, limit risk-taking, and possibly create errors in the strategic
decision-making process (Levinthal and March, 1993).

One inherent problem in management is the issue of intertemporal choice, where a
decision must be made between a change to current strategy that will allow for current
profitability over the short term or a second choice focussing on changes that direct the
organization in the long- term, diminishing short-term performance, but strengthening
the firm in the long-term (Laverty, 1996). This quandary and the actions taken to solve
it are a direct reflection of managerial myopia. Levinthal and March (1993, p. 110) state
that one dimension of managerial myopia tends to “sacrifice the long run to the short
run.” This dimension of managerial myopia, termed temporal myopia, focusses
decision makers on the near term, encouraging short-term financial and accounting
solutions to current problems rather than an investment in future opportunities
(Hayes and Abernathy, 1980; Hrebiniak and Joyce, 1986; Merchant, 1990; Merchant and
Bruns, 1986). In firms whose management displays temporal myopia, decisions are
made to influence performance in the short term, disregarding resource investments
that may create value in the long term.

In addition to myopic views of temporal problems, managerial myopia also influences
investment in “different” opportunities. Levinthal and March (1993, p. 101) characterize
spatial myopia as “overlooking distant places” and as “the tendency to ignore the larger
picture.” Spatial myopia encourages managers and firms to focus on current markets
and innovations and can be consistent with long-term investments in the firm. Extending
from this conceptualization and other work focussing on spatial myopia (Miller, 2002), we
define spatial myopia as a lack of awareness or the denial of the utility of technologies,
processes, routines, and markets that are not central to the firm. The lack of awareness
1n spatial myopia is created by cognitive limitations and boundaries within and between
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organizations. This limits the set of alternatives considered for implementation and
favors technologies and routines known or familiar to the executive (Miller, 2002).
Through the restriction of attention to “distant” opportunities, environmental scanning
for strategic alternatives may be limited, new markets may not be explored (i.e.
international expansion, acquisitions), technologies being developed in different
industries may be overlooked, and even a limited understanding of current competitors
may occur. For instance, Gripsrud and Grenhaug (1985) find that managers of retail
firms perceive an undersized portion of all the other stores in their markets to be their
competitors. Managers tend to perceive stores that are geographically approximate
to them as competitors while disregarding others that are literally more distant
(geographically) that are direct rivals.

1.2 The effect of environmental munificence

Strategic management content and process literatures increasingly emphasize the
importance of incorporating environmental context in empirical research (e.g. Covin
et al, 2001; Henderson and Mitchell, 1997). In this study, we specifically address
businesses in relatively stable, high growth and low growth industries. Industry growth
rate 1s employed 1n this study as the primary measure of industry for two reasons.
The first is that stable growth rates are logically consistent with the hardening of
perspectives associated with management myopia (Miller, 1993). The second is the
general agreement about the importance of industry growth as an unambiguous
indicator of industry attractiveness. Executive perceptions of opportunity and risks
are likely to be impacted by the level of munificence in the external environment
(e.g. Lumpkin and Dess, 1996; Tang et al., 2010).

The likelihood that managerial biases will harden and evolve into myopia is
expected to be greater in firms that reside in relatively stable industries. A consistent
pattern of growth reduces the level of environmental uncertainty. Industry growth
has been considered a major indicator of environmental conditions in a broad spectrum
of organizational, financial, and strategic management literature (Agarwal et al., 2002;
Aldrich, 1979; Dess and Beard, 1984; Hofer, 1980; Porter, 1980). It has also been
employed as a primary indicator of favorable conditions in task environment studies
(Dess and Beard, 1984; Park and Mezias 2005; Wan and Yiu, 2009) and as the central
focus of life cycle theory (Beal and Lockamy, 1999; Hambrick et al, 1982; Polli and
Cook, 1969). Clearly, industry growth rate represents a relatively unambiguous and
easily understood measure of industry attractiveness, profitability, and competitive
pressures (McDougall ef al., 1994; Porter, 1980) and has been used to represent industry
munificence (Dess and Beard, 1984; Karaevli, 2007; Misangyi et al., 2006).

2. Hypotheses

2.1 Temporal myopia and the persistence of strategy

The current research builds upon previous research in the economics, finance, and
accounting literatures (Laverty, 1996). Laverty (2004) directly links the temporal
myopia concept to economic short termism, the term employed most frequently in
economics. The economic perspective is associated with the accounting model and to
short-term pressures exerted on senior executives to produce quarterly and annual
results (Laverty, 1996; Loescher, 1984) as well as how pressure exerted through
corporate reward systems and the stock options that favor the short term over the long
term (Kogut and Kulatilaka, 1994; Merchant and Bruns, 1986). Kaplan (1984, p. 411)
asserts that a fundamental weakness of the accounting system leads managers “to
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increase reported profits while sacrificing the long-term economic health of the firm.”
As such, an indicator of temporal bias is a heavy emphasis on short-term financial
results, short-term financial planning (in deference to vision or long-term strategy), and
short-horizon investments.

Firms with decision makers displaying temporal myopia focus on the current period
to the exclusion of the long term, limiting long-term economic growth (Cheng et al,
2007) and firm exploration (Levinthal and March, 1993). Through this myopic
viewpoint, decision makers are likely to persist in the firm’s previous strategy for two
interrelated reasons. First, choices of executives differ as they relate to time horizons.
For example, Thaler et al. (1997) show that decision makers prepared to wait a long
time before evaluating the outcome of a choice find a risky choice more attractive than
decision makers who expect to evaluate the outcome soon. Therefore, decision makers
displaying temporal myopia will be more concerned with current strategic alternatives
and less focussed on the potential of long-term possibilities (Hayes and Abernathy,
1980). As such, temporal myopia excludes consideration of long-term opportunities
that are inherently more risky (cf. Benartzi and Thaler, 1995).

Furthermore, a second reason temporal myopia will create persistence in the current
strategy is that the returns of previously engaged-in strategies are ordinarily more
certain and closer in time than are returns from deviations from previous strategy (e.g.
March, 1991). As such, alterations to the firm’s current strategy are likely to lead to
poorer results in the short-run (Levinthal and March, 1993). This possibility has direct
implications for decision makers displaying temporal myopia as they prefer to make
incremental, short-term adjustments to their strategy that will enhance the next
quarterly earnings report (Hayes and Abernathy, 1980). As such, the risk aversion
and emphasis on short-term financial results inherent in temporal myopia provides an
impetus to remain persistent in the firm’s current strategy:

HI. Temporal myopia is positively associated with strategic persistence.

There is substantial evidence that the external environment, particularly munificence,
influences executive perceptions, decisions, and actions (e.g. Baum and Wally, 2003;
Simsek et al., 2007; Tang et al., 2010). In munificent environments, frequently identified
with higher rates of growth, firms find it easier to acquire resources (Deeds and
Decarolis, 1999; Wan and Yiu 2009), and develop slack resources that are available for
investment in emerging markets (Simsek et al, 2007), expansion (Keats and Hitt, 1988),
mnnovation and change in structures (Aragon-Correa and Sharma, 2003). Munificent
environments provide executives a wider breadth of options and discretionary resources
(Hambrick and Finkelstein, 1987). Moreover, munificent environments tend to encourage
decentralized decision making, more open structures and greater proactiveness in
organizations (Simsek et al, 2007; Yasai-Ardekani, 1989). The increased number of
opportunities and access to resources will encourage some level of change and reduce the
impact of temporal myopia on decision making.

In less munificent environments, competition increases, profit margins decline
and discretionary resources are limited. More hostile environments are more likely to
reinforce more rigid, conservative approaches to strategic change (Finkelstein and
Hambrick, 1990), and contribute to more formalized procedures and centralization of
strategic decisions (Yasai-Ardekani, 1989). The hostile environment represented by
low industry growth will likely reinforce the hardened biases of myopic executives.
Their inclination to avoid risk and focus on the short-term will be reinforced by the real
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and perceived constraints of the market place. They will likely increase focus on cost
management and efficiency while avoiding risks associated with changes in strategic
direction or structure (Porter, 1980; Wan and Yiu 2009). The inertia of temporal myopia
will be reinforced as decision-making centralization and formalization increases
(Yasai-Ardekani, 1989). Bias will be further hardened and internal initiative reduced.
Therefore, we expect that environmental munificence will weaken the relationship
between temporal myopia and strategic persistence:

H2. The positive association between temporal myopia and strategic persistence
will be weaker in munificent environments.

2.2 Spatial myopia and strategic conformity

Research on spatial myopia is relatively scant. Few articles address the concept
directly. Fortunately, a number of published articles address focus on existing
technologies, domains, markets, customers, and processes as a form of management
myopia (e.g. Christensen and Bower, 1996; Miller, 1993; Rosenkopf and Nerkar, 2001) that
clearly parallel the near concept (overlooking distant places) in the definition of spatial
myopia employed by Levinthal and March (1993) and Miller (2002). Rosenkopf and
Nerkar (2001) associate inwardly focussed exploration and commitment to the current
domain with myopic behavior that may lead to competency traps (Levinthal and March,
1993) or core rigidities (Leonard-Barton, 1992). Further, Rosenkopf and Nerkar (2001)
associate local search with becoming more competent in the current domain — existing
technologies, markets, and customers, and existing knowledge (Rosenkopf and Nerkar,
2001; Stuart and Podolny, 1996). This concept is quite similar to the definition of spatial
myopia employed in this study.

Spatial myopia is an extreme focus on current markets, technologies, and
administrative structures and is consistent with a lack of awareness of opportunities
external to the firm (Miller, 2002). Through the lack of awareness or denial of external
markets created by spatial myopia, search for other opportunities by organizational
decision makers is restricted. As such, spatial myopia impedes the array of strategic
alternatives that a firm considers. While decision makers within a firm develop,
generate, and expand their own strategic alternatives, other opportunities are
discovered through scanning of industries external to the primary focus of the firm
(Huber, 1991; Levitt and March, 1988). When spatial myopia restricts the decision
maker’s search, it influences the types of strategy the firm pursues. This brings
the organization into general conformity with current market tendencies. Through the
focus on current markets and the lack of awareness of other industry strategies created
by spatial myopia, strategies in organizations with decision makers displaying spatial
myopia will conform to those of the organization’s competitors in the current industry:

H3. Spatial myopia is positively associated with strategic conformity.

Similar to temporal myopia, environmental munificence will influence the degree to
which spatial myopia is associated with strategic conformity. As was previously
discussed, spatial myopia is associated with strategic conformity due to limited search.
However, in munificent environments the greater amount of opportunities and
discretion afforded decision makers creates a context in which search outside of the
current domain is more likely. For instance, spatial myopia is consistent with a focus
on the near space and an emphasis on exploitation (Levinthal and March, 1993).
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Yet, the increased capital and opportunities within munificent environments provide
the ability to explore new, possibly risky options with limited detriment (Palmer and
Wiseman, 1999). As such, we expect that as the environment in which a firm operates
becomes more munificent, greater discretion is afforded firm decision makers,
minimizing the conformity of a firm’s strategy:

H4. The positive association between spatial myopia and strategic conformity will
be weaker in munificent environments.

3. Methods

3.1 Sample

The data was collected from 100 firms representing 11 industries for the years 1998
through 2000. The industries were chosen because of the relative stability within the
industries and the presence of multiple large firms (each industry had at least six firms
in the sample). Large firms were used to ensure availability of data and to decrease the
possible influence of relative size of the firms. Each of the sample firms was listed on a
major stock exchange since 1998, had complete publication of LTS, and had achieved
sales of $1 billion by the end of 2003 (the final year of the strategic persistence
measure). All dependent and control variables were collected from Compustat. As such,
in entirety, 300 LTS were coded for our independent variables of myopia (100 firms
over three years); however, after collection of all other variables, sample size dropped to
218 total observations.

3.2 Independent variables

To assess the predictor variables of interest in this study, we relied on previous
research that assessed organizational phenomena through content analysis (e.g. Cheng
and Chang, 2009; Cho, 2006; Frankwick et al., 1994; Nadkarni and Barr, 2008; Nadkarni
and Narayanan, 2007b; Tuggle ef al., 2010a). Content analysis of publicly available
documents such as LTS has been used in numerous organizational studies (e.g. Barr
et al., 1992; Bowman, 1984; Clapham and Schwenk, 1991; Nadkarni and Barr, 2008;
Nadkarni and Narayanan, 2007a, b). Prior empirical studies support the usefulness of
analyzing LTS to investigate phenomena such as collective strategy frames (Nadkarni
and Narayanan, 2007a), managerial cognition and attention (D’Aveni and MacMillan,
1990; Nadkarni and Barr, 2008; Tuggle et al, 2010a,b), and decision-maker mental
models and schemas (Barr et al., 1992; Nadkarni and Narayanan, 2007b), among others.
The results of these studies find that content analyses of firm communications help us
better understand managerial cognitions (Barr, 1998; D’Aveni and MacMillan, 1990;
Yadav ef al., 2007) and other phenomena (Michalisin, 2001).

To measure managerial myopia we used LTS. Overall, LTS are official statements
made by a firm of its strategy that executive decision makers deem important to
communicate (Barr et al., 1992; D’Aveni and MacMillan, 1990; Nadkarni and Barr,
2008). Each LTS was analyzed and coded by one author and another coder. Each coder
was provided extensive training and a manual for determining each of the constructs.
As a pretest, a set of letters was coded to ensure accuracy of coding and to determine
any possible issues in the coding of spatial and temporal myopia. Following the coding
process, differences between coders on each letter were reconciled and a mutual
decision made in the final coding. Inter-coder reliability prior to reconciliation exceeded
90 percent on both spatial and temporal myopia. After determination of the number
of statements in each letter that coincide with the myopia constructs, we followed
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previously used logic — greater emphasis toward an area implies greater consideration
(e.g. D’Aveni and MacMillan, 1990; Sonpar and Golden-Biddle, 2008; Tuggle et al.,
2010a,b). Temporal and spatial myopia were operationalized as the percentage
of statements that coincide with temporal and spatial myopia to the total number of
statements in the letter.

Based on previous research temporal myopia is measured by the extent to
which short-term financial discussions dominate the LTS. Virtually all LTS include a
financial results section; however, the degree of emphasis on short-term financial
and capital market issues indicates a focus by decision makers on the short-term
aspects of corporate management. Financial emphasis tends to focus attention on
short-term results in response to capital market pressures and can reflect a short-term
bias by decision makers (Cheng et al, 2007; Dunk and Kilgore, 2001; Tyrrall, 1998;
Van der Stede, 2000). Capturing the proportion of space committed to short-term
financial results and issues in LTS acts as an indicator of the emphasis the top
management team places on short-term goals to the exclusion of long-term initiatives
(e.g. Cheng et al., 2007; Merchant, 1990; Merchant and Bruns, 1986; Van der Stede, 2000).
Accordingly, our measure of temporal myopia is the ratio of the number of statements
addressing short-term financial results and issues to the total number of statements
in the letter.

To assess spatial myopia the amount and intensity of statements in LTS associated
with an internal focus on the firm’s business model to the exclusion of other processes
and technologies in industries distant to the firm was used. Following the description
of spatial myopia in previous work (Levinthal and March, 1993; Miller, 2002) and the
definition developed in this paper, a list of key words (and derivatives) that indicate an
internal focus and a disregard for external industries was developed for the content
analysis. These words were established through a literature review examining myopic
views of decision making and were chosen if they indicated an internal focus.
The selected words were then evaluated within the context of adjoining sentences
and paragraphs to determine whether the initial coding unambiguously identifies
the orientation of the statement. After counting the number of spatial statements, the
measure was calculated as a ratio of the number of spatial statements to the total
number of statements in the letter. A more detailed discussion of the overall
measurement process of both temporal and spatial myopia is included in the
Appendix.

Our measure of environmental munificence followed Palmer and Wiseman (1999)
and was calculated as the gross sales growth of the industry using the four-digit SIC
code. As controls, we also included several organizational and industry variables.
First, firm size was constructed as the logarithm of the number of employees in
the firm. We also included a control for diversification level measured with the entropy
calculation (Palepu, 1985): > P;, In(1/P,,) where P, is the proportion of a firm’s
sales in business segment 7. Additionally, many studies discovered a link between
executive tenure and firm decision making, strategic choices, and overall performance
(Finkelstein and Hambrick, 1990); consequently, we controlled for CEO tenure.
We also controlled for prior firm performance by including the firms return on assets
in year {—1. In addition to firm determinants, we also included environmental
complexity, calculated by dividing the combined sales of the four largest firms
in (as ranked by sales in Compustat) within each industry by the total sales of that
industry where the industry is defined by the four-digit SIC code (Palmer and
Wiseman, 1999).
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3.3 Dependent variables

We followed Finkelstein and Hambrick (1990) to construct our measures of strategic
conformity and persistence. The indicators included are controllable by top
management, are important strategic choices in our sample, and each is an indicator
of a distinct aspect of a firm’s strategy. The indicators used were, plant and equipment
newness (net plant and equipment/gross plant and equipment) which indicates basic
resource allocations, overhead efficiency (selling, general, and administrative expense/
sales) which addresses a firm’s expense structure, debt to equity (total debt/equity)
which is a measure of financial leverage, and inventory levels (inventories/sales) which
indicate production cycle time and working capital management (Finkelstein and
Hambrick, 1990). As such, the assessment of these indicators allows the testing of an
organizations strategy on multiple aspects and provides an opportunity to establish
the effects of managerial myopia on an array of strategic resource allocations of an
organization, rather than a unidimensional view of strategy.

Strategic persistence indicates the extent to which a firm’s strategy remains stable
over time. The measure of persistence was constructed in three steps. First, the firm’s
five-year (for —1 through ¢+ 3) variance for each strategic indicator was calculated.
Next, variance scores for each indicator were standardized by industry and multiplied
by minus one to bring the measures in line with the concept of persistence. Finally,
each of the standardized indicators was summed to yield an overall measure of
strategic persistence (Finkelstein and Hambrick, 1990).

Strategic conformity is the degree to which a firm’s strategy is equivalent to the
average strategic profile of industry competitors. The strategic indicators making
up the strategic persistence measure are similarly used in the conformity measure.
This measure was constructed in three steps following Finkelstein and Hambrick
(1990). First, each strategic indicator was standardized by industry; next the absolute
difference between a firm'’s score on a strategic indicator and the average score for all
firms in the industry was calculated and multiplied by minus one to bring the measure
in line with conformity. Finally, each of these indicators was summed to create the
strategic conformity measure.

4. Analysis and results

We employed a random-effects panel methodology to analyze the data. When #
(number of cross-sections) is large and ¢ (number of observations per firm) is small,
fixed effects do not consistently estimate the model and random effects are preferred.
The results of a Hausman (1978) specification test indicated that random effects
models were appropriate. Additionally, a Breusch-Pagan test indicated the presence of
heteroskedasticity; as such, White’s standard errors were included to account for the
problem (White, 1980). Before creating the interaction terms, each of the variables were
centered to reduce the potential problem of multicollinearity (West and Aiken, 1991).
Following data collection, the total number of records with complete data was
218 because of the underreporting of certain strategic variables. Table I provides
descriptive statistics and correlations, while Table II provides results of our hypothesis
testing. In each of our models, R¥s are between 0.14 and 0.19, similar to other recent
content analysis studies on attention and cognition (Marcel ef al, 2011; Tuggle et al.,
2010a, b). Models 1, 2, and 3 in Table II provide the control model and the results for H1
and H2 on strategic persistence. In Model 2 of Table I, the effect of temporal myopia is
positive and significant. These results support HI, which predicted that the level
of temporal myopia would have a positive relationship with strategic persistence,
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Variables Mean SD 1 2 3 4 5 7 8 9 10
1 Strategic conformity —7.77 1143
2 Strategic persistence 0.03 215 —0.02
3 Spatial myopia 027 015 021 0.01
4 Temporal myopia 0.15 0.12 —0.09 0.24 —0.16
5 CEO tenure 9.53 10.14 0.06 —0.06 —0.07 0.12
6 Prior firm performance 006 010 004 022 005 003 0.02
7 Diversification 044 049 —014 004 —018 0.03 015 0.05
8 Firm size 277 137 010 018 012 —0.09 —0.18 0.12 0.06
9 Environmental munificence 1.20 0.18 0.02 —0.05 014 012 016 0.04 0.06 —0.18
10 Environmental complexity 052 0.5 011 0.04 —0.09 —0.03 —0.05 —0.13 —0.12 0.08 —0.29

Note: ?All correlations >0.11 are significant at the p <0.05
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Table 1.
Descriptive statistics and
correlation matrix®

suggesting that temporal myopia is associated with greater persistence in strategic
resource allocations over time. These results suggest that through focussing on
short-term actions, management minimizes the amount of change in which the firm
engages. Simply put, temporal myopia emphasizes current strategy, leading to more
persistence in strategic resource allocations. The results for H2 are provided in Model 3.
The coefficient for the interaction term of temporal myopia and munificence is not
significant, providing no support for H2.

Models 4, 5, and 6 provide the control model and the results for H3 and H4
on strategic conformity. Model 5 of Table II provides results consistent with HS3.
The coefficient for spatial myopia shows a positive and significant relationship with
strategic conformity, indicating that the strategies of firms with greater spatial myopia
conform to the general tendency of the industry. This suggests that firms with decision
makers displaying spatial myopia mimic strategies of firms that are known to the
executives. This results that has implications for the ability of firms to adapt their
strategic resource allocations or to deviate from current strategic norms. In Model 6 the
coefficient for the interaction term of spatial myopia and munificence is negative and
significant, providing support for H4. In munificent environments, firms with decision
makers displaying spatial myopia employ strategies that conform less to the central
tendencies of the industry. To test the robustness of our results, we also modeled
their effects by entering each of the myopia variables individually into the models.
This provided evidence consistent with the above reported findings.

5. Discussion and conclusions

The foregoing results provide some evidence of how a myopic “shared reality” within a
firm may influence the strategic actions pursued by the firm. This is particularly
important for understanding competitive dynamics in an industry because not all
executives are aware of similar “cues” in the environment or perceive similar cues the
same. Executives have their own lenses and biases through which they become aware
of and act upon events in the competitive environment. Therefore to truly understand
the intricacies of competitive dynamics and firm strategic action the myopic tendencies
of the executives that are charged with surveying the environment must be considered.
Overall, our findings suggest that to consider competitive dynamics simply from the
aspects of environmental or firm characteristics dismisses the influence of executives’
awareness and mformation processing of environmental “realities.”
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Our findings suggest that there is a distinction between the effects of temporal and
spatial myopia on firm strategy. Each of the biases display discrete implications for
organizational strategic alternatives. Specifically, we find that due to limitations on the
distance in which organizations search, spatial myopia tends to lead an organization to
strategically conform to the central tendencies of the current industry in which it
competes. This tendency is somewhat due to the isomorphic tendencies of firms doing
what they observe (DiMaggio and Powell, 1983), and since spatially myopic executives
tend to omit distant search, strategic alternatives similar to firms within their industry
1s emphasized.

In addition to the strategic outcomes of spatial myopia, our results provide evidence
for the persistence of strategy if indications of temporal myopia are present. The focus
on the near term displayed by temporal myopia discourages long-term investments
and favors incremental changes and persistence in the firm’s current strategy.
These findings have substantial practical importance in the increasingly turbulent and
dynamic industries in which firms now compete (D’Aveni and MacMillan, 1990).
In firms in which the “shared realities” tend toward being temporally and spatially
myopic, the adjustment of firm strategies may be limited.

Our findings additionally explicate the implications of spatial myopia in munificent
industries. We find that in munificent industries, spatial myopia is less associated
with strategic conformity. This suggests that the increased capital and opportunities
within high growth industries provides the ability to explore new options with limited
detriment, creating a context in which there is less restriction of search and decision
makers are more apt to adopt strategies from distant markets that do not necessarily
conform to their current industry’s tendencies. Again, from a practical standpoint, the
industry conditions in which a firm competes have implications for firm strategic
action. When the firm competes in a high growth industry, the amount of resources and
options that are available tend to minimize the limitations of search associated with
spatial myopia.

When considering the results of this study, some important limitations warrant
discussion. First, our sample was restricted to large firms, and our findings therefore
may not be generalizable to all firms in an industry. Second, consistent with prior
research, we used a combined index of firm strategy. While this approach allows us to
assess how managerial myopias influence a firm'’s overall resource allocations, it does
limit the ability to further understand the effects myopia may have on individual
aspects of a firm’s strategy. However, we used this measure of firm strategy to remain
consistent with the majority of work in the area of strategic change, persistence,
and conformity (i.e. Finkelstein and Hambrick, 1990; Zhang and Rajagopalan, 2004;
2010; Zhang, 2006).

While this study sheds light on the implications of managerial myopia to firm
strategy, it also left a couple of interesting puzzles and possible extensions for the
future. First, the results in this paper could be built upon by beginning to address more
specific actions in which firms may engage. For instance, acquisitions and divestitures
are risky decisions that have long-term implications for firm strategy. Due to this,
it is possible that if a firm’s decision makers are temporally myopic, opportunities for
acquisition may be overlooked for a more secure short-term return. Not only may
temporal myopia affect the acquisition activities due to the long-term implications, but
spatially myopic decision makers may be laggards in acquisition because they wait
until the strategic tendencies of the industry have changed. This may lead to acquisition
of “leftovers.” In addition, the spatially myopic firm may focus only on firms in the near
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space and thus minimize the possibility of engaging in unrelated diversification.
This is an area that deserves further exploration. This study opens the possibility that
spatial and temporal myopia deserve the attention and research effort that we have seen
in the third myopia — overconfidence/hubris.

Beyond possible outcomes of managerial myopia it may also be interesting to
expand upon this paper by identifying some of the antecedents of managerial myopia.
Laverty (1996) provides an initial theoretical discussion of possible antecedents
to temporal myopia; however, certain firm or environmental characteristics may play a
role in the development of spatial myopia as well. In addition, the antecedents and
outcomes to the awareness-motivation-capability perspective in competitive dynamics
(Chen 1996) could provide a guide for a myriad of potential interesting questions
about myopia.

In conclusion, to the best of our knowledge, this study is the first to investigate
directly, through content analysis, both temporal and spatial myopia and their influence
on firm strategy. By doing so, we contribute to the already vast and informative research
in competitive dynamics. We provide evidence as to how managerial bias can minimize
a firm’s awareness to moves external to the firm. As researchers and managers, we need
to explore further how the myopias of executives in both the length of time and the
breadth of search influence the competitiveness of their firms within the environment.
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Appendix. Five-stage process and excerpts from coding instructions

The content analysis of LTS to identify measures for spatial myopia and temporal myopia
involved the following actions, after an extensive evaluation of content analysis articles that
provided guidance for the measurement approach these steps were developed following relevant
studies (e.g. Arndt and Bigelow, 2000; Barr et al., 1992; D’Aveni and MacMillan, 1990; Tsang,
2002; Tuggle et al., 2010a ,b):

(1) The constructs were clearly defined based on a comprehensive literature review,
including an initial set of key words and phrases that was the starting point of the
content analysis dictionary/directions. In addition to Levinthal and March’s (1993) and
Miller’s (2002) conceptual articles on management myopia, related concepts (e.g.
irrational commitment to the status quo, inertia, Icarus Paradox) were consulted in
developing a clear understanding of spatial myopia and temporal myopia.

(2) A sample of over 25 LTS was reviewed to determine both the potential for content
analysis and to build the word/phrase dictionaries and instructions. This step was also
critical in confirming the importance of determining the context of statements in
addition to key words.

(3) Coding instructions and definitions were reviewed by two PhD candidates with
background in strategic management and organizational behavior, but who were not
involved in the study. Their input was invaluable in clarifying and simplifying the
coding process, including the simplified measure for temporal myopia, and more extensive
dictionaries of key words and phrases for spatial myopia.

(4) The coding of the letters was completed by one of the authors and four MBA students with
business experience who completed a special topics course taught by an author not involved
in the coding. This course included readings in management myopia and related concepts,
and an intense review of the concepts and measures included in the study. Training included
detailed study of the concepts and coding instructions, review of sample codings, and
multiple sessions involving discussion of the concepts and coding. This was followed by a
series of three practice codings and subsequent discussion of coding issues and questions.
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(5) At the completion of the training, two coders evaluated each letter in the study sample —
one of the authors and one of the students. Student coders were assigned specific
industries to maximize understanding of any unique terms or concepts in the different
industries, which was particularly important in evaluating the context of statements. In
the case of any differences in coding, the two coders initially met with a third coder to
determine the final coding of the statement in question. In over 99 percent of these
situations, the two original coders were able to agree without assistance by the third
coder; consequently, the third coder check was not used in subsequent meetings. Initial
agreement was 94 percent for the temporal myopia measure and 91 percent for the
spatial myopia measurement. This compares favorably to the results of other content
analysis studies (e.g. Arndt and Bigelow, 2000; Tsang, 2002).

The following are excerpts from the developed coding instructions to provide additional
information.

Definitions and instructions for temporal myopia measures

The measure for temporal myopia was the extent to which financial statements dominate the
letter to shareholders. Virtually all LTS include a financial results section; however, extreme
emphasis on financial and capital market issues may indicate a focus of the CEO and the
company on the financial aspect of corporate management. Financial emphasis tends to intensify
attention on short-term results in response to capital market pressures, and can reflect a built-in,
short-term bias. A financial emphasis can crowd out attention to important operational issues,
reduce attention to the long-term strategy, and lead to temporal myopia.

The measure for temporal myopia as represented in financial emphasis only includes
discussion of financial results. The construct is associated with straight-forward discussions
of financial statements that are devoid of strategic orientation or discussion of any type.
Only statements that reflect the non-strategic, straight-forward discussion of prior or current
financial results or projections should be included. Examples of key words include virtually all
items that can be found in income statements, balance sheets, financial results, financial
transactions, and stock or equity reports/analysis, including the following: net income, profit,
revenue, sales, equity, stocks, shares, gross margin, net margin, earnings per share, market share,
and financial (strength/leverage/stability).

Examples of temporal myopia statements as simple reporting of financial results included:

* Instinet’s net income in 2001 was $144.8 million, down 2.3 percent from the previous year.

* Revenues grew 4.3 percent to $1.5 billion, primarily as a result of increased US trading
volumes in the first half of 2001.

* During the year, customers executed almost 77 billion US equity shares through Instinet
in over 98 million transactions.

* Net transaction fees in US equities were $994.8 million, essentially flat compared to 2000.
* Customers also executed almost 8 million transactions in non-US equities in 2001.

*  Qur share of volume in US exchange-listed stocks increased to 3.1 percent in 2001 from 3.0
percent in 2000.

*  We finished the millennium with yet another year of record sales, record profits and record
growth.

*  Sales grew by $190.4 million to $721.1 million, a 36 percent increase over the previous year.

* Net income before non-recurring charges was up $3.3 million to $17.8 million, a 23 percent
increase.

» Before non-recurring charges, earnings per share grew by 21 percent to $0.76 per share.
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Definitions and instructions for spatial myopia measures

Spatial myopia as measured by a strategic orientation focussed on the current business model: a
commitment to technologies, processes, routines, and markets that are central to the existing
operations of the firm; emphasis on building and employing core competencies. It is consistent
with investment in existing product lines, customer bases, and technology. The willingness to
invest in the long-term potential of the existing business model (such as quality programs,
research/development, and education/training) separates a focus orientation from a short-term
orientation. The emphasis on the current business model discourages exploration and
development of new markets and technologies, and strategic alternatives — the greater the focus
on the current business model/strategic orientation, the greater the likelihood of spatial myopia.

Consequently, the letters were searched for statements that indicated strategic focus on the
current market, current business model, and current strategy. The way we determined that
a statement addressed strategic orientation was to focus on key words and the intent of a
statement. In order to develop coding instructions, the authors completed an extensive review of
LTS from industries not included in this study. From this review, coding instructions, key words,
and coding samples were developed. These instructions and coding samples were then reviewed
by two strategic management doctoral candidates who provided feedback in refining and
simplifying the instructions. The feedback reinforced the importance of addressing the context
of the statements, particularly relative to the measure for spatial myopia, and led us to reject a
simple word search for the content analysis. The coders continued to build the list of key words
and phrases whenever discovering a term that was not included in the initial dictionary or was
not clearly an equivalent term, after discussion with other coders.

The coding instructions defined spatial myopia as a focus on “current markets (including
customers and industries), technologies, administrative routines, processes, strategies, tactics,
and business model.” Acquisitions or expansions within existing markets (geographical and
industry) were included in the spatial myopia measure. Investments (even long term) in quality
improvement, customer service, current product R&D and infrastructure are fully consistent
with a focussed strategic orientation and spatial myopia, and were, therefore, included in the
measure. Explorations into new markets, industries, although clearly strategic in nature, are not
associated with a spatial myopia, and therefore were excluded in the measure. Heavy emphasis
on cost reduction and financial manipulations is associated with a short-term strategy, and may
actually undermine the strength of the current strategy and business model, and were omitted
from the measure for spatial myopia.

The instructions required that spatial myopia would be identified as statements about the
past or future addressing a strategic orientation focussing on current strategies as noted in
the definition provided above. Specific instructions augmented the definition:

» Statements involving strategic orientation are often (but not always) found in four
sections of LTS. The sections are: the opening paragraph(s); the closing paragraph(s); a
section covering recent results and actions specifically identified with a strategic action or
orientation; and, a section titled “strategic,” or beginning with a sentence that indicates a
strategic orientation. The coders were cautioned that this is a general statement — that there
is no standard approach in LTS.

* The coding for the spatial myopia measure involves three coordinated steps. Coders were
instructed to first determine if a statement references a previous, current, or future
strategic action or intent, guided by the following key words: strategy, mission, vision,
plan, growth program, initiative, investment (in a strategic action), business model, long
term, at the heart of (the business), expand, acquire, build (associated with strategic
intent), commitment, create, grow, and drive success.

*  Key words and phrases associated with the specific measure for spatial myopia included
terms such as evolutionary, continue, extend, focus, quality or customer service improvement,
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commitment, refine/reinforce our approach and, facilitates the next stage, and core ial

. o manageria
competence. Extreme focus on the core business or the current strategy can indicate

spatial myopia. myopia

» If statement satisfied the first two steps, the coder was instructed to review the context of
the statement to ensure that there was no ambiguity in it addressing a focus on the current
strategy of the business. If the statement was unclear or ambiguous as to its content, it 623
was to be coded as “ambiguous” or left uncoded. Statements that clearly referred to other
statements in a paragraph that were coded as focussed orientation were coded the same.
Coders were instructed to consider the intent of the statement within the context of the
discussion, rather than a simple review of key words. Specifically, statements that addressed
investment in customer service, quality management/improvement, and infrastructure
(physical or technology) were coded as a measure of spatial myopia.

Examples of combined phrases for the measure of spatial myopia include (key words or phrases
underlined):

* As with our 1991 initiatives, our 1998 efforts are all designed to further Disney’s overall
corporate mission — to offer quality entertainment that people will seek out.

*  Some, like Disney’s Animal Kingdom, the new Tomorrowland and the expansion of the
Disney Channel, are extensions of established forms of Disney entertainment.

*  We are refining our approach with new-found knowledge as we grow, and following a
strong, steady path to fulfilling our potential as a leading lifestyle brand (Anne Taylor
1998).

* Everything we are doing today simply builds on the exceptional core equities of the Ann
Taylor brand and reinforces our platform for continued growth.

*  We want to reiterate, however, that this is an evolutionary, rather than revolutionary, plan.

* The results we are achieving in these new stores are facilitating the next stage of our real
estate expansion plans.
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