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Abstract

® This study examines the relationships between corporate ideology, top manage-
ment demographic characteristics and firm performance. Three dimensions of
corporate ideology were measured with a survey of 645 U.S. firms. Top man-
agement demographics and firm performance were obtained from archival
sources. Data were analyzed with a covariance structure model.

Key Results

m There was significant support for a model in which demographic characteris-
tics influence ideology, ideology influences firm performance, and demograph-
ics influence firm performance.
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There is a growing emphasis within the field of strategic management on the im-
portance of top management teams (TMTs) and their influence on firm perfor-
mance. Upper echelon theory suggests that the demographic characteristics of top
management influence decision-making processes which, in turn, affect organ-
izational outcomes. The present study examines the relationships between top
management demographics, corporate ideology, and firm performance. Corporate
ideology is expected to mediate the relationship between top management dem-
ographics and firm performance. This study attempts to answer several questions.
First, do top management demographics influence ideology? Second, does cor-
porate ideology influence firm performance? Third, do top management demo-
graphics exert a direct effect on performance?

Literatur Review

Upper echelon theory suggests that the characteristics of an organization’s key de-
cision-makers influence strategy and subsequent performance (Hambrick/Mason
1984). Studies have linked top management demographic characteristics to organ-
izational performance. Murray (1989) reported that the heterogeneity of TMTs
showed a positive relationship to long-term performance in the oil industry but not
in the food industry. Norburn and Birley (1988) found that age, tenure, functional
background, and education influenced firm performance. Krishnan, Miller, and
Judge (1997) found that complementary functional backgrounds of top manage-
ment between acquiring and acquired firms had a positive effect on performance.

Top management demographics research has also addressed the issue of ex-
ecutive turnover. In their study, Wiersema and Bantel (1993) found that top man-
agement turnover showed a significant relationship to tenure but not to team het-
erogeneity. Other researchers reported that demographic distance measured in
terms of age and date-of-entry similarity had a positive effect on TMT turnover
(Wagner/Pteffer/O’Reilly 1984). TMT turnover was related to group heterogene-
ity in the banking industry (Jackson/Brett/Sessa/Cooper/Julin/Peyronnin 1991).
Wiersema and Bird (1993) reported that mean age. the heterogeneity of age and
tenure, and prestige of university attended were strong predictors of TMT turn-
over in Japanese organizations. In their study, Datta and Guthrie (1994) found that
R & D intensity was associated with the selection of CEOs with technical func-
tional backgrounds as well as those with higher levels of education. Datta and
Rajagopalan (1998) reported a link between industry and the demographic char-
acteristics of CEO successors.

Research has also examined the influence of top management demographic
characteristics on strategy. Chaganti and Sambharya (1987) linked tenure and
functional background to the Miles and Snow typology of strategy. In another
study, Sambharya (1996) related foreign experience of TMTs to the firm’s inter-
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national diversification strategies in U. S. multinationals. Wiersema and Bantel
(1992) found that age and organizational tenure showed a negative relationship
to diversification changes whereas team tenure, education levels, and heteroge-
neity of educational specialization were positively related to diversification
changes. On the other hand, Michel and Hambrick (1992) argued that diversifi-
cation posture influences the composition of the TMT. In their study, Hambrick,
Cho, and Chen (1996) found that heterogeneous teams were slower in their ac-
tions and responses and were less likely than homogeneous teams to respond to
the initiatives of their competitors in the airline industry. In another study, Ham-
brick, Geletkanycz, and Fredrickson (1993) found that tenure in industry was
strongly related to status quo in strategy and leadership.

The literature links top management demographic characteristics to innova-
tion and growth. A recent study reported that innovation in the banking industry
was related to greater levels of education and functional diversity (Bantel/Jack-
son 1989). Size of TMT, tenure, and heterogeneity of industry experience were
linked to higher growth in new U.S. semiconductor firms (Eisenhardt/Schoon-
hoven 1990).

Theory

Upper echelon theory (Hambrick/Mason 1984) suggests that managers bring a
cognitive base and values to the decision-making process that restrict their field
of vision. The cognitive base acts as a filter between stimuli and subsequent per-
ception. The upper echelon perspective suggests that demographic characteristics
act as observable measures of the ‘givens’ that managers bring to the decision-
making process. The assumption underlying the upper echelon perspective is that
demographic characteristics serve as surrogates for the beliefs, values, and cog-
nitions of managers.

Pfeffer (1983) suggested that demographics influence intervening variables
and that these intervening variables affect organizational outcomes. In their re-
view of the demographics literature, Smith et al. suggest three main clusters of
concepts within upper echelons research: demographics, process, and organiza-
tional outcomes (Smith/Smith/Olian/Sims/O’Bannon/Scully 1994). Their study
lent empirical support to a model of partial mediation in which demographics in-
fluence process, process influences outcomes, and demographics also exert a di-
rect influence on outcomes. A study by Knight, Pearce, Smith, Olian, Sims, Smith,
and Flood (1999) also found support for partial mediation. Top management in-
fluenced group processes, group processes influenced strategic consensus, and di-
versity had a direct effect on strategic consensus.

Our review of the literature suggests a fourth concept of interest within upper
echelons research in addition to the three concepts identified by Smith et al. (1994):
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contextual variables. The literature linking environmental conditions to demo-
graphics suggests that the fit between top management attributes and environment
influences outcomes (Keck 1997, Priem 1990). Another contextual variables iden-
tified in the literature is strategy. Thomas, Litschert, and Ramaswamy (1991), for
example, suggest that the coalignment between executive characteristics and stra-
tegic orientation influences performance. Other studies have examined the mod-
erating effects of managerial discretion (Finkelstein/Hambrick 1990), interdepen-
dence in the firm (Michel/Hambrick 1992), and industry (Datta/Rajagopalan
1998).

There is increasing interest in investigating the intervening processes or mech-
anisms by which top management demographics influence the firm. Researchers
suggest that if the upper echelons approach is to further contribute to our under-
standing of TMTs, then there is a need to elaborate on the process variables (e.g.,
Lawrence 1997, Pettigrew 1992, Smith et al. 1994). The upper echelons perspec-
tive has been criticized for ignoring the ‘black box’ in which mediating process
variables are assumed to act as links between demographics and organizational
outcomes (Pettigrew 1992). Recent studies have begun to examine the relation-
ships between top management demographics and perceptions or beliefs. Mar-
koczy (1997) found significant relationships between some demographic charac-
teristics and expected beliefs.

TMTs are important determinants of organizational outcomes as they are at
the boundary between environment and organization. There is a growing body of
literature that links managers’ mental models to the decisions they make. These
mental models can also influence actions at the organizational level (Knight et al.
1999). We believe that top management demographics influence organizational
frames of reference which influence strategies and other outcomes.

The present study introduces corporate ideology as an intervening variable,
one that is expected to reflect the composition of the TMT and mediate the rela-
tionship of demographics to performance. Starbuck (1982) defines corporate
ideology as the beliefs and values that provide a reference frame to members of
an organization. Top executives play a key role in developing and maintaining a
firm’s ideology (Beyer 1981). As a result, it is expected to be heavily identified
with these key managers (Dunbar/Dutton/Torbert 1982). Ideologies are cognitive
phenomena that are socially generated and transmitted. Therefore, we expect the
company’s ideology to reflect the composition of the TMT as measured in terms
of its demographic characteristics.

Ideology is of particular interest to us as it is an important component of cor-
porate culture and has an action-impeliling quality (see Pettigrew 1979). Corpo-
rate ideology is expected to influence the performance, growth, and survival of
the firm (Beyer 1981). Ideologies include the identity, purpose, and character of
an organization. These beliefs claim unique accomplishments and are held with
sentiment (Clark 1972). Beliefs regarding the identity of the organization guide
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future actions, justify prior actions, and engender commitment from members of
the organization (Sproull 1981).

The present study examines the relationships between top management dem-
ographics, corporate ideology, and firm performance. We view corporate ideol-
ogy as an intervening variable that reflects the composition of the TMT. It is ex-
pected to mediate the relationship between demographics and firm performance.
In addition, top management demographic characteristics are expected to exert a
direct influence on firm performance (Hambrick/Mason 1984). We will test the
following propositions:

Proposition 1: Top management demographic characteristics influence firm per-
formance.

Proposition 2: Corporate ideology influences firm performance.

Proposition 3: Top management demographic characteristics influence corporate
ideology.

Hypotheses
Top Management Demographics — Firm Performance

Age

Age is expected to be inversely related to risk taking and to the value placed on
risk. Younger TMTs may pursue risky strategies (Hambrick/Mason 1984). Stud-
ies by Child (1974) and Norburn and Birley (1988) indicate that younger TMTs
show superior performance. Younger managers are also expected to be better ed-
ucated and have more current technical knowledge (Bantel/Jackson 1989). As
flexibility decreases, rigidity and resistance to change increase, and risk-taking
propensity are expected to decrease with age (Wiersema/Bantel 1992) we will
argue that:

Hypothesis 1: The mean age of top management will have a negative relation-
ship to firm performance.

Tenure

Managerial tenure is one of the more studied demographic characteristics of top
management. Longer tenure is likely to be associated with a greater commitment
to status quo (Bantel/Jackson 1989, Hambrick/Geletkanycz/Fredrickson 1993,
Michel/Hambrick 1992). This, in turn, may lead to less scanning of the environ-
ment and a limited search for alternatives which can result in poorer quality de-
cisions.
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Although we expect a negative relationship between tenure and performance,
the literature suggests that this relationship may be influenced by other factors
(eg. Borokhovich/Parrino/Trapani 1996) such as industry or environment. While
we acknowledge that contextual variables may moderate the relationship between
tenure and performance, we expect tenure to have a negative influence on firm
performance and that this relationship may be stronger in some contexts rather
than others.

Hypothesis 2: The mean tenure of top management will have a negative relation-
ship to firm performance.

Education

Both the level of formal education and the type of education (business or non-
business) provide us with some measure of an individual’s knowledge and skill
base (Hambrick/Mason 1984, Hitt/Tyler 1991). TMTs with higher levels ot edu-
cation and with business degrees are expected to generate a wider range of crea-
tive solutions when faced with complex problems. Level of education has been
linked to firm performance (Norburn/Birley 1988), degree of firm innovation
(Bantel/Jackson 1989), and change in corporate strategy (Wiersema/Bantel 1992).

Hypothesis 3: The mean education level and proportion of business degrees of
top management will have a positive relationship to firm perfor-
mance.

Heterogeneity

The literature also suggests that the heterogeneity of the TMT can also influence
performance. Homogeneity is expected to influence cohesiveness, integration, and
communication (Wagner et al. 1984). A recent study by Knight et al. (1999) found
a negative relationship between TMT diversity and consensus. Smith et al. (1994)
found a positive relationship between homogeneity of experience of the TMT and
communication.

Group heterogeneity, on the other hand, is related to greater creativity and in-
novation (Bantel/Jackson 1989, Murray 1989). Heterogeneity is expected to bring
adiversity of viewpoints to the decision-making process as individual group mem-
bers have different interpretations and perspectives (Wiersema/Bantel 1992). In
their study of the US airline industry, Hambrick et al. (1996) found that TMTs
that were diverse had an overall positive effect on airline performance. Since re-
searchers suggest that group decision-making is enhanced by considering various
alternatives and solutions, we expect that groups that are heterogeneous will con-
tribute to firm performance. We hypothesize that:
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Hypothesis 4: The heterogeneity of age, tenure, education level, and functional
background in top management will have a positive relationship
to firm performance.

Corporate Ideology — Firm Performance

The literature suggests that corporate ideology is characterized by three underly-
ing dimensions: progressive decision-making, corporate social responsibility, and
organicity (Goll 1991, Goll/Sambharya 1990, Goll/Sambharya 1995, Goll/Zeitz
1991). We will develop the links between each dimension and performance be-
low.

Progressive Decision-Making

The first dimension, progressive decision-making, resembles the normative ra-
tional model of decision-making emphasized in the strategic management litera-
ture. Researchers have referred to this model as ‘synoptic’ (eg. Fredrickson 1984)
and ‘rational normative’ (Hitt/Tyler 1991). There is empirical support for the ra-
tional normative model which involves a series of sequential, rational, and ana-
lytical processes whereby managers make use of objective criteria to evaluate stra-
tegic alternatives (Hitt/Tyler 1991).

Progressive decision-making is defined as the degree to which an organiza-
tion emphasizes the rational model of decision-making described above. We be-
lieve that an emphasis on the rational decision-making model will show a posi-
tive relationship to firm performance. With its emphasis on the systematic search
for alternatives and analysis of costs versus benefits, the rational decision-mak-
ing model provides managers with a framework that we believe will benefit firm
performance by getting them to consider ditferent alternatives and solutions. We
will test the following hypothesis.

Hypothesis 5: Companies that emphasize progressive decision-making will have
better firm performance.

Social Responsibility

The second dimension of ideology, corporate social responsibility, has been widely
identified in the literature (eg. Aupperle/Carroll/Hatfield 1985). Corporate social
responsibility is expected to contribute to firm performance by improving em-
ployee and customer goodwill. Socially aware managers are expected to possess
skills that contribute to firm performance and are expected to outperform compa-
nies that are non-responsive. Several empirical studies have shown a positive re-
lationship between corporate social responsibility and firm performance (eg.
McGuire/Sundgren/Schneeweis 1988)
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Hypothesis 6: Companies that emphasize social responsibility will have better
firm performance.

Organicity

The third dimension of ideology, organicity, has also been identified as an impor-
tant component of management ideology. Burns and Stalker (1961) suggest that
organizations can be placed on a continuum from mechanistic to organic. Firms
differ in the extent to which they structure their activities. Whereas some manag-
ers prefer flexibility and informality, others prefer to structure managerial activ-
ities, roles, and relationships. Organic firms are more likely to be adaptive, flex-
ible, and responsive. Since the literature suggests that the organic form of organ-
ization is an adaptive evolution of the earlier mechanistic form, we believe that
an emphasis on organicity contributes to firm performance.

Hypothesis 7: Companies that emphasize organicity will have better firm perfor-
mance.

Top Management Demographics - Ideology

Demographics and Progressive Decision-Making

We expect to see a positive relationship between the heterogeneity of age, tenure,
education, and functional background of top management and progressive deci-
sion-making. Managers with different backgrounds are expected to bring a diver-
sity of viewpoints and a comprehensiveness to the decision-making process (Wier-
sema/Bantel 1992) that is consistent with progressive decision-making.

Hypothesis 8: The heterogeneity of age, tenure, education, and functional back-
ground in top management will have a positive relationship to pro-
gressive decision-making.

We hypothesize that managers who are younger, have less organizational tenure,
and are better educated will place more emphasis on progressive decision-mak-
ing as they are more likely to bring new ideas to the organization, they may be
more likely to consider a wider range of alternatives consistent with progressive
decision-making. We also hypothesize a positive relationship between the pro-
portion of managers with a business degree and progressive decision making as
these managers are exposed to the rational model in US business schools.

Hypothesis 9:  The mean age of top management will have a negative relation-
ship to progressive decision-making.

Hypothesis 10: The mean tenure of top management will have a negative rela-
tionship to progressive decision-making.
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Hypothesis 11: The education level and proportion of business degrees of top
management will have a positive relationship to progressive de-
cision-making.

Demographics and Social Responsibility

We expect heterogeneity to influence the company’s emphasis on social respon-
sibility. Jackson (1992) suggests that more diverse groups may draw on a larger
social and knowledge network when generating ideas. The processing of infor-
mation by heterogeneous groups as a result of their external contacts may bring
to the decision-making process a broader range of information and solutions. Thus,
we expect a more heterogeneous group to be more aware of the company’s envi-
ronment and have a greater sense of responsibility to society.

Hypothesis 12: The heterogeneity of age, tenure, education level, and functional
background in top management will have a positive relationship
to social responsibility.

We hypothesize that social responsibility will have a negative relationship to age
and tenure, but a positive relationship to education level. As there seems to be a
growing societal emphasis on corporate social responsibility, it is possible that
younger managers and those with less tenure would place greater emphasis on it.
Managers with more formal education and those with a business education may
place greater emphasis on responding to the external environment. As such, we
would expect managers with more education and whose education lies in busi-
ness to place greater emphasis on social responsibility.

Hypothesis 13: The mean age of top management will have a negative relation-
ship to social responsibility.

Hypothesis 14: The mean tenure of top management will have a negative rela-
tionship to social responsibility.

Hypothesis 15: The education level and proportion of business degrees of top
management will have a positive relationship to social respon-
sibility.

Demographics and Organicity

The work of Dutton and Duncan (1987) suggests a link between organicity and
heterogeneity. They argue that a more organic design is characterized by a greater
differentiation or variety of beliefs which results in a more frequent recognition
of new strategic issues and a greater perception of the feasibility of change. We
hypothesize that the emphasis on organicity or flexibility and decentralization re-
flects the diverse beliefs/values held by members of a heterogeneous top manage-
ment group.
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Hypothesis 16: The heterogeneity of age, tenure, education level, and functional
background in top management will have a positive relationship
to organicity.

Finally, we hypothesize that managers who are younger, have less organizational
tenure, and more formal education place more emphasis on organicity. As flexibil-
ity may decrease and resistance to change may increase with age (Wiersema/Ban-
tel 1992) we may expect younger managers to place greater emphasis on flexibil-
ity which is salient in the organicity dimension. We hypothesize that managers with
less organizational tenure will place less emphasis on status quo and more empha-
sis on decentralization and informality which are consistent with our organicity di-
mension. We will also argue that better educated managers are more likely to be
flexible and receptive to change. We also expect managers with a business educa-
tion to place greater emphasis on adaptability as their education may predispose
them to emphasize decentralization and responding to changing circumstances.

Hypothesis 17: The mean age of top management will have a negative relation-
ship to organicity.

Hypothesis 18: The mean tenure of top management will have a negative rela-
tionship to organicity.

Hypothesis 19: The education level and proportion of business degrees of top
management will have a positive relationship to organicity.

Methodology
Sample

A cross-sectional survey of the largest manufacturing corporations in the US was
undertaken to measure top management ideology. The sample includes the manu-
facturing firms identified in Business Week (1985). Questionnaires were mailed to
the Vice President of Human Resources or to the CEQ in 645 companies. Standard
and Poor’s Register of Corporations, Directors, and Executives (1985) and Dun and
Bradstreet’s Million Dollar Directory (1985) were used to identify the respondents.
Following a second mailing four weeks later, a total of 159 companies responded,
representing a response rate of 25%. Data collection was completed in 1986.

To measure sample representativeness, respondents and nonrespondents were
compared on industry, profitability, (return on equity), and size (assets) for 1986.
There was no difference in industry between respondents and nonrespondents us-
ing a chi-square goodness of fit test (chi-square = 34.94, df = 24, p > 0.05). There
were no significant differences in profitability (t = 1.63, df = 497, p > 0.05) or
size (t = 1.79, df = 524, p > 0.05). Thus, the results are generalizable to large US
manufacturing firms.
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Top Management Ideology

The questionnaire included measures of the three ideology dimensions identified in
the literature: progressive decision-making, social responsibility, and organicity.”
Respondents were asked to rate statements on the degree to which each one reflects
or agrees with the explicit and publicly expressed philosophy of the company along
a scale of 1 (company strongly agrees) to 5 (company strongly disagrees).

The progressive decision-making scale includes seven items and is reliable
with an alpha of 0.85. The three items of the social responsibility scale are reli-
able with an alpha score of 0.74. The organicity scale includes five items and
forms a reliable scale (alpha = 0.71). A company that has high scores on all di-
mensions places great emphasis on progressive decision-making, social respon-
sibility, and organicity whereas a company with low scores places little empha-
sis on these dimensions.

Top Management Demographics

We defined top management as the managers who are also on the board of direc-
tors for the firm. Information for each manager was collected from Dun and
Bradstreet’s Reference Book of Corporate Managements — America’s Corporate
Leaders (1987) for 1986. The mean number of inside board members was 3.44
(sd = 2.08; min = 1; max = 13). Age , tenure, level of education (0 = High School;
1 =Some College; 2 =Bachelor’s Degree; 3 =Master’s Degree; 4 =1JD;
5 = Ph.D.), whether the manager had an MBA, and functional background (mar-
keting and sales, finance and accounting, production and R & D, administrative,
and general) were recorded.

Means and the coefficient of variation were calculated for the top manage-
ment team’s age, tenure, and level of education following Allison (1978). The
proportion of managers with an MBA was calculated. The proportion of manag-
ers in the TMT with backgrounds in marketing or sales, finance and accounting,
production and R & D, administration, and general were calculated. We then com-
puted the diversity of functional background according to Blau’s (1977) formula.

Financial Measures of Performance

Figures for firm performance were collected for each company for 1986 and 1987
for the following financial ratios: return on assets (ROA), return on equity (ROE),
return on sales (ROS), and earnings per share (EPS). The data were collected from
Business Week (1987, 1988) and Standard and Poor’s Stock Reports (1987, 1988).
We controlled for industry effects. The industry figures for the corresponding
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years were obtained from Worldscope Industrial Company Profile (1989) which
categorizes firms on the basis of their primary business classification. The firm’s
performance measure was divided by the industry average for each year. A two-
year average was then computed.

Control Variables

Size of TMT and size of firm, measured as total assets averaged over 1986 and
1987, were included as controls since they can affect firm profitability. The neg-
ative of the inverse of the natural log of assets was calculated to normalize the
distribution of this variable.

Results

The importance of top management demographics and tdeology in predicting fi-
nancial performance was tested with a covariance structure model also called an
analysis of moment structures.” The analysis was conducted using AMOS (Ar-
buckle 1993) which implements the widely used LISREL model of Joreskog
(1970). We used the generalized least squares method of estimation. The overall
fit of the model to the data is tested with a chi-square goodness-of-fit statistic
which tests the null hypothesis that the observed covariance matrix is equal to the
covariance matrix estimated by our model (Bentler 1980).

A diagram of our theoretical model appears in Figure 1. Our theoretical model
includes four equations, one corresponding to each endogenous variable in the
model.* These equations were tested simultaneously. *> The results are shown in
Table 1. In addition, the following were modeled as latent variables: progressive
decision-making (Items 1 — 7), social responsibility (Items 8 — 10), organicity
(Ttems 11 - 15), and firm performance (ROA, ROE, ROS, and EPS). Table 1 shows
that the all of the indicators load significantly on the latent variables.® Bollen
(1989) suggests that the simultaneous use of several measures of a construct al-
lows for more accurate measurement. The results of the chi-square test indicate
that the theoretical model shows a highly significant statistical fit to the data (chi-
square = 278.36, df = 296, p = 0.76). We selected four additional measures of fit
as shown in Table 2. All four indices provide additional evidence of the validity
of our model.

There was a significant positive relationship between age and firm perfor-
mance contrary to our hypothesis. Thus, Hypothesis I is rejected. There was a sig-
nificant negative relationship between tenure and pertormance as hypothesized.
Therefore, we accept Hypothesis 2. Hypothesis 3 receives some support as there
is a significant positive relationship between education and performance. Hypo-
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Figure 1. Hypothesized Structural Model
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Table 1. Results of Estimating Structural Equation Model

Unstandardized  Standardized Critical

Parameter Est. Parameter Est. Ratio
Latent variables
PDM — Item 1 1.00 0.69 -
PDM — Item 2 1.01 0.64 4.46%*
PDM — Item 3 1.34 0.75 532¥
PDM — Item 4 0.51 0.43 2T
PDM — Item 5 0.78 0.49 3.84%:*
PDM — Item 6 1.42 0.77 4.55%%*
PDM — Item 7 1.28 0.76 4.94%*
SR — Item 8 1.00 0.47 -
SR — Item 9 224 0.88 3.26%*
SR — Item 10 1.63 0.64 320
O — Item 11 1.00 0.35 -
O — Item 12 3.11 0.86 2.36*
O — Item 13 1.96 0.55 225>
O — Item 14 2.10 0.57 2.34*
O — Item 15 2:59 0.65 2.47%*
FP — ROA 1.00 1.00 -
FP — ROE 0.69 0.98 O 2REN
FP — ROS 1.50 1.00 9 30%+
EP — EPS 2.60 0.68 3.07%*
Demographics — Ideology
Equation 1
Age (Mean) — PDM -0.02 -0.13 -0.88
Age (Heterogeneity) — PDM Bl 0.44 Z97%r
Tenure (Mean) — PDM 0.01 0.22 1.66%*
Tenure (Heterogeneity) — PDM -0.42 -0.24 —-1.86%
Education Level (Mean) — PDM -0.20 -0.25 -1.45
Education Level (Heterogeneity) — PDM -0.74 -0.49 —3.04%*
Proportion Business Degrees — PDM 052 0.27 1.88%*
Functional Background Diversity — PDM 0.76 0.44 2729
Size of Top Management Team — PDM -0.09 -0.35 -1.85
Size of Company — PDM -0.66 -0.04 -0.27
Equation 2
Age (Mean) — SR -0.01 -0.08 -0.44
Age (Heterogeneity) — SR 0.71 0.14 0.82
Tenure (Mean) — SR 0.01 0.25 1.44
Tenure (Heterogeneity) — SR 0.00 0.00 0.02
Education Level (Mean) — SR -0.10 -0.17 -0.84
Education Level (Heterogeneity) — SR -0.27 -0.27 -1.31
Proportion Business Degrees — SR 0.14 0.11 0.62
Functional Background Diversity — SR 0.06 0.05 0.22
Size of Top Management Team — SR -0.01 -0.04 -0.17
Size of Company — SR -1.01 -0.08 -0.49
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Table 1. Results of Estimating Structural Equation Model (Continued)

Unstandardized  Standardized Critical

Parameter Est. Parameter Est. Ratio
Equation 3
Age (Mean) — O 0.01 0.09 0.56
Age (Heterogeneity) — O 0.52 0.15 0.94
Tenure (Mean) — O 0.01 0.23 1.39
Tenure (Heterogeneity) — O -0.12 -0.13 -0.95
Education Level (Mean) — O -0.06 -0.16 -0.86
Education Level (Heterogeneity) — O -0.04 -0.06 -0.38
Proportion Business Degrees — O 0.18 0.19 L3
Functional Background Diversity — O 0.24 0.29 1.34
Size of Top Management Team — O -0.03 -0.21 -1.00
Size of Company — O 1.62 0.18 1:12
Demographics and Ideology — Firm Performance
Equation 4
PDM — FP 0.94 0.98 2007
SR = FP 0.70 0.50 225%
O > FP -1.17 -0.60 -1.48
Age (Mean) — FP 0.07 0.61 2.50%
Age (Heterogeneity) — FP -3.52 —0:51 -2.02*
Tenure (Mean) — FP -0.02 -0.30 -1.77*
Tenure (Heterogeneity) — FP -0.01 0.00 -0.02
Education Level (Mean) — FP 0.40 0.51 201%
Education Level (Heterogeneity) — FP 1.29 0.90 2:50%%
Proportion Business Degrees — FP -0.32 -0.17 -0.94
Functional Background Diversity — FP -0.69 -0.41 -1.55
Size of Top Management Team — FP 0.12 0.50 1.91
Size of Company — FP 8.92 0.51 2.42%

One-tailed test used for directional hypotheses. Two-tailed test used for nondirectional hypotheses.
The ideology items are shown in Footnote 1.

*p<0.05; *p< 00l

FP = Firm Performance; PDM = Progressive Decision-Making; SR = Social Responsibility; O = Or-
ganicity

thesis 4 receives some support as there is a significant positive relationship
between education heterogeneity and performance. Contrary to our hypothesis,
the heterogeneity of age shows a significant negative relationship to performance.
We accept Hypothesis 5 and Hypothesis 6 as progressive decision making and so-
cial responsibility show a significant positive relationship to firm performance.
Consistent with our hypothesis, age heterogeneity and functional background
diversity show a significant positive relationship to progressive decision making.
Contrary to our hypothesis, tenure heterogeneity and education level heterogene-
ity show significant negative relationships to progressive decision making. Thus,
Hypothesis 8 receives some support. Contrary to our hypothesis, tenure shows a
significant positive relationship to progressive decision making. Thus, we reject
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Table 2. Goodness of Fit Measures

Model Number of df Generalized P
Parameters Least Squares
Our Model 139 296 278.36 0.762
Saturated Model 435 0 0.00
Independence Model 29 406 547.595 0.000
Zero Model 0 435 1305.00 0.000
Model Goodness of Adjusted Goodness
of Fit Index of Fit Index
Our Model 0.787 0.687
Saturated Model 1.000
Independence Model 0.580 0.550
Zero Model 0.000 0.000
Model Delta-2 Rho-2
Bollen-1989 Tucker-
Lewis
Our Model 1.070 =17
Saturated Model 1.000
Independence Model 0.00

Hypothesis 10. Consistent with our hypothesis, the proportion of business degrees
shows a significant positive relationship to progressive decision making thus lend-
ing some support to Hypothesis 11. All other hypotheses are rejected.

The lack of support for several of our hypotheses may be due to the existence
of curvilinear relationships between some of the variables. We acknowledge this
as a limitation of our analyses.

Discussion and Conclusions

Our study makes a significant contribution to the literature. It supports the notion
of strategic choice in which top managers exert a powerful influence on organ-
izational outcomes. This study identifies corporate ideology as an important var-
iable by which top management demographics influence tirm performance. Our
research supports the theoretical model of ideology as a partial mediator in the
relationship between top management demographics and firm performance. Our
study also found direct and indirect effects of demographics on performance and
suggests the existence of additional intervening mechanisms. The indirect influ-
ences through intervening variables are important in that they may enhance or at-
tenuate the direct influence of demographics on firm performance.
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The present study found a link between two dimensions of ideology, an im-
portant component of culture, and firm performance. As hypothesized, compa-
nies that emphasize the rational model of decision-making or progressive deci-
sion-making showed better financial performance. The emphasis on a systematic
search for opportunities and threats and the analysis of costs versus benefits that
characterize this model may contribute to firm performance by helping managers
simplify and order a complex environment. The positive relationship between a
company’s emphasis on social responsibility and firm performance is consistent
with earlier research. An emphasis on social responsibility may contribute to per-
formance by improving the company’s relationship with its stakeholders.

The present study found some support for a link between top management
demographic characteristics and one dimension of corporate ideology, i.e. pro-
gressive decision making. As expected, the greater the proportion of managers
with a business degree, the more the company emphasizes progressive decision
making. Managers with business degrees have been exposed to this normative ra-
tional model of decision making as it is emphasized in U.S. business schools. Con-
trary to our expectations, we found that managers with greater tenure place more
emphasis on the systematic search for alternatives. These managers may hold a
longer-term perspective of the company in which they are willing to systemati-
cally consider a wider range of alternatives.

As hypothesized, groups that are heterogeneous in terms of age and functional
background bring a diversity of viewpoints to the decision-making process that
is consistent with the systematic search for alternatives. Contrary to our hypoth-
esis, the greater the similarity of top management with respect to tenure and ed-
ucation level, the more the emphasis on progressive decision-making. Groups that
are similar in terms of tenure and education may be better socially integrated and
may be able to agree on the systematic search for alternatives of the rational model.
Future research is needed in this area.

By examining the relationship between TMT demographic characteristics and
performance, our study lends further support to the upper echelon perspective
(Hambrick/Mason 1984). Contrary to our hypothesis, age showed a significant
positive relationship to firm performance whereas tenure showed a significant
negative relationship as anticipated. Older managers may contribute greater ex-
perience to the decision making process which may result in better quality deci-
sions. Managers with less organizational tenure, on the other hand, may have less
commitment to the status quo. Taken together, our study suggests that outsiders
(those who are older but hold less organizational tenure) contribute to firm per-
formance. As expected, teams with greater education contribute to better perfor-
mance, consistent with previous research (eg. Norburn/Birley 1988). Faced with
growing global competition, firms must cope with fast changing technology,
shorter product life cycles, the competitive and quick reactions of rivals, and op-
erating in culturally unfamiliar surroundings.
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Our findings relating the heterogeneity of the TMT to firm performance are
noteworthy but more challenging to explain. Although we found some support for
our hypothesis that heterogeneous teams contribute to firm performance, our find-
ings were mixed. Groups that are heterogeneous in terms of education contribute
to better performance. On the other hand, the more similar the group in terms of
age, the better the performance. The similarity of age may contribute to social in-
tegration, communication, and a team spirit which are beneficial to performance
whereas the heterogeneity of education level may contribute to performance
through its influence on innovation and creativity. Several other studies have re-
ported mixed findings relating measures of heterogeneity and organizational out-
comes (Murray 1989, Smith et al. 1994, Wiersema/Bantel 1992). We conclude
that more research is needed in this area.

This study found that top management demographics exert a direct and indi-
rect effect on performance. It also suggests the existence of additional interven-
ing variables in the demographics-performance link. We noted, for example, that
mean tenure has a positive relationship to progressive decision making which, in
turn, has a positive relationship to firm performance. On the other hand, the di-
rect relationship between tenure and performance is negative. We believe that ten-
ure has both positive and negative effects on performance. On the one hand, it
contributes to more systematic decision making that benefits performance. On the
other hand, managers with greater tenure may be more committed to the status
quo and less likely to change strategic direction which could have a negative ef-
fect on performance. Future research could identify other important intervening
variables and may help clarity these mechanisms.

The present study has several limitations. Since the study is cross-sectional,
it cannot address concerns regarding causality and alternative causal sequences
cannot be dismissed. Longitudinal studies are needed to help to clarify the direc-
tion of the causal relationships. Another limitation of the study is that the sample
did not include firms in the service sector and was limited to firms in the U.S.
thereby raising questions regarding generalizability. Given the sample size, we
were limited as to the number of independent variables that could be included. As
a result, our study did not include important contextual variables such as environ-
ment or strategy which may explain some of our nonfindings. Future research
could shed light on the ‘black box’ between top management demographics and
firm performance.

Endnotes

1 The authors would like to thank Marc Dollinger, James Lang, Briance Mascarenhas, and Keith
Provan for their comments on earlier versions of this paper.

2 For a detailed description of the ideology measures see Goll and Zeitz (1991). The item num-
bers shown in Figure 1 and Table | and the items for each scale are summarized below.
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Progressive Decision Making: Ttem 1 = Systematic search and consideration of costs/benefits;
2 = Participative decision making for management; 3 = Explanation of proposed changes; 4 =
Individual fulfillment through community and participation: 5 = Application of operations re-
search; 6 = Participative consensus-seeking decision-making; 7 = Open channels of communi-
cation,

Social Reponsibility: Item 8 = Monitoring opportunities to solve social problems; 9 = Perform-
ing in philanthropic manner; 10 = Viewing philantropic behavior as measure of performance.
Organicity: ltem 11 = Using formally laid down procedures; 12 = Overcoming resistance to
change through orders; |3 = Holding fast to true and tried management principles; 14 = Empha-
sizing hard work and obedience to authority; 15 = Reliance on top executives to make decisions.
Please note that some items were reverse-scored for consistency in wording.

3 The means, standard deviations, and correlations are available from the authors.

4 The proportion of managers with a general functional background was omitted from all four
equations since the sum of all the functional background proportions is one. This was done to
eliminate the possibility of multicollinearity (see Weisberg 1985).

5 The direction of linkage between demographics, ideology, and firm performance is suggested
by theory. Given our cross-sectional methodology and the simultaneous testing of the equations
in our theoretical model, we cannot rule out reciprocal relationships.

6 The data were analyzed using the generalized least squares estimation method which assumes
that the error terms are independent. In order to improve the fit of the model, we allowed four
pairs of error terms to covary. Three pairs of items covaried in the latent variables. (The ideol-
ogy item numbers appear in Footnote 1.)

Item 1 + Error Item 1 < TItem 6 + Error Item 6 (r = - 0.62, p < 0.05)

Item 3 + Error Item 3 < Item 7 + Error Item 7 {r = 0.15. p > 0.05)

[tem 10 + Error Item 10 < Ttem 15 + Error Item 15 (r=0.26, > 0.05)
In addition, the error term for Equation 1 covaried with the error term for Equation 2. (See Ta-
ble 1.}

Equation 1 + Error Equation 1 <> Equation 2 + Error Equation 2 (r=0.70, p < 0.05)
The generalized least squares estimation method that was used takes into account these corre-
lated error terms (see Kline 1998).
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