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organisations through the dissemination of research from a wide variety of
management-related areas. 

Notes for the Guidance of Authors in the Preparation and

Submissions of Manuscripts
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and right-hand margins. A cover page should contain only the title, author’s

name(s) and affiliation(s) and the address (one only) to which proofs should

be sent. If accepted for publication, one copy should be submitted on a 

3-5” high-density disk using WordPerfect or Microsoft Word. 

2. Three copies of the paper should be submitted.

3. All pages of the manuscript should be numbered and the positions of

Diagrams and Tables should be clearly indicated. (The positions may vary

slightly in the printed version due to the requirements of page makeup.)

4. Footnotes should be avoided. Essential notes should be numbered consec-

utively in the text and grouped together at the end of the paper. 

5. References should be set out in alphabetical order of the author’s name, in

a list at the end of the article. They should be given in standard form as in

the following examples:

Book

Bush,T., Bolam, R., Glatter, R. and Ribbens, P. (eds) (2001) Educational

Management: Redefining Theory, Policy and Practice, London: Paul Chapman

Publishing. 

Article in a Journal 

Wolfe Morrison, E. and Phelps, C. (1999) ‘Taking Charge at Work:

Extrarole Efforts to Initiate Workplace Change’, The Academy of

Management Journal, Vol. 42, No. 4, pp. 403–19.

Chapter in Edited Collection 

Griseri, P. (1998) ‘Institutional Transformation and Educational

Management’, in T. Bush, R. Bolam, R. Glatter and P. Ribbens (eds)
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(2001) Educational Management: Redefining Theory, Policy and Practice,

London: Paul Chapman Publishing. 
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considered.Tables, graphs etc. should be kept to a minimum. 

7. In the case of graphs, diagrams or other illustrative material, the author will

be responsible for the preparation of artwork, or for exceptional costs asso-

ciated with such artwork required. 

8. Authors are strongly advised to consult one or more recent issues of IJM

before submitting manuscripts for publication. 

9. Unsolicited contributions should be accompanied by a statement indicating

if and where they have already been published and that, if accepted for pub-

lication in IJM, they will not be submitted for publication elsewhere with-

out the agreement of the editor. 

10. Articles are accepted for publication on the understanding that they are sub-

ject to editorial revision. 

11. Authors are reminded that they must observe the usual rules and practices

regarding the production of copyright material in their articles. 

12. Deadlines: Contributors should submit articles, if possible, six months

before the expected time of publication. 

Please send manuscripts to any of the editors.The addresses are as follows: 
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� School of Commerce and International Business Studies, University of Ulster,
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Editorial: The Diversity of 
Management Research within

Academia

M A I R E A D B R A D Y *  A N D

C O L M K E A R N E Y *

The Irish Academy of Management (IAM) conference 2004 was held at the

School of Business, Trinity College Dublin and was a great success, show-

casing the best of management research in Ireland. The conference attracted a

record number of attendees with 341 delegates from 110 universities, colleges

and businesses, representing 28 countries. With 225 academic papers across 13

management disciplines, this was the largest IAM Conference. The 223 aca-

demics, 70 full time PhDs, 25 full-time Masters and 39 part-time Masters and

PhDs ensured a programme that was stimulating, inclusive and thought-pro-

voking. 

The conference would not have been possible without the support of Dr

Gerard McHugh, Head of the School of Business. The Conference Commit-

tee also benefited greatly from having an outstanding group of Track Chairs,

predominantly from the School of Business (see table below) who worked

tirelessly.

This special issue of the Irish Journal of Management reflects a selection of the

best papers from each track as nominated by the track chair. Thus the journal

reflects the diversity of management research in academia in Ireland and fur-

ther afield. A management journal should link to the main issues of contem-

porary business and provide guidance and support to the challenges that

businesses are encountering in their daily operations. This special issue journal

does just that. 

Professor John Murray’s keynote address on management research and

practice set the tone for the conference, resulting in a lively two days of dis-

cussion and debate. This keynote is transcribed in full in this journal to con-

tinue to stimulate debate and discussion in the management field. 

*Trinity College, University of Dublin

Editorial August.qxp  8/25/2005  5:37 PM  Page 1



The theme of the Conference was ‘Understanding, Shaping and Managing

Change’, a theme which was well supported by many of the papers at the con-

ference. Most of the papers in this journal reflect the changing nature of busi-

ness and how business needs to understand, shape and manage that change.

The first four articles centre on information sharing and the challenges, both

human and technical, that need to be overcome, at various levels of manage-

2 Editorial: The Diversity of Management Research within Academia

Accountancy / Finance / Economics Dr Brian Lucey

Business and Society: Governance / Ethics / Society Dr Jim Quinn

Education and Learning Dr Martin Fellenz

Human Resource Management / Cross Cultural and Ms Mary Keating & 

Comparative Management Dr Gillian Martin

Meeting the Challenges of Establishing and Applying Dr David Coghlan

Knowledge in Health Science and Health Management

International Business and the Dynamics of Prof Colm Kearney, 

Globalisation Across Societies and Nations *Dr Tom Lawton & 

Dr Louis Brennan

Innovation / Entrepreneurship Dr Tom Cooney & 

Prof. William Kingston

The Challenges of the Information Society / Information Dr Joe McDonagh

Technology and Systems

Marketing: Challenges and Context **Prof Michael Saren & 

***Prof Rod Brodie

Non-Profit Management Dr Gemma Donnelly-Cox

Organisational Behaviour, Theory and Change Dr Martin Fellenz

The Management of Operations Prof. Paul Coughlan

Strategy: Strategic Management: Understanding, Prof. John Murray & 

Shaping and Managing Change Dr Jim Quinn

*Imperial College London

**University of Leister 

***University of Auckland

The Organising Committee for the Academy of Management

Conference 2004 would like to Thank the Tracks Chairs for 

all their Help and Support

Editorial August.qxp  8/25/2005  5:37 PM  Page 2



ment, in order to share information in a timely and productive manner. The

information sharing challenges of modern business from the sharing of cus-

tomer information within the organisation to the sharing of customer infor-

mation from the sales force to the company are all dealt with. The next four

journal articles show the eclectic range of management research encountered

at the conference.  The third section of the journal showcases research at PhD

level with two articles from PhD students who are at the literature review

stage of the process.

The binding topic for this special issue is the concept of information and

information sharing, who has it and how can organisations capture and utilise

it for the good of the company. In many ways the Irish Academy of Manage-

ment 2004 annual conference was supportive of the rally call from the Enter-

prise Report 2004, and Eoin O’Driscoll’s call for improvements in Irish

marketing and sales ability and for companies to use technology to develop

high value products and services and to move away from manufacturing –

issues raised by articles within this special issue.

INFORMATION SHARING IN BUSINESS

CEO Leadership, Top Team Trust and the Combination 

and Exchange of Information

Jennifer B. Farrell, Patrick C. Flood, Sarah Mac Curtain, Ailish Hannigan, Jeremy

Dawson and Michael West

This paper made an excellent contribution to the conference and was the win-

ner of the Best Paper Award. The focus of this paper is on the people at the

top of organisations and the crucial roles they play in information sharing and

transferring. ‘Shared knowledge is power’. The paper reviews contemporary

leadership and top management’s need for organisational learning – learning

about customers and markets. The authors support the contention that the

exchange of information can be encouraged by the CEO and top manage-

ment. They explore the connection between leadership and organisation

learning by focusing on the impact of CEO transformational leadership and

top team trust on the ability of the firm to combine and exchange information

and thus enhance the learning capability of the firm. Transformational leaders

encourage trust to combine and exchange information. They suggest that the

organisation’s ability to enhance their management of the processes that

underpin organisational learning is perhaps the only viable safeguard against

corporate extinction.

Market Orientation: A Study in the Irish Context

Sinéad Moloney, John Fahy and Siobhan Mc Aleer

This paper supports the positive outcomes for Irish firms should they imple-

ment the marketing concept of market orientation. It is ultimately a rally call

for Irish firms to place market orientation at the centre of their organisations

t h e  i r i s h  j o u r n a l  o f  m a n a g e m e n t 3
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and strategic plan. The study found that Irish firms with higher levels of mar-

ket orientation were more likely to pursue longer term market building goals

than short-term efficiency objectives; more likely to pursue a market targeting

approach; more likely to differentiate their offerings from those of competi-

tors; and also performed better relative to competitors and relative to the pre-

vious financial year. Therefore this paper supports the contention that

marketing orientation is a core requirement for business.

Personal Selling as a Knowledge-Based Activity: Communities of

Practice in the Sales Force

Susi Geiger and Daragh Turley

The development of the information-sharing theme is continued with this

paper focusing on the sharing of customer information within organisation and

particularly the personal customer knowledge held by the sales force. Knowl-

edge of the firm’s customers is the single most critical factor for success.

Despite various technology-based endeavours to encourage the sharing of

‘soft’ knowledge about the customer, firms are struggling with this issue. They

found that knowledge exchange occurs but is inseparable from the social envi-

ronment or social space that is so important for sales representatives. Personal

channels of communication rather than formal channels are crucial, as is sales

force socialisation within a community of coping and their psychological well-

being. They also suggest that the rich detail of a complex reality cannot be

captured by information technology based databases. 

Proactive Versus Passive Leader Behaviour and Style Influences on

the Group Level Context-For-Learning

Janice A. Black and Richard L. Oliver

Group work and the management of groups is a core fundamental in business

today. This paper examines the emergence of a socially created strategic

resource, Context-for-Learning, and studies this concept over time for various

workgroups and leader combinations.  Uniquely this research utilises a virtual

experiment conducted using an agent-based model implemented via a com-

puter simulation. The analysis of the virtual experiments found that the com-

position of the group, the particular leader profile and the leader’s

proactive-passive orientation results in different developmental paths.  The

specific set of followers, the particular perceptions of a leader and the proac-

tive or passive orientation of a leader are all critical in determining the devel-

opmental paths of the Context-for-Learning.

GENERAL ARTICLES

A management journal should also showcase research which is outside the

mainstream and this selection portrays the more social side of research in man-

agement.  

4 Editorial: The Diversity of Management Research within Academia
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How to Sample Behaviour and Emotions of Traders: 

A Psychological Approach and an Empirical Example

Patric Andersson and Richard Tour

Does mood affect our performance? We are all in some way interested in the

role of emotion within economic behaviour and decision making. This paper

provides an interesting research technique to study how our mood can affect

our performance. It describes an empirical approach based on psychological

methodology, which assumes that individual behaviour must be studied within

its natural environment The authors used a Computerised Experience Sam-

pling Method (ESM) which uses mobile phones and hand-held computers to

study moods and reaction to events as they occur. The study was developed

to explore the following issues: 1) how outcomes of trades are perceived by

traders; 2) the reasons traders associate with good and bad trades; and 3) how

the mood of traders fluctuates over a trading day. The findings on mood are

interesting and the support for this type of research should encourage its use

in the future. 

Homosexual Entrepreneurs: Different but the Same

John Willsdon

Why do people become entrepreneurs and do they have the same catalysts

and traits as heterosexual entrepreneurs? This paper seeks to determine

whether the homosexual entrepreneur is a suitable candidate for research and

whether the homosexual entrepreneur is motivated to set up in business for

the same reasons as other entrepreneurs. It will show that homosexual entre-

preneurs, while appearing to have their own specific reasons for setting up in

business, are motivated by the same factors as entrepreneurs in general and

women in particular.

Strategic Choice in the Non-Profit Sector: Modelling the Dimen-

sions of Strategy

Mary Lee Rhodes and Justin F. Keogan

This study examines the strategy choices and processes of 25 non-profit hous-

ing organisations in Ireland to establish an empirical basis for defining the ele-

ments of strategy for non-profit organisations and to identify contingency

factors. This paper commences with a review of current literature on alterna-

tive approaches to strategy in both the private and non-profit sectors and pro-

poses a framework for researching strategy in non-profit organisations. Using

this framework, five key research questions are posed. Strategy in non-profits

includes decisions in relation to mission, environmental analysis, strategic con-

tent, organisational structure and the process of strategy formulation. In addi-

tion to highlighting the detailed components of each of the five strategy

elements for the 25 non-profit housing associations in Ireland, the research

suggests that there are at least three potentially important contingencies in

non-profit strategy.

t h e  i r i s h  j o u r n a l  o f  m a n a g e m e n t 5
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A Model for Innovation in Manufacturing Subsidiaries 

Based in Ireland

Paul O’Dowd, Eamonn McQuade and Eamonn Murphy

The role of multinational manufacturing subsidiaries within Ireland is an area

of governmental and industry interest. How can Irish multinationals compete

against low-cost operations?  Paul O’Dowd, Eamonn McQuade and Eamonn

Murphy’s paper on sustaining competitive advantage in manufacturing sub-

sidiaries based in Ireland centred on this area. The paper reviews several strate-

gic options available to subsidiaries and presents a business model that has the

potential to add value to the debate in Ireland about the future direction for

manufacturing multinationals based here. The rally call of this paper corre-

sponds with much of what has been written about in the popular press – the

need for Irish-based multinationals to move up the value chain and add value

to the enterprise as a whole. 

PHD RESEARCH

The following section showcases some of the leading and interesting PhD

research being undertaken by researchers here in Ireland. One of the main

objectives of the Irish Academy of Management Conference is to encourage

and develop PhD researchers in Ireland. There was a need for a forum for pre-

sentations from PhD researchers, at various stages of the process and this con-

ference is designed to offer this supportive and encouraging venue to allow

their research to flourish. This edition of the journal also encourages PhD

researchers. These authors are at the early stage of their research process but

still have a contribution to make.

International Supply Chain Management: 

A Walk around the Elephant

Kate Philips Connolly, Erin Sullivan, Louis Brennan and John Murray

The international dimension of the conference is further developed by the

paper on the international supply chain, a core issue for many companies in

this globalised world. International Supply Chain Management (ISCM) has

developed rapidly in the last decade. However, despite a range of operational

and descriptive models, there are no theoretical constructs with which to

ground ISCM into business theory and practice. This paper proposes some

tools with which those theoretical constructs can be developed, beginning

with an operational definition of ISCM and a framework for evaluating ISCM

at the operational, design and strategic levels. Finally, taking the approach of

the Saxe fable of blind men describing the elephant in front of them by

describing the part that they can feel, this paper walks around the elephant of

ISCM and describes it from several theoretical vantage points. The authors

suggest that knowledge, power and governance have particular relevance for

ISCM. 

6 Editorial: The Diversity of Management Research within Academia
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Exploring Top Management Support for the Introduction of Enter-

prise Information Systems: A Literature Review

John A. Loonam and Joe McDonagh

This paper argues for greater inquiry into the field of top management support

for the introduction of enterprise information systems. An extensive review of

the information systems management literature is provided within this paper

to sustain the contention that top management support is the most important

factor for ensuring successful system implementation. However, despite its

importance, there is a lack of empirical evidence to clarify the area. Rhetoric

comment far outweighs a comprehensive understanding of the reality. Such a

review of the literature provides a detailed roadmap of top management sup-

port for the introduction of enterprise information systems and the paper con-

cludes with a call for urgent empirical inquiry into this topical and crucial field,

specifically within the Irish health service.  

CONCLUSION

This special issue shows the range and diversity of research within the aca-

demic community. It behoves us as researchers to try to bring our research and

advice to the business community, to encourage more debate and discussion

of business fundamentals and to drive forward research in business. The Irish

Journal of Management is one such vehicle positioned as a uniting force between

the business and the academic world. We hope that this special issue will stim-

ulate debate, engender more research and foster greater linkages between the

two dimensions of management thinking – academic and practitioner.

Mairead Brady – Conference Chair

Trinity College, University of Dublin

Colm Kearney – Conference Organising Committee

Trinity College, University of Dublin

t h e  i r i s h  j o u r n a l  o f  m a n a g e m e n t 7
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Management Research: 
Who to Talk With, What to Say

J O H N A .  M U R R A Y *

This paper is a direct transcript of the key note presentation given by 

Professor Murray at the Conference

There are not many opportunities for researchers in all fields of manage-

ment in Ireland to meet and share their thoughts. Those who have cham-

pioned the Academy are to be congratulated for creating such a venue. Those

who have contributed to making this year’s conference such a large and stim-

ulating gathering are to be thanked for bringing so many of us together. Those

who have joined us from other parts of the world are especially welcome for

the diversity they bring to our dialogue and for the stimulation that they add. 

I am taking advantage of your presence in this special forum to talk about

some issues regarding management research in general, and management

research in Ireland in particular, for which there are few other opportunities

for expression. A great deal of management research is conducted in Ireland

but there are few, if any, occasions on which the nature and impact of that

research – patterns in its content and intent, the desirability of thematic prior-

ities, its weight in shaping the market in ideas internationally or its influence

on policy or organisational decision making – are considered by the research

community. This may present a picture of appropriate intellectual anarchy or

of subtle emergent order. But the fact is we seldom stop to think which or to

consider whether the community of practice involved should give shape to an

emergent order.

I wish to make a number of assertions about management research that are

serious in their intent, but also intended as points of departure for continuing

*Key Note Speaker, Irish Academy of Management Conference, Trinity College,

University of Dublin, 2 September 2004
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debate. I suggest, first, that we have to be more self-conscious about, and

responsive to, the audience for our research. Second, I suggest we should be

more coherent, collectively, in at least part of what we say. 

Taking these general maxims in the context of this conference’s theme –

understanding, shaping, managing change – I suggest that those who do, or

might, listen to us are not well served by what we typically have to say.

Nonetheless, we do have important things to say: about creating better under-

standing through coherent, multi-level research that spans time and space and

embraces diversity; about informing the judgements of those who shape

change by developing evidence on causality and performance consequences;

and about supporting those who initiate and manage change by constructing

action research and action learning frameworks for managerial behaviour. 

If we can do these things I suggest we can motivate students; talk to our peers

across our beloved disciplinary silos; talk to policy makers about making better

judgements; and talk to managers about learning by doing and through doing.

This, of course, has the sense of a grand rational, idealised, even utopian,

vision. Having believed for many years in the superiority of the individual

research voice as the best bet for creative insights, I have no desire to lessen or

diminish that voice – just a desire to amplify it by harnessing the great energy

that is now too often lost in isolated research and to try to bring to our work

the scale of support and impact that has made such significant difference to

progress in research on science and technology.

Management research activity will be better if it is, at least in part, con-

structed around a firm sense of who our research should address – ‘who to talk

with’; and if we have a sense of purpose about the conversation we wish to

have – ‘what to say?’

WHO TO TALK WITH?

Business school research has four audiences. These are our students, who are

best educated if teaching is research based and research informed; our peers,

among whom we establish community and academic legitimacy through what

we publish and on whose assessment rests career advancement; policy makers,

who shape the context of business and economic change through their deci-

sions, most typically without reference to the evidence base of management

research; and managers – the practitioners around whose actions our discipline

revolves – who are likely to ignore our research or find it inaccessible, contra-

dictory and even unsupported.

The great tragedy of much research activity is that it is directed only at

peers in the narrow pursuit of career advancement while ignoring our other

audiences. We do this at our peril and the costs are many. We have students

who find management, taught from textbooks, a trivial recitation of general

principles without linkage to real inquiry – a turnoff for their inquiring minds

and from engagement in a lifelong pursuit of understanding of organisations

and management. We have policy makers who prefer macroeconomic analysis

t h e  i r i s h  j o u r n a l  o f  m a n a g e m e n t 9
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10 Management Research: Who to Talk With, What to Say?

to managerial- and firm-level analysis, but who are trapped into an ‘environ-

ment determines all’ model of causality while both we and they know that

firms and managers truly matter1. We educate new generations of managers

who ignore the academy because it cannot offer coherent evidence-based

enlightenment when they ask ‘but what should I do?’ or because they cannot

engage with the perceived practical irrelevance of research, or because they

want research to be enmeshed in action and we resist this approach.

Legitimacy is a fundamental requirement of institutional effectiveness and

for management research to build greater legitimacy in this country it has to

build it in all four constituencies. These are our four audiences and we need

an active research-related conversation with all if we are to prosper as business

schools. We need a four-legged stool to secure legitimacy and support but, all

too often, have fashioned a pogo stick.

These audiences are not just for talking to, but for talking with. The goal is

dialogue, conversation, co-generation of knowledge, and that means we must

engage with the interests and necessities of each audience.

WHAT TO SAY?

Since what we could talk about is as good as infinite, we need, through con-

versation with our audiences, to develop mutually shared focus and priorities

– only then can we advance the conversation with those who give our enter-

prise legitimacy. In that sense our research should be co-generated whether in

its conception, its conduct or its outcome.2 Change, without doubt, is a sub-

ject of conversation that interests all – students find change natural and excit-

ing and they will be the change agents of their generation; along with our

peers, we are generally enthusiastic in the pursuit of theoretical and empirical

understanding of change across all the management disciplines and do not lack

for publication opportunities; policy makers are acutely aware that they, of

necessity, often make poorly founded policy decisions; and managers live with

change daily in complex, uncertain environments.

Yet, if we reflect on the story we tell about change, we address all audi-

ences from the isolation of islands of disciplinary knowledge, telling a story

that is disjointed and often contradictory, as likely to be driven by armchair

theory as empirical evidence, with self-assured voices that deny the existence

of an entire archipelago of islands of knowledge, as long as the other islands

seem to be over the horizon or hidden in the fog of their own reasoning. 

To mix metaphors, we have an archipelago or, if stacked vertically, a ver-

itable tower of Babel. We babble and are ignored. We babble and add too lit-

tle value when so much could be created. Our tower of Babel is often without

stairs and elevators so that multi-level and multi-disciplinary research is rare, as

reflected in the lack of connection between macro-, micro- and meso-level

explanations of change, even though each one provides context for the next. 

Despite the obvious reality that change can only be understood in the

context of time, time plays a minor role in our research methods and designs.
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The extent of discussion of longitudinal research is matched only by the extent

of its neglect in practice. And we shy away from the exploration of diversity

in a search dominated by concepts of the average and the generic.

Our four audiences, including our own local and international community

of peers, are confronted with a babble of fragmented uni-disciplinary discourse

which leaves us all impoverished – not because knowledge is diminished but

because so much opportunity is lost.

Building an Agenda

Well, enough of complaint. If we accept even some of what I have asserted,

it is only we, as a community of practice, who can improve matters. So here

is one view of what could emerge through common commitment to a vision

of a management research community that has people to talk with and impor-

tant things to say about the topic of change.

We can, in the spirit of the new competitive strategy, through cooperation

and competition, fashion a research conversation that builds understanding of

change by bringing coherence of explanation through multi-level, multi-dis-

ciplinary, longitudinal, comparative research that explains diversity, not just

central tendency.

We can engage with the policy makers by emphasising causality and per-

formance correlates, since their judgements are founded in assumptions about

cause and effect and are driven by demands for higher performance, defined

variously as national competitiveness, market efficiency, allocational effective-

ness, regulatory or infrastructural impact, health or education gain etc. We can

support management by building action research programmes that inform

decision making, while guaranteeing us research access and the excitement of

being as close to ‘hands-on’ as researchers get.

TOWARDS BETTER UNDERSTANDING

To generate a better understanding of change, I suggest we need to focus on

issues of intellectual coherence, time and diversity. This better understanding

is the foundation for a real conversation about change with all audiences and

especially with our students and peers. Coherence is weakened by the poorly

connected islands of understanding that most of us inhabit. The answer will

never be a single unifying disciplinary understanding. It lies instead in con-

necting the islands within a shared framework that allows each disciplinary

voice to reveal its insights within a larger context. 

Multi-Level, Multi-Disciplinary Research

Ireland presents a special opportunity, because of its small scale and economic

dynamism, for multi-level, multi-disciplinary research programmes. The

country works in a highly exposed global environment – with among the

highest export and import proportions of GNP/GDP in the world. It is the

largest per capita exporter of services in the world and one of the largest per
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Figure 1.1: Conference: Multi-Level Research and 

‘The Irish Laboratory’ 

capita exporters of goods in the world3. So global-level dynamics are an essen-

tial part of the story of change. At national level, there is a continuous 80-year

record of attempting to manage national competitiveness – of aligning with

varying degrees of success, national policy, business behaviour and interna-

tional forces. There is an emerging dialogue about community-level under-

standing, whether construed as community more generally4, clusters5, national

systems of innovation6, national business systems7, cognitive communities8 or

regional analysis. Within the community level there are well developed con-

ceptualisations of industry-level dynamics9 and some record of industry-level

investigation10. Within industry level there is the burgeoning tradition of

research on networks11 and then the more familiar base of management

research at firm and individual levels.

Traditionally this multi-level continuum of explanation (or nested system

if you prefer a more systems-oriented metaphor) has been only partially pop-

ulated by management researchers. One of the barriers to more coherent

understanding of change has been the predominance of largely economics-

based explanations at the more macro levels which cannot make connection

with the role of firm and managerial behaviour and the opposite predomi-

nance of firm and individual explanations at the micro levels which cannot

connect with the macro rationale. Reflecting on this general failure some time

ago, Nelson12 notes that ‘the difference in viewpoint is due to differences in

basic interests – the student of firm management concerned with the fate of

individual firms, and the economist interested in general economic perform-

ance of an industry or nation’. Nonetheless, he notes success in bringing

coherence across levels in the work of scholars such as Chandler13 and

Porter14, who tackle multi-level explanation from the perspectives of the his-

torian and the industrial economist respectively but with a deep interest in
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explaining firm dynamics and behaviour in context – their impact has been the

product of cross-disciplinary synergies. So the multi-level research ambition is

not only needed but has a distinguished, if slim, multi-disciplinary tradition. 

Research work need not all be multi-level and multi-disciplinary in order

to contribute to a better understanding. Anyone excavating deeply on their

own island of understanding can contribute fully as long as they appreciate

how and where their work may contribute to the larger understanding and

find themselves in a community of research practice that has such a framework

as part of its mental map of the research enterprise. 

Time and Space

Time is essential to any understanding of change, to state the obvious, yet its

incorporation in our research is limited and methodologically underdevel-

oped. If we are to be serious about time we must major on longitudinal

research. This may involve, at one limit, making observation in real time over

extended periods or tracking repeated cross-sectional measures. But more

commonly it involves learning and borrowing from historical research meth-

ods, exploiting archival resources, utilising available data series more fully and

exploring the living record of memory and experience. It is only longitudinal

research that ultimately reveals change that persists and change that fades,

transformational and incremental change, change that ‘succeeds’ and change

that ‘fails’, change that is deliberate and change that is emergent. 

The ideal companion to time in our pursuit of a better understanding of

change is change across space: comparative studies of patterns of change. In

this context it is to be hoped that those from other countries attending today

might find common cause with local researchers in pursuing explanations of

change that are best revealed by comparative analysis, just as has been central

to the contribution of Chandler’s multi-country analysis or Porter’s multi-

country and multi-cluster investigations.
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Diversity

Understanding diversity should be at the very heart of much of management

research, and especially of those under the influence of the resource-based

view15, yet there is surprisingly little attention devoted to it in the midst of

exploratory studies with samples of one or more mainstream quantitative

studies that focus on means and central tendency rather than variation and dif-

ference. I have argued elsewhere with colleagues in this audience for greater

attention to diversity in the understanding of strategy16 – since being profitably

different seems to be the essence of strategy. But it is when we tackle a better

understanding of change that diversity must surely be seen as a central con-

struct. At the heart of any evolutionary explanation lies variation on which

selection mechanisms can operate, leading to the possibility of new behaviour

being retained. Nelson notes that ‘from the perspective of evolutionary the-

ory, firm diversity is an essential aspect of the processes that create economic

progress’17. How is variation generated in a multi-level system; what selection

mechanisms operate and how do the consequences of these processes travel

within and between sub systems? In an economy such as Ireland’s there are

fascinating ecological sub-systems that, at times, appear to have features of a

highly differentiated Galapagos environment. There is a vital ‘FDI’ sector with

a long history of manufacturing prowess; a large-traded-firm indigenous sec-

tor that is surprisingly sparsely populated and located in superficially surprising

industries such as cement products and packaging; a non-traded sector that is

the butt of endless complaint about high costs and lack of competitiveness; an

SME sector that has persistent difficulty in generating high-growth interna-

tional firms; a newish hi-tech sector that has ridden the roller coaster of global

boom and bust; and a traded services sector that is overtaking the manufactur-

ing core of the traditional economy but for which we barely have summary

descriptive statistics. If diversity is at the heart of change, could we have a bet-

ter laboratory on our doorstep? Is the diversity contained by deep partitioning

between isolated ecologies in the sectors noted? Does variation and evolution-
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ary dynamics in one partially isolated ecology influence variation, selection

mechanisms and retention routines in the next? Do networks span the appar-

ent partitioning of organisational populations, transferring knowledge and rou-

tines? We really do not know, although some of the research reported at this

conference may help to begin to formulate answers.

SHAPING CHANGE: CONTRIBUTING TO THE POLICY DIALOGUE

The ambition to contribute directly to the policy process marks a significant

departure from that of understanding change. To contribute to the policy dia-

logue, research has to deal especially with issues of causality and performance and

timeliness. Policy makers proceed on the basis of assumptions about cause-and-

effect and are driven by priorities that usually seek better performance. They are

less interested in critique of past policy and, understandably, more focused on

contemporary decision making. In the kind of multi-level, multi-disciplinary

understanding discussed, how is causality (and contemporainety) to be

addressed? Relevant achievements to date seem to point in several directions. 

There is the possibility of developing and extending explanations of causa-

tion that are inherently multi-level/multi-disciplinary and that provide a

framework within which level-specific causal models may be joined up. This

is ambitious work, but there are some impressive shoulders to stand on in

seeking to apply and improve what is already known. At a more micro or sin-

gular level, there is the necessity to move much of current research practice

from description and exploration to model building, causal analysis, prediction

and hypothesis testing. There is the necessity to comply, more often, with the

demands of the international peer community in areas such as strategy to deal

with the performance issue. This demands particular, and for some new,

methodological discipline. And of course there are entrepreneurial opportuni-

ties for those who might choose to embrace the complexity of a multi-level,

richly interconnected world that has to be studied by embracing time and

comparison through new (at least newish) lenses such as may be found in the-

ory on complex adaptive systems18 or evolutionary dynamics19.

But like the best research, this agenda should be a co-generated one. While

management researchers may have to make the first move, policy makers also

need to respond, invest and ensure that outcomes are appropriate to need.

Managing Change

And so to the fourth audience: the practicing managers who make decisions,

commit resources, drive organisational performance and, from the typical

management researcher’s perspective, shape the whole multi-level system from

the bottom-up. It is always our intent that managers will be our graduates and

that, by giving them a deep understanding of the nature of change, we will

prepare them for a professional career in which they will be the essential

agents, interpreters and implementers of change. That is our legacy to them

when they graduate. In practice we can extend this relationship by engaging
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16 Management Research: Who to Talk With, What to Say?

with them in action research, in their real-world, real-time ‘laboratory’. If we

have educated them well, they know how to think about change and how,

through continuous learning, to remain in touch with the world of ideas about

change. But their professional challenge is to ‘do it’. We can join with them

in this action-oriented world through action research. We have a ready, but

largely under-exploited, approach and set of methodologies associated with

action research. We are lucky also to have some of action research’s better

known intellectual trustees here in this audience – people such as David

Coghlan20 – to guide initiative in the area. Barriers to investment in this area

are not readily apparent and may reflect nothing more serious than suitable

introductions from which the research conversation may grow.

For Example

Two examples of potential multi-level, multi-disciplinary research on change

that would seem to be of great interest to all audiences are illustrated in Fig-

ures 1.4 and 1.5, suggesting respectively the story of change that might be told

about the pharmaceutical industry and the health care system – private and

public sector multi-level systems of great importance economically and socially

as well as to academic, student, policy maker and manager alike. In both

instances a patchwork of evidence and research exists but no coherent story of

change or its explanation.
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Figure 1.4: What to Say and to Whom

In the case of pharmaceuticals, we have a truly global industry in which

Ireland plays a role as a global centre of production. The global context is

marked by significant industry restructuring through merger and acquisition

and the relocation of research towards North America; traditional research

activity is experiencing a persistent decline in productivity while the new life

sciences are revolutionising the industry’s scientific basis; global demographics

and disease patterns are redefining health care needs and the cost and efficacy
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of health care provision have brought government, regulators, insurance

providers and consumers into the global market as active agents.

In this context of global change, Ireland, nationally, is the largest location

in Europe for international pharma investment. It is the sixth largest national

producer and exporter in Europe, with 81 companies in the sector including

13 of the top 15 companies globally. These have an investment base of €i5

billion and exports of almost €40 billion. They form a unique pharmachem

cluster with emerging features of a bio-pharm cluster (with the largest bio-

pharm plant in the world commencing operations this year at Wyeth’s second

site in Ireland). This cluster appears to have acquired a gravitational pull with

regard to international foreign direct investment worldwide, both pulling in

new investment and deepening existing investment. This dynamic national-

level picture portrays rapid and continuing growth and development and the

emergence and evolution of a science and manufacturing intensive cluster of

international consequence. Considering the cluster phenomenon, reminds us

of community-level concerns because pharmachem and biopharm are embed-

ded in a web of interrelated supporting service and manufacturing industries

and institutions ranging from research institutes and university departments to

specialised construction and manufacturing service suppliers. This is an entire

pharmaceutical and life science community, as BioResearch Ireland would see

it, that has emerged and evolved rapidly over the past 30 years without any-

one quite understanding the causal processes involved or the forces driving its

future shape21.

Looked at with more focus at the pharma industry level, the dynamics of

industry restructuring and changing competitive interaction is visible locally

through predominantly manufacturing-related change, the development of

supply chain management, changes in functional relationships between R&D,

process design and innovation, manufacturing and logistics. At firm level, the

fortunes of a diverse population of organisations engaged in the industry and
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the wider community – ranging from subsidiaries of global corporations to

indigenous start-ups – may be researched with regard to their strategies, func-

tional activity and performance consequences. Within these organisations is

the final nested system of individuals and their work and all the myriad issues

in personal, group and organisational change that can drive the research enter-

prise on change22. 

Turning to the health care system, a vital national underpinning for health

and social well-being, one may suggest a similar multi-level framework within

which change may be better understood and without which it will be very dif-

ficult to master the task of managing policy and managing health care deliv-

ery. Any national health care system stands enmeshed in the dynamics of

global health care – its politics, its demographics, its science and technology

base, its institutional evolution, its educational infrastructure, its diverse

national modes of operation and effectiveness. 

At national level in Ireland we are poised on the crest of a planned transfor-

mational change in national health care structures, financing and delivery,

fuelled by a series of publicly commissioned reports on the system. One of the

more dramatic experiments in national-level systemic change management is in

progress. This change process is conceptualised principally as one encompass-

ing the hospitals, community care and support services sub-systems together

with the governmental and allied governance mechanisms. While this describes

an inner core of the health care community, the community also encompasses

related professions, family, school and workplace, and an array of related sup-

ply and support industries. Effective transformational change will be a function

of the interactions of the entire community and, insofar as this may be seen as

a complex adaptive system with many non-linear feedback processes, we know

that minor change in some subsystems may produce disproportionate impact on

community dynamics and performance and vice versa.

Within the community, the hospital ‘industry’ is undergoing rapid, often

pressurised, change and is set to face a continuing demand for change from the

transformation of the larger system, from the technology of health care and the

technology of hospital care and the reprofiling of professional and managerial

competencies. These latter thoughts bring us to the story of change concern-

ing individuals living in and through the health care system. Patients experi-

encing a journey through the system, professionals providing specialist inputs,

managers trying to provide integrated effective care, all encounter change as

an intimate reality – they are the subjects, objects, creators and implementers

of change; those for whom transformational change is not a goal or a strategy

but a personal experience.

In both these examples I suggest that change cannot be adequately under-

stood at any one level without understanding it in a multi-level context which

is only accessible through multi-disciplinary inquiry and that the contexted

understanding is much more than the sum of the level-by-level understand-

ings. Moreover, I suggest that if we cannot tell the full story our audiences will

be less well served and may continue to tune-in to different channels.

18 Management Research: Who to Talk With, What to Say?
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OUR CHALLENGE

Addressing change in the manner suggested is not an undertaking for the faint

hearted. Yet the faint hearted can pick off a more modest, and perhaps more

sensibly focused, research endeavour simply by choosing their level and

deploying a particular disciplinary insight. But their ability to add significant

value is constrained if they cannot do this within the framework of the grander

undertaking. To deliver the grander vision requires networks of collaboration

and significant funding. There are few if any business schools in the country

that could mount such research, but networks of researchers across business

schools with close ties to international networks of researchers with similar

commitments and ambitions could. Creating such strategic networks is the

kind of initiative about which we commonly talk to our students in the con-

text of business strategy – but have we the imagination and dedication to take

our own advice? If so, perhaps we can lift some of our research above its all

too modest average. That is a challenge to building community and appropri-

ate scale and scope in research. If it is possible, it has to be matched by fund-

ing of corresponding scale and ambition.

Funding for research has undergone a sea change in Ireland in recent years.

From a position of negligible resourcing, significant research grants are now avail-

able for university research primarily through three mechanisms – the PRTLI,

the SFI and the IRCHSS. However, the emphasis is predominantly on science

research and, while funding for the social sciences including management is pro-

vided, it is still relatively modest and targeted mostly at individual work. 

Large scale, programmatic research in management, however, has many of

the attributes of major scientific research projects: team, not individual, based;

capacity to amass and analyse large data bases; long time spans; international

networking; and staffing through the attraction of leading researchers from

major research centres around the world. None of these come cheap. If this is

the direction that part of our research enterprise must take then we must be

able to pitch our story of change to our audiences who provide or influence

the funding – peers who evaluate publicly funded projects, policy makers who

must be convinced that their decisions would be better informed as a result,

and managers who can see the managerial and organisational effectiveness pay-

off from being both involved and better informed. 

R&D spending across business, education and public research institutions

increased three fold during the 1990s but is still below the EU average (1.4 per

cent v 1.9 per cent GNP). Business expenditure on R&D is particularly low

(0.9 per cent v EU average of 1.25 per cent GNP). Only 5 per cent of third-

level R&D funding comes from the business sector. Of the PRTLI pro-

gramme, 7 per cent of funding is allocated to the social sciences/humanities,

SFI funding is for science and the IRCHSS awards are modest and targeted

principally at individual researcher level. Funding for major, medium- to long-

term management research is therefore very limited and unsupported by

industry – by our managerial audience (who are also increasingly likely to be

our business school alumni). The reasons behind this pattern are not docu-
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mented as an allocation logic but one may surmise the assumptions involved:

science and technology are the engines of economic and related social devel-

opment, of national competitiveness and of national wealth creation, and

investment in science research is an investment in the underlying knowledge

base. The proportionality of investment in science versus social science

research presumably rests on an assumption that having scientific knowledge is

largely effective on its own in driving wealth creation. It attributes minor

importance to the knowledge base that deals with choice of sciences and sec-

tors in which to invest, with the commercialisation of scientific knowledge

and with the creation of competitiveness on the basis of scientific knowledge.

These latter are of course the domains of social science inquiry and manage-

ment research in particular. While this reasoning suggests a dismissive logic at

work in policy making, it is unlikely that most informed policy makers are so

dismissive. So why does allocation and investment with regard to knowledge

creation take on its observed pattern? I suggest it may be because of lack of

‘supply’ and therefore of opportunity for decisions to take a different form.

There is a ready supply of scientific research with a determined and specific

agenda of vital research to be done. There is a vision of opportunity in the

form of new scientific research outcomes to associate with global trends and

shifts in sectoral growth and national and firm competitiveness. On the man-

agement research side, there is no equivalent well-articulated sense of supply

or opportunity. While we may appear to have a funding problem, I suggest

we in fact have a supply problem.

So there may be no grounds for complaint about current funding levels.

The complaint may be, rather, that our own ambition has been too meagre,

our vision too limited, our conversation with our audiences too impoverished

and our commitment to building networks and alliances too faint. Perhaps it

is not so much that we cannot do this kind of research for lack of funding, as

that we cannot support this kind of research for lack of vision communicated

effectively to our audiences.
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INTRODUCTION

Organisational learning research suggests that organisations that have the

ability to acquire, integrate and exploit new knowledge are more likely

to be successful in the knowledge era. Two of the key processes through

which this can occur are the combination and exchange of information. It

would seem that the organisation’s ability to enhance their management of the

processes that underpin organisational learning is perhaps the only viable safe-

guard against corporate extinction. 

Relatively little empirical research has addressed the factors that underpin

organisational learning and even fewer researchers have considered the contri-

bution of leadership and the top management team (TMT) to the organisa-

tional learning process. Argote and Ophir (2002), in a recent summary of

research on organisational learning, confirmed the need for further research

into how the ‘member’ or human component of organisations influences

organisational learning. They concurred that the most influential members

within any organisation are its leadership. This paper aims to explore the con-

nection between leadership and organisation learning by focusing on the
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impact of CEO transformational leadership and top team trust on the ability

of the firm to combine and exchange information and thus enhance the learn-

ing capability of the firm.

THEORY AND HYPOTHESES

Transformational Leadership and the TMT

The TMT is  ‘the relatively small group of the most influential executives at

the apex of an organisation’ (Finkelstein and Hambrick, 1996: 8) and is usu-

ally comprised of the Chief Executive Officer (CEO) and the organisation’s

most senior managers. While the contribution of the CEO to the effective

functioning of the TMT would appear self-evident, studies investigating this

relationship are relatively rare, perhaps due to the difficulties associated with

research access to such senior managers. Hambrick (1994) notes that the strong

team focus of TMT research has neglected the role of the CEO and many

researchers have tended to view the CEO as just another member of the team

(Jackson, 1992). However, emerging research focused on the disproportionate

impact the CEO has on TMT performance and the dominating influence they

exert on the group’s operations and outputs (Finkelstein, 1992; Flood et al.,

2000; Haleblian and Finkelstein, 1993). This study focuses on one type of lead-

ership, namely transformational leadership, and its association (if any) with

conditions for organisational learning. Most of the current theories of transfor-

mational leadership were strongly influenced by Bass (1985), who developed

the Multifactor Leadership Questionnaire, which is designed to measure the

transformational, transactional and laissez faire leadership concepts. This ques-

tionnaire is utilised in our study, focusing on the transformational style of lead-

ership. According to Bass, transformational leadership has four dimensions.

The first dimension is charisma. The charismatic leader provides a collec-

tive vision, instils pride and arouses and inspires their staff. The second dimen-

sion of transformational leadership is the inspirational dimension, where the

leader gains support for their vision. The third dimension is individual consid-

eration. This dimension focuses on facilitating followers in achieving their full

potential and involves part coaching, part mentoring. The final dimension is

intellectual stimulation. Here the leader provides subordinates with challeng-

ing new ideas and encourages them to rethink old ways of doing things. This

framework, incorporating the four dimensions outlined above, has made an

important contribution to the development of the concept of transformational

leadership (Den Hartog et al., 1997). 

Leadership and Intra-Group Trust

When investigating top team trust, this study utilises a framework developed

by Mayer et al. (1995) which highlights three important attributes of trust that

appear consistently in the literature and encapsulate many of the different

typologies. These are ability, benevolence and integrity. Together these three

facets provide a solid framework for studying trust in an organisational setting.
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Ability

To trust in an individual’s ability would be to trust in their skills and compe-

tencies to do their job. The domain of the ability is specific because the trustee

might be very capable and skilled in a certain area, affording that person trust

in that area (Mayer et al., 1995).

Benevolence

Benevolence or the expectancy that the trustee will behave in a positive way

towards the trustor is cited by many theorists as central to the definition of

trust. Benevolence suggests goodwill and attachment on the part of the trustee

towards the trustor. 

Integrity

The relationship between integrity and trust  ‘involves the trustor’s perception

that the trustee adheres to a set of principles that the trustor finds acceptable’

(Mayer et al., 1995: 719). Ring and Van de Ven (1992) refer to the importance

of moral integrity, as does Butler (1991). The trustor needs to perceive the

trustee as having principles. 

Transformational leadership, it is argued, leads to enhanced trust within

the group. Pillai, Schriesheim and Williams (1999) maintain that inspira-

tional motivation and idealised influence, both core components of transfor-

mational leadership, are central to the creation of trust. They suggest that

mutual trust is developed within the team through the creation of a com-

mon goal with which the team can identify. The link to benevolence-based

trust is clear. If a top team’s desires and intentions are fused and are focused

on a common vision, members will be less likely to feel open to oppor-

tunism at the hands of others. The exhibition of individualised concern for

followers, another facet of transformational leadership, has been found to

foster the development of high levels of trust within the team (Podsakoff,

MacKenzie and Bommer, 1996) and this is supported by Hall, Schneider and

Nygren (1970) and Hogg (2001) whose research indicated that there is a pos-

itive relationship between the process of identification and the satisfaction of

higher-order needs such as self-esteem and self-fulfilment. Abrams and Hogg

(1988) also argue that increased self-esteem motivates identification with col-

lective interests, as positive self-esteem is at the heart of the drive for posi-

tive social identity (Hogg, 2001).

Although the leader’s ability to foster follower identification with the

organisation is key, equally important is the transformational leader’s ability to

encourage participation from followers. One way in which a transformational

leader does this is through the use of intellectual stimulation. Intellectually

stimulating leaders actively encourage new ways of looking at technical and

human relations problems among others (Bass and Avolio, 1994) and encour-

age critical debate. It also follows that where a culture of creativity and partic-

ipation is encouraged, team members are more likely to suggest new ideas

without the fear of personal criticism. Harvey (1988) adds that the develop-
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ment of a culture of trust is strongly linked to the leader’s ability to recognise

success and give encouragement after failure. By recognising failure and mis-

takes as developmental, the transformational leader helps to develop trust

within the top team. Korsgard et al. (1995) also found that when team leaders

adopt a more participatory approach, team members see the process as fairer

and they have greater commitment to the decision, greater attachment to the

team and greater trust in the leader. Research carried out by Eisenhardt and

Bourgeois (1988) further indicates that a more democratic participative lead-

ership style may help foster trust within management teams. Therefore, by

developing a strong social identity and the creation of a climate that encour-

ages participation, the transformational leader positively influences levels of

trust within the team.

H1: CEO transformational leadership will be positively related to intragroup

trust.

Transformational Leadership and Information Combination and

Exchange

Many researchers have acknowledged the importance of organisational learn-

ing for competitive advantage and firm survival (Kiernan, 1993; Nahapiet and

Ghoshal, 1998; Schultz, 2001). Indeed, a growing body of empirical research

exists to indicate that organisational learning or the ability of the firm to cre-

ate, combine, exchange and exploit knowledge and information is a prerequi-

site to the successful organisational performance of the firm (Calantone,

Cavusgil and Zhao, 2002; De Geus, 1997; Ellinger, Ellinger, Yang and How-

ton, 2002; Stata, 1989). 

There are many perspectives on how organisational learning happens

(Nonaka, Toyama and Byosiere, 2001; Schutlz, 2001). Nahapiet and Ghoshal

(1998) provide a simple but convincing model depicting organisational learn-

ing as occurring primarily in two ways – through the combination and exchange

of knowledge (Nahapiet and Ghoshal, 1998; Schultz, 2001). Combination

describes the process by which prior knowledge is combined to create new

knowledge. This can happen in two ways, either by combining knowledge

that was previously unconnected or by finding new ways of connecting

knowledge that had been previously associated. The second mechanism iden-

tified by Nahapiet and Ghoshal (1998) is the exchange of knowledge. They

note that the combination of knowledge often depends on the exchange of

information, especially where resources are held by different parties. In order

to gain access to the information, the transfer of information from one party

to another is required.

Moran and Ghoshal (1996) identified three conditions that must be satis-

fied in order to facilitate organisational learning. The first condition is access.

It is imperative that the opportunity to combine and exchange information

exists. This means access to the different parties and also the ability to draw
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upon the different knowledge bases of these parties. Secondly, in order to con-

tinue with these learning activities, it is important that the participants perceive

the outcome to be of value, even though they may not be sure of what the

outcome will be. The different parties must envisage the exchange and com-

bination of knowledge as a worthwhile activity. The third condition necessary

for learning is motivation. It is not enough that the parties involved anticipate

that value will be created as a result of the learning process, but also that the

value will be appropriable to them even if they are not certain of what that

newly created value will be. A fourth condition added by Nahapiet and

Ghoshal (1998) is combination capability. Even when all three conditions dis-

cussed above exist, the combination and exchange of knowledge cannot take

place unless parties are capable of doing so. 

We argue that these four components of transformational leadership play

an important role in the encouragement of information combination and

exchange. Here also, the development of a strong identity plays no small part

in this process. Nahapiet and Ghoshal (1998) focus on identification with the

collective (Lewicki and Bunker, 1995) as a source of motivation in the com-

bination and exchange of information.  ‘Identification is the process whereby

individuals see themselves as one with another person or group’ (Nahapiet and

Ghoshal, 1998: 252). Members of the collective adopt the values and standards

of the entire group and use them as a comparative frame of reference (Mer-

ton, 1968). Research suggests that identification with the collective enhances

concern for collective processes and outcomes. Through the use of idealised

influence and inspirational motivation, transformational leaders encourage and

inspire followers to link their self-concepts to the collective interest of the

group, its values and vision (Sosik, 1997). This increases follower motivation

to work collectively (Shammir, House and Arthur, 1993) and influences both

follower motivation to combine and exchange information and followers’

anticipated value to be achieved through this process.

Previous research has posited that the transformational chief executive plays

a key role in the leadership of learning (Gillen, 2000; Stata, 1989) at organisa-

tional level. At the heart of this process is the development of a climate of par-

ticipation. Transformational leaders use intellectual stimulation to enhance

followers’ capacity to develop new ideas and to question operating rules and

systems. This is likely to enhance investigative thinking. Followers are encour-

aged to share their knowledge or new ideas with other team members with-

out the fear of public criticism, leading to an expanded source of knowledge

and information for group members to use. Thus transformational leaders use

intellectual stimulation to encourage the generation of new ideas which are

shared with team members leading to creativity, innovativeness and organisa-

tional learning (Gillen, 2000; Howell and Higgins, 1990; Stata, 1989). 

Related research also suggests that the more egalitarian styles of leadership

enhance organisational learning (King and Anderson, 1990). Woodman,

Sawyer and Griffin (1993) concur, arguing that autocratic leadership can

infringe on the creation of new information, suffocating creativity and pre-
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venting innovation. West and Anderson (1996) contend that participation in

decision making implies a high level of interaction which leads to the cross-

fertilisation of perspectives and exchange of ideas and information. Using

intellectual stimulation and individualised concern, transformational leaders

foster follower empowerment and development by encouraging involvement

in decision making in the top team. Again social identity and climate of par-

ticipation are highlighted as important mechanisms in understanding the fol-

lowing hypothesised relationship:

H2: CEO transformational leadership will be positively related to the com-

bination and exchange of information.

Transformational Leadership, Intra-Group Trust and the

Combination and Exchange of Information

Nahapiet and Ghoshal (1998) argue that when a relationship is characterised

by trust, parties are more willing to engage in cooperative relations and will

thus be more inclined to share or exchange information. Several other

researchers share the belief that when trust levels are high people are generally

more likely to engage in social exchange and co-operative interaction

(Fukuyama, 1995; Gambetta, 1988; Klimsoki and Karol, 1976; Tyler and

Kramer, 1996). In a study of 53 teams, Edmondson (1999) similarly found that

psychological safety was a consistent predictor of team learning. Psychological

safety stems from mutual trust among team members. According to Edmond-

son (1999), team members will only engage in learning and risk-taking behav-

iour where they trust each other. Team leadership is key to the process of

building a climate of trust and safety in the organisation, elements which are

central to the combination and exchange of information. Thus we propose

that CEO transformational leadership will impact the combination and

exchange of information through their ability to foster trusting relationships. 

H3: Intragroup trust will mediate the relationship between transformational

leadership and the combination and exchange of information.

In summary, this paper proposes that transformational leadership has a direct

impact on the level of information combination and exchange within an

organisation. It also predicts that transformational leadership will have a direct

impact on top team trust. Finally, it is hypothesised that the relationship

between transformational leadership and the combination and exchange of

information is mediated by top team trust. 

RESEARCH METHODOLGY

The focus of this study was small to medium Irish software companies. The sam-

ple for this study consisted of the TMT and core workers in these companies.
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We chose to study the software industry because of the importance of intellec-

tual capital in that industry. Three criteria were used to assess the suitability of

participant firms in an effort to exclude exogenous influences from our results.

All firms targeted were 1) involved in the software business 2) Irish owned and

3) had over 30 employees. The latter criterion was specifically set in order to

ensure that the firms targeted had a management structure in place. 

Over 1,000 firms were contacted to assess their suitability for inclusion in

the study. The majority of the firms contacted were excluded due to their size

(i.e. less then 30 employees). Out of these 1,000 firms only 150 met all three

criteria listed. All eligible firms were then invited to participate. From this, 47

companies agreed to participate. Those choosing not to participate did so for

a variety of reasons (for example not enough time, no interest etc.).

The core data in this study were collected using a survey questionnaire.

During a semi-structured interview the CEO of each company identified the

TMT members and core workers who were to receive the study question-

naire. Core workers were identified by the CEO in each firm as employees,

other than members of the TMT who were responsible for developing,

defending and maintaining the firm’s key strategic resources. Core workers

were included in the study as the focus of the research was organisational level

measures of the combination and exchange of information not one based

solely on the top team which would potentially introduce a single source bias

to the results. Results of a series of correlations between firm size and spread

of responses (using the James Demaree and Wolf (1984) rwg(j) coefficient as a

measure of spread) provided evidence to suggest that core workers were not

selected solely because they would respond positively.

Due to incomplete or non-returned data, the final number of firms in the

sample for analysis purposes was 38. This represents quite a strong response

rate considering the difficulties associated with getting access to managers at

the upper echelons of the organisation. At a disaggregated level it represents

123 top team members, an average response rate of 3 top team members per

firm and 150 core workers, representing an average response rate of 4 per firm.
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The TMT response rate per company varied from 25 per cent to 100 per cent.

The core worker response rate per company varied from 16 per cent to 100

per cent with only 5 of the companies having a core response rate of less than

50 per cent. The companies that agreed to participate did not differ signifi-

cantly in terms of employee numbers to those who chose not to participate

(t140 = 1.585, ns). It was not possible to obtain employee number informa-

tion for ten of the non-respondents. 

Research Measures

Leadership Variable

Transformational leadership style was measured using form 5X of Bass’ (1985)

Multi-factor Leadership Questionnaire (MLQ). Bass’ model of transforma-

tional leadership is based on four core dimensions (the four I’s). They are ide-

alised influence, inspirational motivation, individualised consideration and

intellectual stimulation. These sub-dimensions were measured using 20 Likert-

type items in the TMT questionnaire. Respondents were asked to rate how

often their CEO displays the behaviour described in each item. The four con-

structs underpinning transformational leadership all had alpha coefficients

above the accepted threshold (Idealised influence α = .87, Inspirational moti-

vation α = .85, Intellectual stimulation α = .74, Individualised consideration

α =. 70). The James’ coefficient for inter-rater reliability for the leadership

sub-factors was then computed (James, Demaree and Wolf, 1984). The rwg(j)

represents within-group agreement. Mean values for each of the four I’s were

acceptable (Idealised influence = 0.87, Inspirational motivation = 0.95, Intel-

lectual stimulation = 0.95, Individualised consideration = 0.94). 

Trust Variable

This study utilised Mayer et al.’s (1995) three components of trust: compe-

tence, benevolence and integrity. This measure was chosen because it was

specifically designed to measure perceived trustworthiness and was found to be

the strongest component of trust (Costa, 2003). It has also obtained ‘excellent

psychometric properties … and this scale parsimoniously captures the key

aspects of the expectations about others’ intentions and behaviours’ (Becerra

and Gupta, 2003: 37). Each member of the TMT completed the trust meas-

ures. Factor analysis was conducted on the trust measures using principal axis

factoring with oblimin rotation. This revealed two clean factors in the data

relating to trust. These two factors related to competence-based trust (α = .81)

and benevolence-based trust (α = 0.82). Appendix 2.1 lists the item content

of the trust measures. The rwg(j) values were as follows: trust competence = 0.90;

trust benevolence = 0.89. 

Combination and Exchange of Information

Our dependent variable was measured using items developed by the authors

in an attempt to operationalise Ghoshal and Nahapiet’s (1998) theoretical

framework, which describes how organisational learning happens. According
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to their research four processes underlie the combination and exchange of

information. These four processes are: 1) access 2) motivation to combine and

exchange 3) anticipated value and 4) combination capability. Items were

derived from this conceptual framework with different items measuring each

of the four core processes facilitating the sharing of information. For example,

the item ‘Employees of this organisation meet frequently to discuss work

related ideas and new developments’ is one of the items measuring access to

knowledge. A complete list of items can be found in Appendix 2.2, which also

contains the results of the factor analysis. As the results indicate, only two key fac-

tors emerged from the analysis, which after review of the item loadings were

renamed motivation to combine and exchange (factor 1; α = .84; rwg = .92) and

ability to combine and exchange (factor 2; α = .81; rwg = .91). Although it is

acknowledged by the authors that the use of these measures is exploratory, the

items in question do appear to have face validity and the results of the statisti-

cal analysis suggest they also have predictive validity. 

RESEARCH RESULTS

Table 2.1 contains the means, standard deviations and inter-correlation matrix

of the study variables.

Predictably the four transformational leadership sub-factors are strongly

correlated. Strong inter-correlations also exist between competence-based

trust and benevolence-based trust (r = .72, p < .001). In order to avoid

collinearity, which can cause problems for multivariate analysis, it was

decided to combine the subscales, computing the overall scales of leadership

and trust for use in regression analysis. Results of the Cronbach’s alpha test of

reliability indicated that the summated scales of leadership and trust are reli-

able (α = .93 and α = .81 respectively). 

In order to test the model, a number of regression analyses were carried

out. The results of these analyses are presented in Table 2.2. The results of

regression (a) suggest a direct and positive relationship between transforma-

tional leadership and top team trust with 35 per cent of the variance in trust

explained by transformational leadership. These findings provide support for

hypothesis 1.

Regression (b) deals with the relationship between transformational lead-

ership and organisational learning. Results indicate that transformational lead-

ership accounts for 18 per cent of the variance in the ability to combine and

exchange and 11 per cent of the variance in the motivation to combine and

exchange. The relationship between transformational leadership and each

dimension of information combination and exchange is positive. This finding

provides support for hypothesis 2.

Regression (c) is concerned with whether top team trust is related to the

combination and exchange of information. The results of regression (c) indi-

cate that trust accounts for a significant 16 per cent of the variance in the abil-

ity to combine and exchange information. However, regression (c) also
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indicates that trust does not account for a significant amount of variance in the

motivation to combine and exchange (��R² = .04). 

Finally, regression (d) tests whether top team trust mediates the relation-

ship between transformational leadership and the combination and exchange

of information. As the results of regression (c) indicate, trust is not significantly

related to the motivation to combine and exchange, trust cannot mediate the

relationship between leadership and the motivation to combine and exchange.

Regression (d) tests the relationship between transformational leadership and

the ability to combine and exchange information controlling for top team

trust. Adding leadership to the equation in step three does bring about a small

change in the ability to combine and exchange (��R² = 0.06). However, this

increase in variation is not significant, which, according to Baron and Kenny

(1986), indicates that trust is the main mediator of the relationship between

transformational leadership and the ability to combine and exchange. Overall

these results provide partial support for hypothesis 3. Figure 2.2 depicts the

results of the regression analysis.
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CEO
Transformational 

leadership 

Top team trust 
Ability to combine and 
exchange information 

Motivation to combine and 
exchange information 

Figure 2.2: The Actual Relationships between CEO 

Transformational Leadership, Top Team Trust and the 

Combination and Exchange of Information

DISCUSSION AND CONCLUSIONS

This research examined the relationships between CEO transformational lead-

ership style, TMT trust and the combination and exchange of information

which underpins organisational learning. The results are interesting from both

a theoretical and practical point of view. Results of the statistical analysis indi-

cated support for each of the hypotheses proposed. 

Transformational Leadership and Trust

The results of the regression analysis indicate that transformational leadership is

positively and significantly related to TMT trust, supporting similar results by

Korsgard et al. (1995) and Podsakoff et al. (1996). The transformational CEO

assumes a mentoring role not only towards the individual members of the team

Ch02.qxp  8/25/2005  5:41 PM  Page 33



but also towards the top team as a whole, encouraging the members of the team

to tackle problems from different angles. Another way in which the transforma-

tional leader acts as coach is by helping them to identify and develop their

strengths as they progress in their careers. The members of the TMT trust that,

because the CEO shows interest in helping them to progress towards their goals,

they will act in a way that is agreeable to them. Furthermore, the coaching role

of the transformational CEO results in the development of competence-based

trust. By helping the team to develop its strengths and by removing the ‘road

blocks’ they encounter (Bass and Avolio, 1990), the transformational CEO can

generate team members’ confidence in the ability of the team. In short, trans-

formational CEOs influence the development of top team trust by expressing

confidence in the ability of the team to achieve their goals, mentoring team

members and instilling team members with a heightened sense of self-efficacy. 

Transformational Leadership and Information Combination 

and Exchange

The findings suggest that transformational leadership is positively related to

both the combination and exchange of information. This finding is not sur-

prising, considering that the intellectual stimulation of followers is a core

attribute of the transformational leader (Bass, 1985). Transformational CEOs

stimulate followers’ efforts to be creative and innovative by questioning their

assumptions and by getting them to approach old problems in new ways. By

encouraging team members to come up with and share new ideas and ways of

tackling problems the transformational CEO can help to facilitate the combi-

nation and exchange of information. Furthermore Bass (1985) notes that trans-

formational leaders articulate a core vision of where the organisation is headed.

In so doing the transformational leader provides followers with a frame of ref-

erence to the extent that they have a similar understanding of their goals and

objectives. This shared understanding of where the organisation is headed pro-

vides an overlap in knowledge that facilitates the processes of information

combination and exchange (Nahapiet and Ghoshal, 1998).

The findings reported here concur with the literature that suggests that the

intellectual stimulation of employees coupled with a participative approach

and the articulation of the importance of organisational learning with which

team members can identify all combine to positively influence the extent to

which they will engage in the combination and exchange of information. 

Transformational Leadership, Trust and Organisational Learning

The results of the study indicate that trust mediates the relationship between

transformational leadership and the ability to combine and exchange but does

not mediate the relationship between transformational leadership and the moti-

vation to combine and exchange. The fact that trust should act as a mediator

between transformational leadership and the ability to combine and exchange

information is not surprising. Unless parties trust each other they are unlikely

to make themselves available to combine and exchange information. Further-

more competence-based trust may also influence whether or not a person will
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perceive their colleagues as being able to share information. As such, trust or

distrust influences the number of opportunities for combination and exchange.

Transformational leadership seems to positively influence the ability of the

organisation to combine and exchange by putting in place conditions that

encourage employees to be more trustful in their working relationships. Such

conditions include the provision of a forum where employees can offer contri-

butions without the fear of criticism, the provision of a common goal or vision

and the development of the self-efficacy of employees. 

While the finding that trust does not mediate the relationship between

transformational leadership and the motivation to combine and exchange did

not support our hypothesis, upon reflection, it is not such a surprising finding.

The motivation to combine and exchange information measures team mem-

bers’ motivation during the activity, not their motivation to start the activity.

While the findings suggest that trust is necessary in order to start the process of

combining and exchanging knowledge, it appears that it is not sufficient in

maintaining this activity. The results indicate that it is transformational leader-

ship style that directly impacts upon team members’ motivation to continue

combining and exchanging knowledge. One of the core attributes of transfor-

mational leaders is their ability to motivate followers to perform beyond expec-

tations. By articulating a clear vision of where the organisation is headed and

by expressing confidence in followers’ ability to achieve this vision, transforma-

tional leaders can motivate employees towards higher performance. In so

doing, the transformational CEO raises follower aspirations so that the goals of

the leader and follower are fused. This research suggests that the transforma-

tional leader’s ability to motivate employees towards the achievement of the

organisation’s goal has a direct effect on the level of organisational learning. By

extolling the virtues of combination and exchange and by articulating a vision

that is reflective of the organisational learning ethos, transformational leaders

use inspirational motivation and idealised influence to motivate employees

towards behaviours that will help achieve this vision. This suggests that it is the

transformational leader’s creation of a trusting environment and more impor-

tantly their ability to motivate employees towards the organisation’s goals that

make the adoption of this leadership style a sine qua non for CEOs interested in

developing behaviours associated with the organisational learning.

The authors acknowledge a number of limitations to the study. The size of

the population was less than what might have been desired. Nonetheless the

size of the sample represents quite a strong response rate considering the sen-

ior level of the respondents, the demands placed on their time and the pace of

change in the industry. Another limitation concerns the extent to which the

results reported here are generalisable to other industries. Furthermore,

although there is a general consensus in the literature that organisational learn-

ing is an invaluable intangible asset for companies in the knowledge era,

expanding the model to include hard performance indicators would provide

an interesting and important perspective to the study. 

Additionally since much of the data came from a single source, self-report

questionnaires filled in by members of the TMTs, it was recognised that
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common method variance could be a problem. However, results of confirma-

tory factor analysis indicate that common method bias is not a major problem. 

These research findings have important implications for practice. The

results indicate that transformational leadership can strongly contribute to

organisational learning. In the knowledge era, where organisational learning

provides a valuable source of competitive advantage, understanding the factors

that influence its development is a priority for the strategic leadership of the

firm. The importance of pro-learning behaviours such as mentoring, openness

to ideas, avoidance of blame, encouraging participation in decision making

and engaging in open and frank discussion with team members can all posi-

tively encourage organisational learning throughout the firm. This implies that

companies should seek to attract and appoint leaders exhibiting the transfor-

mational style and also develop existing leaders so that they learn to adopt

these behaviours. 

Overall the findings suggest that the ability of the transformational leader

to elicit the expert knowledge of organisational members and to motivate

employees towards behaviour that facilitates organisational learning make this

style of leadership the most appropriate for the CEOs of knowledge-intensive

firms in the 21st century.

1 We would like to thank Ken G. Smith and Cynthia K. Stephens, University of Mary-

land; Kevin Clark, Villanova University, and Chris Collins, Cornell University, for

valuable advice and guidance. This research was supported by a grant to the Strategic

Leadership Research Group at the University of Limerick under the auspices of the

joint Irish Management Institute-University of Limerick Research Programme.
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Item Factor 1 Factor 2

TMT know to be successful at the things they do -0.097 0.694

Feel confident about TMT member skills 0.076 0.756

TMT members are capable of performing their jobs -0.027 0.690

Sound principles seem to guide the behaviour of this TMT 0.315 0.553

TMT members have much knowledge about work they need to do 0.114 0.407

Never worry whether TMT members will stick to their word 0.438 0.257

Members of the TMT will go out of their way to help me 0.663 0.033

My needs/desires are important to other TMT members 0.612 0.005

Managers in TMT try hard to be fair in their dealings with others 0.554 0.310

Members of the TMT have a strong sense of justice 0.605 0.103

TMT members are very concerned about my welfare 0.889 -0.165

TMT members look out for what is important to me 0.503 -0.006

Factor eigenvalues 5.13 1.41

% of variance explained 42.78 11.74

Cronbach’s alpha 0.82 0.81

Appendix 2.1: Factor Analysis of the 12 Trust Items
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Items Factor 1 Factor 2

Employees meet frequently to discuss ideas and new developments (access) 0.063 0.546

Employees are always available to discuss new ideas/developments (access) -0.077 0.712

Employees have difficulty getting together to exchange new ideas (access) -0.109 0.695

Employees feel free to contact anyone inside the company to discuss new

ideas or developments (access)
-0.035 0.540

Employees learned to pool ideas and knowledge (combination capability) 0.142 0.590

Employees are proficient at combining and exchanging ideas to solve prob-

lems/create opportunities (combination capability)
0.189 0.521

Employees are capable of sharing expertise to bring new projects to

fruition (combination capability) 0.180
0.513

Employees believe that by combining and exchanging information they cre-

ate value for the organisation (anticipated value) 0.558 0.118

Employees believe that exch\combining ideas moves new projects faster

(anticipated value)
0.602 0.143

Employees find exch\combination of ideas with members of this firm one of

the most motivating parts of their jobs (motivation to combine and exchange) 0.880 -0.201

Employees feel working with other employees to develop new ideas for the

organisation is one of the most enjoyable aspects of their jobs (motivation

to combine and exchange)

0.745 -0.018

Employees find it exciting to work with others to develop new ideas 

(motivation to combine and exchange) 0.527 0.155

Employees gain personal satisfaction from working with others on new

ideas (motivation to combine and exchange) 0.620 0.110

Employees believe discussion of new ideas is critical to success in this

business (anticipated value)
0.403 -0.011

Most valuable ideas seem to come when our employees pool their efforts

(anticipated value)
0.486 -0.021

Difficult to keep up with new ideas being exchanged and combined (com-

bination capability)
-0.125 -0.036

Employees see benefits from exchanging and combining ideas with each

other (anticipated value)
0.182 0.456

Factor eigenvalues 5.78 1.76

% of variance explained 34.02 10.33

Cronbach’s alpha 0.84 0.81

Appendix 2.2: Factor Analysis of the 17 Items Measuring the Combi-

nation and Exchange of Information
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Market Orientation: 
A Study in the Irish Context

S I N É A D M O L O N E Y * ,  J O H N F A H Y *
A N D S I O B H A N M C A L E E R * *

ABSTRACT

Alack of empirical research exists on market orientation in an Irish context.
In order to begin to address this research gap, a survey was conducted

examining levels of market orientation in 657 Irish firms, which forms part of
a major international study. The research found that Irish firms and their inter-
national counterparts have embraced market orientation, perhaps as a means of
coping with the turbulent and rapidly changing markets within which many
operate. Across all countries of interest there is evidence of the three underly-
ing components of market orientation: customer orientation, competitor ori-
entation and inter-functional coordination. However, it is the customer
orientation that appears to be most salient for firms across the whole sample.
Two-thirds of the Irish firms sampled were classed as highly market-oriented
which is slightly above the international average. Irish firms with higher lev-
els of market orientation were found to be more likely to pursue longer term
market-building goals rather than short-term efficiency objectives; more likely
to pursue a market targeting approach; more likely to differentiate their offer-
ings from those of competitors; and also performed better relative to competi-
tors and to the previous financial year.

INTRODUCTION

The marketing concept is a business philosophy, which focuses on the impor-
tance of having an in-depth understanding of the customer, in order to meet
or exceed the needs of this target market better than the competition, thus
providing the firm with a sustainable competitive advantage in the market-
place. Discussed in the literature for over half a decade (Houston, 1986; Hunt,

*University of Limerick, Limerick, Ireland 

**Irish Management Institute, Dublin, Ireland
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1976; Kotler and Levy, 1969; Kotler, 1977; Levitt, 1960; Shapiro, 1988; Web-
ster, 1988) it is only in more recent times that the implementation of the mar-
keting concept termed ‘market orientation’ has been addressed in the
literature. The attention given to market orientation followed the seminal
works of Kohli and Jaworski (1990) and Narver and Slater (1990). 

Despite the significant research on market orientation, there remains a high
level of uncertainty about the practice of the marketing concept, in an Irish
context, and the relationships between market orientation, marketing strategy
and firm performance. At a time when Irish industry has experienced a slump
in its competitiveness, given the failure of many Irish firms to anticipate and
adapt to changes in the wider environment, it is critical that the marketing
practices of Irish firms be better understood. This research moves towards
bridging this gap with the first comprehensive study of its kind on market ori-
entation in an Irish context. 

The purpose of the research presented in this paper is twofold. Firstly, the
overall aim of this study was to build on the limited empirical evidence on the
nature of market orientation in an Irish context. The market orientation scale,
developed in the US by Narver and Slater (1990), was used as the basis for
measuring the market orientation of Irish firms. The results of the Irish study
were then compared with twelve of its international counterparts: Australia,
Austria, China (Mainland), Finland, Greece, Hong Kong, Hungary, Nether-
lands, New Zealand, Poland, Slovenia and the United Kingdom. Secondly,
the relationship between market orientation and the strategic priorities of the
firm, marketing strategy and the performance of the firm (relative to its main
competitors and the last financial year) were also empirically investigated. 

This paper opens with a discussion on market orientation and its measure-
ment. This is followed by a review of the theoretical foundations of the study
and the presentation of the research hypotheses that describe the relationships
between market orientation and the strategic priorities of the firm, marketing
strategy and the performance of the firm. At this point, the research method-
ology is discussed. After that, the results of the empirical study of Irish firms
are presented and analysed. The paper concludes with an acknowledgement of
its limitations and recommendations for future research.

BACKGROUND LITERATURE AND RESEARCH HYPOTHESES

Building on earlier theoretical and empirical work (for example Day and
Wensley, 1988; Deshpande and Webster, 1989; Houston, 1986; Shapiro,
1988), two significant approaches to measuring market orientation emerged in
the early 1990s. Kohli and Jaworski conceptualised market orientation as the
acquisition of, dissemination of and firm-wide responsiveness to market intel-
ligence. Their approach was further refined by Kohli, Jaworski and Kumar
(1993) and Jaworski and Kohli (1993; 1996). In parallel, Narver and Slater
(1990) and Slater and Narver (1994; 1995; 1996) developed market orientation
as a one-dimensional construct (a single scale) with three underlying behav-
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ioural components (customer orientation, competitor orientation and inter-
functional coordination). Both Kohli and Jaworski’s and Narver and Slater’s
approaches have been tested and refined in the literature (Deng and Dart,
1994; Greenley, 1995; Hart and Diamantopoulos, 1993; Sigauw and Diaman-
topoulos, 1995). The Narver and Slater (1990) scale, in particular, is both con-
ceptually and operationally appealing because it encapsulates the main aspects
of the Kohli and Jaworski intelligence gathering, dissemination and respon-
siveness constructs while at the same time assessing cultural factors (Desh-
pande, Farley and Webster, 1993; Hunt and Morgan, 1995). 

The Narver and Slater market orientation scale was adopted for this
research in order to examine market orientation in an Irish context. A num-
ber of testable hypotheses, which will now be discussed, were developed from
the western marketing literature based on the theoretically expected behaviour
of the construct in relation to other marketing and strategy constructs.

Research Hypotheses

Hunt and Morgan (1995) suggest that market orientation is likely to guide the
choice of marketing strategy. The recent strategy literature (Doyle, 1998; Doyle
and Hooley, 1992; Doyle, Saunders and Wong, 1986; Doyle, Saunders and
Wong, 1992; Kotler, Fahey and Jatusripitak, 1985; Porter, 1996) has drawn
attention to the short-term financial orientation of many Western firms com-
pared with the longer term, market domination goals of many South East Asian
firms (though recent economic difficulties in South East Asia may lead to a re-
evaluation of these perspectives). Doyle and Hooley (1992) report greater
emphasis on long-term market position building rather than short-term finan-
cial returns of market-oriented firms. An emphasis on competitive aggression
amongst more market-oriented firms has also been reported (Davidson, 1997;
Wong and Saunders, 1993). Likewise, a growing number of researchers (for
example Abrahams, 1996; Doyle, 1995; Porter, 1996) have expressed concerns
that excessive internal focus on efficiency (doing things right at a minimum
cost) may be at the expense of an external perspective on effectiveness (doing
the right things in the first place). This leads to the first hypothesis:

H1: Firms exhibiting a higher degree of market orientation will exhibit more
aggressive, externally focused, long-term strategic priorities than less
market-oriented firms.

Strategic thinking also centres on how to create and exploit competitive advan-
tage. Traditionally, firms can gain competitive advantage through cost leader-
ship or differentiation. Cost leadership implies seeking to drive the cost base in
the firm as low as possible in order to be able to offer the most competitive
prices in the marketplace (Porter, 1980). Alternatively the firm might seek to
differentiate itself from competitors on the basis of its technical product qual-
ity, level of customer service and support offered, price levels charged etc. The
competitor orientation component of the market orientation construct suggests
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that more market-oriented firms will seek to differentiate their offerings from
competitors. The second hypothesis to be investigated is as follows:

H2: Firms exhibiting a higher degree of market orientation are likely to seek
to differentiate their offerings from those of competitors than their less
market-oriented counterparts.

The next area focuses on the implementation of the marketing strategy. Fol-
lowing Webster’s (1992) conceptualisation of three levels of marketing (orien-
tation or culture, strategy definition and operational implementation), the
issues of strategy definition were addressed through the examination of com-
petitive positioning choices. In terms of market targeting, firms are faced with
a number of options along a targeting continuum. 

At one end of the continuum, firms might attempt to market their offer-
ings across the entire mass market. When one is dealing with undifferentiated
and unsegmented markets, such as commodity markets, this approach may
make good strategic sense because it maximises the potential market for the
offerings (Porter, 1985). The other extreme, typically adopted by firms oper-
ating in highly fragmented markets, is to target individual customers. Firms
operating in high value markets where individual customers represent high
value returns know they need to tailor their offerings closely to the needs of
these individual customers. Recent developments in one-to-one and direct
marketing (Peppers and Rogers, 1994) recognise that many markets are mov-
ing in this direction (Payne, Clark and Peck, 1995). 

Between these two extremities, however, lie most current markets and mar-
keting where customers can be usefully grouped to form relatively homoge-
nous market segments and marketing efforts focused or targeted to the needs of
customers in each chosen segment (Brown, 1993; Hooley, Saunders and Piercy,
1998; McDonald and Dunbar, 1995). A high degree of market orientation
implies a greater commitment to understanding and satisfying specific customer
needs and is therefore more likely to be associated with a more focused or tar-
geted marketing approach. Thus the third hypothesis is as follows:

H3: Firms exhibiting a higher degree of market orientation are likely to pur-
sue more focused and targeted approaches in their marketing than less
market-oriented firms.

The last issue concerns the link between market orientation and performance.
This relationship has been the subject of much research in the marketing litera-
ture (Avlonitis and Gounaris, 1997; Hart and Diamantopoulos, 1993; Jaworski
and Kohli, 1993; Kohli and Jaworski, 1990; Narver and Slater, 1990; Ruekert,
1992; Slater and Narver, 1994). On the whole these studies have found that more
market-oriented firms outperform their less market-oriented competitors. 

However, not all researchers support this industry-based view of competi-
tive advantage. Grant (1991; 1995), a proponent of the resource-based view of
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the firm, argues that sustainable superior performance comes primarily through
an internal focus on capabilities and resources rather than an external focus on
customers. Day (1994) has attempted to reconcile these two opposing views
by pointing out that resources only assume value in creating sustainable com-
petitive advantage if they are deployed to create something of value to cus-
tomers.

Research has also centred on whether the competitive environment
moderates the market orientation-performance relationship (Cadogan et al.,
1998; Day and Wensley, 1988; Doyle and Wong, 1996; Gray et al., 1998;
Greenley, 1995; Narver and Slater, 1994). This research has generally found
that the relationship is stronger for firms operating in highly turbulent
environments. Given that Ireland is clearly experiencing a high degree of
environmental turbulence one would expect the market orientation-
performance relationship to be strong (Forfás, 2004). This leads to the final
research hypothesis:

H4: Firms exhibiting a higher degree of market orientation will outperform
their less market-oriented counterparts.

Research Methodology 

Data were collected on firms from Finland, the Netherlands, Austria, Greece,
Poland, Hungary, Slovenia, China, Hong Kong, Australia, New Zealand and
the UK as well as Ireland as part of a major international study. The current
database holds the views of managers in over 5,600 companies spread through-
out these countries and the research is still expanding, with fieldwork under-
way and planned in Germany, North America and South East Asia. 

A detailed questionnaire focusing on marketing strategy and performance
was administered in all countries of interest. The Irish phase of this interna-
tional study was conducted in January 2003. A mailing sample of 1,387 mar-
keting executives in Irish firms were randomly chosen from the Kompass
Ireland 2002 database consisting of 20,000 Irish companies. The questionnaire
had been pilot tested for the UK phase of the study, thus, given the level of
perceived similarities between Ireland and the UK, no pilot testing of the
questionnaire was conducted in Ireland. All sample units were contacted in
advance by telephone to establish that the person on the mailing list was cur-
rently the senior marketing professional in the firm. The first wave of ques-
tionnaires was accompanied by a cover letter, requesting co-operation and
indicating the importance of participation. Reply paid envelopes were also
included for the return of completed questionnaires. A follow-up postcard was
mailed one week later to each sample unit and three weeks later a second wave
of questionnaires was distributed to non-respondents. This process resulted in
657 usable questionnaires being returned, giving a response rate of 47 per cent.
Tests of non-response bias revealed no significant differences with non-
responding firms. 
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Construct Development 

Market Orientation

As mentioned earlier, the market orientation scale, developed in the US by
Narver and Slater (1990), was used as the basis for measuring market orienta-
tion for this study. The set of fourteen key indicators of market orientation
cover the three underlying components of customer orientation, competitor
orientation and inter-functional co-ordination. The fourteen statements were
presented to respondents, who were asked to indicate, using a seven-point
scale, the degree to which each statement related to their firm. 

Two approaches to computing overall market orientation have been adopted
in the literature. Originally, Narver and Slater (1990) calculated overall market
orientation on three separate scales (customer orientation, competitor orienta-
tion and inter-functional co-ordination) and then averaged across the three scales
to give one market orientation score for each firm. However, other researchers
(for example Deng and Dart, 1994) suggest that different weights should be
given to each of the components, in particular that more weight should be
attached to customer orientation than the other two dimensions. The second
approach (Greenley, 1995) has been to average across the original scales directly
rather than using subscales as intermediaries. Given that six of the fourteen items
are components of customer orientation, whereas four are components of com-
petitor orientation and inter-functional coordination respectively, this approach
automatically gives greater weight to the customer orientation items. 

To compute overall market orientation for this study, data were collected
on the fourteen original scale items and analyses were performed on both the
separate components and on the composite scale. Once complete the sample
was then divided into three roughly equal groups based on the market orien-
tation score labelled ‘High MO’, ‘Medium MO’ and ‘Low MO’. 

Strategic Priorities 

On foot of the literature, a six-point construct was developed to encapsulate
the main priorities emerging through the literature: winning market share;
short-term profit orientation; longer term building of market position;
resource allocation based on long-term rather than short-term considerations,
expanding the total market for products and services and survival. Using a
five-point scale, respondents were asked to specify the degree to which each
statement related to their firm.

Marketing Strategy Objectives 

Based on the literature, three levels of targeting were examined: attack the
whole market, attack selected market segments and target specific individual
customers (Brown, 1993; McDonald and Dunbar, 1995). Attaining competi-
tive advantage through cost leadership or differentiation (Porter, 1980) was
also looked at. Respondents were asked to indicate, on a five-point scale, the
degree to which each marketing strategy was adopted by their firm, in their
main market.
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Performance

Performance was self-reported and measured against eleven criteria: four
financial (overall profit levels, profit margin, ROI and share satisfaction with
financial performance); two market-based (sales volume and market share);
two customer-based (customer satisfaction and customer loyalty); and three
employee-based (employee satisfaction, employee retention and providing
employment and income locally). Respondents were asked to use a five-point
scale to show how well their firm performed relative to main competitors and
relative to the last financial year, for each indicator. 

Performance was measured in relative terms given the difficulty of compar-
ing performance figures such as ROI, profit levels, sales volume and market
share between firms of different sizes, operating in different markets, using dif-
ferent accounting standards and defining their markets in different ways. Firstly,
performance was judged against main market competitors. This shows where
firms are outperforming similar firms facing similar market conditions. Sec-
ondly, performance was judged against performance in the previous financial
year, which shows the extent to which firms are improving year on year. While
the second comparator can be influenced by managerial expectations (less
ambitious managers may set less ambitious expectations) and market or indus-
try factors (it may be relatively easy to improve performance in some industries
but more difficult in others) the first set of performance measures compare like
with like and in many ways provide the most useful measures available. 

In order to assess the relationship between performance and a range of mar-
keting and strategy constructs in Irish firms, two overall measures of perform-
ance (relative to main competitors and relative to last financial year) were
computed for the Irish sample. This was calculated as the average across the
eleven scales used to measure both performance relative to main competitors
and compared with the previous financial year. Once complete each sample
was then divided into two roughly equal groups based on the performance
score labelled ‘low performers’ and ‘high performers’. 

RESULTS AND DISCUSSION

Profile of Sample Firms

The majority of Irish firms sampled are in markets that are established but grow-
ing (54 per cent); the second largest group (34 per cent) is in markets that are
mature, showing little signs of change; 10 per cent of firms are in markets that
are now in decline; only 2 per cent are in markets that are newly emerging.

The most popular market position for firms in the Irish sample is either as a
market challenger (31 per cent) or overall market leader (30 per cent). Being a
market follower (14 per cent) or niche leader (13 per cent) is the next most
common market position for Irish firms. Few firms assume the position of niche
challenger (8 per cent), niche follower (2 per cent) or monopoly (2 per cent).

The largest industry sector is the Business Services sector (26 per cent). The
next largest sectors represented in the sample are the fast moving consumer goods
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(FMCG) (20 per cent), the Materials and Components (19 per cent) and the Con-
sumer Durables (17 per cent) sectors. Finally, the least cited sectors are the Con-
sumer Services (12 per cent) and Capital Industrial Equipment sectors (6 per cent).

Of Irish firms sampled 34 per cent operate with between 20 and 99

employees with a slightly lower 30 per cent of the sample employing 100–299

employees. Just under one-third of firms have between 300 and 499 (10 per
cent), 500 and 999 (8 per cent) or 1,000 and 4,999 (9 per cent) employees.
Least cited are small firms with less than 20 employees (6 per cent) and large
firms with more than 5,000 employees (3 per cent).

Market Orientation of Irish and International Firms 

Table 3.1 presents a comparison of the mean of each statement for the Irish
sample with that of the international sample; in the discussion that follows,
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Market Orientation Items Irish

Mean

International

Mean

1. Our commitment to serving customer needs is closely

monitored

5.14 4.93

2. Sales people share information about competitors 4.24 4.32

3. Our objectives and strategies are driven by the creation of

customer satisfaction

5.03 5.36

4. We achieve rapid response to competitive actions 4.45 4.56

5. Top management regularly visits important customers 4.84 4.77

6. Information about customers is freely communicated

throughout the firm

4.35 4.05

7. Competitive strategies are based on understanding cus-

tomer needs

5.01 5.05

8. Business functions are integrated to serve market needs 4.54 4.79

9. Business strategies are driven by increasing value for

customers

4.55 4.85

10. Customer satisfaction is systematically and frequently

assessed

4.59 4.51

11. Close attention is given to after sales service 4.65 4.69

12. Top management regularly discuss competitors’ strengths

and weaknesses

4.64 4.48

13. Our managers understand how employees can contribute

to value for customers

4.78 4.75

14. Customers are targeted when we have an opportunity for

competitive advantage

5.05 4.79

Table 3.1: Comparison of Market Orientation Average Ratings: Irish

and International Firms
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responses of 5, 6 or 7 are taken to indicate that the respondent’s firm has
adopted the practice described in the statement.

Firms included in the Irish and international sample appear to have
embraced market orientation as a means of coping with the turbulent environ-
ments within which they operate. Across the sample as a whole, there is evi-
dence of the three underlying components of market orientation: customer
orientation, competitor orientation and inter-functional co-ordination. How-
ever, it is the customer orientation that appears to be most salient for firms
across the whole sample.

Irish respondents differ from their international counterparts in that they
report a greater commitment to monitoring that they serve their customers’
needs and to clearly communicating customer information throughout the
firm. Also, a greater proportion of Irish respondent firms report that they tar-
get customers when they have the opportunity for competitive advantage. The
international sample, on the other hand, are more likely to have their objec-
tives and strategies driven by the creation of customer satisfaction and increas-
ing value to customers, as well as integrating their business functions to serve
their market needs.

Just over three-quarters (76 per cent) of Irish respondents report that they
closely monitor commitment to serving customer needs. Monitoring of com-
mitment to serving customer needs is highest in the FMCG (81 per cent) and
Consumer Services (81 per cent) sectors and lowest in the Capital Industrial
Equipment sector (61 per cent). Ireland’s international counterparts collectively
report a lower level of commitment to their customers, highlighted by a mean
score of 4.93. However, it is worth noting that Finland (m = 5.90), Slovenia
(m = 5.32), Greece (m = 5.18) and Mainland China (m = 5.14) report higher-
than-average individual mean scores, while the Netherlands (m = 4.13), Aus-
tria (m = 4.38) and Hong Kong (m = 4.41) report lower mean scores.

Of Irish respondents 47 per cent report that they freely communicate infor-
mation about customers throughout their firms. This is highest in the FMCG
sector (56 per cent) and lowest in the Business Services sector (40 per cent).
Overall, Ireland’s international counterparts freely communicate customer
information to a lesser extent, in particular Mainland China (m = 2.90) and
Poland (m = 3.78), in contrast to the Netherlands (m = 4.78), Austria (m =
4.48) and New Zealand (m = 4.47). 

Of Irish respondents 73 per cent report that customers are targeted when
respondents’ firms have an opportunity for competitive advantage. This is
highest in the Materials and Components sector (83 per cent) and lowest in
the Consumer Services sector (55 per cent). Overall, Ireland’s international
counterparts practise this to a lesser extent, in particular Austria (m = 3.58) and
the Netherlands (m = 3.94), whereas firms in Greece (m = 5.42) and Finland
(m = 5.22) are positioned at the other end of the continuum.

The objectives and strategies of Irish firms appear to be driven by the cre-
ation of customer satisfaction, highlighted by a mean score of 5.03; however,
a standard deviation of 1.150 suggests that the results are quite dispersed. 
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Of respondents 71 per cent report that they are driven by the creation of cus-
tomer satisfaction. The Consumer Durables sector reports the highest commit-
ment to customer satisfaction (77 per cent) while the Materials and
Components (64 per cent) and the Consumer Services (63 per cent) sectors
report lower levels of commitment. Overall, just over three-quarters (76 per
cent) of Ireland’s international counterparts agree that the creation of customer
satisfaction drives their objectives and strategies. Finland (m = 6.40), Slovenia
(m = 5.91) and Austria (m = 5.67) report the highest mean scores while Hong
Kong (m = 4.63), the United Kingdom (m = 4.83) and Australia (m = 4.98)
are positioned at the lower end.

Just over half (53 per cent) of the Irish respondents report that their busi-
ness functions are integrated to serve market needs. No significant sectoral dif-
ferences were found. A higher proportion (61 per cent) of Ireland’s
international counterparts report that they engage in this activity. Particularly
worth noting are Finland (m = 5.46), Greece (m = 5.34), Slovenia (m = 5.28)
and Poland (m = 5.14), which have the highest international mean scores.

Fifty-four per cent of Irish respondents and 61 per cent of the international
sample report that their business strategies are driven by increasing value for cus-
tomers. Irish results are highest in the Consumer Durables (66 per cent) and
FMCG (61 per cent) sectors. Internationally, Finland (m = 6.11), Hungary 
(m = 5.44), Greece (m = 5.41) and Slovenia (m = 5.05) report the highest mean
scores while Hong Kong is at the other extreme with a mean score of 3.95.

A strong customer orientation is evident across the entire sample. Over
two-thirds of Irish firms (69 per cent) and their international counterparts (68

per cent) report that they base competitive strategies on an understanding of
customer needs. Approximately 61 per cent of respondents, across the whole
sample, report that top management regularly visit their important customers
and that their managers understand how employees can contribute to value for
customers. Of the international sample 58 per cent report giving close atten-
tion to after-sales service, followed closely by 55 per cent of Irish firms.
Finally, the systematic and frequent assessment of customer satisfaction is prac-
tised by just over half of the Irish sample (53 per cent) and the international
sample (52 per cent).

A focus on competitors is evident across the entire sample, though it is not
as strong as the emphasis placed on customers. Almost half (49 per cent) of the
international respondents report that sales people share information about
competitors and 53 per cent report that they respond rapidly to competitive
actions. These results are close to the 47 per cent and 49 per cent, respectively,
of the Irish sample. While 57 per cent of Ireland’s international counterparts
report that top management regularly discuss the strengths and weaknesses of
competitors, Irish firms score slightly lower at 52 per cent.

Table 3.2 presents the percentage of highly market-oriented firms in each
of the 13 countries studied. For each country the overall market orientation
score was computed as the average across the 14 scales. High performers were
then taken to represent all respondents that reported an average market orien-
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tation score of 5 or over. Of Irish firms 65 per cent are classed as highly mar-
ket oriented, which is slightly above the international average. As can be seen
in Table 3.2 the highest rate was 92 per cent in Finland and the lowest was 42

per cent in Hong Kong.

Relationship between Market Orientation and 

Strategic Priorities in Irish Firms

Table 3.3 shows the responses to the statements designed to test H1. A high
proportion of all Irish respondents (87 per cent) report long-term market posi-
tion-building as their primary strategic objective. This objective is strongest
among the high market-oriented firms (94 per cent) and weakest among the
low market-oriented firms (77 per cent). The adoption of long-term time
horizons is also seen in the fact that 69 per cent of all respondents report that
resource allocation generally reflects long-term rather than short-term consid-
erations. Again, this is strongest among the high market-oriented firms (76 per
cent) and weakest among the low market-oriented firms (61 per cent).

An emphasis on growth is further evidenced across the whole sample, with
68 per cent of respondents reporting that their main focus has been on expand-
ing the total market for their products and services and 57 per cent reporting
that their main focus has been on winning market share from competitors. The
high market-oriented firms report significantly higher levels of agreement, in
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No. Country Frequency %

1. Finland 294/319 92

2. Greece 265/316 83

3. Slovenia 498/733 68

4. Poland 264/394 67

5. Ireland 376/580 65

6. New Zealand 284/457 64

7. Australia 147/243 60

8. Mainland China 232/393 60

9. Hungary 330/572 58

10. Austria 126/225 56

11. United Kingdom 227/452 50

12. Netherlands 82/168 49

13 Hong Kong 243/549 42

Table 3.2: Percentage of High Market-Oriented Firms: 

Cross-Country Comparison
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Strategic Priority Items
Total

Sample

Low

MO

Medium

MO

High

MO

1. Our main focus has been on winning market

share from competitors

Agree %

Neither agree nor disagree %

Disagree %

Chi Square = 10.943, Significance = .027

568

57.0

24.8

18.2

181

47.5

28.7

23.8

202

59.9

23.8

16.3

185

63.2

22.2

14.6

2. We are prepared to sacrifice short-term prof-

itability to gain market share

Agree %

Neither agree nor disagree %

Disagree %

Chi Square = 10.745, Significance = .030

565

43.9

20.2

35.9

178

34.3

23.0

42.7

202

46.0

19.8

34.2

185

50.8

17.8

31.4

3. Over the last few years we have been aiming

to build our long-term position in the market

Agree %

Neither agree nor disagree %

Disagree %

Chi Square = 24.601, Significance = .000

578

87.0

7.6

5.4

184

77.2

13.0

9.8

206

89.8

6.3

3.9

188

93.6

3.7

2.7

4. Resource allocation generally reflects long-

term rather than short-term considerations

Agree %

Neither agree nor disagree %

Disagree %

Chi Square = 10.860, Significance =.028

559

69.2

17.9

12.9

176

61.4

20.5

18.2

202

70.3

19.3

10.4

181

75.7

13.8

10.5

5. Our main focus has been on expanding the

total market for our products and services

Agree %

Neither agree nor disagree %

Disagree %

Chi Square = 19.245, Significance = .001

575

68.3

17.9

13.7

181

56.9

24.9

18.2

206

70.4

18.0

11.7

188

77.1

11.2

11.7

6. Our main strategic priority over the last few

years has been to survive

Agree %

Neither agree nor disagree %

Disagree %

Chi Square = 15.743, Significance = .003

570

25.1

14.7

60.2

183

35.5

12.6

51.9

204

20.6

16.2

63.2

183

19.7

15.3

65.0

Table 3.3: Market Orientation and Strategic Priorities

Note: ‘Agree’ includes all respondents that answered ‘agree’ or ‘strongly agree’; ‘disagree’ includes all respon-

dents that answered ‘disagree’ or ‘strongly disagree’.
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both cases, compared with the low market-oriented firms. However, only 44

per cent of respondents, across the overall sample, report that they are prepared
to sacrifice short-term profitability to gain market share: they include 34 per
cent of the low market-oriented firms and 51 per cent of the high market-ori-
ented firms. While high market-oriented firms are clearly more likely to focus
on more proactive, aggressive growth strategies, the low market-oriented firms
are more likely to focus on survival: 36 per cent of them report that their main
strategic priority over the last few years has been survival, compared to 20 per
cent of the high market-oriented firms. H1 is therefore supported.

Relationship between Market Orientation and 

Marketing Strategy in Irish Firms

Table 3.4 shows the relationship between market orientation and the five indi-
cators designed to assess the marketing strategy of a firm.
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Marketing Strategy Items Total

Sample

Low

MO

Medium

MO

High

MO

1. We seek to attack the whole market

Agree %

Neither agree nor disagree %

Disagree %

Chi Square = 2.202, Significance = .699 ns

546

28.0

18.9

53.1

174

28.2

19.5

52.3

194

24.7

19.1

56.2

178

31.5

18.0

50.6

2. We target selected market segments within

the total market

Agree %

Neither agree nor disagree %

Disagree %

Chi Square = 11.101, Significance = .025

552

81.7

10.3

8.0

177

75.1

15.3

9.6

197

87.3

7.6

5.1

178

82.0

8.4

9.6

3. We seek to serve selected individual cus-

tomers within the total market

Agree %

Neither agree nor disagree %

Disagree %

Chi Square = 11.099, Significance = .025

548

54.4

19.5

26.1

175

46.3

19.4

34.3

194

55.7

21.6

22.7

179

60.9

17.3

21.8

4. We seek to differentiate our products and

services from competitors in the market

Agree %

Neither agree nor disagree %

Disagree %

Chi Square = 12.701, Significance = .013

551

74.4

16.2

9.4

176

65.3

22.7

11.9

195

80.0

13.3

6.7

180

77.2

12.8

10.0

Table 3.4: Market Orientation and Marketing Strategy
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A high proportion of all Irish respondents (82 per cent) report that they pur-
sue a differentiated target marketing strategy. This strategy is strongest among
the medium market-oriented firms (87 per cent), followed closely by the high
market-oriented firms (82 per cent) and is weakest among the low market-ori-
ented firms (75 per cent). Over half of the respondents (54 per cent) report that
they pursue an individualised target marketing strategy. This strategy is most
popular among the high market-oriented firms (61 per cent) and least popular
among the low market-oriented firms (46 per cent). The adoption of an undif-
ferentiated target marketing strategy is less popular overall (28 per cent). How-
ever, as there were no statistically significant differences found H2 is supported. 

The medium (80 per cent) and high market-oriented (77 per cent) firms
are also more likely to pursue differentiation from competitors in the market
compared with the low market-oriented firms (65 per cent). There were no
statistically significant differences with regard to adopting an overall cost lead-
ership strategy. This strategy is less popular overall, with only one quarter of
the total sample agreeing that they pursue this approach. Hypothesis 3 is there-
fore supported in part only.

Relationship between Market Orientation and Performance in Irish

Firms

Table 3.5 presents an overview of the relationship between market orientation
and performance. The mean score for the high market-oriented group is sig-
nificantly higher than that for the low market-oriented group on both scales.
There are no significant differences between the mean scores for the medium
market-oriented and high market-oriented groups (T-test, .05).
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Note 1: ‘Agree’ includes all respondents that answered ‘agree’ or ‘strongly agree’; ‘disagree’ includes all respon-

dents that answered ‘disagree’ or ‘strongly disagree’.

Note 2: ns = non-significant

Performance Measures
Total

Sample

Low

MO

Medium

MO

High

MO

1. Performance relative to main competitors 3.45 3.24 3.47 3.45

2. Performance relative to last financial year 3.36 3.14 3.38 3.40

Table 3.5: Market Orientation and Performance Overview

5. We aim to be the lowest cost producer in

our industry

Agree %

Neither agree nor disagree %

Disagree %

Chi Square = 1.333, Significance = .856 ns

538

25.1

27.1

47.8

173

26.6

26.0

47.4

189

22.8

29.6

47.6

176

26.1

25.6

48.3
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Table 3.6 shows the relationship between market orientation and the
performance of a firm relative to its main competitors and relative to the

t h e  i r i s h  j o u r n a l  o f  m a n a g e m e n t 55

Performance Items Total

Sample

Low

MO

Medium

MO

High

MO

Relative to Main Competitors

1. Market share achieved

Better %

The same %

Worse %

Chi Square = 9.618, Significance = .047

412

52.4

34.0

13.6

129

47.3

40.3

12.4

156

53.8

35.9

10.3

127

55.9

25.2

18.9

2. Levels of customer satisfaction achieved 

Better %

The same %

Worse %

Chi Square = 19.535, Significance = .001

395

62.5

34.7

2.8

125

50.4

44.0

5.6

149

63.1

36.2

.7

121

74.4

23.1

2.5

3. Levels of employee satisfaction with 

their jobs

Better %

The same %

Worse %

Chi Square = 26.665, Significance = .000

340

44.4

47.4

8.2

109

31.2

52.3

16.5

128

44.5

52.3

3.1

103

58.3

35.9

5.8

4. Levels of employee retention

Better %

The same %

Worse %

Chi Square = 18.283, Significance = .001

352

48.3

44.0

7.7

113

39.8

48.7

11.5

134

42.5

50.7

6.7

105

64.8

30.5

4.8

5. Providing employment and income locally

Better %

The same %

Worse %

Chi Square = 10.783, Significance = .029

348

44.8

51.7

3.4

107

45.8

47.7

6.5

137

41.6

58.4

0.00

104

48.1

47.1

4.8

6. Shareholder satisfaction with financial 

performance

Better %

The same %

Worse %

Chi Square = 11.562, Significance = .021

305

48.2

38.7

13.1

95

46.3

33.7

20.0

117

53.0

34.2

12.8

93

44.1

49.5

6.5

Table 3.6: Market Orientation and Performance
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previous financial year. Only performance items where statistically significant
differences were found are shown. In the table, ‘Better’ includes all respon-
dents that answered, ‘better’ or ‘much better’ and ‘worse’ includes all respon-
dents that answered, ‘worse’ or ‘much worse’. 

Relative to Main Competitors

Significant differences were found with regard to customer, employee and
shareholder measures of performance, in addition to market share achieved.

56 Market Orientation: A Study in the Irish Context

Relative to the Previous Financial Year

1. Overall profit levels achieved

Better %

The same %

Worse %

Chi Square = 12.767, Significance = .012 

481

62.2

15.8

22.0

152

54.6

13.8

31.6

166

63.9

18.7

17.5

163

67.5

14.7

17.8

2. Return on investment

Better %

The same %

Worse %

Chi Square = 11.976, Significance = .018

435

54.9

24.4

20.7

138

47.1

25.4

27.5

151

52.3

26.5

21.2

146

65.1

21.2

13.7

3. Sales volume achieved

Better %

The same %

Worse %

Chi Square = 16.791, Significance = .002

477

61.6

18.7

19.7

147

53.7

17.7

28.6

168

67.3

22.0

10.7

162

63.0

16.0

21.0

4. Levels of customer satisfaction achieved 

Better %

The same %

Worse %

Chi Square = 14.364, Significance = .006

469

53.1

42.4

4.5

148

43.9

48.0

8.1

165

52.7

43.6

3.6

156

62.2

35.9

1.9

5. Levels of customer loyalty achieved

Better %

The same %

Worse %

Chi Square = 10.530, Significance = .032 

461

48.8

45.3

5.9

146

45.2

46.6

8.2

159

45.9

45.9

8.2

156

55.1

43.6

1.3

6. Levels of employee satisfaction with their jobs

Better %

The same %

Worse % 

Chi Square = 25.068, Significance = .000

451

39.9

46.1

14.0

142

31.7

43.7

24.6

157

38.2

50.3

11.5

152

49.3

44.1

6.6
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High market-oriented firms report greater levels of customer satisfaction (74

per cent), customer loyalty (65 per cent), employee satisfaction with their jobs
(58 per cent), market share (56 per cent) and provision of employment and
income locally (48 per cent) than medium and low market-oriented firms. In
contrast to this, no statistically significant differences were found with regard
to profit levels, profit margins, return on investment, sales volume and levels
of customer loyalty. However, with the exception of sales volume, the per-
formance of the high market-oriented firms is stronger than that of the
medium or low market-oriented firms.

Relative to the Previous Financial Year

Significant differences were found in overall profit levels, return on investment,
sales volume and levels of customer satisfaction, customer loyalty and employee
satisfaction with their jobs. The high market-oriented firms consistently report
better performance on these criteria than the low market-oriented firms. How-
ever, there were no statistically significant differences found in profit margins,
market share, employee measures of performance and shareholder satisfaction
with financial performance. However, with the exception of shareholder satis-
faction with financial performance, the performance for high market-oriented
firms is better than that of medium or low market-oriented firms. Performance
results therefore show partial but not complete support for H4. 

LIMITATIONS OF THE STUDY AND FUTURE RESEARCH

A number of research limitations were encountered in this study, which
should be noted. Firstly, marketing executives in Irish firms completed the
mail survey. While persons in this position should be ideal to judge market
orientation and strategy and performance issues in their firms, scholars such as
Matsuno and Mentzer (2000) have argued that in order to gain a complete and
accurate picture of market orientation other perspectives should also be used.
Also, performance measures were self-reported as is typical when researching
private businesses, which could be responsible for the performance results
being skewed towards the higher end. However, it is worth noting that
researchers that have used both objective and subjective measures in the past
have found a strong correlation between them (Dess and Robinson, 1984;
Robinson and Pearce, 1988; Venkatraman and Ramanajum, 1986). 

The results presented in this paper should pave the way for further research
on market orientation in an Irish context. This preliminary research would
benefit from further qualitative research to more fully understand the relation-
ships between market orientation and strategy and performance issues. A lon-
gitudinal study, which included the views of a range of employees, could
provide greater insight into this topic. Further attention could also focus on
the effects of the environment, stage of market development, market position,
industry type and size in moderating (increase or decrease) the relationships
between market orientation and performance.
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CONCLUSIONS

Both Irish and many international firms have embraced market orientation as
a means of coping with the turbulent and rapidly changing markets within
which they operate. Two-thirds of Irish firms are highly market-oriented,
which is slightly above the international average. The rate is highest in Fin-
land (92 per cent) and Greece (83 per cent) and lowest in Hong Kong (42 per
cent) and the Netherlands (49 per cent). Analysis of the relationships between
market orientation and the strategic priorities of the firm, marketing strategy
and the performance of the firm show that for the most part, the results are as
one would predict from the Western literature on market orientation.

Irish firms reporting high levels of market orientation are more likely to
focus on proactive, aggressive growth strategies in order to build their long-
term position in the market, than medium or low market-oriented firms. The
marketing strategy of these highly market-oriented firms is more likely to
focus on serving selected market segments and differentiating their offerings
from competitors in the market. These same firms also report better perform-
ance levels relative to both their competitors and the previous financial year
on many of the measures of performance used. In particular, highly market-
oriented firms report significantly greater levels of customer satisfaction,
employee satisfaction and retention as well as greater market share levels when
measured against their main competitors. The financial performance (sales and
profitability) of high MO firms was also superior to those of medium and low
MO firms, though not statistically significant. However, high MO firms
showed significantly superior levels of financial performance when compared
with the previous financial year. This result suggests the superiority of a mar-
ket orientation as a key to profitability.
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Personal Selling as a 
Knowledge-Based Activity: 
Communities of Practice 

in the Sales Force

S U S I G E I G E R *  A N D

D A R A C H T U R L E Y * *

ABSTRACT

This research posits personal selling as a knowledge-based activity. In their

day-to-day interaction with customers, sales personnel gain priceless

insights into their personalities, likes and dislikes, their process requirements or

their position in formal and informal networks. If such ‘soft’ knowledge is

externalised and made available in organisations, it can be a highly precious

asset in developing genuine customer-oriented marketing and sales strategies.

In most firms, however, such knowledge is not included in databases and other

technological means of knowledge exchange. Using the Grounded Theory

method, an exploratory investigation is undertaken to examine if and how

such personal customer knowledge is shared in sales teams. The findings point

to the importance of so-called ‘communities of practice’ in the sales organisa-

tion and show that knowledge exchange is inseparable from the social envi-

ronment in which it is created and put to use. 

INTRODUCTION

It is almost a truism that for market-driven organisations, knowledge of the

firm’s customers is the single most critical factor for success. However, despite

the many technology-based efforts to extract customer information from the

sales team, it appears that many firms have yet to devise practices for sharing

salespeople’s ‘soft’ or tacit knowledge (Bennett, 2001). This paper investigates

*Department of Marketing, University College Dublin

**Dublin City University Business School, Dublin City University 
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how customer knowledge is shared and disseminated in a sales context. It pres-

ents research on group knowledge-sharing processes in the knowledge man-

agement literature and links this body of research to the sales arena. To explore

knowledge-sharing processes empirically, depth-interviews with members and

managers of five sales teams were conducted and observational methods were

used to study sales team interactions. Results show that in the sales profession,

the notion of ‘communities of practice’ (Lave and Wenger, 1991) is a fruitful

one that highlights a number of factors central to successful knowledge man-

agement in sales.

KNOWLEDGE SHARING IN WORK GROUPS

Over the past decade, the surge of interest in capturing customer knowledge in

marketing and sales has mirrored a fascination with knowledge management in

the organisational literature. It appears, however, that marketing has only engaged

to a limited extent in the discussion of the role of human knowledge in an organ-

isational context. Research on customer knowledge in marketing and sales seems

to focus predominantly on technological applications such as customer relation-

ship management or sales force automation tools (Campbell, 2003). Yet, many

knowledge management researchers emphasise the embodied and individual

nature of knowledge in opposition to the codified nature of information that can be

computerised (for example von Davenport and Prusak, 1998; Krogh and Roos,

1995). Incorporating pragmatism’s epistemological concepts, these organisational

researchers typically see human knowledge as intrinsically linked to the individ-

ual using it (Orlikowski, 2002). ‘Knowing how’, i.e. the practical skill or expert-

ise of a knowledge worker, leads and precedes ‘knowing that’, i.e. its formal (and

potentially computerised) expression (Kogut and Zander, 1992). 

This perspective has important implications for knowledge-sharing

processes in organisations. If human knowledge is predominantly embodied in

individuals and embedded in activity, organisational action is dependent on

individuals sharing this ‘soft’ personal knowledge with other humans in a social

context rather than through computerised systems. Nonaka and Takeuchi’s

(1995) knowledge spiral is an example of how knowledge management

researchers describe the dynamics between individual and group knowledge

exchange in organisations. Nonaka and Takeuchi present four processes of

knowledge conversion:

1. Socialisation, which is passing on tacit knowledge through shared experi-

ence, observation, imitation and practice; 

2. Externalisation, the process of articulating tacit knowledge into explicit

concepts;

3. Combination, the process of integrating explicit knowledge into a formal

knowledge system; and 

4. Internalisation, which is the process of embodying explicit knowledge

into tacit knowing through learning by doing. 
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While information technology can be used to great effect in the third process

of this knowledge spiral, the larger part of the spiral seems dependent on indi-

viduals interacting in their social environments (Boland et al., 2001). Surpris-

ingly, Bennett’s (2001) study on the applicability of the Nonaka-Takeuchi

model in a sales context is the only sales publication to take note of these dis-

cussions. Bennett demonstrates that the existence of a shared social space, or

‘ba’ (Nonaka and Konno, 1998), in a firm has a beneficial impact on sales force

performance. Not only does a shared social or communicative space facilitate

the externalisation of previously tacit individual knowledge, but it also gener-

ates new knowledge through the combination of different perspectives in a

work group. The existence of such a (physical, virtual or mental) space also

lessens salespeople’s reluctance to share knowledge and improves their willing-

ness to accept change. Bennett, however, fails to describe what forms such a

‘ba’ can assume in a sales organisation, what processes lead to its creation and

how individual salespeople can benefit from its existence. The present study

aims to fill these gaps and investigate current knowledge-sharing practices in

sales forces.

RESEARCH METHODOLOGY

This study uses Strauss and Corbin’s (1990) formulation of the Grounded The-

ory method as a template for analysis. Five firms based in the Republic of Ire-

land were solicited to participate in the investigation, one firm each in the

advertising, confectionery, corporate finance, brewery and wholesale pharma-

ceutical sectors. Over a period of six months, observational data were collected

during sales team meetings and client interactions. Twenty-two depth-inter-

views were conducted with sales staff and managers to complement observa-

tions. Interviews and field notes were transcribed verbatim by one of the

researchers and checked for completeness. The two researchers then coded

transcripts independently in the software package QSR Nvivo®. In joint

recoding sessions, the individual coding schemes were discussed and data were

recoded until full agreement between the two researchers was reached. The

emerging coding frame in turn informed the interview and fieldwork sched-

ule. Analysis of the data moved from a broad ‘open coding’ stage to a more

focussed ‘selective coding’ stage, where relationships between concepts were

uncovered and fieldwork was used to elucidate any unresolved issues (Strauss

and Corbin, 1990). 

RESEARCH FINDINGS

Broadly speaking, the analysis of the observational and interview data shows

that talking to other sales executives about their customers is something that

salespeople consider an intrinsic part of their job. Interestingly, the customer

information passed on, particularly during informal interaction with fellow

sales representatives, is rarely captured through any other means. Even sales
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managers seem to rely on personal channels of communication more than on

written reporting structures in order to form a complete picture of the firm’s

customers. The study also shows that informal interaction in sales teams has

important ancillary functions for sales force socialisation and the psychological

well-being of sales staff, which in turn facilitate knowledge exchange. The fol-

lowing sections will present the results of the investigation in detail.

THE SALES TEAM AS A KNOWLEDGE REPOSITORY

Complementing Information Technology Infrastructure

From an outsider’s point of view, the first remarkable fact about the way
knowledge seems to be exchanged in many sales organisations is that many
client details are not as systematically captured as one may assume:

A lot of the information that should really be widely available is only available

to one or two. For instance very few people would know my client as well as

I do, very few would. Likewise for the other account managers, they know

their clients extremely well, but I am not sure if I moved over into one of

their jobs in the morning if it would be that easy for me. (Financial Services)

Salespeople in general were aware of the value of the customer insights they

gained during their everyday activities; however, they were also conscious of

the fact that these are not often passed on in any structured manner. In the

accounts of many respondents, the norm emerges that sharing of customer

information should concern everybody, but that organisational reality rarely

reflects this imperative:

My own theory is that a lot of the knowledge is in people’s heads, so that if

somebody was knocked down by a car tomorrow, a lot of the information

would be lost. So that’s a particular worry we have to think of and we are try-

ing to address that. (Pharmaceutical Wholesale)

When asked about the mechanics of knowledge externalisation in the com-

pany, respondents mentioned three ways in which customer information may

be shared with others, namely through information technology, through non-

technological but formalised channels such as sales debriefings and through

informal modes of sharing customer knowledge such as ‘chats’ among sales

staff. It seems that when salespeople ‘chat’ informally, for example during cof-

fee breaks, at sales meetings or during social outings, talk about customers is

considered to be ‘off the record’ and personal knowledge is shared more lib-

erally than through the other modes of information exchange. On these occa-

sions, sales representatives seem to learn about the clients of other

representatives and their idiosyncrasies; they get to know the problems associ-

ated with some accounts and the best ways to resolve them:
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You would meet them [other members of the sales team] in the canteen or

you would meet them socially, and you would find out a lot of information.

You wouldn’t find out a lot of information on personalities in a sales meet-

ing, you get hard information on what sales or what prospects there are, but

when you meet them informally, when you are just talking to somebody in

the course of your work, you find out very quickly how well they are rated

or how poorly they are rated and regarded … If you don’t have that in an

organisation then you are the poorer for it because how do you engender

these communication channels formally? Once they are formal, they can be

very rigid and people aren’t as relaxed as when they are informal. (Financial

Services)

Throughout the informal occasions of knowledge-sharing observed – for

example during coffee breaks – client insights seemed to be exchanged much

more openly than in formal records. Sales representatives, for instance, talked

about the ‘bad vibes’ they got off one customer, or the fact that another had

recently been on holidays and was in great humour at the moment. While this

type of anecdotal customer information may be vitally important for sales

efforts, it is unlikely to appear in any database. In fact, salespeople are often

acutely aware of the difficulties of making such information available through

more formalised channels:

If you begin to write down opinions on brokers it could be quite dangerous.

If you have something written about a broker and you say this is a very awk-

ward person to deal with, that could be quite dangerous. So I would never

put down in writing what somebody is like. I would prefer to say it verbally.

(Financial Services)

Beside the potential legal implications of sharing personal customer knowledge

via formal modes of exchange, many sales staff were also somewhat suspicious

of the capability of technological applications in capturing ‘thick’ personal

knowledge:

In terms of technology information sharing I think we are pretty good, there’s

email there, but the information that’s most important is still in people’s heads

and I don’t think that you can ‘technologise’ that for want of a better word.

(Advertising)

Many sales representatives seemed to believe that the ‘measure of a person’, as

one of the respondents called it, that is the holistic picture of the client a sales-

person develops through client interaction, could only be shared with others

verbally. Respondents seemed to feel that database applications do not offer

the requisite flexibility to accommodate their personal in-depth knowledge of

clients; they were equally aware of the liability of processing certain pieces of
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information on clients in databases. If such information is exchanged in the

sales team, it is typically done on a personal one-to-one basis, mainly when a

business deal is being negotiated or when interpersonal problems arise with a

client. In particular, members of the sales team who have dealings with a client

in other product or service areas are often asked for advice if a client manager

runs into difficulties with a particular client. It seems that many salespeople

thus share their knowledge in order to obtain a more ‘objective’ perspective

that could complement their own subjective view of the salesperson-client

interaction. 

Multiple Perspectives on a Complex Reality

The argument that informal, or more generally oral, modes of communication

are more effective in sharing the ‘thick’ customer knowledge that salespeople

hold seems to be equally true when it comes to the issue of sales reporting.

Many of the sales managers interviewed are aware of the quality of ‘soft’

insights that are exchanged orally rather than in writing and appreciate the

influence of context on the richness of the information conveyed. One of the

respondents, for example, accompanies his sales representatives to their cus-

tomers’ sites as often as possible in order to get them to talk about the account

in situ. He uses such visits in a very studied fashion to obtain as much contex-

tual information as possible from sales representatives. If he cannot go out with

a sales representative, he will at least try to meet them personally rather than

relying on the weekly written sales reports. As with many other informants,

he knows intuitively that only face-to-face meetings allow an organisation to

create what Weick (1995: 187) calls ‘requisite variety’: multiple perspectives on

a complex reality. 

Throughout the interviews, research participants pointed out that verbal

client insight was ‘richer’ in nature than written or computerised customer

information. When written down or typed into a computer interface, personal

knowledge typically has to be fitted into a narrow mould of standardised fields

and drop-down menus. Face-to-face meetings, on the other hand, offer the

space for rich descriptions of the complex reality that is the customer and the

customer relationship. Verbal information exchange affords the flexibility to

negotiate the meaning of information while it is being exchanged. Written

information, separated from its sources and context, does not have the same

flexibility ‘because you can’t interact with it’, as one respondent said.

The Team as a Socialisation Device

From an organisational perspective, regular social contact among sales execu-

tives serves another critical purpose: it acts as a socialisation device where a

common language, frame of reference and worldview can be created. As

Dubinsky et al. (1986) note, salespeople are physically, socially and often psy-

chologically disconnected from back-office functions, which can inhibit sales-

people’s socialisation into the company culture. For many sales representatives,

their sales team and sales manager provide the only opportunity to develop
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like-mindedness and a feeling of belonging to an organisational network.

From this perspective, the sales team represents a home base that provides a

shared mental frame and a common language, which in turn facilitates knowl-

edge externalisation and sharing: 

The accounts department wouldn’t have a clue what I was going on about,

but then this type of information they don’t need. But my colleagues in my

own circle would, for no other reason than that members of the same team

tend to speak the same way. The colour of their language may be different,

but they use the same jargon, they use the same phrases. (Telecommunica-

tions)

Through their informal interaction, a sales team creates a commonness that

allows its members to quite literally ‘speak the same language’ and develop

mutual understanding. The group cohesiveness that may arise from these

processes can be quite strong; some of the observed sales teams developed a

group identity that almost set them apart from ‘the rest’ of the company.

Organisations may need to judge carefully whether and to what extent such

group socialisation is desirable without jeopardising the sales team’s integration

in the wider company culture (Wenger et al., 2002).

The Team as a Psychological Crutch

Beside its central role in the knowledge-sharing and socialisation processes of

a sales organisation, informal social contact with other sales representatives also

appears to have an important function for the individual salesperson. As prac-

titioners know all too well, the sales existence can be a very lonely one. In the

typical sales dyad, the sales professional faces the task of developing client rela-

tionships in an environment devoid of immediate external feedback from out-

side. Even though the sales manager generally provides a certain amount of

professional and moral backup, it seems that in many cases the sales team not

only acts as a vital reference point for the ‘lone’ salesperson, but also as a sup-

port network on a psychological level: 

… it is a lonely existence being a sales rep. You go off and you are on your

own on the road trying to do the best you can, and I think it’s good to have

the support from people around you and the interaction. (Pharmaceutical

Wholesale)

To obtain such psychological reinforcement from others, a team of salespeo-

ple often relies on informal gatherings where they can discuss their client deal-

ings in a casual atmosphere. The authors of this paper witnessed the

significance of such a forum while accompanying a number of confectionery

sales representatives on their daily sales journeys. Each of these sales represen-

tatives have their own independent territory, which means that they usually

do not know, and indeed do not need to know, their colleagues’ customers
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first-hand. Yet, they meet up for lunch every day in a place that is accessible

to all of the representatives, where they discuss their activities and client deal-

ings, vent their anger over ‘unreasonable’ customers or share anecdotes on

competitor activities. The regularity of these informal meetings and the com-

ments made on it by the salespeople interviewed indicate the significance

salespeople attach to regular contact with colleagues for their psychological

well-being. Even in geographically dispersed sales teams, such support struc-

tures were common and seemed important for our informants. Facing their

clients on their own throughout most of their work days, many sales execu-

tives in this investigation created a ‘family’ for themselves among their col-

leagues and thus obtained a psychological support structure and a vital peer

group. This finding reflects Bigus’ (1972) classic study of the interaction

between milkmen as well as Korcynski’s (2003) more recent study of call cen-

tre employees. It appears that individuals working in closed dyadic situations

intuitively resort to their peers for moral and professional support, thereby

establishing what Korczynski (2003) calls a ‘community of coping’. While sales

research appears to have so far ignored the existence of such communities,

they may represent a central ingredient not only for successful knowledge

sharing, but also for the long-term well-being of the salesperson.

DISCUSSION

This study has investigated the issue of how, when and to what ends salespeo-

ple share their personal knowledge of the client with their colleagues. It has

shown that sales teams often create informal fora where they can exchange

their views on clients and client relationships with their colleagues. These fora

represent not only a platform where personal knowledge is externalised and

shared with others, but also allow salespeople to compare and align their per-

spectives, support each other on a psychological as well as practical level and

experience a ‘togetherness’ that is often missing from sales representatives’

daily existence. 

The importance attached to informal occasions by the participants of this

study points to their centrality as a learning and socialisation vehicle. From this

viewpoint, informal group contact in sales teams fosters the development of a

‘community of practice’ in Lave and Wenger’s (1991) sense. Lave and Wenger

identify a community of practice by learning through participation, a shared

repertoire and mutual engagement, helping to create identity and meaning for

the individual. According to Wenger (1998), they are a vital complement to

more formal practices of learning and knowledge sharing. Members of a com-

munity of practice not only deepen their knowledge and skill base through

their interactions, they also offer each other moral support and nurturing

(Wenger, McDermott and Snyder, 2002). Thus they allow for the first and

second process in Nonaka and Takeuchi’s (1995) knowledge spiral: socialisa-

tion and externalisation. All three features observed in the sales teams studied

during the present research, namely knowledge exchange, psychological
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support and creation of a common mind-frame, work together to build a

highly effective and rich knowledge community in the sales organisation. The

latter two features play an enabling role for sharing personal customer knowl-

edge since such knowledge depends on a shared repertoire and mutual under-

standing for externalisation. 

To summarise, it may be suggested in much stronger terms than proposed

by Bennett (2001), that ‘ba’, or informal social spaces created and shared by

members of a sales team, are an important factor in a sales team’s effectiveness.

Not only do such spaces facilitate exchange of customer insights, they are also

a vital nurturing ground for community spirit, which in turn will improve

knowledge flow in the sales organisation. 

CONCLUSION

This study represents an exploratory investigation into knowledge-sharing

practices in sales organisations. It has shown how informal team interaction is

a vital mechanism for successful knowledge exchange in a profession that all

too often fosters a ‘lone wolf spirit’ in its members. It has also illustrated that

such informal knowledge exchange is only successful if a ‘community of prac-

tice’ develops within the sales force where a common language, psychologi-

cal mind-frame and feeling of belonging are nurtured. Research is now called

for to look beyond electronic means of information exchange and advise

organisations on best practices in fostering communities of practice in the

sales force. 
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Proactive Versus Passive Leader
Behaviour and Style Influences 

on the Group Level 
Context-for-Learning
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ABSTRACT

This paper considers the leader, the work group and the development of a

strategic resource as a complex adaptive system. It examines the emergence

of a socially created strategic resource, Context-for-Learning, over time for var-

ious workgroup and leader combinations. Virtual experiments are conducted

using an agent-based model implemented via computer simulation. From our

virtual experiments, we found that the composition of a group and the particu-

lar leader profile, and the leader’s proactive-passive orientation results in differ-

ent developmental paths. The specific set of followers, the particular perceptions

of a leader and the proactive or passive orientation of a leader are all critical in

determining the developmental paths of the Context-for-Learning.

INTRODUCTION

Leaders are evaluated on both their skill levels and the ‘results’ of their leading

(Gilmore and Shea, 1997; Howell and Costley, 2005). However, when we

consider that many strategic resources may be socially constructed and tacit

(Barney, 1991; Blyler and Coff, 2003), identifying appropriate leader behav-

iour when facilitating the development of such resources is difficult (Blyler and

Coff, 2003). This paper studies the factors that influence the development of

a socially constructed resource. It also studies proactive or passive leadership
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behaviour (in conjunction with ineffective or effective leadership styles) and

ascertains when each type of leader behaviour is appropriate. Such interrelated

and dynamic conditions mirror those found in complex adaptive systems

(Anderson, 1999). 

We begin by detailing what it means to be part of a complex adaptive sys-

tem and an appropriate way to investigate such systems. After specifying the

areas to be defined, we choose a particular socially constructed strategic

resource of interest. The development of this resource will be the goal of the

system. After choosing the resource, the specifications of the system, the

development of our hypotheses, our virtual experiment follows. We end with

the results of the experiment, discussion and the conclusions, which include

limitations and applications for practising managers.

COMPLEX ADAPTIVE SYSTEMS AND THE GENERATION OF

STRATEGIC RESOURCES

Strategic resources are often comprised of competences that are tacit and/or

dependent upon being socially constructed (Collis and Montgomery, 1995).

Tacit socially constructed competences are notoriously difficult to manage and

research (Barney, 1991; Blyler and Coff, 2003). Such resources typically

emerge from the interactions of the individuals involved as they go about their

daily tasks. Emergence implies that both human capital and social capital are

involved in the creation of these strategic resources. They are also often path

dependent and dynamic. Organisational researchers typically research their use

(Florin, Lubatkin and Schulze, 2003) and rarely research their creation (Rea-

gans and McEvily, 2003). Part of the problem in researching their creation is

that these resources are often very sensitive to initial and ongoing conditions. 

Researchers in organisational studies have found understanding complex

systems is of value as a theoretical orientation (Anderson, 1999; Rivkin and

Siggelkow, 2003). Anderson (1999) presented the criteria that need to be

explained when considering a complex adaptive system in organisational

research. He called for agents to be identified as well as the relationships

between those agents along with the energy importation and co-evolution of

both the agents and their relationships. Because of the contextual sensitivities

involved, one of the ways that complex adaptive systems have been examined

is through computational modelling (Carley and Svoboda, 1996). While there

are various ways that computers can model the complex adaptive systems

found in organisations, the one most suited for the emergence of a group-level

phenomena from the interactions of individuals is agent-based modelling

(ABM) (Anderson, 1999).

The critical elements of ABM include the goal of the complex adaptive

system, the agents involved and the relationships between the agents (Ander-

son, 1999). Once the ABM has been specified, virtual experiments can be run

where certain elements are held constant while others are changed. Virtual

experiments allow for the running of the simulation either across varying
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conditions or model components. Various hypotheses can then be tested using

either synthetic or field data. The results of the model reveal both the results

of the logic used to develop the model and the system results of operating as

a complex adaptive system. These features also enable a sensitivity analysis to

be performed to determine the relative sensitivity of the outcome to changes

in any of the input or relationships. 

A major contribution of this article is that we choose to use an agent-based

model to examine our complex adaptive system. Within the next section we

describe the goal of the complex adaptive system, the agents involved and

conclude with the relationships between the agents. 

SPECIFICATION OF AGENT-BASED MODEL

The specification entails detailing each critical element of an agent-based

model. We start with the goals. Our complex adaptive system consists of the

leader, a set of followers and a socially constructed strategic resource (the Con-

text-for-Learning). The system has two goals: maximising the leader’s leader-

ship skills and maximising the emergent Group Context-for-Learning Index. 

Goal 1: Leadership Skills

A wide range of leadership skills has been researched (Howell and Costley,

2005). For the purpose of this study we needed to choose one framework

which while comprehensive was also bounded. We therefore selected a set

of leadership behaviours in the Competing Values Framework (CVF) (Deni-

son, Hooijberg and Quinn, 1995; Quinn, 1984; 1988; Quinn and Cameron,

1983; Quinn, Faerman, Thompson and McGrath, 2003.) The framework

allows for various leadership roles, emphasising different aspects of focus and

control (see Table 5.1). Each leader then has a profile of skill levels for each

role (CVF
PROFILE

). Each leader would experience a conflict when trying to

learn behaviours associated with the opposing roles (for example Mentor

behaviours versus Director behaviours). 

The goal for this agent-based model on the part of the leader is to develop

their leadership behaviours in each of the eight roles. However, because of

Quinn’s limitations on the use of the leader behaviours we assume that at any

one time a leader can only learn in one of two competing sets of behaviours.

Quinn and his associates developed questionnaires to assess the skill levels for

each leader behaviour identified with a role (Denison et al., 1995). 

Goal 2: Context-for-Learning

The Context-for-Learning (CFL) is the strategic resource identified earlier.

This strategic resource was first found in Ghoshal and Bartlett’s (1994) rich

case study of a learning organisation. Black and Boal (1997) operationalised it

with questionnaires and found that the CFL was present under conditions of

high levels of openness and acceptance to change and when there were high
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task performance levels. This CFL is comprised of four embedded resources:

discipline, stretch, trust and support (see Table 5.2). 
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Embedded

Resources

Embedded Competencies

Discipline
� Clear performance standards
� Fast feedback
� Open communication
� Management by commitment

Stretch
� Shared ambition for the future across the organisation
� Collective identity
� Personal link between the individual’s work and the company’s priorities

(hence personal meaning)

Trust
� Perceived equity in decision making (a.k.a. fair decision making)
� Involvement of people in decisions that affected their work or collective 

problem solving
� Individual competence

Support
� Access to organisational resources (which was presented as inter-group

cooperation and coordination)
� Autonomy or the freedom to make decisions
� Guidance and help including help from within groups, as well as from 

management in terms of coaching and support

Table 5.2: Context-for-Learning: Discipline, Stretch, 

Trust and Support

Collectively, the scales for discipline, stretch, trust and support will be referred

to as the Context-for-Learning Profile (CFL
PROFILE

).

The CFL will be involved with one goal but at two different collective

levels. The goal at the group level will be to maximise the Group Context-

for-Learning Index (group CFL
INDEX

). This group CFL
INDEX

is the average

across the group CFL
PROFILE

. Maximising this is accomplished through the

learning of the individuals involved in the group. Each individual has as

their goal learning about each of the embedded resources (each individual’s

CFL
PROFILE

) through their daily experiences. All individuals will pursue

learning about the CFL but only the leaders will pursue learning in each of

the leadership roles. Next we specify how each of the agents will be iden-

tified in the model.

Agents: Identification of all Agents Involved

Agents are the discrete elements found in the model that interact with others

(see below). For this model we define three agents: two at the individual level

(leaders and followers) and one at the collective level (the work group). 
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Agent 1: Leader

A leader is identified with a CVF
PROFILE 

and a CFL
PROFILE

. Thus the leader as an agent is identified

by their personal responses to the questionnaire items associated with the CVF
PROFILE 

and CFL-

PROFILE
. They are also identified by the groups to which they belong.

Agent 2: Follower

A follower is identified with a CFL
PROFILE

and as above.

Agent 3: Group

The group is identified by the set of individuals involved and the emergent group CFL
PROFILE

. The

group CFL
PROFILE

will be a composite of the individual CFL
PROFILE 

for each group member. The

composite will be described in the section detailing the relationships among the agents.

Relationships between Agents: Within Level, Cross Level 

and Across Time

Each of the relationships between agents needs to be specified. These sets of

relationships are critical in the development of strategic resources (Black and

Boal, 1994). There are three main categories of relationships: within level,

cross level and across time. 

Within Level

There are three generic within-level relationships to define: Follower-to-Fol-

lower, Follower-to-Leader and Leader-to-Follower.

Follower-to-Follower relationships can be defined as each follower’s social net-

work. Adler and Kwon (2002) note that, for organisations, social networks can

be based on market, hierarchical or social relations. For this simulation, the Fol-

lower-to-Follower relationship will be based on market and hierarchical relation-

ships. As members of the same work group, at the level of the organisation, they

are expected to all notice each other and include input from the entire member-

ship as they individually create an understanding of the group CFL
PROFILE

. Thus

all will contribute to each other’s perception of group CFL
PROFILE

. 

The Follower-to-Leader relationship while at the same collectivity level

(Individual-to-Individual) is not at the same hierarchical level (Cross Hierar-

chy). Thus this relationship inherently addresses the hierarchical relationships

found in organisational social networks. While there may be some instances

where followers will directly influence leaders (for example experienced fol-

lowers and a novice leader in a work group), for this research there will be no

direct influence running from the Follower-to-Leader. 

The Leader-to-Follower relationship is also a hierarchical relationship. For

this research the leader will not be providing specific directions that the fol-

lower must accomplish, but will be taking action as the leader performs each
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leadership role associated with their CVF
PROFILE

. The leader’s behaviours will

impact the individual’s own perception of their CFL
PROFILE

. The relationship

between the leader’s behaviours in each of the roles from the CVF
PROFILE

and

the embedded competences of the CFL
PROFILE

is calculated using a theoretical

influence matrix (see Table 5.3).

To link the leader’s behaviours and the CFL, a panel of nine leadership

researchers was asked to indicate whether or not the leader behaviour would

impact the embedded competences. The degree of agreement on the identi-

fied influence relationship was used to operationalise the amount of times the

leader’s behaviour would impact the follower’s perception. Thus a leader per-

forming facilitator behaviours will influence support at a maximum level of 40

per cent of the time. The skill of the behaviour and the amount of influence

will constrain the maximum amount of influence that the leader will have on

the follower. Followers will not always pay attention to the leader, which acts

as an additional constraint. This intermittent attention is operationalised as a

random event in this paper (values uniformly distributed between 0 and 1). 

Cross Level

There are two Cross-Level relationships to define. The Individual-to-Group

relationship defines for each individual their perceived emergent group CFL-

PROFILE
. The Group-to-Individual defines the influence that perceived emer-

gent group CFL
PROFILE

exerts on the individual as they learn from the

experiences of doing the work.

The Individual-to-Group relationship is related to the market relationship or

work group. As it is a work group, one must take into account the hierarchi-

cal relationships. Given the inherent nature of hierarchical relationships in

organisations, several authors have suggested that power relationships must be

included whenever there are organisational studies (Howell and Costley, 2005;

Pfeffer, 1992; Yukl and Falbe, 1991). Indeed, power has been suggested to

reside in the individual competencies of the people in those positions, as well

as in the very positions found in most organisations (French and Raven, 1959;

Howell and Costley, 2005; Pfeffer, 1992; Whetten and Cameron, 1998). Thus

the leader, holding a formal position of authority, makes a contribution to the

group CFL
PROFILE 

based on position power. However, non-leader individuals

also contribute to the group. Followers use personal power in the form of

expertise power as the basis for their decision rules for creating the group

CFL
PROFILE

. As an individual’s influence can vary, we suggest that followers

influence the group proportionately with the amount of expertise that they

contribute to the total amount of expertise present among the set of follow-

ers. Thus the Individual-to-Group relationships are defined as the combined

Leader-to-Group position power influences and the Follower-to-Group

expertise power influences. We assume that the leader makes a contribution

to the group level at 50 per cent of the total contribution (Black et al., 2005)

and the remaining 50 per cent will be contributed proportionately by the

followers. 
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The Group-to-Individual relationships present the influence of the work

group back onto the individual. A group does not have a formal hierarchical

position so that leaves market relationships to define the relationships of inter-

est here. The degree of influence we base on social relations between the

group and the individual. In particular, the impact of the group CFL
PROFILE

will be dependent upon the attention choice of the individual, which is

dependent upon how similar the individual perceives their own CFL
PROFILE

to

be to the perceived group CFL
PROFILE

. When there is a high degree of simi-

larity, the individual will not make a conscious choice about the level of the

effect and thus the effect will be a simple average (50–50) of the group and

individual CFL
PROFILE

. If, however, the group is different from the individual,

the individual will shift emphasis to their own perceptions and weight the

group less (75–25). For this paper, this Group-to-Individual influence process

will be the same for both followers and leaders. The mechanics of this influ-

ence impact will be addressed in the Cross Time section.

Cross Time: FollowerT
1
-to-FollowerT

2
and LeaderT

1
-to-LeaderT

2

These relationships detail the learning that occurs within the individual and/or

with the relationships between individuals. Because of the ABM orientation,

the relationships between the group and the individual are calculated for each

period. The relationships between group members will not change across

time. This leaves only learning relationships. There are two learning relation-

ships, one for each hierarchical level. 

Followers will learn from their experiences based on the traditional expe-

riential learning s-curve. This s-curve will be used to calculate the amount of

change that can occur during one period. Since our simulation is based on

questionnaire values that use a Likert scale, the amount of change will range

from 0 to a maximum of 1.5 of a Likert value. Typically, experiential learn-

ing is based on the current level of expertise of an individual; however, this

learning amount will be constrained by the individual’s perceived CFL
INDEX

,

the influence of the group and the influence of the leader. The average of

these factors for each embedded competence in the CFL
PROFILE

will be the

amount that the individual can learn. Remember that the group’s influence

will be based on the degree of similarity with the individual (50–50 per cent

or 75–25 per cent) and that the leader’s influence will be based on whether or

not the individual was paying attention to the leader (1 or 0). The individual,

whether a follower or a leader, will ‘learn’ in their CFL
PROFILE

by this adjusted

factor. The leader’s contribution to their own learning is only at the individ-

ual level (leader influences for the leader are set to 0) but the group does

impact the leader.

Leaders will also learn in their leadership skill areas. The process is the same

in that the leader’s learning will be constrained by their previous expertise lev-

els in the leader behaviours and by their personal CFL
INDEX

. There is the addi-

tional competing values constraint included here. The leader is assumed only

to be able to learn in one of any two competing values roles for any period.
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The choice of which one to learn in is based on the leader’s skill level in the

associated behaviours. The leader learns in the one with the highest skill level

until they reach the maximum skill level in that behaviour. At that point the

leader will begin to learn in the opposite behaviour. Our logic is that, once a

behaviour is mastered, other behaviours will become the focus of attention. If

both behaviour skill levels are equal, then the leader will learn randomly. This

process follows Quinn et al.’s (2003) assumptions about the difficulty in learn-

ing opposing behaviours and assumes that the leader automatically does what

they know how to do and thus learns even more about that one set of behav-

iours.

Since the goals of the complex adaptive system have been defined (max-

imise group CFL, learn individually, learn in leadership behaviours), the agents

have been identified (CFL
PROFILE

, CVF
PROFILE

, group CFL
PROFILE

) and the rela-

tionships between the agents have been identified (social-construction of

group level, learning influences across collective and hierarchical levels to indi-

vidual levels, experiential learning across time), we can now describe the vir-

tual experiments to be run using this agent-based computer model. 

VIRTUAL EXPERIMENTS

Virtual experiments were run where the agent factors were varied to explore

exhaustively the experimental space of four conditions: 1) passive or active

leaders demonstrating, 2) facilitating or producing behaviours with 3) high or

low CFL while leading 4) groups with a high or low CFL. By varying these

factors, we can examine a broad range of research questions. 

Black et al. (2005) used agent-based models to run virtual experiments.

They found that both the group and the leader need to be considered when

evaluating a strategic socially constructed resource and the effect of a leader.

They found that leaders made more of a difference when in a formal role than

when a group member. They also noted that leaders’ having a direct influence

on followers made a difference in groups with low CFL
PROFILES

(Black and

King, 2001). 

RESEARCH QUESTION

The focus of this research is on dynamic leader involvement and thus the gen-

eral research question is:

Does having a proactive leader differ from having a passive leader on the

development of group CFL
INDEX

under dynamic conditions?

A proactive leader is one that makes conscious choices about when to engage

in a behaviour (House, 1996). For this virtual experiment, we decided that the

leader needed to base the decision on an understanding of the presence of the
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strategic resource, as well as on their own skill level. The decision trigger then

depends upon the relative skill of the leader (facilitating versus producing). If

the leader is higher in facilitating, then the leader’s contribution to the group

will be at 25 per cent of the total. If, however, the leader is higher in produc-

ing, then the leader’s contribution to the group will be at 75 per cent of the

total. Finally, if the leader is roughly balanced in skill levels between the facil-

itating role and the producing role (and at a relatively high level in both), then

the leader will take into account the group’s previous CFL level. If the group’s

previous level is relatively high, then the leader will contribute only 25 per

cent of the total; if the group is relatively low, then the leader will contribute

75 per cent; otherwise the leader contributes 50 per cent.

Group Profile

For this study the groups included 7 followers and 1 leader. Quinn et al. (2003)

identified 8 leader profiles: 4 effective and 4 ineffective. For this set of virtual

experiments we used the Aggressive Achiever (effective profile) and Extreme

Unproductive (ineffective profile) leader profiles. We included two additional

profiles by reversing the facilitating and producing skill levels so that we have

both an Aggressive Achiever and an Extreme Unproductive profile, one with

a higher facilitating skill level and one with a higher producing skill level. 

VIRTUAL DATA

A feature of the computer simulation that runs virtual experiments is that the

data is generated to meet certain parameters. In this case, the data is generated

so that it mimics individual responses of followers and leaders to real question-

naires (Black and Boal, 1997; Quinn et al., 2003). This data is generated each

time the computer simulation is run. 

We generate virtual data to mimic two group conditions: a high group

with a high average CFL and a low group with a low average CFL. We also

generate virtual data to mimic the four leader profiles (Effective Producer,

Effective Facilitator, Ineffective Producer and Ineffective Facilitator) identified

above. The simulation structure allows for the two conditions of passive and

proactive leadership.

HYPOTHESES

We begin by examining the effective leader and their affects on the develop-

ment of the group CFL. The initial profile examined is an efficient leader with

a higher skill level in the producer role. We initially hold the group constant,

match the level of CFL between the leader and the group and examine the

effects of a passive effective leader with a proactive effective leader and then

develop 8 hypotheses, which will be tested through the virtual model (see

Table 5.4).
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H1: A proactive effective leader with producer strength whose CFL matches the group CFL will

enable group CFL scores similar to a passive effective leader with producer strength

whose CFL matches the group CFL.

H2a: A proactive effective leader with producer strength with low CFL and high group CFL will

enable group CFL scores lower than a passive effective leader with producer strength with

low CFL and high group CFL.

H2b: A proactive effective leader with producer strength with high CFL and low group CFL will

enable a higher group CFL score than a passive effective leader with producer strength

with high CFL and low group CFL.

H3: A proactive effective leader with facilitator strength whose CFL matches the group CFL will

enable similar group CFL scores to a passive effective leader with facilitator strength who

CFL matches the group CFL.

H4a: A proactive effective leader with facilitator strength with low CFL and high group CFL will

enable a higher group CFL score than a passive effective leader with facilitator strength

with low CFL and high group CFL.

H4b: A proactive effective leader with facilitator strength with high CFL and low group CFL will

enable a lower group CFL score than a passive effective leader with facilitator strength

with high CFL and low group CFL.

H5: A proactive ineffective leader with producer strength whose CFL matches the group CFL

will enable group CFLs similar to a passive ineffective leader with producer strength

whose CFL matches the group CFL.

H6a: A proactive ineffective leader with producer strength with low CFL and high group CFL will

enable group CFLs lower than a passive ineffective leader with producer strength with low

CFL and high group CFL.

H6b: A proactive ineffective leader with producer strength with high CFL and low group CFL will

enable group CFLs higher than a passive ineffective leader with producer strength with

high CFL and low group CFL.

H7: A proactive ineffective leader with facilitator strength whose CFL matches the group CFL

will be similar to a passive ineffective leader with facilitator strength who CFL matches the

group CFL.

H8a: A proactive ineffective leader with facilitator strength with low CFL and high group CFL will be

higher than a passive ineffective leader with facilitator strength with low CFL and high group CFL.

H8b: A proactive ineffective leader with facilitator strength with high CFL and low group CFL will

be lower than a passive ineffective leader with facilitator strength with high CFL and low

group CFL.
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RESULTS OF THE COMPUTER SIMULATION

To examine the hypotheses, we plot the average graph across 100 runs of the

simulation. Each run of the simulation included 85 iterations. Thus each graph

displays an average developmental track for the group CFL for that experi-

mental condition. We conclude that differences exist if the two lines do not

overlay for a majority of the iterations. 

To examine H1, which called for the two lines to be similar, we look at

Figure 5.1. 
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Figure 5.1: Proactive Producing Effective Leaders with CFL 

Matching the Group CFL

We examine the two lines at the top left and the two lines at the bottom

of the graph. Neither set of lines overlap consistently. While this was closer to

being true in the high group, this was not the case in either set of graphs, thus

Hypothesis 1 is not supported.

To examine H2a, we examine Figure 5.2 below. In H2a, we argued that

the proactive effective producer leader with a low CFL leading a high group

(solid line) would have a lower path than the passive leader in the same con-

ditions (tiny dashed line). The solid line of the proactive leader is below the

passive leader. Hypothesis 2a is supported.

Hypothesis 2B argued that the opposite would be true if the leader’s CFL

was higher than the group’s (spaced dashed line versus narrow dashed line).

We examine Figure 5.2 again. We have supporting results. We interpret the

results as providing support for Hypothesis 2b.
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Hypothesis 3 suggests that proactive and passive leaders were hypothe-

sised as having no differences. That is clearly not the case (see Figure 5.3).

Neither the lines from the high groups nor the lines from the low groups are

overlapping for a majority of their length. Thus there is no support for

Hypothesis 3. In both instances when the leader has the same CFL level as

the followers, it was better to be proactive than passive when using the facil-

itating style.

Figure 5.4 reveals that the proactive effective facilitating leader with a high

group (solid line) has results that overlay the passive leader (tiny dashed line)

and/or has worse results for a majority of the iterations. Hypothesis 4a is not

supported.

When we examine the opposite mis-matching (high leader CFL with a

low group CFL), the graph below indicates that group CFL enabled by the

proactive leader is below that enabled by the passive leader a majority of the

time and is barely above that enabled by the passive leader when it does cross

over. We find support for Hypothesis 4b.

Figure 5.5 reveals the virtual experiments when we change the two lead-

ers from being effective leaders to being ineffective leaders. We keep the same

two groups. We follow the same pattern of first examining the producer leader

and then the facilitator leader.

In Figure 5.5 the bottom two lines show the proactive ineffective producer

leader whose CFL matches the low group that they lead has a developmental
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Figure 5.3: Proactive Facilitating Effective Leaders with 

CFL Matching the Group CFL
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Figure 5.4: Facilitating Effective Leaders
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group CFL path that is different than the passive leader for a low group. The

two lines on the right show the results for a high group. The lines overlap a

bit at the end but are mostly non-overlapping. There is support for

Hypothesis 5.

Figure 5.6 displays the proactive and passive ineffective producer leader

when their CFL does not match the group. We find that when the leader’s

CFL is low and the Group is high, that there is a difference between the two

paths. Granted, the difference for the low group is minimal, but it is present. 

Hypothesis 6a called for the developmental path of the proactive ineffec-

tive producer leader to be lower than the developmental path enabled by the

passive ineffective producer leader. This was not the case. Hypothesis 6a is

NOT supported. 

Hypothesis 6B calls for the proactive to be higher than the passive when

the leader’s CFL is higher than the groups. This was the case for the bottom

two lines in Figure 5.6. Hypothesis 6b is supported.

The case of the ineffective facilitator leader and the two groups is shown

in Figure 5.7. We again examine the two graphs below to determine if there

are differences between passive and proactive leaders when leader’s CFL

matches group CFL. 

We again examine the top two lines on the top left for overlap. There is

no overlap, thus they are not similar. We examine the bottom two lines on
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CFL Matching the Group CFL
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Figure 5.6: Producing Ineffective Leaders
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Figure 5.7: Proactive Facilitating Ineffective Leaders with 

CFL Matching the Group CFL
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the graph for overlap. They do not overlap either. There is no support for

Hypothesis 7.

Figure 5.8 displays the effects when the leader’s CFL does not match the

group’s CFL. We initially examine the effects when the leader’s CFL is ini-

tially lower than the group’s CFL.

Hypothesis 8a called for the proactive ineffective facilitator leader to enable

a higher path than the passive leader. This is clearly the case. We find sup-

port for Hypothesis 8a.

Hypothesis 8b examined the results when the ineffective facilitator leader

had a CFL higher than the group CFL. In the following graph we see that the

two paths cross after about 10 iterations and re-cross again. The proactive inef-

fective leader is lower or overlapping the passive ineffective leader for a major-

ity of the path. Thus while it is not the exact same path, there is much greater

similarity for a low group, with either a proactive or passive ineffective leader.

Hypothesis 8b is weakly supported. 

DISCUSSION

From the lack of support for Hypotheses 1, 3, 5 and 7, we conclude that there

are differences when leaders choose to act proactively and when they act pas-

sively. For both effective and ineffective leaders (in Hypotheses 2a, 2b, 4a, 4b,

6b, 8a and 8b) we find that when a leader interacts with a group the effects of
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that interaction depend a great deal on the relative level of the leader’s CFL

vis-à-vis the group’s CFL. 

In almost all cases, when the leader’s CFL and the group’s CFL matched,

the proactive leader out-performed the passive leader (for the exception, see

Figure 5.1). Even when the leader and group were mis-matched, the proac-

tive effective leader sometimes performed better, but more often performed

worse or at best equally well with the passive effective leader. For ineffective

leaders, where the leader’s skill matched the group, it typically did not make

much of a difference. The patterns were similar, showing that the leader’s

behaviours did not matter (effective or ineffective). Indeed, the greater differ-

ence appears to be in the influence of the leader’s CFL levels rather than in

the leader’s effectiveness or ineffectiveness as far as specific leadership skills are

concerned.

CONCLUSION

In conclusion, this agent-based model and the virtual experiments show that

some differences in the developmental paths beyond those of leader’s skill lev-

els in leadership behaviours exist and are due to leader’s being proactive in

their use of those skills. However, the greater differences appear to be in the

skill level of the competency that the leader brings to the group. The devel-

opmental paths are sensitive to the relative placement of the leader’s CFL lev-

els vis-à-vis the group’s CFL levels. 

There are implications for researchers examining both leadership issues and

the creation and use of strategic resources. When the strategic resources are

socially constructed and tacit, the skill level of the leader may be critical in

developing the resource rapidly and in maintaining high levels of the resource.

Furthermore, the more proactive the leader is, even when the leader’s skill sets

are weak, the more responsive the development of the resource, if the leader

has resource skills, at least as strong as the group which they lead. 

Virtual simulations, while offering some level of understanding of the asso-

ciated underlying agent-based model, needs to be supplemented and verified

with field data. This report, while promising in its results, is a preliminary

report facilitating our understanding of the creation of strategically important

resources formed from social and human capital. It is evident from this work

that social capital is very context sensitive. The simulation work assumes that

everybody learns, that there is no forgetting, that people always stay in the

same work group and that other forms of social networks such as friendship

cliques do not impact work or market-based social networks. Each of these

assumptions is restrictive. 

The main finding is that the skill set of leaders and followers may be a crit-

ical decision for a business and for a leader and that acting in a proactive fash-

ion will allow leaders to make the best of their situation in almost all scenarios.

It must be noted though that proactive behaviour is not always appropriate. In

the case of a mis-match between the leader’s CFL and the group’s CFL, it
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may be better to be cautiously passive rather than proactive. For example, tak-

ing a proactive producing style when you are the effective leader of a high

group but with a relatively low CFL means that you may be proactively drag-

ging the group downward. For the facilitating effective leader, taking a proac-

tive stance when you are relatively low does not make as much of a difference. 

Leaders are being called upon to both improve their own skills and

improve their work group’s performance. We can see from this simulation that

part of that equation is based on effects outside of the leader’s influence zone.

For example, if the leader is paired with a low group, performance will lag that

of a high group even with proactive efforts on the part of the leader. This is

true even if the leader has an existing high level of leadership skills and

resource skills. However, the proactive leader will enable better performance

for that group in comparison with the leader who is acting passively. The only

situation that calls for a leader not to act proactively is if the leader’s resource

skill levels are relatively low vis-à-vis the skill levels present in the group. In

that scenario, the leader would do well to restrain their proactive nature and

act more passively. Again … context matters.
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How to Sample Behaviour and
Emotions of Traders: 

A Psychological Approach and an
Empirical Example1

P A T R I C A N D E R S S O N *  A N D

R I C H A R D T O U R *

ABSTRACT

This paper describes an empirical approach based on psychological method-

ology, which assumes that individual behaviour must be studied within its

natural environment. This approach is called experience sampling (ESM). To

illustrate the potentials of employing ESM in the stock-trading domain, we

report on observations from an explorative pilot study designed to shed light

on the following issues: how outcomes of trades are perceived by traders; the

reasons traders associate with good and bad trades; and how traders’ moods

fluctuate over a trading day. The pilot study was motivated by three circum-

stances. Firstly, day-traders have claimed to be victims of self-attribution bias

(for example Barber and Odean, 2002). Secondly, in recent years there has

been an increased interest in the role of emotions for economic behaviour and

decision-making (for example Damasio, 1994; Loewenstein, 2000). Thirdly, to

the best of our knowledge, ESM has not been previously applied to the area

of stock trading. 

INTRODUCTION

The advent of behavioural finance has meant that psychological findings have

been incorporated into models as well as used as explanations for anomalies and

suboptimal investor behaviour (Glaser et al., 2004). Researchers in behavioural

finance often draw inferences from analyses of transaction data, which consist of

thousands of trading accounts at stockbrokers, and they conclude that observed

*Centre for Economic Psychology, Stockholm School of Economics, Sweden
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patterns of trading behaviour depend on various psychological tendencies (for

example Barber and Odean, 2000; 2001; 2002). Such conclusions are, however,

speculative, because the tendencies have not been directly observed.

Consider, for example the well-known notion of overconfidence, which is

claimed to be an important determinant of sub-optimal trading behaviour (cf.

Barber and Odean, 2002; Gervais and Odean, 2001). Overconfidence con-

cerns the propensity to overestimate one’s judgemental abilities (Ayton, 1998)

or to think that one possesses above-average skills (Svenson, 1981). In behav-

ioural finance, variables like gender and trading volume have been used as

proxies for overconfidence (Barber and Odean, 2001; 2002). Given recent evi-

dence that male and female business students tend to be equally overconfident

(Biais et al., 2005), gender does not appear to be a reliable indicator of over-

confidence. Furthermore, an unpublished study suggests that overconfidence

is unrelated with trading volumes (Glaser and Weber, 2004). Thus, the claim

that overconfidence governs trading behaviour has limited empirical support.

It should also be noted that analyses of transaction data merely indicate per-

formance and patterns of stock-trading behaviour; they do not give insights

into the psychological mechanisms underlying investor and trader behaviour.

This paper describes a methodology that provides such insights.

The remainder of the paper is organised into four parts: 1) the method of

ESM is described; 2) a description of the pilot study including its rationale and

data collection is provided; 3) the results of the pilot study are presented; 4)

the paper ends with a discussion of the results.

DESCRIPTION OF ESM

Background

The fundamental assumption of ESM is that individual behaviour and its

underlying psychological mechanisms must be studied within their natural set-

tings. This assumption dates back to some 50 years ago when the theory of

probabilistic functionalism was introduced by Egon Brunswik, an Austrian

psychologist who argued that psychological research should not only consider

the individual but also the environment, or the ecology, surrounding the indi-

vidual (Cooksey, 1996). Briefly, the theory of probabilistic functioning

assumes that individuals attempt to adapt to an ambiguous environment

reflected in probabilistic cues of information and that the adaptation is

achieved with some uncertainty (Cooksey, 1996). As a consequence of his

methodological concern, Brunswik emphasised that experiments should

involve tasks that are representative for the individual as well as for the envi-

ronment. In other words, ecological validity is vital. A simple way of ensuring

representative designs is to employ ESM.

The idea of ESM is simple: Subjects are asked to report on their behaviour

and experiences, while functioning within their natural settings. Specifically,

subjects give reports on their everyday activities and adherent psychological

processes such as attitudes, emotions and values. The following three research
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studies exemplify ESM. Sjöberg and Magneberg (1990) asked 152 subjects (for

example students and retired people) to provide reports, five times per day

during a week, on everyday actions and adherent values and emotional reac-

tions. Using pocket computers Totterdell (1999) prompted 33 professional

cricketers to rate their mood four times per day while taking part in a game

spanning four days. Hogarth (2005) studied decision-making behaviour in

everyday life by prompting 13 managers and 11 students, via messages to their

mobile telephones, to describe their decisions, confidence in these decisions

and feedback.

Different Techniques of ESM

There are three types of experience-sampling designs (Bolger et al., 2003;

Scollon et al., 2003). Firstly, subjects are required to regularly report on their

behaviour and experiences at pre-specified intervals (for example hourly or

daily). In a study of mood and risk-taking (Hockey et al., 2000), for example,

subjects were instructed to keep daily diaries of their mood. This approach is

referred to as interval-contingent sampling. A disadvantage is that the variation

of experiences might not be captured as subjects try to estimate their global or

average scores.

Secondly, subjects may complete self-reports once a certain event occurs

(for example conflicts or intimacy). For instance, football fans might be asked

to describe their feelings when their favourite team scores a goal or loses a cup

match. Called event-contingent sampling, this approach demands that the trig-

gering events are clearly defined (Bolger et al., 2003); otherwise the subjects

might fail to report relevant cases or they might report cases excessively. 

Thirdly, subjects may be prompted by randomly sent signals to complete

self-reports (cf. Hogarth, 2005; Sjöberg and Magneberg, 1990). This type is

referred to as signal-contingent sampling and is advantageous, as it captures the

variability of experiences (cf. Scollon et al., 2003), given sufficient numbers of

responses. In such designs, the number of signals per day is an important issue.

Too many signals may discourage subjects from taking part or encourage them

to fake self-reports. Signal-contingent sampling studies have generally used

between four and eight prompting signals (Beal and Weiss, 2003). 

Advancement in technology has improved the bases of ESM. In the 1970s

when this method was introduced, electronic signalling devices (for example

beepers) and a booklet of self-report forms were given to research subjects.

This procedure was costly and difficult, as the devices are expensive, require

programming and maintenance, and the subjects need to be trained (Bolger

et al., 2003). Given the wide availability of mobile telephones, beeping

devices are no longer needed, as subjects can be prompted by simple SMS

messages. Although this approach facilitates the use of ESM, it requires auto-

matic transmission of SMS messages at pre-determined or random moments.

In addition, it still demands that the subjects have obtained a booklet of forms

in advance. 
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Feldman et al. (2001) have developed an approach of computerised ESM

in which data are collected by handheld computers. Throughout the data col-

lection period, subjects carry these devices and record their experiences

directly on the computer. The responses and reaction times are stored on the

computers and later transferred to the researcher. A benefit with computerised

sampling is that reaction times can be measured precisely and accurately,

something that might not be the case for the paper-and-pencil design. 

The Advantages and Disadvantages of ESM Methods

Like other research methods, ESM has its advantages and disadvantages. Scol-

lon et al. (2003) discussed four major strengths. Firstly, the problem of retro-

spection that has plagued data based on self-reports can be reduced as subjects

record their experiences in immediate connection with their activities. In

general, it is assumed that the less time that has passed between the action and

the self-report, the less risk for memory and selection bias. Consequently,

ESM makes self-reports more reliable, especially if signal-contingent sampling

is used. Secondly, this method makes it possible to gain insights into the

underlying factors of behaviour (for example see Hogarth, 2005; Sjöberg and

Magneberg, 1990). Thirdly, the level of ecological validity is strongly

increased with better possibility for generalising research findings. Finally,

psychological processes can be analysed with respect to between-subjects as

well as within-subjects levels. In other words, it is possible to investigate how

emotions, attitudes and mental states of an individual vary over time rather

than restrictively investigate differences between individuals. Analyses of data

collected by ESM may consider the between-subjects effects and the within-

subjects effects, implying that statistical methods such as repeated measures

ANOVA, multi-level models and panel-data analyses may be used (cf. Bol-

ger et al., 2003). 

Experience sampling also has disadvantages. On the whole, the disadvan-

tages concern issues related to subjects and situations (cf. Scollon et al., 2003).

Because ESM requires commitment of subjects for a longer period, the

method is effortful for them. Although a single self-report form may take lit-

tle time to answer (for example about five minutes), the task of responding to

several forms over a period of weeks (for example six forms per day in two

weeks) means a subject has to allocate several hours (for example seven hours)

to participation. Therefore, many studies employing ESM have had fewer sub-

jects than in other field studies (cf. Beal and Weiss, 2003). 

Due to the level of commitment needed there may be problems with

response compliance. One measure to increase commitment and compliance

could be to provide monetary incentives. Alternatively, subjects might be

more willing to take part if they understand the importance of the study, but

they should, of course, not be aware of the hypotheses (cf. Scollon et al.,

2003). Another subject-related concern is that ESM may intrude into people’s

private lives. In its simplest form, this intrusion means that a signal may 
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distract subjects from carrying out activities (for an example, see Sjöberg and

Magneberg, 1990). 

The main situational concern is that the sampled data may be distorted by sub-

jects who complete self-reports at one single occasion rather than recording their

experiences when prompted (Scollon et al., 2003). This tendency may be more

likely to happen when paper-and-pencil designs are used than when comput-

erised ESM is used. A simple precaution would be to ask subjects to return self-

reports on a daily basis. Alternatively, subjects record the time when answering

the self-reports, enabling evaluation of the time lag between signals and responses. 

DESCRIPTION OF PILOT STUDY

The pilot study was motivated by three circumstances. Firstly, day-traders

have claimed to be victims of self-attribution bias (for example Barber and

Odean, 2002). Self-attribution bias is the tendency to associate successes with

personal factors (for example abilities and skills) and failures with environmen-

tal factors (for example bad luck and coincidence) (see Kelley and Michela,

1980). Social psychological evidence points out that this tendency is almost

universal (cf. Kelley and Michela, 1980; Wärneryd, 2001). When day-traders

evaluate their achievements, they may believe that their good and bad trades

are due to factors inside and outside their control, respectively (cf. Barber and

Odean, 2002). However, there is little empirical support for this claim. 

Secondly, in recent years there has been increased interest in the role of

emotions for economic behaviour and decision-making (for example Dama-

sio, 1994; Loewenstein, 2000). Emotions are affective states triggered by con-

scious or unconscious cognitive appraisals and often result in physiological

responses. On the whole, emotions and moods are similar, except that emo-

tions are less durable but more intensive than moods (Bagozzi et al., 1999).

Positive affect may lead to better decisions (Isen, 2000), though it may also

encourage simplified information-processing and, accordingly, poor decisions

(Schwarz, 2000). Moreover, feelings are argued to be important determinants

of risky decision making (Loewenstein et al., 2001). Two published empirical

investigations have looked at the role of emotions for trading. One study doc-

umented that body temperature, respiration and pulse rates of professional

traders changed as they were trading currencies and that the changes were

linked to market events (Lo and Repin, 2002). Another study showed that

subjects induced to be in a sad mood performed better on an experimental

market than subjects stimulated to be happy (Au et al., 2003). Besides these

two studies, there is little research on moods of traders. 

Thirdly, to the best of our knowledge, ESM has not been previously

applied to the area of stock trading. Apart from the aforementioned studies by

Hogarth (2005) and Sjöberg and Magneberg (1990), related studies in the area

of human resources management suggest that the method seems to be appro-

priate to employ in research on investors and traders. Using ESM, Teuchmann

et al. (1999) studied work demands and emotional reactions of accountants.
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Recently, Ilies and Judge (2002) relied on ESM to collect some 1,900 obser-

vations from 27 professionals. They established that mood and job satisfaction

were positively correlated (on between-subjects and within-subjects levels)

and that this relationship was partly influenced by personality factors. 

Participants

Despite difficulties, five male Swedish day-traders were recruited to take part

on a voluntary basis and without any economical incentives. Those aged

between 25 and 35 years had stock-trading experience ranging from 6 to 12

years. They spent between 50 and 70 hours per week on trading and related

activities, such as corporate analyses and book-keeping. The participants oper-

ated from different trading rooms situated in separate locations. 

Procedure

The pilot study used the approach of signal-contingent sampling. Data were

collected for a period of ten trading days in October 2003, a period when the

index of the Stockholm Stock Exchange (henceforth SSE) went up 0.72

points. The five participants were told that during this period they would

receive six daily SMS messages on their mobile telephones prompting them to

respond to three types of short questionnaires: forms A, B, and C. The num-

ber of daily signals was chosen with respect to earlier research (for example

Sjöberg and Magneberg, 1990; Hogarth, 2005) and to the hectic working con-

dition of traders. Form A and Form C were to be answered before the open-

ing and after the closure of the SSE, respectively. Form B was to be answered

at four random moments during the opening hours of SSE. The forms were

handed to the participants before the data collection began. 

A software program sent out the daily messages, which followed a standard

format, for example ‘Please respond to Form A’. Two messages were sent at two

fixed moments: 1) in the morning (09:10) before the opening of the SSE and 2)

in the evening (17:40) when the SSE had closed. The remaining four messages

were sent at random moments (identical for the participants) between 09:40 and

17:30. The software ensured that those SMS messages were transmitted with

intervals of at least 20 minutes. Every participant received 60 (10 + 40 + 10) mes-

sages, meaning that each of them had the task of completing 60 questionnaires.

Questionnaires

Form A

Designed to be answered before the opening of the SSE, this form involved

questions with regard to 1) expected development of stock index and confi-

dence in this prediction, 2) expected trading performance of the day and con-

fidence in this expectation and 3) mood. 

Form B

This form was filled out during the day. The participants were asked to think

of a recently completed trade and respond to some questions regarding the
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following issues: 1) time when answering the form, 2) name of shares, 3) num-

ber of shares, 4) time when recent trade was completed, 5) trade outcome, 6)

reasons for the trade outcome and 7) mood at the time of completing the

trade. 

Form C

Designed to be answered when the SSE had closed, this form included ques-

tions with respect to the following topics: 1) actual development of stock

index, 2) actual trading result, 3) reasons for trading decisions, 4) evaluation of

trading results, 5) risk taking and 6) mood.

Measures

As described above, the three types of questionnaire included several measures,

but this paper only considers the following measures. 

Trade outcomes

When receiving the randomly sent SMS, the participants were asked to rate

the outcome of the recently completed trade on a six-point scale with the end-

points ‘very negative’ (1) and ‘very positive’ (6). Admittedly, this measure was

subjective and might deviate from the actual return. Nevertheless, the meas-

ure had relevance as it reflected the psychological values of trades (cf. Sjöberg

and Magneberg, 1990).

Trade amounts

The participants also gave details about the name and the number of share. To

calculate the amounts of the sampled trade, the closing price at the end of the

respective day was used. 

Reasons for trade outcomes

Connecting to the rating of their trades, the participants were asked to state

the perceived reasons for the outcomes of the recent trades by selecting two

of six alternative factors: 1) ‘brain work’, 2) ‘personal experience’, 3) ‘sense of

knowing the stock market’, 4) ‘unpredictability of the stock market’, 5)

‘ambiguous information’ and 6) ‘too risky’. In line with the theory of attribu-

tion bias (cf. Kelley and Michela, 1980) the three former (latter) factors were

assumed to relate to personal (circumstantial) reasons. 

Trading performance

At the end of each day, the participants were asked to report how much

money they had earned (or lost) from trading. By all means, this subjective

measure is a rough and slightly biased estimate of performance. Objective cal-

culations of the daily trading profits (losses) would have been preferred, but

that would have required access to the transaction records and thus violated

the privacy of the participants. 
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Mood

Mood was assessed on a measurement including the following six emotional

dimensions: 1) tense v relaxed, 2) indifferent v interested, 3) sad v happy,

4) annoyed v restrained, 5) dearth of ideas v full of ideas and 6) surprised v

acknowledged. The first three dimensions were taken from Sjöberg and

Magneberg (1990), whereas the latter three dimensions were chosen with

respect to the working condition of traders. Each dimension was rated on

separate six-point bipolar scales. Averaging the six dimensions resulted in a

measure called mood scores, where a high score reflected a more positive

mood. Across the three types of questionnaire and the five participants,

Cronbach’s alpha was 0.76; indicating a fairly good level of reliability

(Peterson, 1994). 

Response Compliance

In total, the participants responded to 244 out of the 300 SMS messages. Two

participants did not engage in trading activities during two days. Adjusting for

those non-trading days resulted in a mean compliance of 88.4 per cent. Indi-

vidual responses ranged from 75.0 per cent to 98.3 per cent. While the mes-

sages sent in the morning and the evening had an average compliance of 100

per cent, the mean rate of messages transmitted at random occasions was

lower, 82.6 per cent; leaving a sample of 152 trades to analyse. 

Chi-square tests on response frequencies showed that the participants were

no more likely to respond on particular days, or on particular week days. The

randomly sent messages were categorised into four two-hour phases:

09:30–11:29, 11:30–13:29, 13:30–15:29 and 15:30–17.30. This categorisation

resulted in a variable called day phases. Chi-square test did not find any signif-

icant tendencies that participants would be inclined to respond on a specific

day phase.

In Form B, the participants recorded both the time when they responded

and the time of completed trades. Ideally, the difference between these points

of times should be small, as that would indicate a greater chance that the col-

lected data were not contaminated by selection bias or memory distortions.

For all participants, the median (mean) difference was 12 (46) minutes. One

participant stated response time and trade time in only 11 out of 39 cases, indi-

cating potential concern for memory bias. Kruskal-Wallis test showed that the

time differences of the other participants were similar.

RESULTS OF PILOT STUDY

Outcomes and Amounts of Sampled Trades

The 152 sampled trades concerned 51 shares listed on the SSE. The two com-

monly traded shares of the participants were Nokia (7.2 per cent of the sam-

pled trades) and Atlas Copco (6.6 per cent). For all participants, the median

(mean) amounts of trade were €30,218 (€55,832) with minimum and maxi-
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mum values of €353 and €1,081,651, respectively. The median amounts of the

participants ranged from €15,963 to €48,853. As indicated by the Kruskal-Wal-

lis test, the trading amounts differed significantly between the participants

(mean ranks = 87.11, 63.40, 55.19, 86.94 and 84.87, chi-square (4) = 16.28, p

< 0.01). On average, the subjectively rated trade outcomes was 3.57 (SD =

1.03). The participants did not differ with respect to trade outcomes. Amounts

and outcomes of the trades were unrelated.

The mean values concerning trade outcomes for the day phases were 4.00,

3.62, 3.39 and 3.22 (SDs = 0.90, 1.12, 1.10, 0.80). An ANOVA-model with

trade outcomes as the dependent variable and day phases as the independent

variable suggested significant differences (MS = 4.21, F (3, 150) = 4.28, p <

0.001). Thus trades made before noon tended to be rated more positively than

trades completed later in the day. Median values of trade amounts for the day

phases were as follows: €26,950, €41,835, €15,367 and €42,477. Kruskal-Wal-

lis non-parametric test indicated that these values differed significantly (mean

ranks = 67.38, 83.46, 56.93 and 83.20, chi-square (3) = 10.25, p < 0.05). It

seems, accordingly, that the participants put different amounts of money at

stake at different times of the day. 

Other sources of time effects studied were weekdays and the two weeks

effects. Mean rating of trade outcomes for Monday, Tuesday, Wednesday,

Thursday and Friday were not significantly different and ranged from 3.38 to

3.91 (0.92 < SDs < 1.10). Similarly, trade amounts did not differ with respect

to weekdays: the median values varied between €25,321 and €40,688. No dif-

ferences in trade outcomes and amounts could be found with regard to the

two weeks. 

Perceived Reasons for Trade Outcomes

For each sampled trade, the participants selected two factors that they believed

could explain the outcomes. ‘A sense of knowing the market’, ‘brain work’,

‘personal experience’, ‘unpredictability of the market’, ‘ambiguous informa-

tion’ and ‘too risky’ were mentioned as reasons in 23, 20, 19, 19, 15 and 4 per

cent of the sampled trades.

To test whether the participants were inclined to attribute good (bad)

trades with factors inside (outside) their control, the measures denoting reasons

were transformed into a variable that could accommodate three levels: envi-

ronmental factors, personal factors and a combination of these factors. The

third level was, however, eliminated due to lack of observation. The resulting

binary variable was then used to analyse to what extent the participants were

prone to self-attribution bias. As regards trade outcomes, the mean values for

environmental factors (n = 40) and personal factors (n = 111) were 2.58 and

3.94 (SDs = 0.71 and 0.88). This difference was strongly significant as shown

by an ANOVA-model (MS = 54.41, F (1, 150) = 77.89, p < 0.001); implying

that personal factors were associated with better trade outcomes. In relation to

trade amounts, no significant difference could be found between environmen-

tal factors and personal factors. 
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Mood Linked to the Sampled Trades

Across all participants, the mood scores linked to the sample trades averaged

to 3.84 (SD = 0.69). Mean mood scores of the participants ranged from 3.61

to 4.32 (0.60 < SDs < 0.81). An ANOVA-model suggested that the partici-

pants had different mood scores (MS = 2.01, F (4, 151) = 3.97, p < 0.01). As

expected, mood correlated positively with trade outcomes (r = 0.59, p <

0.001). All participants had this emotional tendency to a varying degree (0.44

< r < 0.80). In contrast, the correlation between mood and (logarithmic trans-

formed) trade amounts was insignificant and similar for all participants. 

A multiple regression model was performed to evaluate simultaneously the

effects of trade outcomes, trade amounts and points of time. The dependent vari-

able consisted of the mood scores linked to the sampled trades, while the inde-

pendent variables were trade outcomes, logarithmic transformed trade amounts

and dummy-coded measures representing day phases and weekdays. As described

in Table 6.1, the regression model accounted for 37 per cent of the variance and

trade outcomes were the most significant predictor. Mood associated with the

trades tended to be more positive at the start of the day. Wednesday appeared to

have slightly but significantly higher mood scores than the other weekdays. 

Independent

variables

Unstandardised 

Beta weight
T-values

Constant 2.14 5.57***

Trade outcomes 0.34 7.45***

Log. Trade amounts 0.03 0.79

09:30 – 11:29 0.28 2.06*

11:30 – 13:29 0.21 1.60

13:30 – 15:29 0.09 0.64

Tuesday 0.10 0.77

Wednesday 0.29 2.09*

Thursday -0.13 -0.86

Friday -0.12 -0.81

Adjusted R2 0.37

Table 6.1: Multiple Regression Analysis for Various 

Effects on Mood (N = 151)

Note: All independent variables, except for trade outcomes and trade amounts, were coded as dummies. The

variables representing evening (15:50–17:30) and Monday were automatically excluded from the analysis by

the statistical software (SPSS).
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Trading Performance 

In the evening when the SSE had closed, the participants recorded how much

money they had earned from trading. Whereas four participants responded

with amounts, one participant chose to answer on his own scale with three

steps: loss, break-even and profit. The trading amounts of the other partici-

pants ranged from a loss of €32,100 to a profit of €36,700 with a median profit

of €920. Using the aforementioned three-point scale, the reported earned

amounts were transformed into a categorical variable, which had the follow-

ing mean values concerning loss and profit: €-12,714 and €3,813 (SDs = 16.71

v 8.51). Across all participants, the frequencies for loss, break even and profits

were 21 per cent, 9 per cent and 70 per cent respectively; a suggestion that the

participants might be able to successfully make money on their trading (at least

for the period when data were collected). However, this observation could be

biased because the participants might have failed to consider transaction costs

and other costs associated with trading. 

Mood Fluctuation of the Trading Day

The participants reported their mood before the opening and after the closing

of the SSE. On average, the mood scores were 4.74 and 3.86 (SDs = 0.39 and

0.71). By integrating the mood scores of the sampled trades with those of the

morning and evening, it was possible to illustrate how mood fluctuated over

the trading day. Figure 6.1 shows that mood dropped in the course of the day

but rebounded a bit when the stock market had closed. 

A repeated measures ANOVA-model involving one within-subjects vari-

able (morning v evening) and one between-subjects variable (the five partici-

1

2

3

4

5

6

Before

opening of

SSE

09:30 -

11:29

11:30 -

13:29

13:30 -

15:29

15:30 -

17:30

After

closing of

SSE

serocs doo
M

1

2

3

4

5

6

se
moctuo edar T

Mood scores Trade outcomes

Figure 6.1: Mood Fluctuations and Trade Outcomes 

During a Trading Day
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pants) was performed. To control for effects caused by weekdays and trading

performance (losses, break-even and profits), covariates for these variable were

also included in the model. The model indicated the following significant

results: 1) within-subjects effects (MS = 3.50, F (1, 37) = 11.27, p < 0.01),

2) between-subjects effects (MS = 3.60, F (4, 37) = 4.10, p < 0.01) and 3) a

covariate representing performance (MS = 1.73, F (1, 37) = 7.85, p < 0.01).

In other words, mood scores were higher in the morning than in the evening

and mood varied among the participants. In contrast to days with losses, mood

scores were higher for days with profits.

A Further Test on the Link between Mood and Sampled Trades

Across the participants, Pearson coefficients of correlations were calculated

between the variables of mood scores and trade outcomes. Morning mood was

almost unrelated to the mood of the other day phases (0.07 < r < 0.35, n.s.),

while evening mood was moderately correlated with mood scores of the noon

(r = 0.47, p < 0.05) and of the afternoon (r = 0.56, p < 0.01). Evening mood

was strongly linked to the trade outcomes of the phase 15:30 – 17:30 (r = 0.74,

p < 0.01). The idea that positive mood would foster good trades had little sup-

port, because the correlations between mood scores of one occasion (for

example morning) and the outcomes of the next occasion (for example 09:30

– 11:29) were poor and insignificant. Thus it seems reasonable to conclude

that good trades lead to positive mood rather than the other way around. 

DISCUSSION

The aim of this paper has been to illustrate the usefulness of using ESM as a

means of investigating behaviour and related psychological processes in stock-

trading. As illustrated by the observations of the pilot study, the method gives

further insights into the reasoning and emotional reactions of day-traders.

Although the observations may need to be validated by additional research

involving more participants and a longer period of data collection, the pilot

study points out that ESM is a valuable methodology to be considered in

behavioural finance. 

Besides indicating that day-traders may be prone to the universal tendency

of self-attribution bias (cf. Kelley and Michaela, 1980), the pilot study shows

two observations. Firstly, the participating traders rated the outcomes of their

morning trades more positively than those of trades completed later in the day.

This observation may relate to the well-documented finding that stock returns

tend to rise in the morning, then level down and finally rise again at the very

end of the day (Harris, 1986). This phenomenon of intra-day effects holds also

for the SSE (Niemeyer and Sandås, 1995). The intra-day effects have been

argued to depend on the trading mechanism, liquidity risk management, infor-

mation flow and behavioural factors (Bildik, 2001). Furthermore, the move-

ments in the stock exchange in New York are often transferred to the stock

markets on other continents (Bildik, 2001). As a result, the movement of the
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SSE may be relatively easier to predict in the first hours than in the later hours

of the trading day. 

Secondly, the mood of the participating traders declined in the course of

trading, but rose when the stock-market had closed. This fluctuation appeared

to be linked to the trade outcomes in that good (bad) trades were associated

with positive (negative) mood. In contrast to earlier research (for example

Isen, 2000), happy mood does not foster good trading-decisions. The observed

mood fluctuation does not harmonise with research on circadian rhythms,

which suggests that people tend to be happier in the afternoon than in the

morning (cf. Scollon et al., 2003). However, the observed mood fluctuation

of the day-traders relates to a study of how the mood of accountants changed

during a month at the office (Teuchmann et al., 1999). 

Experience sampling seems to be useful to employ in investigating deci-

sion-making behaviour and adherent psychological processes of professionals

such as managers, bankers, accountants, investors and traders. For example, the

method could be used to study the complexity of decision situations faced by

loan officers (cf. Andersson, 2001) and how emotions of managers fluctuate

during a day at work. The advantages of using ESM in such projects are many

(cf. Bolger et al., 2003). Data are captured in real-life situations with a high

degree of ecological validity. The variability of behaviour, emotions and

adherent psychological processes can be investigated, as data is collected on

several occasions. Similarly, variations of experiences between and within

individuals can be studied. As suggested by this pilot study, sending SMS mes-

sages seems to be a promising approach to prompt professionals to record their

experiences while engaged in their work.

Admittedly, the pilot study has weaknesses such as a small sample of par-

ticipants, an ambiguous question concerning expected and actual trading per-

formance, and concerns about the time lag between signals and responses.

Future research can readily overcome these weaknesses and could employ

multiple methods whereby data analyses collected by ESM could be combined

with analyses of transaction data.

1 This article is a revision of the paper presented at the Irish Academy of Management

conference at Trinity College Dublin, September 2004. The revision was made while

the first author was a guest researcher at Sonderforschungsbereich (SFB) 504 at the Uni-

versity of Mannheim. We thank the participating day-traders for their cooperation and

people at the company Teknik i Media AB for their help with software. Helpful com-

ments by Robin Hogarth, Håkan Källmén, Brian Lucey, Philipp Schmitz and partici-

pants at the conference are gratefully acknowledged. The first author is indebted to the

research foundation of Svenska Handelsbanken and to SFB 504 for financial support.

The workload was as follows: the second author collected the data and the first author

analysed the data and wrote the paper.
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Homosexual Entrepreneurs: 
Different but the Same

j o h n  w i l l s d o n *

ABSTRACT

The search is on for more and better ways of creating enterprising people

and especially for developing entrepreneurs, (Scott et al., 1998).

Researchers have studied every facet of the entrepreneur. Initially research

concentrated on adult white males (Watkins and Watkins, 1984), but recent

research has also included other entrepreneurial groups, i.e. women, the

young and ethnic minorities. Scase and Goffee (1980: 29) suggest that ‘entre-

preneurs may be more likely to emerge from those groups in society which

are “deprived” or “marginal” i.e. groups which are discriminated against, per-

secuted, “looked down upon” or “exceptionally exploited”.’

Despite this suggestion, one minority group that matches this description

has been omitted from research to date. This is the homosexual. This may be

due to their relative invisibility. However, more homosexuals are openly set-

ting up in business and at least one gay business association exists in the UK.

As a result, the homosexual entrepreneur is now easier to research.

This paper seeks to determine whether the homosexual entrepreneur is a

suitable candidate for research and whether the homosexual entrepreneur is

motivated to set up in business for the same reasons as other entrepreneurs. It

will show that homosexual entrepreneurs, while appearing to have their own

specific reasons for setting up in business, are motivated by the same factors as

entrepreneurs in general and women in particular.

INTRODUCTION

The last 20 to 30 years have seen strong growth in the level of interest shown

in entrepreneurs and entrepreneurship particularly since Birch (1979) reported

that 60 per cent of the unemployed found employment in businesses employ-

ing less than 20 people. Until the early 1980s, the only group to be systemat-

ically researched were adult male entrepreneurs (Watkins and Watkins, 1984).

Women and minority or marginalised groups do not appear to have been

specifically targeted for research (Martin and Roberts, 1984). The work car-

*Dundee Business School, University of Abertay Dundee
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ried out by researchers such as Alverez and Meyer (1998), Birley (1989),

Brown and Hisrich (1986), Carter and Cannon (1989), Cromie (1987), Gof-

fee and Scase (1985), McDermott (1985), Rosa and Hamilton (1994), Schreier

(1976), Smith et al. (1982) and Watkins and Watkins (1984) has somewhat

redressed this imbalance. One minority group that has been ignored is that of

the homosexual entrepreneur.

This paper considers the position of the openly homosexual entrepreneur

vis-à-vis their heterosexual counterparts. It seeks to determine whether homo-

sexual entrepreneurs are a minority group worthy of independent study

within the field of entrepreneurship. It also seeks to determine whether they

are motivated to set up in business for the same reasons as their heterosexual

counterparts.

WHAT MAKES INDIVIDUALS ENTREPRENEURS?

Research into what makes individuals entrepreneurial has tended to polarise

round economic (Cantillon, 1755; Hayek, 1949; Knight, 1921; Schumpeter

1962 and Kirzner, 1979), sociological (Bridge et al., 1998), behavioural (Caird,

1992; Churchill and Lewis, 1983) and personality theories (Brockhaus, 1980a;

Chell, 1985; Kets de Vries, 1977; Timmons, 1989). In the context of this

study, which seeks to determine who is likely to become an entrepreneur, the

above research is of less relevance as it concentrates rather on what it is that

they do as entrepreneurs. 

Authors such as McClelland (1961), Wickham (1998) and Storey (1998)

suggest that particular catalysts make some individuals pursue entrepreneur-

ship, i.e. that individuals were either ‘pushed’ or ‘pulled’ into starting a busi-

ness (Storey, 1991). The ‘push’ hypothesis suggests that individuals create new

businesses because conventional options are less attractive or because they

become unemployed or feel excluded (Wickham, 1998). Westhead (1988),

however, suggests that most entrepreneurs are ‘pulled’ into business. For the-

orists such as Kets de Vries (1977), Shapero (1975b) and Scase and Goffee

(1980) there is a definite ‘push’ factor for the individual to reduce the differ-

ence between their own self-image and that apparently placed on them by

society. This apparent contradiction could be explained by the fact that West-

head’s list of ‘pull’ factors could be reworded as ‘push’ factors, i.e. if what

appears attractive as a ‘pull’ factor is missing in an individual’s current environ-

ment, it could be viewed as a ‘push’ factor out of that environment.

Female Entrepreneurs

Until relatively recently, most social science investigations either totally

excluded women from consideration or assumed women to behave in much

the same way as men (Cromie, 1987; Watkins and Watkins, 1984). Since

Watkins and Watkins highlighted the lack of research specifically related to

women entrepreneurs, other researchers have taken up the challenge, for

example Alverez and Meyer (1998), Birley (1989), Brown and Hisrich (1986),
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Carter and Cannon (1989), Cromie (1987), Goffee and Scase (1985), McDer-

mott (1985), Schreier (1976) and Smith et al. (1982).

Specific research into female entrepreneurs has shown little difference in

profile (Welsch and Young, 1983), motivation, traits, attributes and character-

istics (Chaganti, 1986; Fischer et al., 1993; Gerritson et al., 1987; Schreier,

1976; Welsch and Young, 1983). The catalysts that propel women into busi-

ness include family commitments and general career dissatisfaction (Brockhaus,

1980b; Cromie, 1987; Goffee and Scase, 1985; Storey, 1982). Women are typ-

ically characterised as the home makers in society and therefore any work they

take on must usually fit in with this (Baron and Norris, 1976; Richardson and

Hartshorn, 1988; Welsch and Young, 1983). Entrepreneurship affords greater

flexibility to combine domestic and employment possibilities (Goffee and Scase,

1985; Kuratko and Hodgetts, 1992; McDermott, 1985; Vinnicombe, 1987).

Other findings show that women appear to enter entrepreneurship at a

younger age than men (32 years as opposed to 39), are more highly educated

than their male counterparts and are four times more likely to have been sub-

ject to the influences of an entrepreneurial parent than a member of the gen-

eral population (Alverez and Meyer, 1998; Birley, et al., 1986; Dolinsky et al.,

1993; Watkins and Watkins, 1984; Welsch and Young, 1983). In addition,

women tend to be crowded into certain female occupations where technical

experience and managerial skills were not central to success, and they tend to

enter non-male-dominated markets, for example service industries and retail-

ing (Brown and Hisrich, 1986; Cromie, 1987; Watkins and Watkins, 1984).

Women tend to have limited access to their own money or collateral for bor-

rowing (Cannon et al., 1988). 

The Homosexual as a Minority Group Worthy of 

Entrepreneurial Research

What is democracy but mob rule? As John Stuart Mill said democracy

leads to the tyranny of the majority. Let me ask you, who are the disen-

franchised of this country? Minorities, that’s who. Ethnic, racial and sex-

ual minorities.

(Rodi, 1994: l27)

Kets de Vries (1977) and Hagen (1962) suggest that entrepreneurs frequently

come from ethnic, religious or some other form of minority groups. While

many minority groups have now been studied, the homosexual appears to be

the most obvious minority group not to have received any attention from

entrepreneurial researchers. Several explanations could be given as to why this

minority has been ignored to date, ranging from the view that such a group

does not exist, that they have already been researched along with males and

females or that they are too invisible to form the basis of research.

Historically homosexuality is linked with artistic avocation and not with an

interest in business. This might suggest that homosexual entrepreneurs do not

exist. This suggestion is rebuffed by Edward Sagarin, who is quoted by Kaiser
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(1997) as arguing that homosexuals are hardly confined to the arts. In addition,

Kets de Vries (1977) felt that an artistic avocation might be to an individual’s

advantage in setting up in business.

Others might suggest that to be singled out for research a minority group

needs to be seen to be different from those groups already studied and there-

fore, as part of the overall population, homosexuals have already been studied.

The same was said about the need to research female entrepreneurs until the

early eighties (Cromie, 1987; Watkins and Watkins, 1984). 

The third and probably most plausible reason why homosexuals, as a

minority group, may have been ignored is that unlike race or sex, homosex-

uality can easily be concealed. It is very difficult to research a group that has

become expert at concealing its identity. For many homosexuals the frustra-

tion of negative homophobic experiences may never end. The need for con-

cealment may begin at school, but may go on into employment. 

‘Coming out of the closet’, is still seen as a major problem. The deepest

of the closets is the corporate closet. I know thousands of people who are

gay, but I cannot name a single openly gay board member or officer of a

public company.

(Jefferson, 1991: B14) 

The advent of the gay liberation movement in the 1970s and the increasing

number of homosexuals abandoning the corporate ranks in favour of running

their own businesses may mean that invisibility and the need for concealment

may be coming to an end. Also with groups such as The Gay Business Asso-

ciation listing almost 200 members and trade publications such as the Gay to Z

Directory listing over 5,000 gay/gay friendly businesses throughout the UK,

homosexual entrepreneurs can no longer be ignored. Such evidence would

suggest that they make a suitable minority entrepreneurial group to investigate

what motivates them to be entrepreneurs and what propels them into business.

The Homosexual as a Deviant, Marginalised or Displaced Person

A deviant is defined as ‘a person whose behaviour, especially sexual behaviour,

deviates from that which is considered to be acceptable’, as a marginalised per-

son ‘relegated to the fringes, out of the mainstream’ and as the displaced per-

son ‘forced from his home or country’ (Collins, 1986: 423).

The homosexual would appear to fulfil all three definitions on the grounds

that their sexual orientation still appears to be unacceptable to a large portion

of the population. Many are also forced to leave their home town and move

to cities where they are more likely to find acceptance.

Sylacauga like many small towns is not the kind of place where it is easy

to be an out gay or lesbian. If they are fortunate, most gays move to

Birmingham or, better still, Atlanta in the neighbouring state of Georgia.

(Cook, 1999: 44) 
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On the basis of such evidence many homosexuals also meet the definition of

the displaced.

Entrepreneurial Research Relating to Deviant or 

Marginalised Individuals – The Psychodynamic Model

No specific research has been carried out to date on the homosexual entrepre-

neur, but several researchers have studied entrepreneurs in the context of

being socially deviant or marginalised characters such as Hagen (1962), Kets de

Vries (1977), Scase and Goffee (1980) and Stanworth and Curran (1976). 

Kets de Vries (1977: 34–57) is probably the best-known proponent of the

psychodynamic model of entrepreneurship. He suggests that entrepreneurs are

misfits, deviants or marginal characters spurred on primarily by adverse experi-

ences in early childhood. He also believed that ‘the possession of, and belief in,

different systems from that of the mainstream of society will contribute to the

development of unconventional patterns of behaviour – entrepreneurship being

one of them’. The homosexual, as a member of a marginalised minority group,

is at odds with the majority of the population regarding their sexuality and may

act like Kets de Vries’ deviants and opt out of employment, with its risks of sex-

ual discrimination and harassment, and set up in business on their own.

Kets de Vries (1977) believes that as a result of this psychological process

the entrepreneur may feel at their best when they have reached ‘rock bottom’.

Their feelings of guilt being paid off, they are free, unburdened and able to

start all over again. Homosexuals who have decided to be open about their

sexuality often have to reassess and restructure their whole existence. 

Shapero (1975b) addressed the issue of the entrepreneur as being a dis-

placed person. Homosexuals may well fit into this group of ‘displaced’ indi-

viduals wishing to escape homophobia in the workplace or the perceived

constraints relating to promotion and advancement placed on them in the

workplace if their sexuality becomes an issue. This would appear to be con-

sistent with the social marginality theory put forward by Stanworth and Cur-

ran (1976) and Scase and Goffee (1980), who suggest that a perceived

incongruity can arise between an individual’s personal attributes and the posi-

tion they hold at work and in society. 

Hagen (1962) suggested that where the behaviour of a group is not

accepted or where a group is discriminated against, then a psychological dise-

quilibrium would occur. He suggested that while many individuals within

such a group would withdraw out of sight – ‘homosexual invisibility’ – for

others the situation may trigger a personality transformation. For Hagen, this

transformation could result in the emergence of an entrepreneur.

The work of Kets de Vries (1977) has been criticised on a number of

counts. Most successful entrepreneurs, when asked, stated they had perfectly

happy childhoods. Stanworth and Curran (1976) and Scase and Goffee (1980)

stated that Kets de Vries’ research did not take into account the wider social

or societal pressures that might propel individuals into self-employment.

Levinson et al. (1978) and Chell et al., (1991) felt that his work was too
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focused on childhood experience to the exclusion of other lifecycle effects

thus omitting the possible influences that occur during adolescent and adult

stages of development.

It is these last two criticisms (i.e. societal pressure and the gap years

between childhood and the age when individuals actually set up in business)

that this paper seeks to address in relation to the homosexual entrepreneurial.

Homosexuals may well have had idyllic childhoods and good relationships

with their parents. However, the major difference for the homosexual is that

from puberty or earlier, because of their developing sexuality, they may have

felt ‘different’, ‘excluded’, ‘unacceptable to society’, often being labelled

deviants – and this does not change with age.

As stated earlier, certain researchers have hypothesised that individuals are

either ‘pushed’ or ‘pulled’ into entrepreneurship (Storey, 1991). Homosex-

uals, like heterosexuals, may be ‘pushed’ into self-employment because con-

ventional options are less attractive or because they become unemployed or

feel excluded. According to Scase and Goffee (1980), entrepreneurs may be

more likely to emerge from those groups in society that are ‘deprived’ or

‘marginal’, i.e. groups which are discriminated against, persecuted, ‘looked

down upon’ or ‘exceptionally exploited’. Homosexuals may fit into this

group of ‘displaced’ individuals wishing to escape homophobia in the work-

place or the perceived constraints relating to their promotion and advance-

ment placed on them because of their sexuality if it is known or suspected

in the workplace.

Like their heterosexual counterparts, homosexuals are likely to be ‘pulled’

into creating new businesses by the same desire for the perceived financial

rewards of entrepreneurship, the sense of achievement to be gained from run-

ning their own business, the desire to gain the social standing achieved by

entrepreneurs and the need to be creative. In addition many homosexuals may

be ‘pulled’ by the desire to be free of the stigma of their sexuality and be able

to work with other homosexuals.

In 1981, Robert Caseletto left his position as assistant treasurer of a large

cosmetic concern to start his own business. As a one-time stockbroker,

he had long hoped to run a brokerage concern. As a homosexual, he

wanted a job where he could be open about his sexual orientation and

work with other gay people.

(Jefferson, 1991: B14)

Chell (1985: 2) states that to validate the psychodynamic approach ‘it should

be possible to identify a set of reasons (consonant with the deviant stereotype)

which typify the entrepreneur. While it is possible to agree with this con-

tention for entrepreneurs in general, homosexuals could have one reason con-

sonant with the deviant stereotype, i.e. the continued, often violent,

homophobia prevalent all around them.
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RESEARCH METHODOLOGY

Aims of the Research

The research undertaken for this paper set out to:
� Determine whether homosexuals are a minority group worthy of research

in the context of entrepreneurship;
� Determine whether UK male homosexual entrepreneurs have the same

traits and are motivated to set up in business for the same reasons as their

heterosexual male counterparts or whether, as with the minority group of

women, other forces are at work.

Hypotheses

The following hypotheses are to be tested:

H1: UK male homosexuals have the same entrepreneurial traits and attributes

as their heterosexual counterparts; and,

H2: UK male homosexual entrepreneurs are motivated by the same catalysts

to set up in business as their heterosexual counterparts.

In order to determine whether homosexuals have the same entrepreneurial traits

and are motivated to set up in business by the same catalysts as their heterosex-

ual counterparts, and the minority group of women, it was necessary to research

the position relating to entrepreneurs in general and women in particular. This

was accomplished through secondary research by an analysis of textbooks, jour-

nal articles, newspaper articles, the Internet and government information. The

objective was to create a picture of individual entrepreneurs, the reasons why

entrepreneurs in general create new businesses and the reasons why female

entrepreneurs, a recognised minority group in entrepreneurship, create new

businesses. In addition, in an attempt to determine whether homosexual entre-

preneurs are a minority group worthy of study, in the context of deviant, mar-

ginalised or displaced persons, the remaining secondary research focused

specifically on the work of those such as Hagen (1962), Kets de Vries (1977),

Scase and Goffee (1980), Shapero (1975b) and Stanworth and Curran (1976).

Primary research was carried out through a postal questionnaire sent to 185

members of the only known UK gay business association. A total of 68 com-

pleted questionnaires were returned for analysis (a response rate of approxi-

mately 37 per cent). Due to the limited accessibility of homosexual

entrepreneurs to study, no pre-test or pilot questionnaires were used. The

questionnaire used only ‘closed’ questions (Gill and Johnson, 1997). Space was

left at the end of the questionnaire to allow respondents to express any further

views. 

Of the respondents 94 per cent were homosexual males, which meant that

no useful statistical evidence could be drawn from the remaining 6 per cent
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relating to heterosexual males and homosexual females. Therefore only the

results of the responding homosexual males will be analysed.

DATA ANALYSIS

Analysis of the data confirmed that there is little, if any, difference between

homosexual entrepreneurs and their male and female heterosexual counterparts

when it comes to traits, attributes and characteristics relevant to entrepreneur-

ship: 33 per cent wanted to take advantage of an opportunity; 18 per cent

wanted freedom to adapt their own approach to their work; 14 per cent needed

to achieve something and get recognition for it; 12 per cent desired higher

earnings; and 8 per cent wanted to control their own time. Interestingly, the

most popular first choice appears to suggest that the economic theories of entre-

preneurship may still be relevant, i.e. many of the respondents were merely

responding to an economic opportunity that presented itself to them.

The majority of respondents entered into entrepreneurship from previous

employment (83 per cent) and almost all appear to have been ‘pulled’ into

entrepreneurship by the attractions of setting up in business on their own.

Only one respondent was apparently ‘pushed’ into business by the negative

aspects of employment, i.e. to escape homophobia at work. The fact that the

respondents appeared to have been ‘pulled’ into business by its apparent attrac-

tions is not surprising as the motivational statements from which they had to

choose were almost all expressed in positive ‘pull’ terms.

While the respondents did not appear to give any weight to homophobia in

the work-place as a factor which ‘pushed’ them into entrepreneurship, an unusual

result occurred in relation to their responses to their openness about their homo-

sexuality as they progressed through life and into business. While at school, only

9 per cent were open about their sexuality; the figure rose to 61 per cent while

in employment and up to 80 per cent when in a business of their own. It appears

that while being open about their sexuality was a progressive thing, at least 19 per

cent felt that they could only be open about it once out of employment. The lack

of ability to be open about their sexuality whilst in employment could have been

because of the fear of homophobia or the feeling of being a ‘misfit’ at work.

There appears to be no obvious link between the catalysts indicated by

women and those of the homosexual respondents. Again this would not seem

unreasonable, as the biggest catalyst for women appeared to be their need to

balance family life with their work life, something that does not normally

affect homosexual males.

Findings in Relation to Psychodynamic Theories

The results of the primary research carried out in relation to the psychody-

namic theories of those such as Kets de Vries (1977) also appear to be incon-

clusive. Kets de Vries (1977) placed a lot of emphasis on entrepreneurs being

individuals who had experienced an unhappy childhood with fathers who

were either domineering or distant. Of the respondents 81 per cent claimed to
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have had a happy childhood but, interestingly, fathers do not appear to have

had a strong childhood influence, i.e. they appear distant as suggested by Kets

de Vries. Sixty-four per cent of the respondents said that their mothers or

some other family member had the strongest influence over them during

childhood. While not conclusive, the evidence does appear to suggest that the

majority of homosexual entrepreneurs had only weak relationships with their

fathers, which may support the findings of Kets de Vries.

Thirty-six per cent of the respondents said that they felt isolated from their

heterosexual peers suggesting that a large proportion of respondents appeared

to be marginalised. Thirty-six per cent indicated that they had suffered from

some form of homophobia during their childhood and only 9 per cent were

open about their sexuality while at school. The implication of this last fact

might be that the remaining 91 per cent feared homophobic abuse if they had

been open about their sexuality, i.e. they suffered in silence. Almost 20 per

cent of the respondents waited until they were in business on their own before

they were open about their sexuality. The above evidence would appear to

give some, though very weak, support to the social marginality theories of

Scase and Goffee (1980) and Stanworth and Curran (1976), who believed that

individuals may become entrepreneurs to avoid the incongruity of how they

view themselves and how they are viewed by society. 

Factors Influencing Entrepreneurs: Education, Age, 

Experience and Financial Support

As in the case of female entrepreneurs, some of the more interesting findings

come in relation to other information that was collected from the question-

naire responses.

Education: Table 7.1 shows that the homosexual male entrepreneur appears to

be better educated than either the men or women in the Watkins and Watkins

(1984) study, with 88 per cent having A Levels or above compared to 77 per

cent for heterosexual males and 81 per cent for women. 
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Education Level Women %* Men %* Homosexual Males %**

0 Level or equivalent only 

A Level or equivalent 

Degree or equivalent 

Secretarial-type qualifications 

(sub-degree commercial) 

Recognised professional qualifications

19

10

26

19

26

100

23

2

21

2

52

100

2

27

15

0

56

100

Table 7.1: Education Level of Female, Male and Male Gay Entrepreneurs

*Information taken from Watkins and Watkins (1984).

**Results of questionnaire.

Ch07.qxp  8/25/2005  2:56 PM  Page 115



The percentage of homosexuals holding professional qualifications (56 per

cent) was slightly higher than that of their heterosexual male counterparts (52

per cent) and significantly higher than that of women (26 per cent). Of the

homosexual respondents 74 per cent said that their professional qualification

related to their current business as compared to 80 per cent for heterosexual

males. The evidence gathered would appear to agree with sociologists such as

Roberts (1977) who believe, amongst other things, that the level of education

attained dictates the individual’s business prospects. 

Financial Support: Of the respondents 50 per cent used only their own funds

or those of family and friends when setting up in business. A further 42 per

cent used banks in addition to their own funds or those of their families as a

source of finance. Only 3 per cent made use of public sources of finance such

as local or central government grants. Forty-six per cent of the respondents

said that their major constraint when setting up in business was the lack of

finance. This would appear similar to the position of female entrepreneurs.

Age and Experience: According to Watkins and Watkins (1984) the average

age of men becoming entrepreneurs was 39 years, compared to 32 years for

women. The results of the questionnaire show the average age of homosexu-

als when setting up in business was 32 years like their female counterparts.

Watkins and Watkins suggested that at 32 years women were probably too

young to have accumulated a lot of experience or capital. Evidence from the

questionnaire also suggests that the average number of jobs held by homosex-

ual entrepreneurs prior to going into business was only 3, which again might

suggest that they had little opportunity to gain experience and managerial skills

before going into business, compared to their heterosexual male counterparts.

Interestingly 55 per cent of the homosexual entrepreneurs said that their cur-

rent business related to their previous work experience. This was marginally

better than women entrepreneurs (40 per cent), but much worse compared to

their heterosexual male counterparts (84 per cent), as stated by Watkins and

Watkins (1984). 

When compared to the business areas of operation identified in Watkins

and Watkins’ study, an unusual similarity occurs between previous findings

relating to women and that of homosexual entrepreneurs. Table 7.2 shows that

the majority of homosexual entrepreneurs (88 per cent) appear to be involved

in service-related business, compared to 61 per cent for women and only 25

per cent for heterosexual men.

The areas in which homosexuals set up in business might appear contradic-

tory in light of the educational achievements attained by both homosexuals

and women, but when considered with the findings relating to access to

finance and the age at which they enter entrepreneurship, a similar position to

women may exist. The homosexual appears to rely primarily on their own

funds when setting up in business. They also appear to set up in business at a

fairly young age, certainly much younger than their heterosexual counterparts.

By being younger, they will not have had the opportunity to accumulate large

amounts of capital. They will also have had less chance of gaining sufficient
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experience from previous employment. As a result, the choice could be seen

in terms of high motivation to immediate independence tempered by eco-

nomic reality, rather than a conscious decision to enter a sector that requires

lower educational qualifications, less experience and less capital.

CONCLUSION

The aims of this paper were to:

� Determine whether homosexuals are a minority group worthy of research

in the context of entrepreneurship;
� Determine whether homosexual entrepreneurs have the same traits and

are motivated to set up in business for the same reasons as their heterosex-

ual male counterparts or whether, as with the minority group of women,

other forces are at work

and to test the following hypotheses:

H1: Homosexuals have the same entrepreneurial traits and attributes as their

heterosexual counterparts.

H2: Homosexual entrepreneurs are motivated by the same catalysts to set up

in business as their heterosexual counterparts.
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Business Area Women’s*

Businesses

Men’s*

Businesses

Homosexual Males’*

Businesses

Distribution 

Catering 

Other Consumer Services 

Industrial/Commercial Services 

(All Services) 

Manufacturing 

Construction 

Transportation 

Primary Extraction 

Agribusiness 

12

6

14

29

61

31

0

2

0

6

100

2

0

2

21

25

67

2

2

2

2

100

-

11

23

54

88

12

0

0

0

0

100

Table 7.2: Business Operation Areas: Female, Male and 

Male Gay Entrepreneurs

*Information taken from Watkins and Watkins (1984).

**Results of questionnaire.
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This paper demonstrates that homosexual entrepreneurs are a minority

group worthy of research in the context of entrepreneurship. It also lends sup-

port to the hypothesis that homosexual male entrepreneurs appear to have the

same traits and are motivated by the same catalysts to set up in business as their

heterosexual male counterparts. From the evidence gathered, the aims of this

paper have been met and the two hypotheses have been confirmed.

Apparent Contradictions

Despite the conclusion reached above, the results attained may not represent

homosexual entrepreneurs throughout the UK. It was shown within the paper

‘The Homosexual as a Deviant, Marginalised or Displaced Person’ that the

homosexual entrepreneur had many similarities to the individuals identified by

researchers such as Kets de Vries, (1977) Scase and Goffee (1980), Shapero

(1975a) and Stanworth and Curran (1976). Each of these researchers studied

the entrepreneur as either a ‘deviant’, ‘marginalised’ or ‘displaced person’ who

is ‘pushed’ into business by the negative aspects of either their position at work

or in society. It might have been expected that homosexuals, as a marginalised

group, would have indicated such ‘push’ factors as homophobia at work as a

motivational factor propelling them into business, but very few of the respon-

dents did mention such factors.

Firstly, when sending out the questionnaire via The Gay Business Associ-

ation, no information was available as to the membership of the association,

the type of businesses operated or the location from which the businesses

operated. Subsequent to the return of the questionnaire it was discovered that

all but three of those sent the questionnaire operated in or around the City of

London. Such homosexual entrepreneurs may experience little or no problems

with regard to being open about their sexuality as compared to those homo-

sexual entrepreneurs operating outwith London. 

Secondly, the average age of the respondents’ current businesses was over

nine years. In addition, the majority of respondents had also owned businesses

prior to the current one, indicating that it is at least nine years since the deci-

sion to go into business was made. It may be possible that some of the respon-

dents, now comfortable with their sexuality, do not remember if negative

reasons, including homophobia, were important motivational factors in pro-

pelling them into business.

Finally, the very wording of the questionnaire may have influenced the

responses. Similarly to previous research, the questions relating to motivation

were expressed primarily in ‘pull’ terms, i.e. in terms of the attractions of set-

ting up in business. Had the questions been worded in ‘push’ terms different

responses may have been obtained.
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Strategic Choice in the 
Non-Profit Sector: Modelling the

Dimensions of Strategy

M A R Y L E E R H O D E S *  A N D

J U S T I N F. K E O G A N *

ABSTRACT

This study examines the strategy choices and processes of 25 non-profit

housing organisations in Ireland to establish an empirical basis for defin-

ing the elements of strategy for non-profit organisations and to identify con-

tingency factors. This paper commences with a review of current literature on

alternative approaches to strategy in both the private and non-profit sectors

and proposes a framework for researching strategy in non-profit organisations.

Using this framework, five key research questions are posed. Strategy in non-

profits includes decisions in relation to mission, environmental analysis, strate-

gic content, organisational structure and the process of strategy formulation. In

addition to highlighting the detailed components of each of the five strategy

elements for the 25 non-profit housing associations in Ireland, the research

suggests that there are at least three potentially important contingencies in

non-profit strategy:

1 A highly regulated and/or ‘predictable’ external environment is consistent

with a ‘systemic’ approach to strategy; 

2 Organisations in the midst of significant growth are more likely to be con-

cerned with decisions around mission and structure, while those in a more

competitive, lower growth environment will be more focused on envi-

ronmental analysis and strategy content; 

3 Human resource related elements have a higher ‘visibility’ in non-profit

strategy than current strategy literature would suggest.

*School of Business Studies, Trinity College, University of Dublin
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INTRODUCTION

Studies of strategy in non-profit organisations have proliferated in the last

decade with research questions addressing the formulation, content and imple-

mentation of strategy using a multitude of different methodologies. Neverthe-

less, the field remains fragmented (Stone et al., 1999) and displays an

over-reliance on dated approaches to researching and formulating strategy

derived from the private sector (Courtney, 2001). Furthermore, the majority of

studies are based in the US, with relatively few studies on strategy in European

non-profits. In this paper, we seek to address both of these issues by, firstly, pro-

posing a research model that integrates recent literature regarding the range of

strategic management approaches with existing knowledge about the shape and

content of non-profit strategic management and, secondly, using the resulting

model to describe the strategic choices made by 25 non-profit housing organ-

isations in the Republic of Ireland (ROI) and Northern Ireland (NI). The focus

of this study is on identifying the key elements of strategy and any patterns

and/or possible contingencies in the non-profit organisations studied.

The first section of this paper presents our research model based on a

review of current literature in the non-profit strategy domain as well as the

current paradigms in mainstream strategy literature. This section concludes

with the key research questions and the methodology used. The second sec-

tion reports on the main findings of our research into Irish non-profit hous-

ing organisation strategy and compares these findings with existing theory.

The implications for theory in relation to strategy in non-profit organisations

are summarised in the final section, along with implications for practitioners

and policy makers as appropriate.

RESEARCH MODEL AND METHODOLOGY

Stone et al. (1999) proposed a range of analytic categories for describing strategy

in non-profit organisations based on their analysis of 65 empirically based jour-

nal articles relating to non-profit strategy. Courtney (2001) investigated strategy

research and practice among non-profits in Ireland and England and proposed

that the ‘new pragmatic approach’ (Nohria and Berkley, 1994) to strategic man-

agement was much more in tune with the culture and values of the non-profit

sector than the classic planning approach that informs much of the research (and

practice) discussed in Stone et al. (1999). Based on these two sources we deter-

mined that the relevant questions for an analysis of non-profit strategy are: 

1 What are the choices that organisations make that could be considered

‘strategic’? 

2 What are the factors that determine which strategic choices are made by

organisations? 

Stone et al. (1999) proposed that the answer(s) to the first question could be

grouped under the categories of strategy formulation, content and implementation,
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while the second question relates to strategy determinants. Courtney (2001) sug-

gests that the principal elements of strategic management in non-profits

include: environmental analysis (both internal and external), mission, vision,

values, long-term aims, strategic priorities, strategic choices, performance indi-

cators and implementation (resource implications, monitoring, operational

plans, motivation, structure). These two articles informed our development of

our model of strategy dimensions in non-profits as illustrated in Figure 8.1.
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Outside the research 
scope 

Process 

Environment

Mission 

Strategy 
content 

Implementation 

Structure and
HR approach

Impact/
performance

Figure 8.1: Model of Strategy Dimensions for Non-Profits

A review of Hambrick and Fredrickson’s (2001) model of strategy suggests

that our non-profit strategy model is similar to current models in the private

sector. The major difference, at least at this level of analysis, is greater com-

plexity in defining the nature of performance in the non-profit sector litera-

ture and the inclusion of process as a key strategy element. With regard to

defining the nature of performance, Kanter and Summers (1994: 220) argue

that financial measures are ‘a good test of both market-need satisfaction and

the capacity of the organisation to run itself efficiently’, but that non-profits

defined themselves ‘not around their financial returns but around their mis-

sion, or the services they offer’. However, since little agreement about what

constitutes non-profit performance exists in the literature (Stone 1999), we

excluded questions relating to impact of strategy from our research.

Mintzberg et al. (1998), in examining how different researchers prioritise

different aspects of strategy, identify that the dimension of ‘strategy process’ is

of at least equal importance to the other dimensions of strategy approaches that

were identified in the research on non-profit management. Whittington

(2001) proposes strategy process as one of two dimensions (with one end of

the process dimension representing the planned approach and the other end

representing the emergent approach) required to differentiate between strate-

gic approaches; the other dimension being the level of complexity of the

organisation’s performance outcomes (one of the dimensions represents a sin-

gularity of strategic objective and the other a plurality of objectives). We
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therefore included the analytical category of strategic process into our research

model of strategy in non-profit organisations. Note, however, that introduc-

ing process into the model is more complicated than simply adding another

box to the diagram

The elements of mission, strategy, environment and implementation are

each affected by process and, in fact, organisations may choose to focus on any

one of these in any order (Johnson and Scholes, 1999). Furthermore, the deci-

sion to address these other elements in a particular order, particularly if this

becomes the organisation’s ongoing pattern of strategy formulation is crucial

to the description of the strategy process. Therefore, we propose, as illustrated,

that the dimension of strategy process encompasses the other four dimensions.

Having explained the choice of our five research dimensions in non-profit

strategy, we now proceed to the specific question(s) that need to be addressed

within each dimension.

Mission

Of the various models used to describe mission, we found Campbell and

Yeung’s Ashridge Mission Model (1998) to be the most practical in that it

helps identify a variety of issues that organisations may associate with their mis-

sion. This model contains four elements for a mission statement: purpose, val-

ues, behaviour standards and strategy. The one shortcoming we see with the

model is the inclusion of ‘strategy’. Its inclusion here is at odds with other

writings in strategy as it overlaps with what others regard as strategy content

that is separate from mission (Courtney, 2001; Johnson and Scholes, 1999;

de Wit and Meyer, 1998).

Strategy (Content)

To avoid confusion between our research model and other authors’ work,

when we refer to strategy in our model, we are referring to those decisions

about the course(s) of action needed to fulfil the organisation’s mission and we

refer to this dimension as strategy content within our model. There is a wide

range of proposed elements for strategy content in the literature. Johnson and

Scholes (1999) propose that there are six generic decisions that must be taken

by the organisation: protect/build on current position, withdrawal, consolida-

tion, new service development, market development and diversification.

Hambrick and Fredickson (2001) offer a framework for strategy formulation

that asks a number of key questions under the headings of arenas, vehicles,

impactors/differentiators, staging and economic or policy logic. Whittington

(2001) claims that leadership decisions, the decision-making process, growth

strategy and implementation approach are the central problems in strategic

management.

Furthermore, in the non-profit strategy literature (Stone et al., 1999), and

increasingly in the mainstream strategy literature (Contractor and Lorange,

2002), a key question that organisations have to decide on is whether they

should compete or cooperate with other organisations in their sector. A coop-
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erative (network) strategy is one where an organisation works closely with its

suppliers on a common production strategy, builds up a long-term partnership

with its customers and gets involved in joint-ventures with competitors for a

number of purposes such as research and development. The relationships in a

network or cooperative strategy can range from occasional collaboration to

virtual integration. A competitive (‘go-it-alone’) strategy is one where an

organisation shops around for the best deal among potential suppliers, avoids

becoming a captive supplier and results in an organisation carrying out its own

research and development. Competitive strategies can range from open war-

fare to general strain and tension (de Wit and Meyer, 1998). Determining

which amongst this range of decisions are most germane to non-profit organ-

isations in our study is a major component of the research.

Implementation (Structure and HR Approach)

In the literature, the elements of implementation range across a very large set

of decisions. Courtney (2001) includes organisational structure, operational

plans, resource implications and monitoring approach in his list, while the

research in Stone et al. (1999) addresses an even broader span of topics.

Mintzberg et al.’s (1998) Configuration School suggests that there are four ele-

ments that should be addressed: organisational culture, organisational structure,

systems and human resource management. Organisational structure – and/or

key components of structure – appears in most of the strategy literature as a

central element to be addressed as part of an organisation’s strategy approach.

It is understood that, although the choice of organisational structure will not

necessarily lead to strategic success, an inappropriate structure will obstruct it

(Johnson and Scholes, 1999). Grant (1998) suggests that the management of an

organisation’s human resources should be a strategic concern of senior man-

agement. We have therefore chosen to focus on structure and HR strategy as

the main elements to be explored under the dimension of implementation.

Environment

In analysing strategy, the environment is generally divided into its internal and

external aspects. An internal environmental analysis involves examination of

strengths and weaknesses, resources available to the organisation, organisa-

tional structure and processes, and culture (including routines, symbols, power

structures and control systems). The resourced-based approach to strategic

management has been influential in environmental analysis in both non-profit

and for-profit organisations since the beginning of the 1990s. The premise of

this approach is that each organisation is a unique cluster of resources and

capabilities (Pfeffer and Salancik, 1978). The type of resources included are

financial, physical, human, technological, reputation and organisational. Intan-

gible resources and people-based skills are regarded as probably the most

strategically important resources of the firm (Grant, 1998).

External environmental analysis involves examination of opportunities and

threats, competitive stance, political, economic, social and technological influ-
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ences, and relations with stakeholders among others. Tools used to assist in

external analysis include PEST, Porter’s Five Forces, scenario planning and

stakeholder mapping. For this research we included both the internal and

external environment in analysing the environmental factors relevant to the

strategic decision making for non-profit organisations. 

Process

In developing our framework, we have referred to the prominence that Whit-

tington and Mintzberg give to process in strategy formation. In terms of the

strategy development process, Whittington (2001) and Mintzberg et al. (1998)

suggest that there are two broad perspectives: planned and incremental/emer-

gent. In the planned perspective the emphasis is on intentionally designed

strategy, discovery by analysis, formal and comprehensive structures for arriv-

ing at strategy, a linear process between deciding and acting, hierarchical deci-

sion making and programmed, top-down implementation. In the

incremental/emergent perspective, the emphasis is on gradually shaped strat-

egy, discovery by finding out, informal and fragmented formation processes,

intertwined decision making and acting, wide involvement in decision mak-

ing, and implementation influenced by learning and cultural and cognitive

shifts. Our research question in this dimension of strategy addresses which

strategic decisions are made deliberately and which strategic decisions emerge

as a series of incremental steps.

Research Methodology

For the purposes of this paper, we selected one key research question for each

dimension to be addressed in our empirical research into Irish non-profit

housing organisations (Figure 8.2). 
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Mission: How are the missions of non-profit organisations defined and how does mission relate

to the other elements of strategy?

Strategy content: What are the key decisions that make up strategy ‘content’ for non-profits?

Structure and HR approach: What decisions, related to organisational structure, have strate-

gic implications for non-profits?

Environment: What factors in the internal and external environment(s) do non-profits take into

account in formulating strategy?

Process: Which strategic decisions are made deliberately and which are more emergent in

nature among non-profits?

Figure 8.2: Research Questions

The questions were developed in order to classify elements of strategy as well

as identify relationships amongst the elements and/or particular choices that

were made. To address these research questions we designed case studies of

non-profit organisations following the recommendations of Eisenhardt (1989)
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and Pettigrew (1997). We selected case studies based on a profiling exercise of

non-profit organisations in the two jurisdictions that was performed as part of

a study by Mullins et al. (2003). This profiling constructed a sample of organ-

isations that reflected the diversity within the sectors as well as being reason-

ably representative of the demographic profile for each sector as a whole.

Twenty-five cases were selected, ten from NI and fifteen from the ROI. Cases

were constructed based on interviews with managing directors and, in some

cases, additional interviews with other board members and/or staff members.

Interviewees were asked to discuss and describe the goals of the organisation,

issues facing the organisation including barriers to achieving objectives, recent

strategic decisions and the process for, and participants in, decision making. 

Providing a second data point around strategy elements in each organisa-

tion, as well as addressing the need for longitudinal data around process, inter-

viewees were asked to describe anticipated future decisions and follow-up

interviews were conducted six to twelve months later to determine if and how

these decisions had been addressed. Finally, documents relating to the strategy

and background of the organisations were collected and used to provide fur-

ther context and more detail around the strategy elements of interest.

Multiple interviewers were employed, using a semi-structured interview

protocol that was developed to address a broad range of organisational issues –

including but not limited to strategic decision making. Once the case studies

were written up, summaries were developed for review by the research team

and broad themes, similarities and differences highlighted and discussed. The

specific analyses for the purposes of answering the research questions posed in

this article were performed by one of the authors of this paper, who was also

a member of the research team in the Mullins et al. (2003) study.

RESEARCH FINDINGS

Mission

Generally, mission statements of non-profit organisations are defined at their

inception to address a social need that founders believe they are in a position

to address. It is usually defined by a group of people, often led by a social

entrepreneur, who then become founding board members of the organisation.

Sometimes these founding members are part of an existing non-profit (or in

fact a public or even private) organisation that provides the initial resources for

the start-up. From our research, we observed that the mission, strategy and

structure of the new organisation are then modelled on the organisation with

which the founders are familiar. While there were several interviewees that

suggested that government funding and policy were contributing factors in the

decision to establish the organisation, it would be misleading to suggest that

the missions of these organisations were in some way defined by government.

In fact, of the three elements of mission we described, only one (purpose) was

mentioned as being shaped by government intervention through funding and
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regulatory policies. Of course, this is a crucial element of mission and no doubt

this relationship between government policy and organisational purpose helps

to shape the perception of ‘steering’ by government in some non-profit areas

of activity (Mullins et al., 2003).

The original mission, no matter how far back in the mists of time it was

established, was quite influential during the period in which we conducted our

interviews. In fact, it would not be an exaggeration to say that, for many of

the organisations, changing the original mission – and in particular the purpose

and values – of the organisation was tantamount to considering dissolving the

organisation. This is a crucial difference between non-profit organisations and

private firms. Where private sector firms are theoretically and practically will-

ing and able to change elements of their mission to create shareholder value,

there is rarely an overriding objective of this sort to challenge the primacy of

the mission of the non-profit organisations. 

Of course, it is the case that non-profit organisations, whose funding is

largely sourced from the government, will have similar mission challenges

when government policy changes and/or when funding for those activities

that support the organisation’s mission is no longer available. In fact, an even

subtler mission issue arises when funding becomes available for activities that

are somewhat related to the organisation’s mission, but that would redirect

efforts into areas that were not originally considered. This was certainly the

case in several of the organisations in our study when government funding

became available for general needs and affordable housing, both of which were

considered incompatible with their organisations’ original mission by some

board members. In fact, we found that the expansion of funding and other

support by government for non-profit housing organisations in the ROI gave

rise to debates around mission in that jurisdiction. 

Strategy Content

The decision about what sort of decisions were strategic or not was left to the

interviewees to make, although a definition of ‘strategic decision’ was pro-

vided on request. This definition was ‘[a decision] which is recognised as hav-

ing significant implications for the structure, direction or purpose of an

organisation’. However, it was rarely necessary to use this definition, as senior

managers generally made their own decisions as to what was strategic. In our

sample of twenty-five organisations, there were four types of decision that the

senior managers considered ‘strategic’: 

1 The appropriate size of the organisation and whether to expand/main-

tain/contract, 

2 The type of organisational activity, 

3 Whether to compete or cooperate with other organisations that were active in

the same domain of operation, 

4 The implications of any change on the organisational mission.
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Size

All but one of the organisations in our study saw their choice as being between

growing in terms of numbers of dwellings under management and staying the

size that they were. An analysis of the research showed that the majority of

organisations were planning to grow. This growth ‘imperative’ may have been

due to the perception that the resource environment at the time (i.e. govern-

ment funding and support) encouraged growth, but it did not appear that

there had ever been a time when the organisations had actively considered

contracting.

Type of activity

Decisions relating to the type of housing services to provide (i.e. the target

tenant groups and the range of services to provide) were constrained by the

funding opportunities made available by the government schemes in both

jurisdictions. Senior managers saw their choices as clearly circumscribed by

funding legislation, as no viable alternative for funding existed in either juris-

diction. The choice that a given organisation might make within the options

presented by the funding legislation was further defined by organisational pur-

pose – which was generally understood to arise out of the identification of

some unmet need in the community served by the organisation. 

However, the process of detailed need identification was different in the

two jurisdictions. Organisations in NI generally relied on the government

entity charged with social housing responsibility (the Northern Ireland Hous-

ing Executive in recent history) to identify local housing requirements, to

which the non-profit organisations could choose to respond. Organisations in

the ROI were more likely to define the needs of whatever community they

were targeting themselves and occasionally were in conflict either with local

government or national funding priorities in pursuing their mission(s). 

To compete or cooperate

Similarly to the type of activities decision, the question of competing was also

linked to organisational mission in non-profit organisations. If the organisation

defined itself as in the ‘business’ of providing social housing, then competing

– for land, funding or staff – was seen as a viable strategy. If the organisation

saw its mission as fulfilling a social purpose, then competing with other organ-

isations that had the same purpose was generally rejected, if it was perceived

as an option at all. A rich discussion of how organisations in each jurisdiction

perceived the trade-off (or indeed, complementarity) between ‘business effi-

ciency’ and ‘social purpose’ may be found in Mullins et al. (2003).

The effect of strategy content decisions on mission

As noted above, the mission of the non-profit organisations framed in some

fundamental way decisions about other strategic elements. Reflecting on pur-

pose was most often connected to decisions around what activities to pursue

and whether or not to compete with other non-profit organisations. Decisions
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about staffing (see below) were often connected to values and/or behavioural

standards. To the extent a given strategic choice was perceived to conflict with

mission elements, it was hotly debated and often rejected no matter how com-

pelling other factors were in favour of the choice under consideration.

Structure and HR Approach

In response to our question about key strategic decisions, taken or anticipated,

interviewees were equally likely to give examples of decisions that relate to

our category of structure as they were to address strategic content decisions. Struc-

tural decisions that interviewees considered strategic included: 

1 The appropriate organisational structure and how to configure the deci-

sion-making ‘system’ (who to involve, in what sort of decisions, applying

what sort of decision-processes);

2 The level and type of human resources required to achieve the objectives

of the organisation;

3 Where and how to acquire other key resources including finance, land,

professional expertise and organisational legitimacy.

Within the configuration decision category there were three main issues occu-

pying the management teams of the organisations studied. These were a) the

balance between decentralised and centralised decision making, b) whether to

perform all organisational activities in-house or to link up with other organi-

sations and c) the balance of role/responsibility between the chief executive

and the board of directors. We noted that, although many of the organisations

were undergoing significant redesign of functional and/or geographic roles, it

was not generally the case that this sort of decision was considered ‘strategic’.

The last two decision categories suggest that the management of human

resources (HR) occupies a significant amount of senior management’s time

and is seen as a core strategic resource of non-profit organisations – of equal

or even greater importance than land or capital. Given that the research was

conducted in housing organisations, this is a relatively surprising finding. 

We further noted that, while senior managers in both jurisdictions were

concerned with the configuration questions in organisational structure, senior

management in the ROI were more likely to be concerned with HR concerns

than their counterparts in NI.

Environment

As discussed earlier, the strategic dimension of environment encompasses both

the external and internal environment of the organisation. In relation to the

external environment, the factors impacting on non-profit decision making

most were: 1) availability of resources (capital, land, labour), 2) the level of

housing demand generally, 3) the degree to which government policy facili-

tated or inhibited their activities and 4) the rate of change and the level of

uncertainty about the direction of change of any of the previous three elements. 
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Supporting Mullins et al. (2003), it was clear from our study that organisa-

tions in NI were more likely to mention external issues as major factors in their

strategic decision making than those in the ROI. Mullins et al. suggest that this

is due to the higher degree of uncertainty in the environment as well as a more

restrictive regulatory environment and less overall demand for services. 

In relation to the internal environment we found that there were four fac-

tors of importance. The first element was leadership, including the skill capac-

ity of the leader(s) in the organisation and the impact of a transition of

leadership on the organisation. We also noted that a change in leadership is

often part of a significant change in strategic direction (i.e. new choices in the

strategy content dimension), but can also create the pressure for change to the

mission, in particular the behavioural standards of the organisation.

The second element of the internal environment dimension was organisa-

tional capacity generally. In particular, there were observations about signifi-

cant skill gaps and/or capacity, as well as concerns about the ability of the

organisation to coordinate activities and/or maintain controls as the organisa-

tion expanded. We noted that organisations in the ROI were more likely to

highlight issues under this second element, while leadership came up as an

issue more often in NI.

A third ‘internal’ factor was the existence (or not) and quality of relation-

ships with other organisations. A number of housing organisations specifically

identified their linkages to other organisations as enabling their activities,

including links to other non-profit organisations, the housing associations in

each jurisdiction, local authorities (in the ROI only) and other government

entities. Further evidence supporting the importance of networks was that sev-

eral organisations felt they were not sufficiently networked and that this inhib-

ited their ability to achieve their objectives.

Several of our cases identified the network of non-profit organisations as a

whole – often referred to as the ‘sector’ – as an important environmental con-

sideration. Whether the sector was deemed to be influential over government

policy or had significant legitimacy in the eyes of the community

(local/national depending on the positioning of the organisation) were impor-

tant barriers/enablers to the activity of the individual organisations we studied.

This fourth factor is neither an internal nor an external factor, as it is neither

specific to one organisation nor outside the control of the group of non-prof-

its that make up the sector. Where the sector ‘fits’ in the formulation of non-

profit strategy is a topic worthy of more focused research efforts.

Process

Our research question under the process dimension was to discover which strate-

gic decisions were made deliberately within the organisations we studied and

which appeared to be more ‘emergent’. Across nearly all of the organisations,

decisions relating to growth and the types of tenant to be addressed were made

deliberately. The purpose(s) of the organisation(s) also appeared to be based on
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a deliberate decision; we surmised this based upon observed deliberate decisions

about whether or not to modify purpose in order to pursue new options in other

strategic areas. To a lesser extent, but still in a majority of organisations, deci-

sions relating to structural elements were also deliberate. Finally, there were

more likely to be deliberate decisions in relation to lines of authority and

accountability in NI organisations than in the ROI organisations.

Strategic elements that appeared to be more emergent, i.e. did not appear

generally in descriptions of strategic decisions, included decisions related to

a) competing v cooperating, b) acquisition of capital/land for development,

c) development of new services for target tenant groups and d) establishing

ongoing relationships with other organisations for the purpose of delivering

services, influencing policy, bidding for funding and so on. However, there

were a few organisations, primarily in NI, that did make these types of deci-

sion as part of a deliberate strategy.

Two observations arise from our examination of this strategy dimension.

The first is that the strategy process differs depending on the environment – in

this case the jurisdiction in which the organisations operate. The second is that

process varies depending upon the particular strategy decision under consider-

ation. In relation to the first observation it appears that the NI ‘environment’

is conducive to a more deliberate approach to strategy, while organisations in

the ROI seem to favour a more emergent approach. The first pairing of envi-

ronment and process is consistent with a ‘systemic’ approach to strategy as

described by Whittington (2001), while the data suggest that housing organi-

sations in the ROI are more ‘processual’ (Whittington, 2001).

CONCLUSION

This paper makes two specific contributions to non-profit strategy theory. The

first contribution is the proposal of a coherent framework for researching non-

profit strategy approaches that was informed by both recent literature and cur-

rent practice in the Irish non-profit housing sector(s). This framework is

presented in Figure 8.1. Interactions between the various elements of strategy

were identified and evidence of a strong emphasis on mission and HR strat-

egy in non-profits was presented. 

The second contribution centres on the research findings and is the iden-

tification of two contingencies that exist in the Irish non-profit housing sec-

tor(s). The first of these was discussed above in the process section, namely that

the highly regulated, more predictable and highly concentrated environment

for non-profit housing organisations in NI appears to be consistent with a

more deliberate approach to strategy. This finding is consistent with Whitting-

ton’s (2001) category of ‘systemic’ strategy formulation. Furthermore, the fact

that external environmental factors tend to play a larger role in NI strategy for-

mulation than in the ROI and the close connection between the governmen-

tal agency defining NI housing need and the NI organisations is consistent

t h e  i r i s h  j o u r n a l  o f  m a n a g e m e n t 133

Ch08.qxp  8/25/2005  5:43 PM  Page 133



with Wittington’s systemic category. In comparison, in the ROI, the charac-

teristics of looser networks, more emergent strategy formulation and internal

focus may be associated with Whittington’s ‘processual’ approach to strategy.

Further research into the implications of these different approaches to non-

profit strategy formulation is recommended.

The second contingency relates to the strategic choices of firms adopting a

high growth strategy. Our findings confirm that organisations adopting a high

growth strategy tended to be in the ROI and were also more focused on the

structure and mission dimensions of strategy. Organisations in NI were more

likely to be concerned with decisions/issues in the strategy content and envi-

ronment dimensions, and tended to be pursuing more moderate growth

strategies. Furthermore, Mullins et al. (2003) suggested that organisations in NI

were more pessimistic about growth opportunities than those in the ROI.

There was insufficient data to determine whether it was the environment or

the choice of high growth that led to this difference in focus in other elements

of strategy, but it may indicate a relationship between high growth, structure

and mission dimensions and a similar connection between moderate growth,

strategy content and environmental dimensions. Again, this particular contin-

gency is worthy of more focused research.

Implications

What are the implications for practitioners and public policy makers of the

research to date? Firstly, if different strategic approaches are appropriate in dif-

ferent contexts as suggested by Whittington (2001) and our data, then policy

makers, as well as sector associations, need to be cognizant of the possibilities

and limitations that environments create for the formulation of strategy and

develop policy that is mindful of this fact. Non-profit managers should con-

sider their own organisation’s approach to strategy to determine if their

approach is more or less likely to fit with their environment and/or the

achievement of their objectives.

Furthermore, if it is the case that organisations adopting high growth strate-

gies should focus on structure and mission dimensions, while those adopting low

growth strategies should focus on other strategic content areas (for example types

of activities and compete/cooperate decisions) and the impact of environmental

factors, then senior managers benefit from a useful aide in prioritising the strate-

gic agenda of their organisation. Whether these patterns are more or less success-

ful over time is impossible to say from the data, but further research could look

at the performance outcomes of firms following these patterns.

Finally, both practitioners and public policy makers need to recognise the

importance of developing the human resource capacity in the non-profit sec-

tor. Effective policy and adoption of best practices in this crucial resource area

are likely to have the greatest impact on the performance of the sector – even

more so than providing additional land and capital.
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ABSTRACT

Manufacturing subsidiaries based in Ireland are struggling to remain compet-

itive. Their strategic options are limited. They can no longer compete

based only on cost and operational excellence. Neither can they compete on

technology and core product development. The appropriateness of a third strate-

gic option, suggested by the Value Discipline model, competition through excel-

lence in customer intimacy and collaborative innovation with customers, has

been investigated through a series of semi-structured interviews with twelve

research candidates. Interpretive analysis of the interviews has yielded a business

model for subsidiaries of cyclical innovation and proactive divestment. The ten

core aspects of the model are: customer contact, cost, control, identity, external

links, innovation, incremental growth, research, diversity and divestment.

INTRODUCTION

In the wake of recent worldwide ‘shock-wave’ events and the opening up of

low-cost economies to foreign investment, it is more important than ever for

subsidiaries to regularly evaluate their competitiveness and the viability of their

activities.

A business model, published in 1993 in the Harvard Business Review, pro-

vides some insight into the strategic options for subsidiaries based in Ireland
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(Treacy and Wiersema, 1993). This model indicates that industry-leading

companies excel in only one of three value disciplines: operational excellence,

product leadership or customer intimacy (developing customised solutions). If

this model were applied to the manufacturing subsidiaries of multinational

corporations (MNCs) operating in Ireland’s high-cost environment, the sug-

gestion is that they can no longer compete based on operational excellence.

The research question that follows is whether or not subsidiaries must change

to a focus on the customer intimacy value discipline. Customer intimacy, in

its most advanced state, involves collaborative innovation with customers. 

This concept was discussed in a series of semi-structured interviews with

twelve interviewees. These included chief executives in the high technology

sector, independent experts on Ireland’s high technology industry, representa-

tives of government agencies and academics. Interpretive analysis of the inter-

views yielded information about how subsidiaries are developing, or need to

develop, their mandates. 

This paper commences with a brief review of the competitive environment

for subsidiaries of foreign MNCs in Ireland. It describes several strategic options

for subsidiaries and presents the Value Discipline business model. The interview-

based research methodology is then described. A model of cyclical innovation

and proactive divestment is introduced. Quotes from the interviews are included

to add richness to the data. They are attributed to the chief executives from

industry (CEO), academics (AC) and independent experts (IND).

IRISH MANUFACTURING: THREAT AND TRANSITION

Foreign direct investment (FDI) has been identified as a major driver of devel-

opment of Ireland’s manufacturing industry (Honohan and Walsh, 2002; Mac-

Sharry and White, 2000; Sweeney, 1999; Trauth 2000). There are almost

92,000 people working in the Information and Communications Technology

(ICT) sector in Ireland (ICT Ireland, 2004). This includes employment in

organisations that have migrated from hardware manufacturing into software

or other activities. ICT manufacturing represents 13 per cent of Ireland’s man-

ufacturing employment (McIver Consulting, 2003). This ranking places it sec-

ond only to Korea. Ireland is notably most dependent on the manufacturer of

computer and office machinery, at 7 per cent of the total (McIver Consulting,

2003). The importance of the sector is further underlined by the case of Dell,

whose revenue in 2002 was 5.8 per cent of GDP. Exports from Dell in 2002

accounted for 7.8 per cent of total Irish exports (Skelly, 2003). Dell, Microsoft

and Intel together accounted for 18 per cent of total exports in 2001. In 2002,

the total value of exports of ICT products and services was €30 billion, 34 per

cent of all exports (ICT Ireland, 2004).

However, industry in Ireland has been loosing cost competitiveness

(OECD, 2003; Porter, 2003). In recent years, the rate of cost increase in Ire-

land has been seen by subsidiary managers as their biggest problem (IMI,

2003). Ireland dropped from 23rd to 30th in the Growth Competitiveness
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Index rankings in 2003 (World Economic Forum, 2003). Employment in for-

eign manufacturing subsidiaries in the ICT sector in 2003 was only 65 per cent

of the 2000 level (Forfas, 2004). A key challenge for subsidiary management

teams in Ireland is to re-focus their operations on more sustainable activities.

They need to consider other strategic options besides competition based on

low cost, which is no longer viable in Ireland.

COMPETITIVE STRATEGY FOR SUBSIDIARIES

Porter (1990) has suggested that the alternative to cost-based competition is

product differentiation. However, typically, subsidiaries in Ireland have not

been involved in product design. That function has been controlled closely by

the parent company (Enterprise Strategy Group, 2004).

Another strategic option for subsidiaries can be found in the Value Discipline

business model, which was developed following a three-year study of more than

80 companies (Treacy and Wiersema, 1993). This model extended Porter’s view

by proposing an alternative to competition based on cost and efficiency (what

they call the operational excellence value discipline) and competition based on

product differentiation (their product leadership value discipline).

They showed that companies could opt to focus on the customer intimacy

value discipline, of which there are three levels of involvement: firstly, the tai-

loring of products to the needs of customers; secondly, the coaching of cus-

tomers in the use of products for maximum business benefit; the third, and

most advanced, level is the engagement in collaborative innovation with cus-

tomers. Essentially, customer intimacy involves taking responsibility for the

results that the customer gets from a product and trying to optimise the way

the customer does business (Treacy and Wiersema, 1995; Wiersema, 1996).

If the Value Discipline business model were applied to manufacturing sub-

sidiaries based in Ireland, this would indicate that the strategic focus must switch

from cost-cutting to customer intimacy. However, any models for competitive

strategy of FDI in Ireland must first be considered in the context of the body

of literature on strategy in MNCs, particularly at the subsidiary level. 

While much of the early research into MNCs was concerned with the con-

trol of subsidiaries by headquarters, research into the extent to which sub-

sidiaries determine their own strategies can be traced to the 1980s. Researchers

noted the potential for subsidiaries to develop their mandates (the work that

they were originally chartered by headquarters to perform). Some migrated

from simply adopting corporate products and introducing them locally, to

adapting products for local markets and ultimately to developing new products

(White and Poynter, 1984). Bartlett and Ghoshal (1986) argued that MNCs

needed to take advantage of this innovative potential of their subsidiaries.

They noted that a ‘wider and more diverse range of environmental stimuli’,

including customer preferences, were ‘potential triggers of innovation and

thus a rich source of learning for the company’ (Bartlett and Ghoshal, 1986:

94). In the 1970s and 1980s there were limited attempts by MNCs to capitalise
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on this potential. However, ideas developed in selected remote R&D sites

were often not successfully integrated into parent companies. In addition,

management teams in those subsidiaries that had not been selected as develop-

ment sites had no incentives to be innovative (Birkinshaw and Hood, 2001).

We are now in what Birkinshaw and Hood (2001: 134) call the ‘Liberal-

ism era’ of the multinational. MNCs are increasingly recognising that their

foreign subsidiaries are a source of competitive advantage (Ferdows, 1997).

Each subsidiary is now regarded as having the potential to drive the ‘local

responsiveness, global integration and worldwide learning capabilities’ of its

parent corporation (Birkinshaw, 1997: 226). MNCs cannot rely on a few

R&D sites but must tap into diverse opportunities in foreign subsidiaries

(Birkinshaw and Fry, 1998). Innovation will come from those who are closest

to the customer and least attached to the procedures and politics of headquar-

ters. To prevent waste of resources, subsidiaries are encouraged to think of

themselves as peninsulas, not islands. They are encouraged to engage in what

has been called ‘innovation at the edges’ (Birkinshaw and Hood, 2001: 132). 

Previous research into subsidiary strategy in Ireland has suggested that the

appropriate developmental process for a subsidiary may be to seek designation

as a centre of excellence in technology or design (Egelhoff et al., 1998).

Another suggestion has been that subsidiaries can sustain their operations

through the astute wielding of political power within their MNC network

(Griffin and Fairhead, 1999). However, subsidiaries in Ireland have also been

engaged in subsidiary development through local initiatives and innovation

(Delany, 1998; Delany, 2000;  Delany, 2003; Molloy and Delany, 1998). The

development of Bailey’s Irish Cream by Gilbeys, a subsidiary of IDV (now Dia-

geo), is a good example of a successful subsidiary initiative (Delany, 2000).

It could be argued that there is a correlation between the Value Discipline

concept of customer intimacy and the innovation being practiced in some sub-

sidiaries. This research seeks to determine the extent to which the Value Disci-

pline model and the literature on subsidiary innovation can describe the strategic

options of subsidiaries based in Ireland. Competitive strategies for business in Ire-

land, including the Value Discipline concept, have been discussed in fora organ-

ised by the Irish Centre for Business Excellence (ICBE) at the University of

Limerick (UL). The Programme for University Industry Interface (PUII), also

based at UL, is conducting research into how the education system, and the Irish

workforce, can best adapt to changing modes of business. This research has been

influenced by the work of the ICBE and PUII.

RESEARCH METHODOLOGY

In order to study the research question and to investigate the actual business mod-

els in operation, in-depth, semi-structured interviews were chosen as the primary

data collection method (Gillham, 2000; Odendahl, 2002). Twelve highly experi-

enced, elite interviewees were chosen. All held positions of influence at regional

and national level. Five were chief executives of high-technology organisations.
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Three people, in two government agencies – one involved in local-enterprise

support and the other in research development at the national level – were inter-

viewed. One interviewee had played a pivotal role in Ireland’s industrial devel-

opment and another is an industrial policy advisor to government. Two

academics also participated: one is an internationally renowned expert on Ire-

land’s information technology industry and the other a director of a third-level

institution. The approximate average number of years of work experience was

30. There was one woman in the panel. Organisations in the east and west of the

country were included. 

Most of the interviews were conducted by two members of the research team.

Interviewees were briefed beforehand on the research questions. The interviews

were primarily interviewee-led, within a framework established by the interview-

ers. Transcripts were processed using the Nvivo software package for analysis of

qualitative data (Seale, 2002; Tappe, 2002). Open coding was used, a hierarchy of

subject categories and topics derived, and a weighting system developed to deter-

mine the priorities of the group (Trauth and Jessup, 2000).

Models of appropriate business strategies were developed (Urquhart, 2001).

To validate findings and extract extra detail about the models, a second round

of interviews was held, where interviewees were presented with the findings

from the analysis of their individual transcripts and those from the group as a

whole. Triangulation took place with the research literature on subsidiary

development and on industrial support in Ireland. 

THE EMERGING BUSINESS MODEL

Cyclical Innovation and Proactive Divestment Model

There was general agreement that operational excellence and cost competi-

tiveness alone will not ensure the survival of subsidiaries in Ireland. 

CEO-c: Ireland has excelled in operational excellence in the last ten years. …

But that model is changing … I think the model has to be more of product

development and customer intimacy. You have to be creative in terms of

developing new solutions and new products, and then also be creative in mar-

keting and selling those solutions in Europe.

Analysis of the interviews indicated that ‘customer contact’ was the most

important of the ten factors supporting the new business model. This broadly

supported the research question. The other factors were cost, control, iden-

tity, external links, innovation, incremental growth, research, diversity and

divestment. 

A cyclical innovation and proactive divestment business model is shown in

Figure 9.1 below, which was developed from the research. This model indi-

cates that innovation has its roots in a strong core competency in manufactur-

ing. Success at the core mandate builds trust in the subsidiary at headquarters

level. It gives a motivated and entrepreneurial management team the opportu-
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nity and resources required to begin to innovate. External linkages are crucial:

they bring in new ideas, opportunities and resources with which an internal

innovation process can develop something unique and of value. This is exploited

for revenue by sales and marketing. The cycle of innovation results in enhanced

competencies within the organisation. A regular review process ensures that

non-competitive activities are discarded in favour of those of higher value. The

following sections will explore the main factors in more detail.

Cost

The interviewees from industry emphasised the importance of cost control in

sustaining an operation. While other factors have played a role in the attrac-

tion of foreign investment, cost control and financial return will remain cru-

cial in the minds of management at headquarters. Subsidiaries must maintain

excellence in their core, manufacturing mandate.

CEO-a: In the real world what matters is the cost of performing a 

function …

Warehouse space in Ireland now is the most expensive in the world. I have

been given orders to do everything that I can to vacate it …

Messing around with taxes is the quickest way to overshadow all the other

positives in a heartbeat. 

However, while low costs are necessary, they are not sufficient to sustain an

operation in Ireland. 

Control 

The key for a management team in sustaining a subsidiary is to gain what one

CEO described as ‘emotional control’ over the decision-making process in

relation to businesses. Expansion of the range, complexity or specialisation of
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activities undertaken can result in increased influence and value of the sub-

sidiary to the corporation. However, control over the future location and

nature of those activities still rests with headquarters. In times of downsizing,

they may become vulnerable. However, if the business is owned and located

in Ireland, then the power to control the valuable flow of current and future

revenue from these businesses is embedded in the subsidiary, in its people and

their technical and management expertise, and in its complex networks of

regional linkages and customer relationships.

CEO-b: It is not to do with the brains. It is to do with the heart. It is where

people’s … minds are in terms of, ‘Well I live in Huston and I’ve been run-

ning a company from Huston. I won’t say it, but Huston is what matters to

me.’ Because everything else is … ‘over there’ and unless there are very strong

emotional ties, it’s easy for those things to fall off the map. 

Identity

Success at subsidiary level depends on the motivation of the staff and how it

identifies with the subsidiary and the corporation. 

CEO-b: I genuinely believe that there is a … West of Ireland factor. I have a

great belief in tribalism in a positive sense. When people identify with a place

or thing … they want that identity to succeed. You are in the community and

you want to be a success for the community. 

Local initiatives must be in tune with the needs of the corporation, otherwise

they will fail for economic or corporate political reasons.

CEO-e: I don’t buy that [Skunk Works] model … Any enlightened corpora-

tion will expect people working geographies like ours to maximise, on their

behalf, all the attributes that it’s got. 

CEO-b: The identity becomes quite complex … You are working for a com-

pany … It has an identity of its own and a brand. You must be loyal to that

… But you then have this other identity, ‘so what’s in it for us’ … You have

got to marry those two things. 

Employees in subsidiaries also need to adjust their perspectives. They need to

see themselves as equals in a network of subsidiaries, as potential leaders in the

corporation and as experts in the needs of their local and extended customers. 

CEO-b: We are corporate. The psychology is very, very important … To me

the biggest challenge that I face is trying to get people to think corporate. To

think like they are the headquarters. Not in any arrogant sense. In the sense

of, ‘We have as much right to run a successful piece of the business for this
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corporation as somebody sitting in [headquarters] or anywhere else’. Why

wouldn’t we? If we are the best at it and we know more about that business

and if it makes logical sense. 

Having generated new ideas, the subsidiary can then tap into the MNC’s

international sales networks to bring the new products to worldwide markets. 

Contact with Customers

A feature of this research was that the data analysis supported the contention that

links with customers were the best protection for a subsidiary in times of eco-

nomic downturn and corporate downsizing. Strengthening linkages with exter-

nal customers is seen as a first step in developing unique, locally customised and

valuable businesses, managed by the subsidiary on behalf of the corporation. 

CEO-b: We started to think of other markets and to engage other customer

bases. The other customer bases were actually still the same pool of customers,

but we found ways to get in touch with those customers, to get close to them

and to discover what they actually needed …We basically led a corporate pro-

gramme from here, which was kind of unheard of at the time. So we put the

business proposition on the table. We invented the programme. We invented

the technology. We found the customers ourselves. 

Many management teams, due to the position of their subsidiary in the MNC

network, find it difficult to access end customers. One interviewee, an expert

in industrial development, described the approach of building up external cus-

tomer contact capability gradually, by lobbying at a corporate level for own-

ership of a low-risk market. This can allow the subsidiary to develop some

customer-interaction skills and experience. 

Bartlett and Ghoshal’s (1986) early ideas about the importance of the role

of the subsidiary in feeding environmental stimuli into the innovation process

were echoed within this research.

AC-b: One of the motivations for American companies to come to Ireland

was to be closer to the European market … It is taking that notion of being

close to the customers, which was originally interpreted as a geographical

closeness, and also a policy closeness … and interpreting it as also a closeness

in terms of understanding.

Innovation 

At the heart of the new business model is an environment that supports inno-

vation. This is not restricted to technological development. It involves busi-

ness process innovation and a shift in thinking. It requires high levels of

commitment and skills from staff.
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CEO-b: Quality and lean and mean and six sigma … that’s yesterday’s con-

versation. Now the real challenge is: How do you reinvent? So what we have

been doing for the past four years, five years is inventing new businesses and

we have invented three substantial new lines of business.

CEO-d: Innovation is about toughness. It’s about difficulties. It’s about chal-

lenges. In this company I set very close-to-impossible tasks for my manage-

ment. And I recruit the absolute best.

Operational innovation and the pursuit of mandate expansion or moves into

services may not be sufficient to sustain an operation.

IND-a: Innovation in services … is a level up from manufacturing, but again

I believe that this will get attacked in the same way as manufacturing gets

attacked… [it is merely] ‘moving up the value chain’, as opposed to things that

really have intellectual property or things that are really innovative, which

comes from dealing with customers.

Incremental Growth: Going up the Value Chain

Development in manufacturing subsidiaries will not happen simply by para-

chuting in design groups and investing in higher levels of technology. Growth

must be incremental. Management needs to evaluate competencies and build

on strengths. Going up the value chain has more to do with the organisation’s

starting point and the mindset of staff than with technology.

CEO-b: Unless you have been moving up the value chain for quite some

time, you’re going to find that that’s not something that you just start.

It actually becomes a way of life.

CEO-e: ‘Why not just stick to the core and just get better at that?’ Well,

people want to broaden their horizons … If we develop these further

capabilities, it cements our future. We’ve a huge IT organisation … and

we’ve a large automation capability for running the operation … So

we’ve merged those together and we started to create new value added

beyond the core work. 

As a further example of this there one of the CEOs spoke of ‘Pac-ManTM-ing’

up the value chain; seizing opportunities that fit with the requirements of the

subsidiary and the corporation. He described this in the context of greater cus-

tomer intimacy with internal, corporate customers. His subsidiary’s engineers

have become an essential part of the MNC’s new product development

process. Involvement with the design team has also brought his subsidiary staff

into contact with end customers.

The ultimate goal of opportunistic, incremental mandate growth is not

simply the accumulation of responsibilities and functions. It is the develop-
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ment of the skill sets and the linkages to be ultimately in a position to assist the

corporation by developing new businesses with external customers.

Mandate expansion must be carried out while bearing in mind that credi-

bility with end customers and internal corporate customers comes from a

strong manufacturing heritage. 

The central position of manufacturing in the value chain, between design

and the customer, can be exploited as a strength, rather than being regarded as

a weakness.

CEO-b: You get to be a broker. You get to look both ways.

IND-a: As opposed to us saying ‘we don’t need the bit in the middle’, we just

need to take what we have and try to extend it.

Research-Driven Development

Basic R&D can have a role in the subsidiary’s survival strategy. Two of the

subsidiaries in the study have become involved in major research collabora-

tions with third-level institutions and funding agencies, such as Science Foun-

dation Ireland.

CEO-e: The hope is that we’d be able to find niches of expertise that reside

in Ireland … Our corporation doesn’t really ask us to do that but we sort of

see that as a natural mandate of being in this location, the geography, and use

the smarts we have.

However, as one interviewee, who has studied the development of Ireland’s

ICT industry, noted, it can be difficult for a subsidiary to receive corporate

support for performing basic research outside its core mandate. Applied, cus-

tomer-focused research, where the subsidiary has a natural advantage is easier

to justify.

One former CEO further pointed out that, although R&D activity is high

in value, in times of cutbacks it can be easy for a parent to remove this capa-

bility if it is perceived to be merely a cost centre. What is required is not sim-

ply the generation of new intellectual property, but the development of

revenue streams and long-term customer relationships.

External Links

Subsidiaries need to look outside their walls for assistance from a range of

groups. Third-level education institutions and government agencies can be

sources of information about technology trends or may provide resources to

help test out new concepts. Industry lobby groups and peer companies may

offer synergies and business opportunities. The ICT expert interviewed sug-

gested that Ireland’s small size can facilitate cooperation and a unity of

purpose, which can be turned into an advantage. The former CEO also noted

that it is the quality of its network of high-value suppliers that is critical in
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sustaining a subsidiary. This network includes, not just the nuts and bolts com-

ponent suppliers, but the financial, legal and wider range of services involved

in getting a product to market. 

Proactive Divestment 

Low-cost economies, many with well-developed infrastructure and education

systems, offer MNCs attractive locations in which to perform low-value-

added activities. Subsidiary management teams in Ireland need to be continu-

ally evaluating the future competitiveness of their current activities. They need

to identify the activities that are becoming less viable in Ireland. Rather than

trying to hold on to them, subsidiaries need to plan to develop locally grown

replacement activities. When these alternative products and services have

reached a viable state, the non-competitive activities must be proactively

divested. Trying to hold on to non-viable activities will result in a loss of trust

in local management and in cost inflation, which may put the entire Irish

operation in danger.

Diversity

Subsidiaries need to build up portfolios of value-adding activities, rather than

relying on a single core activity. The CEO of a large ICT manufacturing plant

described this in terms of an ‘intertwined’ or ‘patchwork quilt’ set of activities.

However, as two other CEOs pointed out, diversity in activities needs to be

closely monitored. If cost control is not maintained, corporate headquarters

may begin to question the motives of local management.

CONCLUSION

The research indicates that the Treacy and Wiersema (1993) Value Discipline

model can add value to the debate on the future strategies of subsidiaries based

in Ireland. In particular, it points to the effectiveness of a strategy based on cus-

tomer intimacy as an alternative to competition based on cost. It further indi-

cates that customer intimacy will be most effective when combined with

innovation. 

The strategies proposed fall clearly into the category of ‘innovation at the

edges’ proposed in the subsidiary strategy literature. Initiatives, taken in the

subsidiary, result in the generation of new products and services for customers,

within the area covered by the mandate of the subsidiary. This is seen as a

more viable option than the pursuit of ‘centre of excellence’ designation or

political power-playing. Additional factors necessary for innovation in sub-

sidiaries have also been identified.

The relevance of this research for industry in Ireland is further underlined

by the recent findings of the Enterprise Strategy Group (2004). This cross-

functional group, including industrialists, academics, union representatives and

financiers, conducted a one-year investigation into Ireland’s future industrial

development policy. The report puts the need to develop expertise in inter-
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national markets top of the list of its five key areas in which Ireland can

develop a competitive edge. It states that, ‘Foreign-owned subsidiaries in Ire-

land that identify market needs and work with the Irish research base to sat-

isfy them will become strategically important to their parent organisations and

embedded in the Irish economy’ (Enterprise Strategy Group, 2004: 51).

The new subsidiary business model represents a shift away from ‘black-

box’ manufacturing. It does not involve dumping manufacturing in favour of

services or research. It requires that excellence in manufacturing and cost con-

trol be maintained, but that new competencies be developed that are exten-

sions of the existing ones. It requires staff to ‘think corporate’, ‘think customer’

and innovate.
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ABSTRACT

International Supply Chain Management (ISCM) has developed rapidly in

the last decade but despite a range of operational and descriptive models,

there are no theoretical constructs with which to ground ISCM into business

theory and practice. This paper proposes some tools with which those theo-

retical constructs can be developed, beginning with an operational definition

of ISCM and a framework for evaluating ISCM at the operational, design and

strategic levels. Finally, taking the approach of the Saxe fable of blind men

describing the elephant in front of them by describing the part that they can

feel, we walk around the elephant of ISCM and describe it from several the-

oretical vantage points. This paper suggests that knowledge, power and gov-

ernance have particular relevance for ISCM.

INTRODUCTION

Supply chain management is supposed to connect the participants of a value

chain in an efficient network of relationships and transactions that can reduce

costs, improve customer service, develop the organisation’s knowledge base,

increase efficiency within the organisation and create barriers to entry for

competing organisations (Fisher and Simchi-Levi, 2001; Simchi-Levi and Sim-

chi-Levi, 2003). Although challenging at the regional or national level, at the

international level a new layer of challenges, and opportunities, are added.
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Aside from increased logistical complexity, factors including culture, language,

regulatory requirements, customs and disparate tax regimes combine to make

ISCM more than just supply chain management (SCM) on a bigger scale

(Deloitte 2005; Handfield and Nichols Jr, 2004; Mattsson 2003).

As globalisation changes the international economic landscape (Kumar,

1998), ISCM is becoming increasingly relevant to a broader range of compa-

nies: even if a firm is not particularly global, it is increasingly likely to have

suppliers, customers or competitors who are. It has been noted that many def-

initions of globalisation centre on the internationalisation of the value chain,

that the supply chain is the operationalisation or embodiment of the value

chain and that this link between the relocation of activities and the reorgani-

sation of the firm can be a constructive way in which to examine both (Berger

et al., 1999; Lynch et al., 1999). As Mattsson (2003: 416) noted, the ‘[g]lobal-

isation of markets and the reorganisation of distribution are mutually depend-

ent processes’. 

The nexus of these processes is ISCM, which has been the ‘coming thing’

for at least a decade (Davenport, 2003) and has been directly linked with the

success of globalisation efforts (Peterson et al., 2000). 

Despite the high profile of a handful of well-known corporate examples

(Benetton, Dell, Wal-Mart) and extensive contributions in relation to the

technologies, systems and processes used in ISCM (such as EDI, intranets,

ERP, e-business etc.), the theoretical understanding of ISCM has not

advanced. A closer look at the coverage in the business press reveals that what

seems to be extensive coverage is in fact fairly limited (for example, between

1993 and 2003 Fortune, Forbes, Business Week, Harvard Business Review each ran

fewer than two dozen articles about SCM in any form) and largely anecdotal

(such as profiles of individual firms or broad outlines of what ISCM could do).

Operational and technological issues are well covered in production-oriented

journals (business and research), but there has been little theoretical explo-

ration in the management and strategic research journals. For example,

between 1993 and 2003 the major academic journals published less than a

dozen articles on supply chain. Moreover, although there are models for char-

acterising certain aspects of supply chains (i.e. Cigolini et al., 2004; Frohlich

and Westbrook, 2001), there are no theoretical constructs or frameworks that

place ISCM in the ‘wider context’ that allows for the necessary links to a more

general understanding of ISCM (Mattson, 2003: 424) and a ‘coherent’ evolu-

tion of the discipline (Croom et al., 2000).

This lack of theoretical constructs and frameworks is important for at least

two reasons. Firstly, despite the impressive successes of a small number of

high-profile firms, the few studies that have been completed suggest that suc-

cessful adoption of ISCM is in fact rare (Cook and Hagey, 2003; Deloitte,

2003; Poirier and Quinn, 2004; Simchi-Levy and Simchi-Levy, 2003). Under-

standing the theoretical underpinnings of ISCM may help to identify the

nature of the gap between potential and reality, and perhaps point to solutions

or alternative approaches.
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Secondly, the lack of frameworks ensures that ISCM remains an opera-

tional issue, which limits the potential for understanding how ISCM interacts

with other management and business phenomenon. Defining the theoretical

underpinnings for ISCM is clearly a major undertaking and one that will

require both collaborative input and several iterations. It is the purpose of this

paper to begin that process through the key elements of definition, identifica-

tion of relevant theory groups and a structural approach, or framework, for

characterising the field in the necessary ‘wider context’ (Mattson, 2003). 

This paper is structured in three sections. In the first section a definition of

ISCM is offered. In the second section several structural tools are pulled

together into a framework, which is proposed as a tool for the characterisation

and evaluation of ISCM at the industry level. In the third section, three the-

ory groups that should be able to contribute to our understanding of ISCM

are identified and the links between these theories and ISCM sketched out.

The paper concludes with suggestions for further work. 

Definition of ISCM

Although (ISCM) has been billed as the ‘ultimate core competence’ (Fine,

1998: 8), as a term it has not been well defined. Whereas journal articles in

both the globalisation and SCM literatures frequently begin with a clarifying

definition, articles dealing with various aspects of ISCM generally do not.

Most often the word ‘global’ or ‘international’ is simply appended onto ‘sup-

ply chain management’, implying that geographic scope is the distinguishing

factor between ISCM and SCM. 

The term ‘supply chain management’ first appeared in the management lit-

erature in 1982 and described a process focused on releasing traditional chan-

nels of unwanted inventory (Cooper et al., 1997). A more recent definition

describes a supply chain as a network of entities through which material flows,

which can include suppliers, carriers, manufacturing sites, distribution centres,

retailers and customers (Lummus et al., 2001). SCM is sometimes viewed as

glorified logistics; however, where the emphasis of logistics is on the move-

ment of goods and materials, the emphasis of SCM includes the flow of infor-

mation between members of the chain (Cooper et al., 1997; Fine, 1998).

Increasingly, supply chains are seen as a value creating network that, ‘as a

whole, are able to create a value greater than the sum of its individual part-

ners’ (Overby and Min, 2001: 399). Together, the implication is that there is

a larger, evolving context for SCM, but this is not succinctly clarified. 

This larger context becomes even more relevant in ISCM. Historically,

managers – especially in western markets (Maloni and Benton, 1997) – viewed

sharing technology or expertise with customers or suppliers as risky, often

leading to the choice of vertical integration as a form of SCM. By owning and

controlling each element of the supply chain, firms could obtain the desired

efficiency and responsiveness without relying on outside parties (La Londe and

Masters, 1994). However, the dramatic growth in global competition in the

1980s forced many organisations to compete, directly or indirectly, on an
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international scale. Low-cost, high-quality, reliable products with greater

design flexibility (Tan, 2002) were essential components for success in this

increasingly global competitive environment. This led to a change in manage-

ment thinking, as manufacturers began to realise that the potential benefits of

strategic and cooperative buyer–supplier relationships could outweigh the risks

(Tan, 2002). Thus collaborative or network-oriented firms assign each func-

tional role to the appropriate organisation within an entire international sup-

ply chain (ISC). This is both defensive (sharing the risks and resources intrinsic

to global competition) and pro-active – delivering superior customer value

(Overby and Min, 2001)

Although the issues and challenges of ISCM overlap with those of domes-

tic SCM, they differ in both degree and kind (Deloitte, 2005; Handfield and

Nichols Jr, 2004; Mattsson, 2003):

� The competitive arena is bigger, not just geographically, but in terms of

the number of potential customers, suppliers and competitors;
� The competitive arena is more complex – multiple regulatory authorities,

different legal systems, cultural challenges and a multiplicity of tax regimes. 

It has been suggested that globalisation can act as a driver of ISCM (Mattson,

2003; Overby and Min, 2001), yet this larger role has not been defined. 

The first use of the term ISCM appeared in 1987 (Houlihan, 1987) to dis-

tinguish supply chains that crossed national borders. Overby and Min (2001)

postulated that ISCM is in fact a new organisational form that is distinguished

from basic international supply chains by the level of interdependence

between the trading partners. However, this is effectively conflating two sep-

arate issues: interdependent or network trading relationships and management

of international supply chains. Interdependence in supply chains has also been

referred to as ‘integrated’ SCM (Cox, 2004), but is only one of the multiple

ways with which organisations can simultaneously manage their international

supply chains. In the absence of a definition that reflects a holistic approach to

ISCM, and drawing on the writings of Fine (1998), Simchi-Levi (Fisher and

Simchi-Levi 2001; Simchi-Levi and Simchi-Levi, 2003; Simchi-Levi et al.,

2004), Tan (2001; 2002) and Pettigrew (2003b) among others, we suggest the

following definition:

International supply chain management is the global management of the pro-

duction and delivery of goods or services through explicit, concurrent links

between the operational processes, process design structure and the strategic

objectives of the participants.

Framework for ISCM

The definition of ISCM alludes to three aspects of ISCM, which can be charac-

terised as operational, design and strategy. Recognising these three aspects of

ISCM is particularly important given the historic emphasis on the technologies
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and systems through which ISCM is operationalised. To be successful, ISCM

needs to be integrated throughout all levels of the organisation (Deloitte, 2003;

Deloitte, 2005; Fine, 1998; Simchi-Levi and Simchi-Levi, 2003). 

Of course, the operational aspects of ISCM are crucial. Operations includes

the operational structures of the firm, paralleling the structures side of Fenton

and Pettigrew’s (2000) organisation design model. It also includes production,

aligning it with what Fine (1998: 202) refers to as ‘product competence …

(being) … sure that the final product works and performs adequately’. Finally,

it includes any planned activity that is intrinsic to the functioning of the organ-

isation, which is consistent with the management level of Denison’s value-

chain process model (Denison, 1997). In practical terms, it covers the daily

operations of the organisation, including inventory management, production,

planning and scheduling, as well as improved manufacturing methods (Huan

et al., 2004).

The second aspect is design, which seeks to design a supply chain that will

balance and optimise the organisation’s strategic objectives with its operating

realities. Thus, design includes the processes used by the organisation to

achieve its goals and reflects ‘… a provider’s execution capabilities and the

design of its … processes’ (Fine, 1998: 203). Fenton and Pettigrew (2000) also

emphasise the importance of process in shaping the structures of the organisa-

tion. Denison (1997) notes that the design of the value chain – the processes

– is the manifestation of the organisation’s strategy. The design aspect of ISCM

overlaps with, and can be difficult to isolate from, the operational and strate-

gic aspects.

The third aspect, strategy, is the overall planning used by an organisation

to identify and reach its objectives and thus addresses the most fundamental

aspects of a firm: who it is and what it does. Importantly, there are ‘… strate-

gic constants, that is principles of strategy that have remained valid throughout

technological change’ (Carroll, 2002). Strategy encompasses the notion of bound-

aries (Fenton and Pettigrew, 2000), as well as Fine (1998) and Denison’s (1997)

concept of supply/value chain design and management as the core compe-

tence of the firm.

Figure 10.1 summarises and synthesises the relationships between the above

models and aspects of ISCM.

In addition to aligning with the Pettigrew and Fenton (2000), Fine (1998)

and Denison (1997) models, this framework also aligns with the levels of fit

between supply chain and strategic management (Cavinato, 1999). As a further

development, Figure 10.2 summarises the operational, design and strategic

aspects of ISCM. 

Together these aspects of ISCM offer a practical framework through which

the nature of ISCM can be characterised. 

Theoretical Constructs and ISCM 

As has been noted, there has been little work exploring the theoretical foun-

dations of ISCM and what work has been done has largely been confined to
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the operations and production area (Hult, 2004). Given the very limited extant

work, a decision was made to approach the subject from the broadest possible

perspective, so as not to overlook or prematurely exclude theories that might

have something significant to contribute. Thus, this initial theoretical evalua-

tion took the approach of the Saxe fable, in which several blind men try to

understand the beast in front of them by describing the part that they can feel.

By walking around the elephant of ISCM and describing it from several the-

oretical vantage points, the objective was to discern the most relevant theoret-

ical constructs for understanding ISCM. A team of experts in the area with

particular expertise in ISCM, globalisation and international business identified

a list of twenty major theory groups; each theory was reviewed for possible

applicability to ISCM. This list was then reduced and refined through an iter-

ative, discursive process until the team felt that it had reached an irreducible

minimum. In the end there were three theory groups that the team felt

reflected essential aspects of ISCM: knowledge, power and governance. The

links between each of these theory groups and ISCM are sketched out below.

Knowledge 

It has been noted that the global competitive environment has led to ‘inputs’

becoming ‘ubiquities’, i.e. many of the traditional sources of competitive
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Figure 10.1: Synthesis of Comparative Models and Aspects of ISCM

Operational

The implementation of the integration of information, material and financial flows.

Design

The design of the processes involved in creating the good or service - from development to final

destination - in order to balance strategic objectives with operating realities.

Strategic

The identification of the overarching objectives of the organisation, reflecting both the dynamics

of the organisation's supply chain and the industry supply chain as a whole.

Figure 10.2: Summary of Critical Aspects of ISCM
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advantage in international business (such as proximity to markets, organisa-

tional design, and sales and marketing strategies) are no longer unique; they

are widely available at essentially similar costs and thus ubiquitous (Maskell,

2001). However, an organisation’s ability to create and leverage knowledge

remains unique. In knowledge-based theory (KBT) an organisation’s strength

is based on its ability to create, store and apply knowledge; knowledge is seen

as the organisation’s most important resource (Grant, 1999; Grant and Baden-

Fuller, 1995). It is taken for granted that knowledge is increasingly distributed

and that knowledge workers are increasingly important in terms of value

added (Foss, 2002a). Knowledge-based theory has been so persuasive that con-

tingency theorists have characterised knowledge – both tacit and explicit – as

a contingency variable (Birkinshaw et al., 2002). 

The central challenge for the organisation is to know what information it

has, where that information is and what information it needs. There is an ele-

ment of resource dependency here: without the necessary knowledge the

organisation cannot successfully compete. There is also an element of transac-

tion costs theory, as there are costs to identifying, finding, accessing and using

knowledge. 

KBT brings many useful concepts to the understanding of ISCM. If an

organisation can create value through knowledge transfers with customers or

suppliers, the linear value chain is fundamentally changed, becoming more like

the ISCM model (Sveiby, 2000). This value chain can lower the costs of trans-

ferring tacit knowledge and problem-solving abilities (Heiman and Nickerson,

2002). The benefit of greater access to knowledge at a lower cost helps to

explain why organisations might pursue ISCM. Moreover, shared knowledge

may be less expensive, but it is no less valuable or powerful. Whereas the old

saying was ‘knowledge is power’, the newer version could be ‘shared knowl-

edge is power’. ISCM may be operationalised through technology but it is

knowledge, and the application of that knowledge across the supply chain, that

holds it all together. 

It has been noted that efforts to apply knowledge theory as a tool can be

too linear and limited and that ‘[i]n the future, “knowledge theory” will be

quite simply and directly about the state of knowing. It will have less and less

to do with control, systems, production, processes, mechanics or methodolo-

gies’ (Maloney, 2000). This parallels evolving thinking about ISCM, tradition-

ally seen in terms of controls and processes, but as it evolves it is becoming

more conceptual and strategic. Another limitation of knowledge theory with

respect to ISCM is that KBT typically recognises the role of the external envi-

ronment only through the relationships with other stakeholders in the

value/supply chain, not necessarily in terms of the larger competitive environ-

ment; no predictive or explanatory theories are provided. 

Power

The balance of power within a competitive environment underpins most

aspects of an organisation’s operations. The balance of power can tilt in favour
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of the customer or the producer and is not immutable (Gereffi, 2001). One

force that is changing power balances is communication technologies and sys-

tems (such as the internet, EDI, intranets, etc.), which can deconstruct both

producer-driven and buyer-driven global commodity chains through their

ability to create efficient markets on a scale not previously possible (Sullivan,

2004). Another force is the blurring of organisational boundaries, through

inter-organisational relationships, which can shift the location or distribution

of power (Pettigrew, 2003a).

The question of power balance has been specifically linked to ISCM

through the concept of global commodity chains (Gereffi, 2001). This model

places any given supply chain on a continuum between producer driven and

customer driven, and facilitates the tracking of movement or change in the

power balance. Interestingly, however, power in an ISC is not necessarily in

the hands of the biggest, or market dominant, participant in the chain. The

chain may be driven by an organisation that has more of a vision or stronger

leadership, thus based more on personal influence rather than financial or mar-

ket power (Simchi-Levi et al., 2004). Nonetheless, whatever the source of

power, the presence of a driver firm has been shown to lead to faster devel-

opment and adoption of supply chain initiatives (Simchi-Levy and Simchi-

Levy, 2003).

One way of keeping power balanced through ISC inter-organisational

relationships is by ensuring that none of the participants is excessively depend-

ent on another (for example, by limiting the relative share of business between

them), which also has the benefit of maintaining the flow of new ideas from

other sources (Landry, 1998). Regulators and/or market forces can – and often

do – correct power imbalances. Importantly for ISCM, however, power bal-

ances can also lead to problems: when the relationship between two or more

organisations is such that they operate in mutual self-interest, that self-interest

can lead (or appear to lead) to collusion, price-fixing, anti-competitive prac-

tices etc. These can be corrected, but it is a critical challenge for ISCM that

the inter-organisational relationships that are a central part of an effective ISC

can also become, or be seen as, anti-competitive. Supply chain partners rely

on trust rather than power and they operate more as networks than hierarchies

(Overby and Min, 2001). Managing the balance between constructive but not

anti-competitive trust relationships is a central challenge for ISCM.

Governance

According to the Oxford English Dictionary (OED, 2004) governance, as it is

used in this paper and in its broadest sense, is ‘the action or manner of gov-

erning’. In practice, it encompasses the field of organisation design and how

organisations structure their internal and external processes. In theoretical

terms, that includes structural issues such as ‘market versus hierarchy’ decisions

and inter-organisational relationships, process issues such as transaction cost

analysis, and resource dependency. It also draws to some extent on each of the

theory groups examined so far: organisational structure and processes materi-
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ally affect the ability of the organisation to find, create and use knowledge; and

balance of power issues are intrinsic to the decisions an organisation makes

about its structure and external trading relationships. 

In the hypercompetitive global environment ISCM can play a key role in

shaping the organisation’s ability to compete. Effective ISCM requires exten-

sive, flexible and responsive control and coordination mechanisms. These can

be internalised through a hierarchy within the firm, externalised through the

marketplace or ‘allied’ through inter-organisational relationships (Landry,

1998). Although supply chain management is most often discussed in exter-

nalised contexts, supply chains work within any degree of formal operating

structure (military organisations, for example, have historically been at the

forefront of supply chain development). In highly vertically integrated organ-

isations and industries, most ISCM issues will be internal (which may be

affected by internal power asymmetry). However, even these industries even-

tually have to reach the market and at this point the question of power

becomes relevant, as the organisation will have to establish its power relative

to its distribution system and customer base. If the balance of power shifts from

producer to buyer, the supply chain – and hence the organisational structure –

may also have to change.

For organisations in which ISCM is externalised, there are challenges both

‘up’ and ‘down’ the supply chain (‘up’ referring to the providers of inputs;

‘down’ referring to closer to the end user or marketplace). ‘Up’ the chain there

is potential for conflicts between partner requirements and the organisation’s

requirements. ‘Down’ the chain the organisation must balance central conflict

between the requirements of a ‘physically efficient’ supply chain with those of

a ‘market responsive’ supply chain. These efforts have implications for areas as

diverse as production, product design, marketing, strategy, outsourcing, inter-

organisational relationships and the organisational structure of the firm (Fisher

and Simchi-Levi, 2001). It has been observed that the more interdependent

the participants in a supply chain become, the more isomorphic their organi-

sational structures will become (DiMaggio and Powell, 1983).

ISCM and Knowledge, Power and Governance

It has been argued that due to the ‘information age’, globalisation and the

development of the knowledge economy, new forms of organisational design

are necessary. The move to flatter hierarchies and away from vertical integra-

tion, the increasingly interactive nature of market relationships and the blur-

ring of industry divisions have been in process for a number of years (Fenton

and Pettigrew, 2000). More specifically, control mechanisms and organisa-

tional structures are changing as the importance of managing the complex, dis-

tributed knowledge that is now seen as the core asset of the firm is recognised

(Foss, 2002b). Each of these themes draws on a resource-perspective and marks

a shift towards non-market, non-hierarchical relationships (Fenton and Petti-

grew, 2000; Powell, 1990). Where minimising transaction costs was once seen

as the primary motivation for the firm, a larger context is now inferred,
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including the value of relationships. It has been pointed out, for example, that

organisations may make choices that are sub-optimal in the short run because

of the greater long-term value of the customer or partner relationship (Axinn

and Matthyssens, 2002).

Within the ‘new organisational forms’ authors generally view the bound-

ary between hierarchies and markets as blurring on both sides, as both take on

elements of the other, but another view is that they are simply using coordi-

nation mechanisms between firms that were traditionally used within firms

(Foss, 2002b). This would suggest that instead of, or in addition to, new forms

of organising, new forms of managing transactions and interactions within and

between firms are needed. Similarly, Fenton and Pettigrew (2000) concluded

that it is not so much the structural characteristics of organisation design that

have changed as the internal workings and the experience of the people work-

ing within the organisation. That is, the essence of the M-form is intact, but

the governance structures within that framework and the connections within

and between organisations are both better understood and evolving (Fenton

and Pettigrew, 2000). 

Ernst and Kim (2002: 1427) take that view further and argue that these

converging trends have fundamentally changed organisations from multina-

tionals that ‘… exploit labor cost differentials’ to global network flagships

that ‘… integrate their dispersed supply, knowledge, and customer bases

into global (or regional) production networks’. Although these structures

are seen in organisational design terms as networks, they can also be seen

as ISCs.

ISCM requires that the organisation structure itself in such a way that

information, material and financial flows are efficiently integrated into the

operational units of the supply chain, whether those units are internal or exter-

nal (Fisher and Simchi-Levi, 2001). This correlates directly with KBT relating

to the value of the transfer of knowledge. In ISCM there is a clear value to

lowering the costs of transferring tacit knowledge and problem solving

(Heiman and Nickerson, 2002). Inter-organisational relationships are particu-

larly well suited to the integration and transfer of knowledge in support of sup-

ply chains, especially when the necessary knowledge cannot be embedded

within the product (Grant, 1999; Grant and Baden-Fuller, 1995).

The power aspects of these flows are clear, but it is also important to note

that trust is a key to their success. In identifying success factors for inter-organ-

isational relationships, the number of factors that are de facto trust builders is

notable. For example, one such list cites four key factors: power balancing, co-

specialisation (the parties develop mutually dependent connections), target

costing (the parties cooperate on setting pricing) and personal ties (Landry,

1998). The last three factors are trust oriented. Ultimately, successful ISCM

relies on trust. As was noted nearly forty years ago, ‘[n]o matter how crucial a

capacity or activity, the organization need not attempt to incorporate it if the

organization can be certain of its availability, when needed, on reasonable

terms’ (Thompson, 1967: 66).
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FUTURE RESEARCH

Testing the framework within globally operating industries will further refine

and define it, enhancing its potential as a tool for characterising ISCM. Simi-

larly, the theory groups examined in the ‘walk around the elephant’ need to

be applied to practice, for evaluation as tools for understanding the nature and

evolution of ISCM. There are a number of hypotheses that can then be tested,

including the following. 

Firstly, it could be hypothesised that the more strategic the use of ISCM

within an industry, the more evidence of knowledge transfers between organ-

isations within the industry there should be. A possible proxy for estimating

the level of knowledge sharing within an industry is the relative occurrence of

clusters or networks, i.e. the more prevalent clustering or networking is within

the industry, the more prevalent the strategic use of ISCM.

Secondly, the balance of power and/or the levels of trust within an indus-

try may indicate the level of strategic ISCM within that industry. It would

seem reasonable that a relatively even balance of power within an industry

would correlate with a higher level of ISCM adoption and/greater presence of

ISCM at the strategic level within that industry, but empirical research would

be needed to establish a causal relationship. 

An interesting question is whether the reverse is true: that power imbal-

ances correlate with high levels of ISCM. The example of Wal-Mart, which

requires suppliers to use their ISCM system, is often cited. However, this may

prove to be an illustration of how important it is to differentiate between a

powerhouse within an industry and the industry as a whole. Wal-Mart, with

$256 billion in annual sales, may dominate its supply chain but it represents

only 8 per cent of the US retail market (Economist, 2004); and despite being

the largest grocery chain in the US, its share of the grocery market is just 15

per cent (Tatge, 2003).

Finally, aspects of governance should correlate well with the level of ISCM

within an organisation. This can be tested against contrasting industries and

how they have changed over time as ISCM evolves within each industry.

Although there is clearly a substantial amount of work to be done to

embed ISCM within a useful theoretical construct, this paper offers a use-

ful beginning. Providing a working definition and a mechanism for evalu-

ating ISCM will help future researchers both by providing a structure for

the work itself and a common platform so that findings can be compared

meaningfully. On the theoretical front, it is clear from this work that

knowledge, power and governance all have an important role in under-

standing ISCM. Through a combination of application, investigation and

theoretical analysis we hope, as researchers, to better understand the

dynamics of this underdeveloped field, one that is increasingly a central

component of international business.
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Exploring Top Management 
Support for the Introduction of
Enterprise Information Systems: 

A Literature Review

J O H N A .  L O O N A M *   

A N D J O E M C D O N A G H *

ABSTRACT

This paper argues for the need for greater inquiry into the field of top man-

agement support for the introduction of enterprise information systems. An

extensive review of this literature and the information systems management

literature is provided within this paper to sustain the contention that top man-

agement support is the most important factor for ensuring successful system

implementation. Similarly, top management support is recognised as a critical

factor for ensuring project success. However, despite its importance, there is a

lack of empirical evidence to clarify the area. Rhetoric comment far outweighs

a comprehensive understanding of the reality. Such a review of the literature

provides a detailed roadmap of top management support for the introduction

of enterprise information systems and the paper concludes with a call for

urgent empirical inquiry into this topical and crucial field. 

INTRODUCTION

Organisations have introduced enterprise information systems (EISs) to reduce

problems associated with legacy systems, cope with year 2000 challenges, offer

the firm greater competitive advantages, compete globally and assist the com-

pany achieve a single ‘integrated’ technological platform. With organisations

stressing the need for greater supply chain integration, these systems offer the

first glimmer of hope to achieve such integration. Continued technological
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advances ‘extend’ current EIS packages along the supply chain, with future

systems focusing on the penultimate goal, i.e. inter-enterprise integration.

Despite such promises, however, these systems are experiencing serious imple-

mentation challenges. Some studies cite up to 90 per cent failure rates. EIS

implementation literature, particularly studies on critical success factors, point

to top management support as a fundamental prerequisite for implementation

success. Indeed, more generally, studies on information systems (IS) manage-

ment equally endorse top management support as the most important factor

for ensuring the effective introduction of EIS in organisations. Existing litera-

ture on top management support tends to focus primarily on IS strategy and

the role of the chief information officer, while the nature of such support

remains rather opaque and ill-defined at best.

NATURE OF REVIEW

This paper, therefore, seeks to explore how top management support the

introduction of enterprise information systems. This topic has received little

attention in the EIS literature (Brown and Vessey, 1999; Davenport, 2000;

Esteves and Pastor, 2000; Loonam and McDonagh, 2004; Nah, 2001; Smyth,

2001; Stewart, 2000; Umble et al., 2003), with no specific empirical inquiry.

Moreover, the more general information systems (IS) management literature

(Adler and Ferdows, 1990; Applegate and Elam, 1992; Benjamin et al., 1985;

Currie and Glover, 1999; Earl, 1996; Garrity, 1963; Lyles, 1979; Raghunathan

and Raghunathan, 1989; Watson, 1990; Weiner and Girvin, 1985) clearly

indicates the importance of top management support for the introduction of

IS but provides little insight into what this actually means. 

IS management literature suggests that ‘top management’ embraces the

twin roles of the chief executive officer (CEO) and the chief information offi-

cer1 (CIO). ‘Support’ is said to come about through executive (CEO/CIO)

participation and involvement (Diebold, 1969; Dong, 2001; Jarvenpaa and

Ives, 1991; Kanter, 1986; Thong et al., 1996). More generally, support is

deemed to embrace long-term funding and resource commitments (Earl and

Fenny, 1994; Kanter, 1986; Nath, 1989), developing project coalition groups

and steering committees to meet new changes (Feeny et al., 1991; Ives and

Olsen, 1981; Maruca et al., 2000; Rockart, 1979), sharing the vision with the

organisation (Dong, 2001; Earl and Fenny, 1994; Enns et al., 1997; 2001; Nath,

1989), developing a strategy (Galliers, 1987; Lederer and Mendelow, 1986;

Tan, 1995), communicating the change vision (Dean, 1968; Stewart, 2000;

Watson, 1990), encouraging positive attitudes towards change in the organisa-

tion (Ginzberg, 1981; Thong et al., 1996) and finally ensuring new changes are

accepted as part of the organisational culture. 

The literature’s understanding of what support is and how it is enacted is

not clear. Much of the aforementioned IS management literature is of a pre-

scriptive nature. The majority of this literature informs us as to what top man-

agement should be doing but does not facilitate our understanding of what top
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management are doing. Further inquiry is therefore required. Such inquiry

demands an understanding of how top management support the introduction

of enterprise information systems. 

ENTERPRISE INFORMATION SYSTEMS

Davenport (2000) believes that overcapacity and reengineering, globalisation

and dealing with constant change are some of the prime reasons many organ-

isations are implementing EISs into their firms. EISs are software packages

that integrate an organisation’s business processes. They are also referred to as

enterprise resource planning (ERP), enterprise-wide information systems

(EWIS) and enterprise systems (ES). Debate exists in the literature as to the

specific name of these packages. Davenport, however, tells us that the name

of these packages is not so important; instead an EIS should be defined by its

ability to ‘seamlessly integrate business processes and information flows up

and down, and perhaps more importantly from now on, across value chains’

(2000: 3). The ‘enterprise information systems’ literature tells us that an EIS

package is fundamentally a software system responsible for the organisational

and technological integration of a firm (Adam et al., 2000; Al-Mashari, 2003;

Davenport, 1998; 2000b; Klaus et al., 2000; Kumar et al., 2000; Loonam and

McDonagh, 2004). 

To understand fully the nature of EISs, it is important to place them in

context with information systems development. According to Ward and Grif-

fiths (1996) information systems have experienced three eras since their

deployment in organisations. The first era is data processing (DP). This era

allowed organisations to improve operational effectiveness by automating

information-based processes. The second era is management information sys-

tems (MIS). During the 1970s, this era allowed firms to increase management

effectiveness by satisfying their information requirements. Finally, with the

development of end user computing, the 1980s witnessed the emergence of

the third phase – the strategic information systems (SIS) era. The objective of

this phase, according to Ward and Griffiths (1996: 11), was to improve com-

petitiveness by changing the nature and conduct of business. The history of

information systems illustrates the evolutionary nature of the field, i.e. its

move from centralised computing to end-user computing. This transition

grew out of the need for greater organisational-wide integration. Initially cen-

tralised information systems from the 1960s and 1970s were deployed by

organisations to assist in single application functionality, such as manufacturing

or accounting systems. However, from the 1980s onwards, added pressures

from information systems to deliver greater strategic and competitive advan-

tages meant that typical business applications had grown exponentially (typical

business applications grew by 5,400 per cent) (Slee and Slovin, 1997). What

started out as ‘islands of automation’ (McKenney and McFarlan, 1982), i.e.

applications running separately from each other, were by the 1980s often part

of a single system to manage and centralise data better. This event is often
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referred to as technical integration or alternatively as ‘spaghetti integration’

(Slee and Slovin, 1997).

This type of ‘spaghetti integration’ created its own problems. Connecting

different functional areas was not easy and required huge amounts of pro-

grammed computer code to allow the different functional databases ‘talk to

one another’. In turn this amount of programming often resulted in system

errors, inconsistent information flows and, perhaps most worrying from an

organisational point of view, the need for huge resource commitments, from

both a human and financial perspective. By the late 1980s and early 1990s

organisations were therefore experiencing large IS integration problems.

Something new, less costly and less labour-intensive was needed. In response

software vendors began to launch single application tools that could host a

number of different functional areas from a shared database. These new soft-

ware packages became known as Enterprise Resource Planning systems (ERP)

(Lopes, 1992). The objective of these packages was to bring the IS needs of

the company under the umbrella of a single software system. 

CHARACTERISTICS OF AN EIS

Comprehending the nature of these vendor packages and their promises

requires consideration of the generic characteristics that make EIS packages

distinct from other IS investments. From a study conducted by Markus and

Tanis (2000c), the authors found that there were five characteristics specific to

EIS, which help us to understand what they are, what they can do and how

they differ from other large IS packages. These distinct characteristics are inte-

gration, the nature of the EIS package, best practices, assembly requirements

and the evolutionary nature of these systems. A brief review of each of these

characteristics is now offered.

From an integration perspective, one of the core functions of an EIS, in

comparison to all previous integration technologies, is its promise to ‘seam-

lessly integrate’ all information flowing throughout the organisation’ (Daven-

port, 1998). This characteristic is further supported by the EIS literature. EISs

are commercial software packages bought from market vendors. They differ

from previous integration tools in the sense that they are not developed in-

house by organisations, but instead can be customised to the enterprise’s own

specific needs. Another characteristic unique to EIS is the suite of best practices

afforded to implementing organisations. EISs are built to support generic busi-

ness processes that may differ substantially from the way the implementing

organisation does business. They are built to ‘fit’ the generic needs of many

organisations. Some assembly requirements may be necessary during implemen-

tation. For example, some firms use bolt-on tools or an amalgamation of EIS

vendors in order to achieve their version of seamless integration. Finally, like

all information systems, EIS are constantly evolving and changing. During the

1980s, systems were developed to run on mainframe architectures; current EIS

packages are running on client/server architectures (Nezlek et al., 1999).
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Future EIS suites will need to extend enterprise integration to inter-enterprise

integration, where the integration focus will not just be confined to the

boundaries of the enterprise but aim to integrate up, down and across indus-

try-wide value chains.

IMPLEMENTATION ISSUES

Implementing EISs can cost millions of euro and it can take from six months

to three years for full implementation to be achieved. Despite such costs,

AMR Research predicted that the EIS market would be worth more than $60

billion by the end of 2003 (Callaway, 2000). This projection has been some-

what shy of the mark, with the Arc advisory group predicting global EIS sales

to be worth nearer to $100 billion by 2008 (2004). In Ireland alone, many

pharmaceutical, manufacturing and hi-tech sector companies, financial serv-

ices, government departments and offices, European and US based multina-

tionals, educational institutions, hospitals and an increasing number of small to

medium-sized companies are adopting, or have adopted, EISs as a means of

resolving their organisational and technological integration problems. 

Yet despite such interest in and uptake of these packages, reports of poor

outcomes abound. From a survey conducted in December 2000 called ‘EIS

Post Implementation Issues and Best Practices’, 117 firms across 17 countries

were surveyed on their satisfaction with EIS implementation projects. Only 34

per cent of the organisations were ‘very satisfied’ with their EIS investments

(McNurlin, 2001: 1). Sammon et al. (2001) believe that over 90 per cent of

EIS implementations are late or more costly than first anticipated. According

to Crowe et al., research conducted by the Standish Group International

shows that 40 per cent of all EIS installations achieved only partial implemen-

tation; nearly 28 per cent were scrapped as total failures or never implemented;

and only 25 per cent were completed on time and within budget (2002: 3). 

EIS CRITICAL SUCCESS FACTORS

In an effort to overcome such poor implementation performances, the EIS lit-

erature focuses on the development of critical success factors (CSFs). Studies

rank factors that are critical to the successful implementation of the system (Al-

Mashari, 2000; Al-Mashari and Zairi, 2000; Bingi et al., 1999; Brown and

Vessey, 1999; Esteves and Pastor, 2000; 2001; Kraemmergaard, 2000; Nah,

2001; Rosemann et al., 2000; Somers and Nelson, 2001a; Sumner, 1999).

While studies vary in relation to CSFs, some of the most frequently cited and

highly ranked CSFs are now discussed.

1 Top Management: Top management support is one of the most often

cited CSFs among the EIS literature (Al-Mashari, 2000; Brown and

Vessey, 1999; Davenport, 2000a; Esteves, 2000; Nah, 2001; Smyth, 2001;

Stewart, 2000; Sumner, 2000). According to Holland (1999) executives
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must be willing to allocate valuable organisational resources and must have

the credibility to ‘build strong/strategic partnerships with functional areas’

(Willcocks and Sykes, 2000: 35). While Sarker and Lee state that ‘EIS

implementations can be successful only if there is strong and committed

leadership guiding the initiative’ (2000: 416).

2 Project Champion: Much of the literature suggests that a project cham-

pion is important to drive project implementation (Al-Mashari and Zairi,

1999; Esteves, 2001; Nah, 2001; Parr and Shanks, 2000a; 2000b; Sedera et

al., 2001; Smyth, 2001; Willcocks and Sykes, 2000). The project cham-

pion often plays a fundamental role in change management efforts

throughout the implementation life-cycle (Brown and Vessey, 1999).

Sumner (1999) further suggests that the champion should be a business

leader in order to offer the project a constant business perspective. 

3 User Training and Education: The lack of user training and failure to

understand how enterprise applications change business processes fre-

quently appear to be responsible for EIS problems and implementation

failures (Al-Mashari, 2000; Davenport, 1998; 2000a; Esteves, 2000; 2001;

Somers and Nelson, 2001a; 2001b; Sumner, 1999). Bingi et al. (1999)

believe that training and educating employees is often a hidden cost dur-

ing project implementation, while Sumner states that many of her

researched companies had to increase their technical personnel and skills

expertise, particularly in application specific modules, due to project

implementation demands (2000: 322). 

4 Management of Expectations: Often company expectations are far greater

(or even sometimes far less) than what is realistically possible from the EIS

system. It is vital therefore that the vendor does not ‘oversell’ the system

to the organisation and its users, while it is equally important for manage-

ment to keep realism part of the overall implementation strategy (Somers

and Nelson, 2001a). Davenport (2000a) believes that it is the role of sen-

ior management to portray positive expectations from the new system,

but they also need to be sensitive to the needs of the eventual users.

5 Project Management: Project management activities span the life of the proj-

ect from initiation to completion (Somers and Nelson, 2001a). Esteves (2000)

says that proper management of scope is critical to clarify the goals properly

and ensure they run in tandem with the overall organisational mission and

strategy. Nah (2001) believes that the role of project management is to avoid

schedule and budget overruns, forcing the project team to stick to planned

events and cost targets. Another important factor of project management is

to deliver early measures of success (Nah, 2001), where the organisation sees

real and more importantly early benefits for its investment.

6 Steering Committee: For an EIS implementation to succeed it is vital to

have a core group of ‘superusers’ (Davenport, 2000a; Sumner, 1999).

These are typically middle-level employees or managers from the business

functions or departments that will be affected by the EIS project. Their

role during implementation is to determine how the system will affect
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their particular part of the organisation, to recommend system configura-

tion and design details, to serve as typical users during testing and to train

others who have jobs similar to their own (Davenport, 2000a). A steering

committee, comprised of such superusers assists top management to

directly monitor progress and adjust any problems that may arise before

they are embedded into project implementation.

7 Use of consultants: Many organisations bring external consultants in dur-

ing the implementation process to assist in getting the project up and run-

ning. Esteves (2000) believes that the usage of external consultants will

depend upon the internal knowledge that the organisation has regarding

the new system. Consultants offer external knowledge on previous proj-

ects they have worked upon and can assist in training internal system users

with this know-how (Davenport, 2000a). 

8 Business Process Reengineering (BPR): An EIS system on its own cannot

improve organisational performance unless an organisation aligns its core

business processes to the system (Al-Mashari and Zairi, 1999; Bingi et al.,

1999; Brown and Vessey, 1999; Davenport, 1998; 2000; Koch, 2001a;

Kraemmergaard, 2000; Nah, 2001; Norris et al, 2000; Robey, 2001;

Somers and Nelson, 2001a; 2001b). One way of aligning the core business

processes of an organisation to the new EIS package is through the re-

engineering or redesign of the business processes or through, as Daven-

port and Short (1990) coined it, ‘business process re-engineering’ (BPR).

According to Hammer and Champy, BPR is defined as ‘the fundamental

rethinking and radical redesign of business processes to achieve dramatic

improvements in critical, contemporary measures of performance, such as

cost, quality, service and speed’ (1993: 32, in Al-Mashari and Zairi, 2000).

BPR allows organisations to align their business processes with the enter-

prise information system, thereby customising the company’s business

process needs to the new system. 

9 Dedicated Resources: Dedicating the proper resources is also vital to EIS

success. Dong suggests that a top management commitment to resources

is vital to ensure project continuance and success (2001). According to

Somers and Nelson, proper allocation of resources – human, financial and

time – and the attention to the management of scope, allows critical EIS

benefits to be realised (2001a).

10 Change Management: EISs introduce large-scale change that can cause

resistance, confusion, redundancies and errors (Somers and Nelson,

2001a). In terms of the implementation of an EIS, Al-Mashari refers to

change management as involving all human, social-related and cultural

change techniques needed by management to ease the transition to, and

minimise organisational resistance for, the new system (2000). Change

management receives a lot of attention within the EIS literature (Alad-

wani, 2001; Al-Mashari and Zairi, 1999; Brown and Vessey, 1999; Dav-

enport, 1998; 2000a; Esteves, 2000; 2001; Kraemmergaard, 2000; Nah,

2001; Norris et al., 2000; Parr and Shanks, 2000b; Somers and Nelson,
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2001a). According to Brown and Vessey pre-planned communications

and training are vital considering the amount of organisational learning

associated with the implementation of an EIS (1999). Al-Mashari and

Zairi (1999) believe that effective communication, revising reward and

motivation systems, empowerment, human involvement, training and

education, creating an effective culture for organisational change and

stimulating the organisation’s receptiveness to change are the core ele-

ments necessary for a successful change-management strategy. 

TOP MANAGEMENT SUPPORT

The CSF literature recognises top management support as the most important

factor for ensuring EIS implementation success (Al-Mashari, 2003; Brown and

Vessey, 1999; Davenport 2000a; Dong, 2001; Esteves and Pastor, 2000; Nah,

2001; Smyth, 2001; Stewart, 2000). From an historic perspective, the IS manage-

ment literature has also reinforced the importance of top management support

(Bassellier and Reich, 2001; Doll, 1985; Garrity, 1963; Schein, 1992; Willoughby

and Pye, 1977). Equally, IS implementation literature (Ginzberg, 1981; Watson

and Brancheau, 1991) and general top management literature (Finkelstein and

Hambrick, 1996; Hambrick and Mason, 1984) recognise its importance.

Yet despite such acclaims, there is a dearth of empirical study exploring this

theme within the EIS literature. The literature cites top management support

as critical to project success, yet there is no understanding as to what it is or,

indeed, how it is enacted. A review of the IS management literature offers lit-

tle release. This literature tends to be prescriptive, empirically weak, predom-

inantly US-private-sector-company focused and theoretically lacking, with

research dichotomised between rhetoric (what top management should do) and

reality (what top management actually do). Gaps are therefore paramount, with

the CEO and CIO caught between knowing what to do and actually doing

it. Only through understanding top management support can this gap between

rhetoric and reality be addressed. 

In order to address these issues, support must be understood from the CEO

and CIO perspectives. As the EIS literature does not answer these questions, a

review of general IS management literature becomes necessary. This literature

set states that certain factors influence an executives’ support of IS. Studies note

how executive values, attitudes and perceptions (Jarvenpaa and Ives, 1991;

Mykytyn and Harrison, 1993; Tallon et al., 2000) and cognitive abilities (Earl

and Fenny, 2000; Schein, 1992a; 1992b) affect support for IS. Other studies state

that education (Applegate and Elam, 1992; Fenny et al., 1992; Skyrme, 1996),

age and length of tenure (Gottschalk, 1999; Gupta, 1991) and background expe-

riences (Earl, 1996; Ross and Fenny, 2000) will affect the level of support given

to a project. The IS management literature lacks coherence in terms of explain-

ing what top management support is, from either a CEO or CIO perspective. 

The IS management literature is equally fragmented in explaining how

support is enacted. Some studies advise that the CEO can support IS by hav-
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ing a good relationship with the CIO (Feeny et al., 1991; Ives and Olsen,

1981; Maruca et al., 2000; Rockart, 1979), providing necessary vision for IS

projects (Dong, 2001; Earl and Fenny, 1994; Enns et al., 1997; 2001; Nath,

1989), building an IS strategy that is part of the corporate strategy (Galliers,

1987; King and Teo, 1996; Lederer and Mendelow, 1986; McFarlan, 1984;

Tan, 1995) and communicating all visionary intentions to everyone in the

organisation (Dean, 1968; Stewart, 2000; Watson, 1990). 

Equally, the CIO must be seen as a business executive (Fenny and Will-

cocks, 1998; Rockart, 1988), acting as a bridge between IS and business

(Grindley, 1992; Maruca et al., 2000; Synnott, 1987). This business executive

persona will result in better relationships with other executive members of the

top management team and more importantly with the CEO. Movizzo and

Howe believe that ‘the CIO’s role is one of trusted consultant, visionary, an

architect of enabling technology, a partner with business executives and

process owners, an active change agent and innovator’ (1995: 28). The CIO is

now in a position to educate the CEO, and other top management team

members, as to the benefits and values of the IS initiative. This is reflected in

the IS strategy, which becomes part of the corporate strategy (Fiegener and

Coakley, 1995; Gottschalk, 1999; O’Connor and Smallman, 1995; O’Riordan,

1987). Communicating a positive business image for IS is key for the CIO

(Black and Trippi, 1990; Fiegener and Coakley, 1995; O’Connor and Small-

man, 1995; O’Riordan, 1987), ensuring all new changes become part of cor-

porate culture. 

A VIEW FROM THE TOP

The reality, however, is somewhat different. IS management studies often

reveal that the CEO views the CIO, and invariably IS, as the ‘poor relation’

(Enns et al., 1997; Fenny et al., 1992; Katzenback, 1997). Previous negative

experiences with IS projects, or indeed the CEO’s inclination not to view

IS as a strategic resource but merely a functional utility, do not help the rela-

tionship. Differences in occupational groups also create a ‘them against us’

attitude, where business and IS are often two sub-cultures within the same

organisation (Schein, 1996). The CEO’s vision is therefore affected (Currie

and Glover, 1999; Jones and Arnett, 1994), resulting in the development of

a dormant IS strategy (Carlyle, 1988; Galliers, 1992; Lederer and Mendelow,

1987; 1988), which is plagued by weak business and IS alignment and a lack

of CEO commitment to resources and, unfortunately, project longevity.

This is alleged to result in poor top management support for IS initiatives,

an allegation clearly evident in many EIS implementations (Brown and

Vessey, 1999; Davenport 2000; Mabert, 2003; Nah, 2001; Smyth, 2001;

Stewart, 2000). 

For the CIO, confusion continues to exist over how they perceive their

position, technical expert or business leader (Donovan, 1988; Ives and Olsen,

1981; Skyrme, 1996; Stephens et al., 1992) and the influence they have in the
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organisation (Grover et al., 1993). The CIO is often distanced from the top

management team and CEO (Fiegener and Coakley, 1995), left sitting uncom-

fortably in an environment of constant IS outsourcing (Currie and Glover,

1999). Distance from the top and poor relations with the CEO result in inad-

equate IS strategy attention (Karimi et al., 1996; Raghunathan and Raghu-

nathan, 1989; Stephens et al., 1995) and differences in opinions concerning the

IS vision for the organisation (Earl and Fenny, 1994; Watson, 1990). The out-

come is often one of high CIO turnover (Applegate and Elam, 1992; Currie

and Glover, 1999; Karimi et al., 1996), poor communication between CEO

and CIO (Applegate and Elam, 1992; Earl, 1996) and less than satisfactory IS

performances (Earl and Fenny, 1994; Ross and Fenny, 2000). 

RHETORIC VERSUS REALITY

In applying the IS management field’s understanding of top management sup-

port, a number of important observations can be made. Firstly, the IS manage-

ment literature does not clarify what top management support is. Instead a

plethora of studies inform us about possible factors that may influence execu-

tives’ support for an IS project. These ‘influencing factors’ may or may not be

accurate. Therefore understanding what top management support is remains to

be explored. Secondly, the IS management literature appears to be paralysed by

the rhetoric/reality dichotomy: the literature informs us what top management

should be doing but does not facilitate our understanding of what top manage-

ment are doing. Subsequently, the question of how top management support an

IS project also needs to be explored. Finally, from an empirical perspective, the

IS management field is still rather prescriptive. There are few cumulative stud-

ies. The area is theoretically lacking, with rhetoric comment far outweighing

comments of actual relevance. Therefore, the lessons learned from the IS man-

agement literature offer little in terms of understanding top management support

for the introduction of enterprise information systems.

THE RESEARCH CASE

This study focuses on the Health Service in the Republic of Ireland. Recent

large-scale public sector investment in information systems, a planned govern-

ment programme for organisational-wide health service reform and the ongo-

ing implementation of Western Europe’s largest EIS project (Deloitte and

Touche, 2004) have contributed to research interest in the Irish health service.

To date, the ‘commission on financial management and control systems’ esti-

mate that more than €60 million has been spent on the implementation of the

health services’ EIS package (DoHC, 2003c). The initiative launched in 1995

is expected to be fully completed by 2007, making it the largest health service

IS investment in the history of the state. 
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CONCLUSIONS

This paper focuses on the EIS literature. This review reveals that despite EIS

promises to deliver seamless integration of all systems across the organisation,

significant challenges face implementation. Indeed, some studies cite up to 90

per cent failure rates with the introduction of such systems. The literature

points to the development of CSFs in order to assist with implementation.

Top management support is ranked as the most important CSF. An in-depth

review of the EIS literature and the wider information systems management

literature reveals that this field of inquiry, despite its significance, is poorly rep-

resented. Within the EIS literature, apart from the constant rhetoric, there is

a lack of clear empirical inquiry. Similarly, the IS management literature fur-

ther illustrates the lack of empirical knowledge within the field. The objective

of this paper is to call for an academic research into top management support

during implementation of EISs within industry. 

1 CIO may also be referred to as Chief Technology Officer, Information Systems Direc-

tor, Information Technology Director, Information Services Director (Grover, 1993).
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