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1 Introduction: Researching strategic
adaptation in a cross-cultural context

The main reason for conducting business is creating and maintaining value
(cf. Conner 1991; Sirmon et al. 2007). As companies are not stand-alone,
closed systems, value creation is dependent in various ways on interrelations
with the environment. It is from the environment that organizations are ac-
quiring all the inputs and resources that they need for their operation,
whether these are tangible or intangible resources, capital or human re-
sources. On the other hand, the existence of other actors within the environ-
ment who are willing to pay for what a firm is producing is essential for its
very survival. In Peter Drucker’s (1993) terms, “neither results nor resources
exist inside the business. Both exist outside” (p. 5). However, what is happen-
ing in the environment — the environment is everything that is outside of the
boundaries of an organization which can have potential influence on it — is
per definition not under the full control of the organization. Societal changes
are affecting customer tastes and preferences, technological changes allow
new market entrants to substitute existing products or services, political and
legal decisions influence resource availability or cost bases, and macroeco-
nomic cycles have the capacity to dramatically increase or decrease customer
demand. Strategies which were developed under certain environmental cir-
cumstances might be rendered ineffective when the organization is faced
with radically changed external conditions.

How do companies maintain value when they are faced with major
changes within their environment — those events and developments which
considerably and structurally affect the attainability of strategic objectives
and/or the strategic choices that an organization has?

Generally, the fit between the environment and an organization’s strategy
has been identified as being of crucial importance for the effectiveness of
an organization (Miles and Snow 1978; Hambrick 1983). Haveman (1992)
showed that adapting an organization’s strategy (in terms of product offers,
target markets, and core technologies used) under conditions of major envir-
onmental change raises both its chances of survival and financial perform-
ance potential. Additionally, she argued that firms which timely respond to
environmental changes can outperform those with longer reaction times.
Also Smith and Grimm (1987), using the U.S. railroad industry deregulation
as a background for their study, found that firms which changed their strategy
in order to align themselves to new environmental conditions outperformed

D. Sternad, Strategic Adapration 1
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1 Introduction: Researching strategic adaptation in a cross-cultural context

those who did not adapt. For some authors (e.g. Hofer and Schendel 1978;
Chakravarthy 1982; Chakravarthy and Lorange 1984; Schneider and Barsoux
1997), continuous adaptation to the changes in a firm’s environment consti-
tutes the essence of strategic management. The following statement from
Burns and Stalker (1961) provides an early account of this basic idea:

“In our terms, leadership at the top, or ‘direction), involves constant preoccu-
pation with the technical and the commercial parameters of the situation in
which the concern has to operate, and with the adjustment of the internal sys-
tem to that external situation.” (p. 102)

Dynamic environments demand ongoing re-assessments and updates of stra-
tegies. Mussnig and Petek (2008) point out the need for taking a step back,
frequently interrupting routines to question the status-quo, and re-thinking
whether the current strategic path is still adequate, or needs to be adapted
and changed. It is through adaptive action based on continuous reflection on
strategy-environment fit that managers can keep their organizations in line
with external developments.

Maintaining or even increasing value under changing environmental cir-
cumstances is the main purpose of strategic adaptation. Failure to adapt to a
changing environment can lead to fatal consequences. This applies not only
to the realm of business. In a classical analogy, also species in the natural
world have to adapt to changes in their ecosystems, such as, for example, the
appearance of a new predator, to ensure survival (cf. Bettis and Prahalad
1995). Turning to another field, British military historian and war theorist
Sir Basil H. Liddell Hart (1991) noted: “Adaptability is the law which governs
survival in war as in life — war being but a concentrated form of the human
struggle against environment” (p. 330).

In yet another form of human struggle against environment, companies
compete for survival on the marketplace. Hambrick and D’Aveni (1988)
showed that when firms fail to respond to environmental change in a timely
manner, they risk to get caught in a downward spiral which can eventually
lead to corporate failure and bankruptcy. In their study of bankruptcies of large
private-sector corporations, a clear pattern emerged: bankruptcy was in many
cases preceded by environmental decline in the two years before (Hambrick
and D’Aveni 1988). This is consistent with Miles and Snow’s (1984) assessment
that “minimal fit is required for survival in competitive environments” (p. 14).

Often, decision-makers’ satisfaction with past successes leads to persis-
tence in following certain strategies which in the light of radical external
change become ineffective and outdated, thus leading to significant decline

2



Introduction: Researching strategic adaptation in a cross-cultural context 1

in performance (Romanelli and Tushman 1988; Reger and Palmer 1996;
Audia et al. 2000).

So how can organizational failure be avoided in the face of major, adverse
changes in the environment? Dutton and Duncan (1987) re-formulate the
question of this “basic survival issue”, as they call it, and ask: “how can organ-
izational decision-makers learn to deal effectively with these changed environ-
ments?” (p.279). How organizations act cannot be separated from how man-
agers act in the decision-making processes that are taking place within
organizations to determine strategic response to environmental change.

1.1 Cultural influences on strategic adaptation

How decision-makers act is influenced by their basic assumptions, values, be-
liefs, and perceptions about what is right or wrong, about what is appropriate
or inappropriate in a certain situation, about what actions will lead to in-
tended consequences, but also about what the right intentions are in the first
place. Research on the links between managerial cognition and strategy con-
firms that managers’ beliefs about the external environment influence strate-
gic decision-making processes in organizations (Daft and Weick 1984), and
that the perceptions which managers build about changes in the environment
can have an effect on organizational responses (Staw et al. 1981; Dutton and
Jackson 1987). Failure to change belief systems following changes in the envir-
onment can lead to delays in taking necessary adaptive steps in strategy, which
in turn can lead to organizational failure (Barr 1998).

In their ‘upper echelons’ theory, Hambrick and Mason (1984) suggest that
organizational strategies can be viewed as “reflections of the values and cogni-
tive bases of powerful actors in the organization” (p. 193), which are in turn
influenced by their background. In Geletkanycz’s (1997) words, “decisions
are argued to reflect executives’ selective filtering and interpretation of avail-
able stimuli — this through the idiosyncratic lenses of their beliefs, knowledge,
assumptions, and preferences” (p.617). A major element of an individual’s
background influencing their basic assumptions, beliefs, and preferences is
the culture that a person was socialized in. National culture — over the values
and cognitive bases of the decision-makers — could therefore have an influ-
ence on strategic decision-making processes and their outcomes. This sugges-
tion is supported by Ross (1999), who asserts: “At each link in the strategy
process — deriving the mission, developing scenarios, formulating strategy
and tactics, executing and evaluating — culture intrudes” (p. 13).
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Schneider (1989) argues that basic cultural assumptions influence how in-
formation is gathered and interpreted within organizations. As also the use of
information is embedded in social norms based on cultural beliefs, “the strat-
egy formulation cannot be considered as culture-free” (Schneider 1989,
p- 149). In other words: “As culture is thought to influence the way of perceiv-
ing, thinking, feeling and evaluating, it is expected to affect the process by
which the environment is ‘known’ and responded to” (Schneider 1989,
p- 152). Thus, culture affects the way in which decision-makers respond to
stimuli within the environment. As it has also been identified to have a med-
iating effect between managerial cognitions and managerial actions (Brachos
et al. 2005), culture should be taken into consideration when analyzing how
managers form their beliefs and interpretations about environmental
changes, as well as when analyzing what strategic actions they subsequently
take to adapt to these changes.

However, as Clark (2000) and Pettigrew et al. (2001) pointed out, national
differences have not been a major focus in organizational and change studies.
Reasons put forward by Pettigrew and his colleagues were the difficulty of
working empirically across national borders, the overall scientific tendency
towards preferring the universal over the particular, and the powerful influ-
ence that the U.S. management science has on the rest of the world. Also
O’Shaughnessy (1985) and Schwenk (1995) suggest that conclusions made
about strategic decision-making in the U.S. might not hold in other cultural
contexts. For Whittington and Mayer (2000), most management research has
been “not culture free but culture blind” (p. 31).

A systematic way of studying the culture-strategy relationship was intro-
duced by Schneider (1989) who, in a conceptional paper, proposed a frame-
work for studying how national culture impacts on strategy formulation.
Schneider and De Meyer (1991) built on this work with their cross-cultural
empirical study conducted among executive and graduate students in Euro-
pean business schools. They found that national culture does indeed have an
influence on the interpretation and response to strategic issues, noticing,
however, that “[a]lthough differences among country clusters were found in
interpretation and response, the underlying cultural reasons for these differ-
ences remain elusive” (Schneider and De Meyer 1991, pp. 317-318).

Geletkanycz’s (1997) study showed significant effects of cultural values on
executives’ openness to changes in the organizational status quo. Hitt et al.
(1997) found considerable differences in strategic orientations of U.S. execu-
tives placing higher importance on short-term returns and increasing share-
holder value, and their Korean counterparts who place more emphasis on ex-
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pansion and growth strategies, adding the caveat that not only cultural differ-
ences but also different national priorities and institutional arrangements
could play a role in the different strategic orientations. Other studies, how-
ever, could not establish significant correlations between national culture
and strategy. Specifically, a link between culture and strategy-related beliefs
of managers was not found by Markdczy (2000), while Hoffman (2007) ob-
served that the perceived use of strategic planning system characteristics did
not vary much across the three cultural groups that he had examined. At first
sight, it seems that the discussion about whether culture generally does or
does not influence strategic decision-making processes has not yet come to a
conclusion.

A more differentiated picture was revealed by Barr and Glynn’s (2004)
study of cultural variations in strategic issue interpretation: while one cultural
dimension (the level of uncertainty avoidance) had significant impacts on the
way that strategic issues were interpreted, no clear and direct ties between cul-
ture and strategic issue diagnosis could be established for other cultural di-
mensions, leading them to the following conclusion: “Rather than searching
for global cross-cultural differences in strategic perceptions, it may be more
fruitful to delineate the specific theoretical links that relate culture to strategy”
(p- 65). Therefore, they urged for a more ‘fine-grained’ approach to investigat-
ing the links between culture and strategic decision-making processes. Ashka-
nasy et al. (2004) point in the same direction when they note the lack of re-
search on the link between one cultural dimension, future orientation (the
degree to which a society is oriented towards the future), and strategic plan-
ning processes: “The relationship of future orientation to different elements
of strategic planning at the organizational level remains to be investigated”
(Ashkanasy et al. 2004, p. 292).

Following this more differentiated view, we need to develop hypotheses on
possible cultural influences on strategy on the level of individual cultural di-
mensions. Investigating some of those specific links between culture and
strategy when organizations are faced with major changes within their envir-
onment is the main aim of the study which is presented in this book. More
specifically, the central research questions are:

e Research question A: “Do differences in certain dimensions of national
culture have an influence on the process of strategic adaptation to major
changes within an organization’s environment?”

e Research question B: “Do differences in certain dimensions of national
culture have an influence on strategic action as an output of the strategic

5
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adaptation process when organizations are faced with major environmen-
tal changes?”

By finding well-grounded answers to these two questions, this book seeks to
contribute to both a more comprehensive understanding of how organiza-
tions adapt to major changes in their environment in different cultural set-
tings, as well as a more specific understanding of which cultural dimensions
affect certain phases of the strategic decision-making processes in organiza-
tions, thus also following Elbanna’s (2006) demand for more research on the
role of national context in the strategic decision-making process.

1.2 Overview of the research design

In order to determine possible influences of national culture on strategic
adaptation to major environmental change, a cross-cultural study design is re-
quired. The empirical investigation was conducted in two countries: Austria
and Slovenia, two European nations which are geographically close, yet likely
to show considerable cultural difference due to (a) their affiliation with two of
the major European cultural areas (i. e. the Germanic and the Slavic language
areas), and (b) the decades that Slovenia spent under the communist political
and economic system of the former Socialist Federal Republic of Yugoslavia
while Austria has been part of the “‘Western’ world characterized by a demo-
cratic political system and a free(er) market economy.

To yield comparable results, it is important to investigate the strategic
adaptation processes to one major environmental change that had a strong
impact on both nations. Such a major environmental change with important
repercussions on the economy in both countries can be found in the financial
crisis of 2008—09, which was followed by a major worldwide recession. As a
global event, it had significant effects on both nations and therefore lends it-
self perfectly for a cross-national comparison on strategic reactions to one
commonly shared major environmental change.

To examine the hypothesized relationships between national culture on
the one hand and the strategic adaptation process and its output (the deci-
sions for adaptive strategic action) on the other hand, the research was mainly
based on an empirical study — a quantitative survey among managers in Aus-
tria and Slovenia.
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II.

II1.

This book is organized as follows:

It starts with the theoretical building blocks: chapter 2 will provide an
overview of the main concepts used, specifically strategy and strategic de-
cision-making, major environmental change, adaptation, and national
culture as a potential influencing factor on strategic management pro-
cesses. Chapter 3 consists of a more detailed literature review on the stra-
tegic adaptation process, especially from a cognitive perspective, which is
particularly relevant when evaluating how different cultural backgrounds
influence managerial cognition in strategic decision-making processes.
The chapter will conclude with the proposal of a model of strategic adap-
tation as a decision-making process, which the subsequent analysis will
be built on. In chapter 4, different strategic options organizations are fol-
lowing in response to economic crises are explored.

Cultural differences between Austria and Slovenia are investigated and
discussed in chapter 5 with reference to widely recognized cross-cultural
studies. Specifically, results from the GLOBE study (House et al. 2004),
supplemented by the findings of more recent in-depth cultural studies in-
cluding Austria and Slovenia (e. g. Meierewert 2009; Gulev 2009), form
the basis for assessing major differences in cultural dimensions between
the two countries. Chapter 6 combines the findings of chapter 3 (a model
of the strategic adaptation process) and chapter 5 (cultural differences be-
tween Austria and Slovenia) by building hypotheses about the possible ef-
fect of the differences in the individual cultural dimensions on different
phases of the strategic adaptation process and on strategic action as an
output of this process.

The hypotheses are then tested in an empirical study. Following the sug-
gestions of Adler (1983), Samiee and Athanassiou (1998), and Mayring
(2001), both qualitative and quantitative research methods were used in
a complementary way of triangulation in order to obtain several perspec-
tives on the research subject (cf. Kelle and Erzberger 2009). Twelve semi-
structured in-depth interviews with managing directors and board mem-
bers of Austrian and Slovene companies form the basis for an exploratory
qualitative pre-study (chapter 7). Chapter 8 provides an overview of the
research methodology of the quantitative survey among Austrian and
Slovene managers, which is the main instrument for testing the hypoth-
eses that are developed. To ensure comparability of the samples in the
two countries, it is necessary to include control variables in the research
design, particularly nationality of the respondent, industry type, and or-
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ganizational size. Specifically, organizational size needs to be investigated
in more detail because several studies (e. g. Peters 1992; Chen and Ham-
brick 1995; Dean et al. 1998; Latham 2009) have shown that size can be a
potentially important influencing factor on strategic decision-making
processes. The results of the quantitative study will be presented in detail
in chapter 9.

IV. In the concluding chapter 10, the research findings are discussed, also
highlighting the limitations of the study presented in this book. In add-
ition, the final chapter will provide an overview of potential implications
for managerial practice, and an outlook to possible future research op-
portunities.

An overview of the research design is presented in Figure 1.1.
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2 Strategic decision-making,
the environment, and national culture:
An overview of key concepts

Strategic decision-making seeks to align the opportunities and demands of
the external environment with the capabilities and internal design of an or-
ganization! in order to achieve competitive advantage and being able to fulfil
its social or economic mission (cf. Hofer and Schendel 1978; Bourgeois 1980).
Narayanan and Fahey (1982) refer to strategic decisions as those decisions
that have not been encountered before in the same form, with no set of exist-
ing responses available within the organization, and with a high importance
in terms of resource commitment. For Mintzberg et al. (1976), strategic simp-
ly means “important, in terms of the actions taken, the resources committed,
or the precedents set” (p.246). Child (1997) adds that ‘important’ means
being important for the organization as a whole, i. e. in particular concerning
those matters which influence an organization’s ability to prosper within a
competitive environment.

Generally, strategy research comprises three complementary dimensions:
strategy process (the way in which strategies are developed), strategy content
(strategic actions as the output of the strategy process), and strategy context
(the organizational and environmental context that strategies are embedded
in) (De Wit and Meyer 2004). Before turning to the environment as a con-
stituent factor of strategy context, we first need to define strategy content and
strategy process in more detail below.

1 It might be interesting to notice here that both strategy and culture (defined in an organ-
izational context by Schein (2004) as “as a pattern of shared basic assumptions that was
learned by a group as it solved its problems of external adaptation and internal integra-
tion [...]” (p.17)) deal with the external and internal relationships of a social system.
Actually, Weick showed that the words ‘strategy’ and ‘culture’ could be used inter-
changeably with each other in a set of statements, leaving the meaning of the text un-
changed, which led him to the conclusion that “it is as if there were a common set of
issues in organizations that some of us choose to call culture and others choose to call
strategy” (Weick 1985b, p. 382).
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2.1 Strategy content

Strategies are plans of action which set the scope of an organization’s activities
and the main direction that an organization follows. The strategy literature
(e.g. Johnson et al. 2008) distinguishes between corporate-level strategies,
concerned with the overall scope of an organization and the portfolio of busi-
nesses it engages in, and business-level strategies which generally define how
to compete in a particular market or segment. Bourgeois (1980) also refers to
corporate-level strategies as domain definition or primary strategies, provid-
ing an answer to the question ‘Where to compete?’, and to the business-level
strategies as domain navigation or secondary strategies concerned with the
question of ‘How to compete?’. Several portfolio models as well as Ansoff’s
(1965) strategic directions (whether to penetrate an existing market, to en-
gage in market development or product development, or to diversify into
new market/new product offer combinations) are typical examples for do-
main-navigation strategies while Porter’s (1985) three generic strategies of
cost-leadership, differentiation, and focus are typical representatives of do-
main navigation strategies (see Table 2.1).

Table 2.1 Strategy levels overview

Level of strategy Domain definition Domain navigation

according to strategy strategy

Bourgeois’s (1980)

terminology

Also known as Corporate-level strategy Business-level strategy
Primary strategy Secondary strategy

Concerned with ‘Where to compete?’; ‘How to compete’;
Defining the scope; Product/ | Competitive positioning and
market combinations that decisions within a defined
the organization competes market/segment
in

Typical examples Ansoff’s (1965) product/ Porter’s (1985) generic
market matrix strategies

Source: Author
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2.2 Strategy process

Both domain definition and domain navigation strategies are the outcome of
a strategic decision-making process. A decision, following the definition of
Mintzberg et al. (1976, p. 246) is a specific commitment to action — usually a
commitment of resources. Therefore, the decision-making process is a se-
quence of events, or “a set of actions and dynamic factors that begins with
the identification of a stimulus for action and ends with a specific commit-
ment to action” (Mintzberg et al. 1976, p. 246). The outcome — commitment
to action — is influenced by two sub-processes of the decision-making process,
strategy formulation and strategy implementation. These processes are not
necessarily well-planned and one-directional. Chakravarthy (1982) observed
that strategic response in more complex and unstable environments “involves
a constant revision of goals and is characterized by heuristic, disjointed incre-
mentalism” (p. 37). As major proponents of the Learning School of strategic
management, Mintzberg and Walters (1985) presented their famous image of
realized strategy as an outcome of deliberate strategy, intended strategy, and
emergent strategy, with the latter acknowledging that several unintended fac-
tors can intervene in the strategic decision-making process besides rational-
logic strategic planning. It is possible that strategies emerge ‘on the way’
rather than always being the outcome of a deliberate strategy planning pro-
cedure and subsequent implementation. Thus, it has been realized that strat-
egy formation is a “complex and meandering process” (Sminia 2009, p. 98).

There are different lines of thought in strategy process research. Mintzberg
et al. (2009) identified ten different schools in the strategy process arena:
strategy formation as a process of conception (the Design School), as a formal
process (the Planning School), as an analytical process (the Positioning
School), as a visionary process (the Entrepreneurial School), as a mental process
(the Cognitive School), as an emergent process (the Learning School), as a
process of negotiation (the Power School), as a collective process (the Cultural
School), as a reactive process (the Environmental School), and as a process of
transformation (the Configuration School).

Seen from the perspective of the dominant Planning and Positioning
schools, managers are rational decision-makers taking strategic decisions in
order to optimize the economic performance in their organizations through
applying systematic analysis and logical and analytical thinking tools to reach
‘objective’ conclusions about optimal strategies (Johnson et al. 2008, p. 30).
The exclusively rational decision-making approach has been constantly chal-
lenged since the 1950s when Herbert Simon (1957) pointed out that human
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beings are subject to bounded rationality. According to the bounded rational-
ity approach, due to cognitive limitations of the brain people do not always
optimize in their decisions but rather satisfice, meaning that they accept
what is, in their opinion, good enough (subjective utility) rather than what is
optimal in a rational-economic way (Simon 1957). An overview of empirical
research on rationality versus bounded rationality in decision-making is pro-
vided by Eisenhardt and Zbaracki (1992).

Strategy formulation is not only subject to bounded rationality, it is also
influenced by subjective behavioural, political, and emotional forces (Ander-
son and Paine 1975). Research on the development of strategies should there-
fore take social, political, and cultural processes into account, as well as the
different frames of reference managers have — i. e. the functional, professional,
organizational, industrial, and national context individuals are embedded in
(Hodgkinson and Johnson 1994). Thus, it makes sense to look at the strategic
decision-making process from different angles simultaneously.

2.3 Four perspectives on the strategic decision-making
process

Strategic decision-making is more than just a rational-logical process. James
G. March, one of the most renowned organizational theorists of our times,
remarked that “[t]he processes by which organizations change include ra-
tional processes of consequential choice, political processes of negotiation
among conflicting interests, learning processes of reaction to experience or
appropriating the knowledge of others, and selection processes of differential
reproduction and survival.” (March 20084, p. 107)

Acknowledging the complexity of strategic decision-making processes, it
makes sense to look at them from different perspectives: (a) a rational-ana-
lytic perspective, (b) an interpretive perspective, (c) a creative perspective,
and (d) a political perspective (see Figure 2.1).
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* Strategy-making as a * Strategy-making as an
logical process of individual and collective
analysis and deduction noticing and
of strategies to interpretation process
maximize value based on cognition and

experience

Rational-
analytic

Interpretive

Political Creative

* Strategy-making as a * Strategy-making as a
process of the creative process of
formation of dominant achieving uniqueness in
ideas through power the competitive
relationships environment

Fig.2.1 The four perspectives on a strategic decision-making process

Source: Author

The rational-analytic perspective views strategy-making as a logical process
aimed at objectively analyzing situations and deducting strategic decisions
which economically optimize the value-creation of the organization. The hu-
man capacity to think in a purely rational-analytic way, however, as noted be-
fore, is limited by bounded rationality. The human brain is not able to process
the world in all its complexity; we are therefore using simplification processes
such as selective attention or categorizations based on interpretations which,
in turn, are rooted in our experience.

To complement the rational-analytic element, strategic decision-making
can also be seen from an interpretive perspective in which strategy-making is
conceptualized as a noticing and interpretation process based on cognition
and experience. Strategic issue interpretations in organizations have both an
individual as well as a collective side. They are influenced by decision-makers’
individual characteristics and by social interaction processes in which collec-
tive issue interpretations are formed (Weick 1995). On the collective side, cul-
ture has a main influence on interpretive processes, or, as Johnson et al.
(2008) observed: “How people, managers included, respond to and deal with
issues is culturally informed” (p. 35).
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However, strategy-making processes are not limited to rational analysis, the
subjective noticing and interpretation of issues, and logical deduction of opti-
mal strategic moves. Strategy is also about achieving competitive advantage
which per definition is only possible if an organization does something differ-
ently from other organizations operating within the same strategic field. Doing
somethingin a different way or achieving uniqueness implies that strategy-mak-
ing also has a creative element, which can be accounted for through taking a
creative perspective on the strategic decision-making process. Itis through crea-
tive processes that ideas of how to attain, use, or divest resources or of how to
build strategic capabilities are generated. It is through creative processes that op-
portunities are seen where no one has ever seen them before. Nutt (1984)
showed that ‘real’ creative solutions in the form of seeking completely new ideas
are less frequently found in strategic decision-making processes than adopting
the practices of others and using available ‘off-the-shelf” solutions. However,
also finding already existing solutions and applying them in the context of one’s
own organization can be seen as an at least partly creative process. Unique re-
combinations of existing ideas or the use of existing ideas in new contexts can
also lead to achieving unique strategic positions in the marketplace.

Any creative solutions generated, in turn, are again subject to both subjec-
tive interpretations and rational analysis. Ideas, concepts, and action plans de-
rived from rational-analytic, interpretive, or creative processes, however, will
not be implemented if they do not gain the support of powerful actors in the
organization who have the possibility to enforce them, regardless of whether
they are single, powerful executives or more likely ‘dominant coalitions’
(Bower and Doz 1979). The notion of the business firm as a political coalition
was introduced by March (1962). While some authors even consider organi-
zational decision-making as a predominantly political process (e.g. Pfeffer
and Salancik 1974), also empirical studies have shown that political behaviour
— individuals or coalitions promoting their self-interests to obtain valued out-
comes — is commonplace in organizations (Gandz and Murray 1980; Madison
et al. 1980; Kacmar and Carlson 1997; Buchanan 2008), in particular also in
the process of strategy formulation (Pettigrew 1977; Bower and Doz 1979).
For Weick (1985a), a significant part of the organizational environment con-
sists of “nothing more than talks, symbols, promises, lies, interest, attention,
threats, agreements, expectations, memories, rumors, indicators, supporters,
detractors, faith, suspicion, trust, appearances, loyalties, and commitments”
(p. 128). Political manoeuvring, the use of power to influence the process of
problem formulation, the desire to acquire more power, or also fear of retali-
ation by the politically powerful were identified as constantly recurring
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themes in organizations (Lyles and Mitroff 1980). This is mainly due to com-
petition for valued resources in organizations, such as, for example, pay rises,
positions, or budgets (Kacmar and Carlson 1997). It is broadly accepted that
organizations consist of people and coalitions of people with diverging inter-
ests, that strategic decision-making is a political activity, and that political
tactics are commonplace in organizations (Eisenhardt and Zbaracki 1992).
Therefore, the last but equally important of the four perspectives on the stra-
tegic decision-making process is the political perspective, referring to the
power and influence processes involved in forming dominant strategic ideas
within organizations. This point of view also results from the understanding
that in most cases there is not ‘the one’ strategic decision-maker in organiza-
tions who has perfect information at hand, but that decision-making is em-
bedded in social systems (Guth 1976). For readers interested in empirical re-
search on political behaviour in strategic decision-making processes, Elbanna
(2006) provides a good overview.

It is important to note that the four perspectives are different views of the
same process, not sequential phases or stages in a process. Strategies based on
political discourse alone without any rational analysis and subsequent designs
will hardly lead to success. Likewise, any creative strategic idea will be useless
without the political power necessary to implement it. And, of course, no
sensible strategy-making can be thought of without prior managerial sense-
making of what is going within an organization and its environment. When
analyzing how companies strategically adapt to major environmental
changes, it is, therefore, necessary to take these different perspectives on the
strategic adaptation process into account.

2.4 The environment

Following Pettigrew (1992), strategy processes can only be studied as being
embedded in external contexts (encompassing economic, social, political,
competitive, and sectoral environments) and internal contexts (structural,
cultural, and political factors within an organization). In a recent overview of
the current state in the field of strategy process research, Sminia (2009) also
called for future research concentrating on the links between an organiza-
tion’s environment and what is happening within the organization to better
understand strategy realization.

Organizational environments have been defined (a) as objects, (b) as attri-
butes, or (c) as perceptions (Bourgeois 1980). Taking the first (positivist)

21



2 Strategic decision-making, the environment, and national culture

point of view, the environment is seen as an observable and analyzable entity
which forms an ‘objective’ basis for deriving strategic reactions in response to
the developments within it (McKiernan 2006). Dill (1958) classified environ-
ments into a task environment and a general environment. The task environ-
ment in its classic definition includes the actors within the environment
which directly transact with an organization including its suppliers, custom-
ers, and competitors. The general (also macro or wider) environment, on the
other hand, includes all other influences and trends outside of the organiza-
tion, often subsumed under the ‘PESTEL acronym (political, economic, so-
cial, technological, natural environmental, and legal factors). An adaptive per-
spective of the environment-organization relationship generally follows the
assumption that “organizations are viewed as active, and that they can adapt
to changes in the environment by making decisions to alter strategy, structure,
and processes and then implementing these decisions” (Frishammar 2006,
p- 26).

Examples for main environmental attributes, to turn to the second of
Bourgeois’ categories, include environmental complexity (the number and di-
versity of interlinked elements), environmental dynamism (the rate of change
of major environmental factors), and environmental uncertainty (the num-
ber and diversity of possible future states that major environmental factors
can adopt and the extent to which this future states can be anticipated or pre-
dicted) (Tushman and Anderson 1986).

Weick (1995) gave the advice to not to fall victim to an ‘innocent-sounding
phrase), as he called it; from a sense-making perspective, he pointed out that
the word ‘the’ in ‘the environment’ indicates that it is something singular and
fixed, set apart from the individual, and is subject to objective measurement —
implications that he sees — literally — as “nonsense” (Weick 1995, p.32). The
argument is that it is only through sense-making of the actors within an orga-
nization that the environment is disclosed to the organization. Bourgeois
(1980) acknowledges both the existence of a ‘real’ objective environment
which places certain constraints on organizations as well as the existence of
managerial perceptions of the environment, which are likewise ‘real” events
taking place in organizations. He also sees environmental attributes such as
uncertainty not as objective attributes but as interpretations based on man-
agerial perception. For example, three components were identified to contri-
bute to perceived environmental uncertainty in contrast to ‘real; objective en-
vironmental uncertainty: (1) lack of information regarding environmental
factors, (2) not knowing the outcome of a specific decision, and (3) not being
able to design probabilities (Duncan 1972; Tung 1979).
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In an environment which is not only uncertain but also complex, it is vir-
tually impossible to perceive and understand all environmental factors due to
limited information processing capacities of both individuals and organiza-
tions (Frishammar 2006). Put in another way, as the number and diversity of
environmental factors and components increase, they also increasingly limit
top management’s cognitive abilities to understand all of them and the rela-
tionships between them (Tung 1979). Thus, it may happen that due to differ-
ent perceptions and interpretations of their managers, organizations assess
one and the same environmental trend in completely different ways. Even on
an organizational level, multiple realities are possible instead of the emer-
gence of a common perception of the one organization-specific environment
(Frishammar 2006). Therefore, when investigating strategic adaptation to
major environmental changes, it becomes crucial to take into account not
only the contents of these changes but also how individuals and groups
within organizations perceive and interpret environmental events and devel-
opments.

2.5 Environmental change

In complex and dynamic environments, change is a constant. As Sun Tzu
(1971) wrote in his masterpiece The Art of War: “As water has no constant
form, there are in war no constant conditions” (p.99). The same applies to
business.

Péli (2009) distinguished between quantitative and qualitative environ-
mental change. While quantitative change refers to the change of the amount
of overall demand or resource availability, for example due to economic cycles,
qualitative aspects of change are those which totally alter the kind of demand
or critical resources, for example due to breakthrough technological innov-
ations. Both quantitative and qualitative change can also occur concurrently.

Changing environments potentially pose constraints as well as create op-
portunities for organizations (Hrebiniak and Joyce 1985). Meyer (1982)
showed that sudden environmental changes, even if they were initially inter-
preted as negative (as in his study of reactions of the management in San
Francisco area hospitals to a major doctors’ strike), can have both detrimental
but also positive effects on an organization — it is even possible that these
events become triggers to complete organizational revitalization.

For the purpose of this book, major environmental changes are defined as
those events and developments within an organization’s environment which con-
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siderably and structurally affect (a) the attainability of an organization’s strategic
objectives and/or (b) the strategic choices open to the organization.

Major environmental changes, therefore, have the potential to trigger
major changes in an organization’s strategic direction. Major environmental
trends and events that possibly have a major discontinuous impact on organ-
izations were termed by Ansoff (1975, pp.24-25) as ‘strategic issues. Issues
are not per se strategic. According to Dutton and Ashford (1993), whether is-
sues become strategic depends on the top management’s judgement about the
issue’s relative importance for the overall performance of an organization.
The strategic issue interpretation or strategic issue diagnosis literature ex-
plores the process of paying attention to and interpreting certain events or
trends which are becoming strategic issues (Daft and Weick 1984; Dutton et
al. 1983). It was found that the way in which strategic issues are interpreted
can influence the choice of strategic action an organization is taking (Dutton
and Jackson 1987).

Examples for major environmental events include new, disruptive technol-
ogies that are adopted by competitors or the appearance of new market en-
trants which have the capability to render existing competences useless (Tush-
man and Anderson 1986). This was exemplified in the complete downturn of
the minicomputer industry and most notably its main flagship company Digit-
al Equipment Corporation when the new personal computer technology suc-
cessfully conquered the market from the 1980s onwards. Likewise, changes in
the political and legal environment can totally alter the strategic choices that a
company faces. The liberalization of the European telecom market, for ex-
ample, has radically altered the conditions in the industry and subsequently
the strategies of its key players. Xia et al. (2009) showed that changing institu-
tional environments led to changes in entry mode strategies for companies ex-
panding to Central and Eastern Europe. Another example of major environ-
mental changes with a potential impact on numerous organizations are
global economic crises.

2.6 The 2008-09 financial and economic crisis as an
exemplified major environmental change

In order to investigate the possible relationships between national cultural
characteristics and strategic adaptation to major environmental changes, it
was necessary to find a major environmental change that (a) has an impact
on organizations in different countries at the same time, (b) has an impact
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on a variety of different industries within these countries, and (c) leads to a
widespread need for organizations within these different industries to adapt
or change their strategies.

The financial crisis of 2008—09 and subsequent deep recession was an ob-
vious choice, as it was one of the rare crises that affected countries all over the
world. Both countries that are in the research focus of this study, Austria
(=3.6 per cent) and Slovenia (-7.8 per cent) showed a negative real GDP
growth rate in the year 2009 (Eurostat 2010). Considerable contractions of de-
mand, being typical of major recessions, were experienced in both economies.
In addition to demand effects, economic recessions usually lead to rising un-
employment, credit shortage, declines in resource availability, more price-
sensitive customers, increased competitive rivalry based on price, and subse-
quently to a higher level of business failures (Pearce and Michael 2006).
Lower sales revenues, pressure on margins, and a lack of resource availability
exemplify major problems that firms encounter in times of severe economic
downturn. As negative as they are for business, for management researchers,
“recessions are a godsend. They are periods of extreme adversity that strain
management capacities to their limit, and they are, therefore, a natural setting
in which to study how firms cope with environmental challenges” (Geroski
and Gregg 1994).

A study of a recession in the UK in the early 1990s showed that 96.6 per
cent of all companies were at least moderately severely affected by the eco-
nomic downturn (Geroski and Gregg 1997, p. 1). Therefore, although indi-
vidual examples of non-cyclical or even counter-cyclical industries exist, we
can assume that major recessions have an important effect on a broad range
of firms in various industries. However, considerable differences exist on how
different firms strategically react to economic downturn (Geroski and Gregg
1997) In recessions which are exogenous to the actions of individual firms
many organizations are “likely to be forced to rethink the fundamental pre-
mises of their competitive strategy, and cannot simply initiate holding struc-
tures to wait out the storm” (Geroski and Gregg 1997, p.2). Therefore, the
global economic crisis lends itself well to study how firms react strategically
to a major event in their environment.

Cross-cultural literature on strategic adaptation to economic crisis is rare.
Kitching et al. (2009) generally noticed “a lack of rigorous academic studies
focusing specifically on strategic adaptation under recession conditions”
(p. vii). Julian and Ofori-Dankwa (2008) identified how companies interpret
the strategic issue of uncertainty in the U.S. economy in the first half of 2003.
However, economic uncertainty and a worldwide economic crisis are hard to
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compare in their level of impact. Several studies (e. g. Whittington 1991; Ger-
oski and Gregg 1997; Laitinen 2000) have investigated what actions com-
panies take when faced with recession, as well as what performance outcomes
these actions caused. There are a number of options how companies can react
to economic crises. Whittington (1991) distinguished between rationalization
versus protection/pre-emption strategies and between focus on the core busi-
ness versus diversification approaches. The strategies taken within the reces-
sion have an impact on both short-term company performance and long-
term performance in recovery (Whittington 1991). Prior studies on the issue,
however, did not take into account the process of how these strategic deci-
sions had been made, i. e. they focused on the output and the outcome of the
strategic adaptation process, not on the process itself.

In this book, the 2008—09 financial and economic crisis will serve as an
example for a major environmental change. Both the process of strategic
adaptation to the crisis as well as the output of this process (i. e. what strategic
action is taken in reaction to the major environmental change) will be investi-
gated, thereby acknowledging that strategy process and strategy content are
two complementary categories rather than being alternatives (Elbanna 2006).

Unlike the studies by Whittington (1991), Geroski and Gregg (1994; 1997)
and Laitinen (2000), the outcome of the strategic action in response to the
economic crisis — the organizational performance that they caused — remains
outside the scope of this book, as at the time of the research it was still too
early to evaluate whether we were still deeply within the crisis or already on
the path of recovery. Furthermore, the outcome of strategic action is difficult
to determine after only a short period of time, as strategic decisions usually
have medium and long-term effects. Therefore, as only limited short-term or-
ganizational performance could be taken into account due to the recency of
this environmental development, it would be hard to obtain unambiguous
conclusions about the eventual outcomes of strategic action that was taken in
response to the financial and economic crisis.

The following Figure 2.2 provides an overview of the research focus of the
cross-cultural study, which will concentrate on the strategic decision-making
process and on the output of strategic adaptation to the 2008—09 financial
and economic crisis:
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INPUT —> PROCESS —> OUTPUT > OUTCOME
| | J [ | J
Major Strategic issue Strategic Organizational
environmental diagnosis action performance
change and decision-making in response to
(financial crisis) the financial crisis

Fig.2.2 Aspects of strategic adaptation to the 2008-09 financial crisis within the scope
of this study (highlighted in grey)

Source: Author

2.7 Adaptation as a concept in strategic management

Adaptation as a concept in biology is “the process by which an animal or plant
becomes fitted to its environment” (The New Encyclopaedia Britannica 2007,
p- 89). Teece (2007) assumed that “enterprises may be more like biological or-
ganisms than some economists, managers, and strategy scholars are willing to
admit” (p. 1341). Thus, in analogy, adaptation in a business environment
could, in a first iteration, be defined as the process by which an organization
becomes fitted to its environment. This first definition implies (a) that adap-
tation is a process, including several sequential or iterative steps, and (b), as
‘becomes fitted’ is formulated in a passive way, that adaptation does not ne-
cessarily involve proactive action by the organization’s management. This
definition of adaptation would probably be appropriate for more ‘ecological’
approaches to organizations and strategy (e.g. Hannan and Freeman 1977;
Tansiti and Levien 2004) in which selection through environmental condi-
tions plays a key role.

For our research purpose, however, a strategic decision-making process
perspective of individual organizations is taken. Eunni et al. (2005) define
strategic adaptation as “a creative and dynamic process by which a firm opti-
mizes its response to significant environmental discontinuities” (p. 87). There
are a few potential pitfalls in this definition, however:

(1) The definition is quite passive (‘by which the firm optimizes’), not taking
into account that actors within a firm react intentionally and actively to
adapt to environmental changes.
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(2) It only covers responses to significant environmental discontinuities,
which the authors characterize as being rapid, novel, and unpredictable
(Eunni et al., 2005). According to this definition, reactions to a continu-
ously changing environment are not encompassed.

(3) It does not describe what strategic responses are.

(4) The notion of optimizing a firm’s response to changes in the environment
implies that the relationship between the environment and the organiza-
tion is one-directional, thereby neglecting the possibility that enterprises
frequently co-evolve with their environment (Teece 2007) as they are
‘mutually pervasive’ systems through the collaboration between actors
(Child 1997). Therefore, ‘aligning’ might be a more suitable term than
‘responding’.

Following the discussion at the beginning of this chapter, strategic decisions
(a) are important to the whole organization; (b) affect the positioning of the
organization within its environment; and (c) involve high resource commit-
ments. Usually, these decisions set the scope and main direction of the organ-
ization’s activities. Strategic moves are per definition intended actions rather
than passive ones, and are enacted by human agents — managers — on behalf
of their organizations. In this way, also taking into account Dervitsiotis’
(2006) view that effective adaptation means that the organizational design
context becomes aligned with the emerging environmental context, strategic
adaptation for the purpose of this study is more specifically defined as the pro-
cess by which management actively aligns an organization to a changing environ-
ment through setting actions which involve high resource commitments and affect
the organization’s overall scope and direction.

Several authors tried to generate typologies of adaptation. Miles and Snow
(1978) distinguished between natural selection (in which organizations de-
velop some characteristics that are more suited to a particular environment
by chance), rational selection (in which managers rationally select those struc-
tures and processes that fit a specific environment) and strategic choice — the
latter placing emphasis on the role of top decision makers who also attempt
to affect the environment, not only what is going on within their organiza-
tions. Hrebiniak and Joyce (1985) later presented an extended form of this
framework. Based on the open systems theory of organizations which states
that the same outcomes can be achieved by an open system in multiple ways
(‘equifinality’), they conclude that organizational choice exists as an inde-
pendent variable that can be separated from environmental determinism in a
logical way. They developed a matrix of four types of adaptation based on dif-
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ferent levels of strategic choice and environmental determinism: Adaptation
by chance (low choice, low determinism), adaptation by design or strategic
choice (high choice, low determinism), natural selection (low choice, high de-
terminism), and adaptation within constraints (both high choice and also high
determinism) (see also Figure 2.3). In situations with low strategic choice,
adaptation is more or less determined by factors not influenced by the man-
agement of an organization. In adaptation by chance and by natural selection,
adaptation just ‘happens’ without any distinct contribution of management.
These types of adaption are not within the scope of this study.

Strategic choice or adaptation by design within this model means that
there is autonomy and control for organizations due to low environmental de-
terminism. However, when major environmental changes — which have been
defined as events or developments within an organization’s environment hav-
ing a considerable effect on the attainability of an organization’s objectives
and/or the strategic choices open to the organization — occur in an organiza-
tion’s environment, at least some degree of environmental determinism influ-
encing an organization’s strategic choice options can be implied. The focus
will therefore be laid on adaptation within constraints in the sense of Hrebi-
niak and Joyce (1985): adaptation in situations where strategic choice exists,
though under certain external constraints due to major environmental
changes.

) Adaptation Adaptation
T by design within constraints

S

=]

=

L5}

L2

o

']

S

&
2 Adaptation Natural
E by chance selection

Low High

Environmental determinism
Fig.2.3 Typology of adaptation
Source: Adapted from Hrebiniak and Joyce 1985, p. 339
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A major criticism of Hrebiniak and Joyce’s framework should not be left un-
noticed. Whittington (1988) argued against the stark dichotomization be-
tween environmental determinism and voluntarism, as this classification can
lead to a negligence of structural forces and their effect on human agency.
This view is supported by Bloodgood and Morrow Jr. (2003) who prefer to
use the term environmental structure (characterized by the extent to which
structural limitations abound within an environment and the amount of op-
tions that a manager must consider) instead of determinism. While low struc-
ture environments hold few limitations for formulating a strategy, highly
structured environments include many elements that (a) can limit an organ-
ization’s progress, or (b) might act as prerequisites in formulating and imple-
menting a strategy (Bloodgood and Morrow Jr. 2003). Under this perspective,
strategy formulation or strategic choice is seen as being influenced by envir-
onmental structure on the one hand and ‘internal conscious awareness’ or
conscious understanding of the organization’s internal conditions on the
other hand (Bloodgood and Morrow Jr. 2003). This criticism of Hrebiniak
and Joyce’s (1985) model, however, does not contradict the general idea that
major environmental change (in this case seen as major changes to the struc-
tural conditions of the environment) can have an impact on strategy formula-
tion within an organization.

An important caveat needs to be addressed at this point. Modern theories
of the adaptive process do not assume that a unique, stable, optimal equili-
brium exists, mainly due to the fact that organizational change is usually
slower than environmental change, and due to multiple path-dependent equi-
libria in adaptation processes, i. e. many different solutions to solving a prob-
lem, dependent also on the history of the adapting system (March 2008b).
Organizations are complex systems (Bettis and Prahalad 1995), and Holland
(1992) showed that complex adaptive systems do not reach ‘end points’ in
being aligned with their environment. At best, temporary local optimums
can be reached. Therefore, “improvement is usually much more important
than optimization” (Holland 1992, p. 184).

2.8 National culture as an influencing factor on managerial
decision-making

National culture forms a part of the environment in which organizations
function. Therefore, it can have an influence on the behaviour of actors
within organizations (Shane et al. 1995; Dickson et al. 2004). The main as-

30



Strategic decision-making, the environment, and national culture 2

sumption is that “being brought up in a particular country fundamentally in-
fluences people’s standings on a variety of psychological dimensions (e.g.
values, beliefs, attributions, and decision-making tendencies)” (Brockner
2003, p.334). Cultural immersion theory suggests that most people live sig-
nificant parts of their lives in one single culture, within which they subcon-
sciously develop shared schemas, common patterns of thinking, responding
to and interpreting the stimuli they encounter (Dickson et al. 2004). For
Schwartz (2007), culture is “the rich complex of meanings, beliefs, practices,
symbols, norms, and values prevalent among people in a society” (p.34),
while Geletkanycz (1997) sees national culture as “a common frame of refer-
ence or logic by which members of a society view organizations, the environ-
ment, and their relations to one another” (p.617). It is through a process of
social reinforcement that individuals’ assumptions or preferences are aligned
with those of their societies (Geletkanycz 1997). According to Javidan and
Hauser (2004), culture reflects “the modal collective agreement on meanings
and interpretations” (p. 103). Cultures differ in how people behave in the fol-
lowing domains: relationships between people, relationships to time, and re-
lationships between people and the (natural) environment (Trompenaars
1996). In the context of strategic adaptation, it is interesting to note that sev-
eral authors (e. g. Schein 1984; Hoffman 2007) explicitly pointed out that cul-
ture enables people to successfully adapt to their environment.

Informed by the above-mentioned authors but mainly following Schein’s
(1984, p. 3) classical definition from the realm of organizational culture, na-
tional culture is redefined for the purpose of this research study as a set of
shared basic assumptions that members of a society use for solving problems of
external adaptation and internal integration, which influence their thinking pat-
terns, beliefs, values, norms, and behaviour.

The term ‘national culture’ is actually an ambiguous construct, as many
nations are multi-cultural (e.g. the U.S., Canada, or Switzerland, just to
name a few salient examples). Most international strategic management re-
search has not taken different subcultures within countries into account (Sa-
miee and Athanassiou 1998). Cross-cultural research generally assumes that
cultural differences are more significant between nations than within nations
(Schneider 1989). On the other hand, cultures also are sometimes defined in a
multinational way (e. g. notions of a ‘Western culture’ or an ‘Islamic culture’).

Trompenaars (1996) proposed an ‘onion model’ of culture (see Figure
2.4), with an outer layer of artefacts and products representing everything
that is directly observable, such as language, symbols, rituals, or clothing. A
middle layer includes norms (societal standards of what is considered as right
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or wrong) and values (what a society considers as important and unimport-
ant, and good or bad). The core contains the basic underlying assumptions
or unconscious solutions to regular problems a society faces.

Artefacts & products
Explicit culture —>

Norms & values

Basic assumptions

< Implicit culture

Fig.2.4 The ‘onion’ model of culture

Source: Trompenaars 1996, p. 51. Copyright © 1996, John Wiley and Sons

National or societal culture, however, is not the only cultural factor influen-
cing how individuals act in organizational contexts. Hofstede’s classic defin-
ition sees culture as the “collective programming of the mind [...] the inter-
active aggregate of common characteristics that influence a human group’s
response to its environment” (Hofstede 1980, p. 25). As individuals belong to
different groups at the same time (e. g. a nation, an organization, or a gener-
ation), they are also simultaneously influenced by several cultures. Different
industry cultures (Chatman and Jehn 1994), professional cultures (e.g. cul-
tural differences between technicians and marketing people), hierarchical cul-
tures (e.g. cultural differences between managers and blue-collar workers),
gender-specific cultures, and age or generation cultures also need to be taken
into account (Kutschker and Schmid 2008). Each cultural sphere of influence
instills its own set of values, beliefs, and basic assumptions, which may also
contradict or be in conflict with each other (Schneider and Barsoux 1997).
Cultural differences regarding age could have an important effect on organiza-
tional behaviour in Slovenia, for example. While the older generation was still
raised and socialized in communist times, younger members of the society
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have spent most of their lives after Slovenia’s development into an indepen-
dent state in 1991, therefore only being used to Western democratic structures
and a market economy.

Also companies as social entities develop their own cultures. Organiza-
tional culture has been defined by Schein (1984) as “the pattern of basic as-
sumptions that a given group has invented, discovered, or developed in learn-
ing to cope with its problems of external adaptation and internal integration,
and that have worked well enough to be considered valid and, therefore, to be
taught to new members as the correct way to perceive, think and feel in rela-
tion to those problems” (p. 3). When companies become multinational, they
span their influence, and thus also the influence of their organizational cul-
ture on their employees, across borders.

Calori et al. (1992) suggested an integrative model of influences on top
managers  perceptions which is presented in Figure 2.5. It includes some
main, however not all of the contextual and cultural influences discussed
above.

Main country’s Industry Other '
influence g 1 influence industries !
influence

\ Organizational R
\ influence ;

Fig.2.5 An integrative model of influences on top managers’ perceptions

Source: Calori et al. 1992, p. 63. Copyright © 1992, John Wiley and Sons
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From a cognitive theory point of view, “culture determines a significant part
of the well-learned beliefs and knowledge, including values, that are stored in
the long-term memories of the people in a cultural group and, thus, provides
culturally shared forms of perceiving and understanding their world” (Peter-
son and Wood 2008, p. 30). For Trompenaars (1996), “every human act is in
some way or another a cultural process. So is strategy [...]” (p. 51). Therefore,
to understand how managers decide and act in processes of strategic adapta-
tion to major environmental change, culture needs to be considered as a po-
tential influencing factor.

2.9 Summary of the key concepts

The aim of this book is to investigate whether national culture is influencing
strategic adaptation to major environmental change. Decisions are deemed
strategic when they are important in terms of resource commitment and ef-
fect on the overall scope and direction of a company. It was argued that in or-
der to acknowledge the complexity of strategic decision-making processes, it
makes sense to look at them not only from a rational-analytic perspective, but
additionally also from an interpretive perspective, a creative perspective, and a
political perspective.

Strategy comprises three dimensions: strategy content (the pattern of stra-
tegic actions companies set), strategy process (the way in which these strategic
actions are conceived within the company), and strategy context (all internal
and external factors that influence on the process of strategy-making). A ma-
jor constituting element of strategy context is the environment in which an
organization operates. Major changes within this environment are those
events and developments external to the organization which considerably
and structurally affect (a) the attainability of an organization’s strategic objec-
tives and/or (b) the strategic choices open to the organization. The 2008—09
financial and economic crisis, which significantly affected numerous com-
panies across various industries around the world, will serve as an example
for such a major environmental change in this book. Strategic decision-mak-
ing processes and subsequent strategic actions of Austrian and Slovene orga-
nizations in response to this crisis will be investigated in the empirical part.

Strategic adaptation has been defined as the process by which management
actively aligns an organization to a changing environment through setting ac-
tions which involve high resource commitments and affect the organization’s
overall scope and direction. Managers as the main actors in this process are
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influenced in their perceptions and thereafter also in their actions by many
different factors, presumably also by cultural ones.

Before we can proceed with the investigation on whether national culture
affects strategic adaptation, the strategic decision-making processes which lie
at the heart of strategic adaptation to major environmental change first need
to be discussed.
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3 The strategic adaptation process:
a literature review

Adaptation is a term that has been widely used in the strategy and organiza-
tional literature. In an effort to clarify terminology, Chakravarthy (1982) dis-
tinguished between three concepts of adaptation:

(1) a state of adaptation, defined as a state in which an organization can sur-
vive the conditions of its environment — similar to the concept of ‘stra-
tegic fit'? (in its static sense);

(2) adaptive ability, the capacity of an organization to react to changes within
its environment and thus to maintain fit; and

(3) the process of adaptation, which in turn can be categorized into a process
of adaptive specialization (improving the environment-organization fit in
a specific situation) and a process of adaptive generalization (enhancing
the adaptive capacity of the firm).

The state of adaptation has been the research area of contingency theorists
(Burns and Stalker 1961; Lawrence and Lorsch 1967). They investigated how
different environments require different structures and mechanisms for an
organization to survive and thrive. Later studies confirmed that organizations
do adapt their strategies to major changes in their environment (e. g. Zajac
and Shortell 1989; Zajac and Kraatz 1993).

‘Being adapted’ can have two meanings (Péli 2009): for newcomers, it
means that their strategies and organizations are set up to specifically match
the current environmental conditions, in other words, that there is a fit be-
tween strategy, the environment, and the organization that facilitates good
utilization of resources to exploit environmental opportunities. On the other
hand, for existing organizations, adaptation is the ability to cope with chang-
ing fundamental conditions within their environment through adopting new
strategies.

Adaptation is necessary for survival and for achieving effectiveness, the
capability of producing a desired effect. According to Hannan (1998), it can
only be reached if it is possible to attain the “fit between an organization’s
structural features and capabilities and the demand of its external environ-

2 The concept of fit has its roots in contingency theory (Ginsberg and Venkatraman 1985)
and was later developed into a more dynamic concept (meeting the necessity to adapt
with strategic change) by Zajac et al. (2000).
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ment” (p. 145). The attainment of an environment-strategy co-alignment has
systemic implications on an organization’s performance (Venkatraman and
Prescott 1990). Anderson and Paine (1977) found that the success of strat-
egy-making patterns varies across different perceived external and internal
contexts.

Contingency approaches were criticized for their focus on a few environ-
mental and structural variables while widely ignoring variables related to stra-
tegic choice, thus not adequately taking into account the complexities in-
volved in the adaptation process (Miller and Friesen 1980b). On the other
hand, adaptation itself is also a process which is taking place over time rather
than being a static ‘snapshot’ (ibid.).

3.1 From environmental determinism to strategic choice

Adaptation on the aggregate level of populations of organizations has been a
key concept in the population ecology approach (Hannan and Freeman 1977;
Péli 2009), which, taking recourse to biological concepts, describes a Darwin-
ian selection process that favours those organizations which fit the conditions
of their environment. Following the ecological perspective, whole popula-
tions of organizations adapt to changing environmental conditions, either
through the adaptive capacity of their members or through replacement of
unfit organizations with newcomers, the latter having the advantage of having
no adaptation costs. The main emphasis is on selection: environmental condi-
tions favour certain types of organizations which survive while others fail:
“Whether or not individual organizations are consciously adapting, the envir-
onment selects out optimal combinations of organizations” (Hannan and
Freeman 1977, p. 940). From the population ecology point of view, strategy
is mainly related to the scope of an organization and the breadth of its do-
main, as well as to the way that organizations exploit resource opportunities
within their ecological niches (Zammuto 1988). Adaptation, on the other
hand, is mainly seen in a deterministic way, as in ‘adapt or die’ Population
ecology with populations of organizations as their natural unit of interest fails
to account for the strategic adaptation processes going on within organiza-
tions.

Another rather deterministic approach to adaptation is provided by insti-
tutional theorists. They see organizations as being under pressure from institu-
tions in their environment which they have to conform to and adjust to
through imitation of structures and practices, also called isomorphism, which
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comes in the form of mimetic isomorphism (through imitating the approach
of successful competitors), normative isomorphism (through the influence
that professional experts and norms exert), and coercive isomorphism (e. g.
through standards, rules, or laws) (DiMaggio and Powell 1983). Institutional
theorists assert that it is through these combined pressures that organizations
are induced to adapt to major changes within their institutional environment.
As with population ecology, this theoretical framework does not leave a lot of
room for independent choice of decision-makers. If managers do not have
any choice, why are they needed at all?

Managers’ choices do matter for Child (1972) who introduced the concept
of strategic choice. He acknowledged that there are processes within organiza-
tions in which decision-makers determine strategic action, which in turn has
the potential to influence environmental features. Whittington (1988) points
out that also environmental structures inform the content of strategic choice.
For Mintzberg (1977), organizations develop a certain pattern to orient them-
selves towards the environment through a stream of decisions. This view of
strategy as a series of strategic decisions is supported by Narayanan and Fahey
(1982). For Miles and Snow (1978),

“adaptation occurs through a series of managerial decisions, the effectiveness
of which hinges primarily on how consistently managers’ choices are inte-
grated” (p. 153).

Hrebiniak and Joyce (1985) and Zammuto (1988) tried to reconcile the two
perspectives, arguing that the environmental determination as in population
ecology and institutional theory and strategic adaptation through managerial
choice are not mutually exclusive but represent two aspects of organizational
adaptation from two different points of view. This is also supported by Gins-
berg and Buchholz (1990) who, in a study of health maintenance organiza-
tions in the U.S., found that following a major change in the environment,
organizations under pressure were significantly faster to adapt to those
changes, no matter whether this pressure was coming from external institu-
tions, from market demands, or from internal actors.

3.2 Proactive versus passive adaptation

While Chakravarthy’s (1982) categorization of concepts of adaptation covers
‘being adapted’ (the state of adaptation), ‘to adapt’ (the process of adapta-
tion), and ‘being able to adapt’ (adaptive capacity/adaptability), it fails to
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take into account that there are different approaches to the adaptation pro-
cess, although he already explicitly referred to Miles and Snow. These two
authors identified categories of firms termed ‘defenders’ which are suited for
their environment only “to the extent that the world of tomorrow is similar to
that of today” (Miles and Snow 1978, p.47), ‘analyzers’ which have a stable
core but are also able to scan the market and passively adapt themselves, and
‘prospectors’ that actively search for new market opportunities on a continu-
ous basis and put an emphasis on product-market development. Chakra-
varthy only matched these different categories of strategic orientations with
different states of adaptation in his framework, not with the process of adap-
tation.

Other authors acknowledged that there are also different process-related
approaches to adaptation. Tung (1979), for example, noted that there are two
strategies that managers can use to deal with perceived environmental uncer-
tainty: (a) passively adapting to changing environmental conditions, or (b)
actively managing and monitoring the environment to reduce the level of per-
ceived uncertainty. She further points out that no organization can exclusively
use one or the other strategy at all time.

Proactiveness versus passivity also lies at the heart of Miller et al’s (1996)
distinction between two models of adaptation:

(1) A passive model of adaptation, displaying routine-driven, incremental be-
haviour focused on maintaining organizational stability and increasing
competence in current activities. According to this model, adaptation
only occurs in times when perceived environmental threats become so
high that the routines are obviously outdated.

(2) In contrast, an opportunistic model of adaptation is characterized by con-
tinuous search for new goals, processes, and technologies. Opportunistic
adaptation does not only occur in the case of crisis, but also whenever an
opportunity is spotted in the environment. According to Miller (1993a),
opportunistic adaptation is most likely to be found in organizations fa-
cing turbulent and complex environments, and is usually accompanied
by a more diverse repertoire of strategic actions.

It is therefore necessary to distinguish between a passive and a proactive ap-
proach to the process of adaptation. The difference lies in basic managerial
attitude. The passive approach can be exemplified through Burns and Stalk-
er’s (1961) following words:
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“[...] effective organization of industrial resources, even when considered in
its rational aspects alone, does not approximate to one ideal type of manage-
ment system, but alters in important respects to conformity with changes in
extrinsic factors. These extrinsic factors are all, in our view, identifiable as dif-
ferent rates of technical or market change. By changes we mean appearance of
novelties: i. e., new scientific discoveries or technical inventions, and require-
ments for products of a kind not previously available or demanded.” (p. 96)

Burns and Stalker suggest that an organization must react and adapt when
faced with changes in its environment. The proactive approach, on the other
side, sees managers actively looking for opportunities within their environ-
ment and taking proactive action to exploit them. In both cases, managers
perceive changes in their environment and react accordingly, no matter
whether this perception was a consequence of active search or of passive re-
ception. The outcome could theoretically be the same, if in the case of active
search the findings of this search would reveal the same trends in environ-
mental factors that were noticed passively. It would differ, however, when ac-
tive search will direct attention to environmental events or trends that would
not have been noticed passively.

March (2008b) sees the basis for adaptation in a “reproductive process
that replicates success” (p.174) as well as in the generation of variety, con-
nected to the concepts of exploration (using what is already known and mak-
ing it more efficient) and exploitation (trying out new things, experimenting).
March (2008¢) further points out that the balance between exploration and
exploitation is a central concept of adaptive theories, arguing that any long-
run adaptive processes need both, albeit in different distributions over time
and space. Also Ginsberg and Buchholz (1990) found that maintaining effi-
ciency and stability one the one hand and responsiveness to environmental
change on the other hand are conflicting demands. March (2008a) summar-
ized the trade-oft as follows:

“It is clear that a strategy of exploitation without exploration is a route to ob-
solescence. It is equally clear that a strategy of exploration without exploit-
ation is a route to elimination.” (p. 109)
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3.3 Adaptability: real options and dynamic capabilities
perspectives

The distinction between adaptation as a state (‘being adapted”) and adaptive
ability, also referred to as adaptability, is a crucial one. While adaptation refers
to the process of attaining fit with the environment, adaptability is a quality.
The main behavioural tendency of firms with high strategic adaptability is re-
activeness (Green et al. 2008).

As Chakravarthy (1982) observed, an organization’s adaptive ability is in-
fluenced by its organizational capacity and material capacity. Organizational
capacity refers to the information processing abilities of the firm. Several
authors (e. g. Bigley and Roberts 2001) have proposed organizational struc-
tures and systems that facilitate fast, flexible, and reliable responses in com-
plex and dynamic environments. Material capacity indicates to what extent
material resources are available to an organization, as well as the latitude of
exploitation possibilities for these resources. The higher the level of environ-
mental complexity a firm can handle, the better its level of adaptability and
subsequently its chances for survival (Chakravarthy 1982). Higher environ-
mental complexity can be processed by organizations if they concurrently ex-
pand their repertoires of information and their abilities to exploit these reper-
toires (Galbraith 1973).

Dervitsiotis (2006) additionally emphasizes the importance of building
authentic trust between organizations and actors as a key prerequisite for de-
veloping organizations which are adaptive in rapidly changing and complex
environments, with higher trust levels leading to lower necessity for formal
procedures and higher quality communication and interaction, thus facilitat-
ing flexibility in adapting to changing external circumstances.

Adaptability has also been addressed in diverse fields of organizational and
strategic research such as systems and complexity theory (e. g. Schneider and
Somers 2006), or real options theory (e. g. Trigeorgis 1996).

Real options can be defined as resources that allow preferential access to fu-
ture opportunities (Bowman and Hurry 1993). The concept of real options
was developed to address the deficiencies of firm valuation approaches like dis-
counted cash flow (DCF) or net present value (NPV) that “ignore or cannot
properly capture management’s flexibility to adapt and revise later decisions
[...] when [...] future events turn out differently from what management ex-
pected at the outset” (Trigeorgis 1996, p. 152). Taking a real options perspec-
tive, the value as a firm taking into account the value of adaptability can be re-
defined as: “Expanded (strategic) NPV = Static (passive) NPV + Option
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premium” (Trigeorgis 1996, p. 152). The creation and acquisition of real op-
tions increase the range of possible responses to changes in an organization’s
environment (McGrath and Nerker 2004), thereby positioning the organiza-
tion in period f for opportunities that may or may not materialize in period
t+ 1 (Bowman and Hurry 1993). Thus, real options increase an organization’s
adaptive capacity to different future environmental states. Sirmon et al. (2007)
argued that “[f]irms failing to consistently invest in and create real options are
less capable of responding to environmental changes than those making such
investments” (p.280). Therefore, real options, for example different growth
options (e. g. a minority stake in a business that includes the option to become
amajority owner), options to expand or contract the business, options to defer
investment, or options to switch the use of resources provide firms with both
operating flexibility and strategic adaptability (Trigeorgis 1996).

Another of the recent major research streams which also focuses on adap-
tability is centered around the concept of dynamic capabilities. Building on the
resource-based view of strategic management, which argues that valuable,
rare, imperfectly imitable, and non-substitutable resources form the basis of
a firm’s competitive advantage, the dynamic capabilities perspective focuses
on the capacity of an organization to create, change, and renew its resource
base (Ambrosini and Bowman 2009). The seminal paper on dynamic capabil-
ities was presented by Teece and his colleagues (1997) who defined dynamic
capabilities as “the firm’s ability to integrate, build, and reconfigure internal
and external competences to address rapidly changing environments”
(p.516). The authors emphasize “the key role of strategic management in ap-
propriately adapting, integrating, and reconfiguring internal and external or-
ganizational skills, resources, and functional competences to match the re-
quirements of a changing environment” (ibid., p. 515).

Dynamic capabilities can be seen as managerial, organizational, and strate-
gic processes or routines that impact on an organization’s resource base.
Examples include product development processes, alliance and acquisition
routines, strategic decision-making processes, organizational structure recon-
figuration, or even ‘exit routines’ through which organizations abandon re-
sources and resource combinations which no longer provide competitive ad-
vantage (Eisenhardt and Martin 2000; Ambrosini and Bowman 2009). Teece
(2007) also mentioned the capacity to sense and shape opportunities and
threats and the capacity to seize opportunities as dynamic capabilities next to
the capacity to enhance and combine resources.

It was found that dynamic capabilities’ effectiveness differ under different
environmental conditions. In moderately dynamic environments, for ex-
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ample, where frequent changes do occur, albeit in a quite predictable and lin-
ear way, dynamic capabilities in the form of complex, analytic processes based
on existing knowledge are more effective. In ambiguous, high-velocity envir-
onments, however, it is preferable to use simple rules and boundary condi-
tions based on broad strategic intent, iteratively executed without locking
them into too much of past experience and behaviours which might already
be outdated (Eisenhardt and Martin 2000). Ambrosini et al. (2009) referred
to dynamic capabilities which are used in essentially stable environments for
continuous improvement as ‘incremental dynamic capabilities, which they
distinguish from ‘renewing dynamic capabilities’ used to refresh and renew
the nature of the resource base, and ‘regenerative dynamic capabilities) the
purpose of which is the creation or renewal of dynamic capabilities them-
selves. Dynamic capabilities in high-velocity environments require real-time
information and intensive communication of the actors involved, as they
should allow for the rapid creation of multiple options and of new, situation-
specific knowledge, for instance through early testing or prototyping (Eisen-
hardt and Martin 2000). Routines and processes used in high-velocity envir-
onments need to be adaptive to changing circumstances, which does not
come without costs: “The price of that adaptability is unstable processes with
unpredictable outcomes” (Eisenhardt and Martin 2000, p. 1117).

Interesting parallels can be found between both real options and dynamic
capabilities theories on the one hand and military strategic thinking on the
other hand. In a classic book on military strategy, B. H. Liddell Hart (1991)
emphasized that “to ensure reaching an objective one should have alternative
objectives [...] The absence of an alternative is contrary to the very nature of
war’, quoting also Napoleon Bonaparte’s notion of “faire son théme en deux
fagons” (pp. 329—-330, italics in the original). Alternative objectives, the mili-
tary equivalent of real options in strategy, are assumed to be essential for mili-
tary success. The U.S. Navy’s doctrine, acknowledging that military struggles
always take place in a complex, dynamic, fluid, and uncertain environment,
asserts that such an environment can only be encountered “by developing
simple, flexible plans; planning for likely contingencies; developing standing
operating procedures; and fostering initiative among subordinates.” (The
United States Marine Corps 1994, p. 8) In other words: dynamic capabilities
for high-velocity environments are as essential in business as they are for ef-
fective warfare.

Teece (2007) emphasizes the key role that managers play for an organiza-
tion’s adaptability: “Dynamic capabilities reside in large measure with the en-
terprise’s top management team” (p. 1346). Both, how managers perceive and
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interpret an organization’s environment as well as their internal desires to
change due to current dissatisfaction, can impact on whether and how dy-
namic capabilities are deployed (Ambrosini and Bowman 2009). Eggers and
Kaplan (2009) based on their findings that CEO attention towards emerging
technology as opposed to attention to existing technology leads to faster entry
of established firms into new technological markets argue that managerial
cognition should itself be regarded as a dynamic capability that can shape the
adaptation of companies. In a study of how East German symphony orches-
tras were adapting to environmental changes following the collapse of the
communist state, Allmendinger and Hackman (1996) found that competent
leadership was likely to aid adaptation to the external changes. Ambrosini et
al. (2009) assert that “it is vital that we place managers at the centre of the dis-
cussion on dynamic capabilities” (p. S 22).

The impact of managerial cognition on adaptation processes will be inves-
tigated in more detail in the following section of this chapter. Thereby, we
follow Stubbart’s (1989) enlightening conclusion that “[i]n a general sense,
everyone recognizes that managers think” (p. 325).

3.4 Cognitive perspectives of the strategic adaptation
process

While some basic models of environmental adaptation (like in contingency
theory or population ecology) are based on the direct relationship of environ-
mental changes and organizational response, others are more focused on the
black box in between, the processes in organizations that lead to adaptive ac-
tion. The actors in these processes are human beings and as such — having
minds that are limited in their cognitive abilities — susceptible to bounded ra-
tionality (Simon 1957). More drastically stated by Stubbart (1989): “In total, a
large body of research portrays human decision-makers as error-prone over-
simplifiers” (pp.338—339); thus rendering the model of the purely rational
decision-maker inadequate.

Due to bounded rationality, only part of the changes that occur in the
organization’s environment are perceived, processed, and acted upon by man-
agers. A crucial role is therefore attributed to managerial cognition (Schwenk
1984). Strategic decisions in organizations are made by combining cognitive
capabilities of top management teams in interaction processes (Amason 1996).

Managerial perception and interpretation of environmental events consti-
tute a vital link between environmental change and strategic change in organ-
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izations. As Hatten and Schendel (1976) remarked, “in formulating strategy,
management must cope with uncertainty and must rely on the accuracy of its
perceptions” (p. 195). Strategic adaptation can only occur when environmen-
tal changes are accompanied by changes in managerial cognition (Huff et al.
2000). Fahey and Narayanan (1989) showed that environmental changes in-
fluence managers’ causal maps — assumptions they reveal about the causal
interconnections in the environment. For Dutton and Duncan (1987), strate-
gic issue analysis, the process of identifying and interpreting changes in the
environment by the top level of an organization, is a key factor in the adapta-
tion process. Acknowledging also the political perspective, Miles and Snow
(1978) suggested that

“the dominant coalition largely enacts or creates the organization’s relevant
environment. That is, the organization responds largely to what its manage-
ment perceives; those environmental conditions that go unnoticed or are delib-
erately ignored have little effect on management’s decisions and actions.”

(p- 20)

A central element of cognitive science is the idea of mental representation
(Gardner 1985). It can be traced back philosophically to Descartes’ notion
that “qualities of external objects can imprint various ideas on the brain
through the mediation of the senses” (Descartes 1985, p.139). Instead of
forming a complete understanding of situations, managers develop subjective
representations of the environment and their organization’s own competitive
position which, in turn, determine the strategies and actions of the organiza-
tion (cf. Daft and Weick 1984; Stubbart 1989; Bogner and Barr 2000). Deci-
sion-makers are using schemata — abstract conceptions or mental structures
that serve to organize knowledge in a systematic way (Schwenk 1989) — thus
making sense of the events and development in the environment.

Nadkarni and Barr (2008) classified subjective representations that man-
agers develop about their environment into two categories: (a) attention focus
— what aspects of the environment are perceived as being most important by
managers, and (b) environment-strategy causal logic — how causal relationships
between the environment and firm strategy are seen and interpreted. They
propose that attention focus and environment-strategy causal logic act as fil-
ters determining how managers notice and react to changes within an organ-
ization’s environment.
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3.4.1 Attention focus

Attention focus is based on the concept of selective attention whereby some
events are perceived as relevant while others are perceived as irrelevant.
Whether an environmental change or event has the potential to influence the
strategic agenda and subsequent strategic action depends on the degree of at-
tention it received by a manager in the first place (Dutton and Jackson 1987).

Which types of environmental stimuli are attended to has been the do-
main of psychological research, particularly Gestalt theory (e.g. Koftka
1935). Changes can attract attention due to their unusualness in a specific
context. They stand out against the overall pattern of their background
through characteristics like novelty, size, intensity, or contrast. The import-
ance of background versus foreground in managerial perceptual filtering has
been pointed out by Starbuck and Milliken (1988). Nadkarni and Barr (2008)
argued that the following types of elements in the environment are expected
to receive special managerial attention: (a) those that are unusual for this en-
vironment, (b) those that differ from managerial expectations, and (c) those
that are perceived as relevant for the attainment of organizational goals.

Nadkarni and Barr’s (2008) findings also show that in high-velocity indus-
tries (such as for instance semiconductors or cosmetics), which are character-
ized by rapid and unpredictable changes, managers show higher attention to-
wards the immediate task environment. On the other hand, managers in low-
velocity (e.g. aircraft engineering or petrochemicals) industry contexts,
which are characterized by linearity, stability, and predictability, tend to be
more attentive towards the developments in the macro or general environ-
ment.

That attention is the basis of all decision-making in organizations is the
central assumption of Ocasio (1997) who promotes an attention-based view of
the firm. Corporate strategy in this view is understood as a pattern of organiza-
tional attention, with decision-makers focusing their attention on a limited set
of issues (derived from environmental stimuli) and responses (answers) to
these issues. Further, Ocasio (1997) pointed out the influence of cultural pro-
cesses on managerial and organizational attention, highlighting also the nat-
ure of issues and responses as cultural products, and the importance not only
of managerial cognition but also of organizational systems and processes for
directing the attention focus, as “the ability of a firm to adapt successfully to a
changing environment is conditional on whether the firm’s procedural and
communication channels focus the attention of organizational decision-
makers on an appropriate set of issues and answers” (p. 202).
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3.4.2 Environmental-strategy causal logic

Attention alone is not sufficient to initiate action. Managers also have to form
interpretations about causal relationships between environmental events or
developments and possible strategic actions in response to them.

Nadkarni and Barr (2008) define the environmental-strategy causal logic
not in the sense of objective causalities, but through beliefs that managers
form about cause-effect-relationships, which take on a mediating role be-
tween perceived environmental changes and managerial action. This mediat-
ing role of the managerial perception of the environment was also considered
by Yasai-Ardekani (1986), following the works of Lawrence and Lorsch
(1967), Weick (1969), and Duncan (1972). In their study of how companies
in the publishing industry respond to environmental events, Miles et al.
(1974) observed that while in some companies environmental events were
perceived as changes, in others these events were not recognized at all. These
results suggest that managers in organizations can only respond to those ex-
ternal events that they perceive as being relevant and having a possible cause-
effect-relationship concerning strategic decisions, while the ones which re-
main unnoticed or cognitively unconnected to strategic issues do not trigger
any reactions from the organization.

Prahalad and Bettis (1986) introduced the term ‘dominant logic’ to define
the way in which managers conceptualize their businesses and make major
decisions in resource allocation. The main idea is that the dominant logic is
acting as a filter in organizations, as the attention is mainly focused on data
that is seen as relevant in the light of the dominant logic (Bettis and Prahalad
1995).

3.5 The sense-making process

Both attention focus and developing beliefs about the environmental-strategy
causal logic are part of the sense-making process®, which is essential to adap-
tation, as Haeckel pointed out in his book on adaptive enterprises:

“Every adaptive system, whether an individual living creature, a computer
virus, or a large organization, survives by making sense out of its environment
and responding with appropriate action. It then repeats the cycle, factoring in

3 Weick (1995, pp. 64-76) provides a compact overview of the historical development of
the sense-making perspective in organizational science.
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the results with an appropriate action. In this circular and continuous process,
the adaptive system senses its environment even as it acts. The distinguishing
quality of humans and human organizations is their ability to make conscious
decisions about what things to sense, how to interpret them, and how to re-
spond to the interpretation.” (Haeckel 1999, p. 75)

When environmental changes occur, organizations have to go through a pro-
cess of making sense of these emerging issues in order to be able to react and
adapt to them. Managers put stimuli they receive from the environment into
some kind of framework or frame of reference to be able to comprehend them
and to subsequently act on them (cf. Starbuck and Milliken 1988; Weick
1995). Prior theory-building (e. g. by Daft and Weick 1984; Milliken 1990;
Gioia and Chittipeddi 1991; Thomas et al. 1993; Weick 1995) led to a process
definition of sense-making which includes four iterative steps:

(1) noticing a change;

(2) gathering additional information/‘scanning’;

(3) interpreting the information about the change; and

(4) taking subsequent action through making a decision (Anderson and
Nichols 2007, p. 367).

The noticing stage is related mainly to the concept of attention focus described
above. Whether environmental events are noticed determines whether man-
agers will make sense of them and subsequently consider responding to them
(Starbuck and Milliken 1988). “Sense-making is about the enlargement of
small cues” (Weick 1995, p. 133) — therefore, it is highly important which of
the small cues are noticed in the first place. Issues of strategic importance are
not always noticed through formal institutional channels. Informal sources
are often better suited for issue recognition than formal ones (Aguilar 1967).
Results of empirical studies actually indicate that informal sensing is far more
important than formal reporting systems in identifying strategic problems
(Lyles and Mitroff 1980). What people notice is influenced by their beliefs
(Starbuck and Milliken 1988). As beliefs, in turn, can be shaped by culture, it
can be assumed that noticing is not independent of a perceiver’s cultural back-
ground.

Various researchers (e.g. O’Reilly 1980; Eisenhardt 1989) have brought
forward the argument that gathering more information can lead to better per-
formance. Environmental scanning is the search and monitoring mechanism
by which an organization deliberately tries to gather information about im-
portant events and trends within the task and general environment (May et
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al. 2000). Scanning can be broad or focused (Daft and Weick 1984), and based
on designed systems or relying on informal, ad-hoc-scanning (Yasai-Arde-
kani and Nystrom 1996). It is still unclear whether differences in national in-
stitutional environments and national culture have an influence of organiza-
tions’ scanning behaviour, as suggested by Schneider (1989). While May et al.
(2000) found differences in the scanning behaviour of Russian and Western
managers, Stewart et al. (2008), using a very similar methodology, could not
determine significant differences between Indian and U.S. entrepreneurs’ ap-
proaches to environmental scanning.

The interpretations managers make about the changes they notice in the
environment have an important impact on organizational adaptation to en-
vironmental changes, also because these changes are often ambiguous and
therefore open to interpretation rather than objective analysis (Chatto-
padhyay et al. 2001). The strategic responses that organizations form follow-
ing unfamiliar environmental events are highly influenced by the interpreta-
tion managers develop about these changes (Barr 1998). Thomas et al.
(1993), for example, observed that top managers in the U.S. hospital industry
who interpreted strategic issues as controllable showed a tendency to add pro-
ducts and services to their existing offerings.

In his study of how hospitals in the San Francisco area reacted to a major
environmental jolt (a doctors’ strike), Meyer (1982) observed that if a sudden
and unprecedented event in the environment was interpreted as a crisis, this
could inject new energy to organizations as well as destabilize power struc-
tures and legitimize unorthodox acts. Khandwalla (1976) revealed that man-
agers who perceive the environment their companies are operating in as rich
in contingencies, i. e. more complex and uncertain, are more likely to formu-
late more elaborate and comprehensive strategies. Prospect theory (Tversky
and Kahneman 1974) states that whether an issue is framed as a potential
gain or loss situation may affect individuals’ risk-seeking behaviour. Dutton
and Duncan (1987) noted that “a major reason organizations respond differ-
ently to changes in the environment involves how strategic issues are triggered
and interpreted by decision-makers” (p.279). Interpretation can be seen as a
“pivot point for decision making and subsequent action in organizations”
(Shook et al. 2005, p. 162). It therefore makes sense to investigate strategic de-
cision-making processes also from an interpretive perspective, as has already
been suggested in chapter 2.

Different managers may interpret the same stimuli in different ways, based
on different interpretation frameworks they use (Starbuck and Milliken
1988). Consequently, also organizational responses to one and the same en-
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vironmental event can vary significantly, based on the perceptions of the ac-
tors involved (Smart and Vertinsky 1984). One example was given by Delmas
and Toffel (2008): they found that organizations were generally more recep-
tive to pressure from customers, suppliers, and competitors than to pressures
from the government and other non-market institutions when considering
adopting the environmental management standard ISO 14001. However,
while customer, supplier, and competitor pressure were more often perceived
as business drivers that needed to be acted upon by marketing departments,
the legal departments in the studied organizations mainly perceived institu-
tional regulations as most relevant, inducing the company to take action to
avoid legal sanctions.

The different perceptions different actors within an organization can have
on the same stimuli highlights the importance of recognizing that sense-mak-
ing is not only taking place at an individual level, but that it is essentially a
social process: “Sense-making is never solitary because what a person does in-
ternally is contingent on others” (Weick 1995, p.40). A cross-understanding
of each others’ mental models, of what others think and believe about certain
issues, is important to build a common ground on which collective sense-
making can take place (Huber and Lewis 2010).

Being a social process means that sense-making cannot be separated from
the social environment individuals are part of. A major part of the social en-
vironment is societal culture. Thus, culture can be assumed to influence the
process of sense-making in organizations. This is also supported by Weick
(1995):

“Beliefs are an obvious anchor in organizational sense-making because they
are found in ideologies, culture, scripts, and traditions” (p. 155).

Another important aspect is that the sense-making process interpretations are
not independent of prior and parallel information gathering. Thomas et al.
(1993) observed that different levels of information gathering through envir-
onmental scanning can influence the interpretation of strategic issues —
higher levels of information were correlated with more positive interpret-
ations.

Generally, acquiring additional information can have two different effects
on interpretation: (a) it can lead to a more complex understanding of the
problem or issue, thus encouraging revision and modification of initial inter-
pretations, or (b) it can strengthen initial interpretations by providing further
supportive evidence (Kuvaas 2002). In the latter case, it is however important
not to fall victim to confirmation bias, the tendency to seek out confirming
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evidence for one’s own decisions while neglecting any information that would
be critical or contradictory of it (Wright et al. 2004; Anderson and Nichols
2007). Confirmation bias is one of a number of cognitive deficiencies that
can negatively influence the process of organizational adaptation to environ-
mental change.

Cognitive deficiencies potentially affecting the adaptation process

The English anthropologist and social scientist Gregory Bateson (2000) in his
famous work Steps to an Ecology of Mind noticed that

“[i]f consciousness has feedback upon the remainder of mind and if conscious-
ness deals only with a skewed sample of the events in the total mind, then there
must exist a systematic (i. e., non-random) difference between the conscious
views of self and the world and the true nature of self and the world. Such a
difference must distort the processes of adaptation.” (p. 450)

Organizations may be slow to adapt to environmental change due to different
forms of bias in human decision-making. Cognitive biases can have a signifi-
cant effect on strategic decision-making (Barnes 1984). Stubbart (1989) is of
the opinion that “strategists’ reliance on simple, flawed, and biased inferential
heuristics in making strategic decisions might be the culprit behind strategic
decision errors” (p. 339)

Starbuck and Milliken (1988, p.43) identified several distortions in man-
agerial thinking or ‘perceptual filtering) as they call it, which can appear in
noticing, sense-making?, predicting, and in causal attributions. Following
Wright et al. (2004), there are three major deficiencies in managerial thinking
that can lead to over-reliance on existing routines and a preference for ‘leav-
ing things the way they are’ which may render an organization’s strategy inef-
fective in the light of significant changes in the environment:

e Hindsight bias: the tendency to recollect one’s predictions about an event
as more accurate as they actually were prior to the event (also known as
the ‘T-knew-it-all-along’ effect).

e Escalation of commitment: committing further resources to turn a negative
situation around which was based on a wrong decision (similar to the es-
calation of commitment of a gambler in a casino who has lost several times

4 Starbuck and Milliken (1988), unlike other authors, distinguish noticing and sense-mak-
ing as two distinct phases rather than seeing the prior as a sub-phase of the latter.
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and also raises the stakes by placing higher bets to subsequently win back
what was lost).

e Confirmation bias: the tendency to seek out confirming evidence for one’s
own decisions, thereby confirming that the existing strategy still works
well in present and will do so in future circumstances. Miller and Friesen
(1980a) suggested a similar concept, strategic momentum, which comes
into effect when decision-makers construct simplified models of the
causes of past successes — thereby slowing the organization down in the
process of adapting to changes in its environment. It was found that fol-
lowing success, the amount of information managers tried to obtain from
unfavourable sources decreased, thus reinforcing the positive view about
the effectiveness of past strategies and at the same time reducing the cap-
acity to adapt to new environmental circumstances (Audia et al. 2000).
Denrell and March (2008) further pointed out that the tendency to repro-
duce successes leads to a risk of falling victim to the ‘competency trap’
(based on the fact that new alternatives usually take some time before
they become effective and are therefore often less considered than known
and established alternatives) or of bias against risky alternatives. Mintzberg
et al. (2009) argued that to organizations, existing strategies which func-
tion as certain mental sets can be like “blinders are to horses: they keep
them going in a straight line but hardly encourage peripheral vision”
(p. 19). To avoid confirmation bias, it makes sense to listen to Sun Tzu’s
(1971) ancient advice: “Therefore, when I have won a victory I do not re-
peat my tactics but respond to circumstances in an infinite variety of ways’
(p. 100).

>

Another potential deficiency in managerial thinking lies in the use of heuris-
tics — ‘rules-of-thumb’ or intuitive judgements which simplify complex prob-
lems and thereby potentially lead to severe and systematic error (Tversky and
Kahnemann 1974). Problematic interpretations can also appear when man-
agers are drawing simple analogies based on similarity at first sight, instead
of making a deeper analysis of cause-and-effect links (Gavetti and Rivkin
2005).

Further danger for inadequate adaptation to environmental changes lies in
the patterns that individuals use to cope with their internal conflicts. Oppos-
ing tendencies within individuals about which direction a decision should
take are referred to as decisional conflict (Wright et al. 2004). When faced
with a threat from the environment, decision-makers can experience this as
stress. They often try to avoid the accompanying stress situations when faced
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with a difficult decision by adopting coping patterns such as procrastination
(delaying the decision), shifting responsibility (passing on the responsibility
of the decision to others), or ‘bolstering’ (uncritical support of the option
that seems to have the least severe consequences) (Janis and Mann 1977;
Wright et al. 2004). Such coping patterns suppress stress levels and perceived
environmental threats and can thus lead towards a tendency of deciding not
to act on environmental changes, rendering the organization strategically
inert, failing to initiate necessary adaptive action. Only if the gap between the
environment and the strategic positioning of the company is too big for cop-
ing behaviours to still be effective, “will stark reality be faced” (Wright et al.
2004, p. 28).

In addition to individuals’ cognitive deficiencies, there are also potential
deficiencies in group decision-making. Denrell and March (2008) point out
that “[a]daptation is also slowed by beliefs associated with such things as so-
cial legitimacy, ideology, and imagination” (p. 135). Probably the best-known
deficiency in group decision-making is the often-cited phenomenon of
groupthink (Janis 1982) which is found in highly homogeneous and cohesive
groups that create an illusion of invulnerability, do not critically take into ac-
count ideas diverging from the group norm, are highly selective in gathering
information, share stereotypes, and exercise pressure on group members who
do not conform. Lack of honesty in communication can be another major ob-
stacle to achieving decisions that are well thought through. Often, individuals
do have reservations about certain courses of action that the group decides on
but do not voice their doubts to avoid the potential conflict involved, as well
as the risk of being rejected or even losing one’s job (Wright et al. 2004). Like-
wise, when the most senior person in a group has voiced his or her opinion
about an issue in an authoritative way, it is becoming less likely that this view
will be strongly opposed.

To understand strategic adaptation processes, it was necessary to first out-
line the underlying cognitive processes that are at work when strategic deci-
sion-makers make sense of changes in an organization’s environment and
how they form beliefs about how to strategically respond to those changes. It
has been pointed out that managerial sense-making is not always a chain of
rational-analytic reasoning, but that it is subject to individual and collective
noticing and interpretation processes prone to cognitive deficiencies.

Built on the idea that sense-making in the form of noticing and interpret-
ing strategic issues in an organization’s environment is a crucial element of
strategic decision-making in response to major environmental change, a gen-
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eral model of the strategic adaptation process will be presented in the follow-
ing section.

3.6 A model of the strategic adaptation process

To investigate whether national culture influences strategic adaptation, it is
important to find an appropriate framework for analyzing the strategic adap-
tation process first, decomposing the overall process into several phases from
the identification of a major change within the environment to the implemen-
tation of strategic change within the company.

One such framework of how organizations adapt to major environmental
variations (or ‘jolts’ as they were called by the author) was presented by Meyer
(1982) (Figure 3.1). He suggested that in order to make sense of environmen-
tal variation, theories of action are developed through the selection and inter-
pretation of stimuli. These theories of action are influenced by existing strat-
egy and ideology. This first stage of the adaptation process is followed by
organizational response to the selected stimuli. Organizational response can
be based on exploiting slack resources. Here, Meyer built on the work of
Bourgeois (1981) who suggested that an organization’s adaptive response cap-
acity depends on the amount of slack resources or surpluses that it has
amassed. A restraining factor in the response phase is seen in existing struc-
tures. Following organizational response, there are two possible organiza-
tional outcomes (or ‘readjustments’) (Meyer 1982):

1. Resiliency, the ability to recover and return to original form, which occurs
when the environmental jolts can be ‘absorbed’ by the organization, for in-
stance through loosening the coupling between the organization and the
environment.

2. Retention, which occurs when responses lead to new causal relationships,
new theory of action, and altered structures, slack resources, and beha-
viours.
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Source: Meyer 1982, p. 520

Meyer’s model is not fully suitable for investigating the major research ques-
tion about how culture influences the strategic adaptation process for the fol-
lowing reasons:
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There have been significant research advances in the field of strategic issue
diagnosis since Meyer’s work. Therefore, it is appropriate to take all these
new findings into account (e.g. Schneider and de Meyer 1991; Barr and
Glynn 2004), thereby also recognizing the potential influences that culture
has on strategic issue interpretation.

While the model acknowledges that organizations respond to interpret-
ations of the issues identified in the changing environment, it does not
refer to how this response process works. Specifically, there is no clear
separation between a phase in which possible response options are gener-
ated and a phase in which a decision for the most suitable options is made.
Meyer’s model is based on a combined rational-analytic and interpretive
approach to the decision-making process. Neither the political nor the
creative dimensions are explicitly addressed. Especially political behaviour
could also be subject to cultural influences, which are not investigated
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within this model. Another model of strategic change proposed by Huff et
al. (2000) explicitly acknowledged that sense-making and coalition-build-
ing are both integral elements of strategic change.

e Using the existing strategy as an influencing variable in the strategic deci-
sion-making process is ambiguous because it is hard to define what the ‘ex-
isting strategy’ is if strategy formulation is seen as an ongoing, iterative
process that involves a constant revision of goals in an incremental way
(Chakravarthy 1982). If strategy is evolving in an ongoing stream of deci-
sions (Mintzberg 1977; Narayanan and Fahey 1982), it is hard to identify
one constant strategy as a reference point for the ‘existing strategy’.

e Meyer referred to Beyer’s (1981) definition of ideologies as “relatively co-
herent sets of beliefs that bind people together and explain their worlds in
terms of cause-effect-relations” (p. 166). This definition bears resemblance
to common definitions of culture like Schein’s (2004) “a pattern of shared
basic assumptions that was learned by a group [...] to be taught to new
members as the correct way to perceive, think, and feel in relation to those
problems.” (p.17) or Hofstede’s (1980) “collective programming of the
mind which distinguishes the members of one human group from an-
other” (p.25). Both, ‘shared basic assumptions’ and ‘collective program-
ming of the mind, can include ‘relatively coherent sets of beliefs that
people bind together’ Therefore, because of the conceptual proximity, it
would be quite impractical to measure culture and ideology as separate
constructs and relate them to each other.

o The variables ‘structure’ and ‘slack’ do not overtly lend themselves to be
linked to cultural influences.

e The outcomes of resiliency and retention are very broad concepts. In order
to be able to assess more specifically which strategic action is taken by or-
ganizations in the light of major changes in their environment, or more
concretely also how organizations respond to the 2008—09 financial and

economic crisis, a more detailed classification of strategic action is desir-
able.

To address these shortcomings of the model in regard to our specific research
question, a new model of the strategic adaptation process is proposed.

In reference to the four perspectives of a strategic decision-making process
presented in chapter 2 and based on the idea that every decision-making pro-
cess involves rational-analytic, interpretive, creative, and political elements,
all of which can be present in every stage of the process, it is important to
note that the steps described in the model should by no means be seen as
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being simply sequential. This is in line with Mintzberg et al’s (1976) caveat
for their own three-phase model of the decision-making process (consisting
of the identification, the development, and the selection phases). They also em-
phasize the complexity and dynamics of this process and the interdependent
nature of the three phases in the model, following Witte’s (1972) conclusion
that (a) “human beings cannot gather information without in some way
simultaneously developing alternatives” (p.180) and that (b) “they cannot
avoid evaluating these alternatives immediately, and in doing so they are
forced to a decision” (ibid.). To cite Pfiffner (1960):

“Actually, the decision-making process is not linear but more circular; it re-
sembles ‘the process of fermentation in biochemistry rather than the industrial
assembly line’”” (p. 129)°.

Likewise, also the phase model described below should be seen as an iterative
and recursive one. Decision-makers can make various cycles including de-
tours in the process of going through the stages of decision-making.

The model of strategic adaptation to major environmental change used in
this study resembles Mintzberg et al’s (1976) three phases model of the strate-
gic decision-making process, albeit using different terminology, taking into
account significant developments in research, for example in the field of stra-
tegic issue diagnosis.

The following phases can be identified in the strategic adaptation process:

(1) Strategic issue diagnosis, the cognitive process of translating and focusing
key environmental events into issues of strategic importance for key deci-
sion-makers within an organization (Dutton and Duncan 1987): This
phase roughly resembles the identification stage in the model of Mintz-
berg and his colleagues.

(2) Creating strategic options, the process of generating possible strategic solu-
tions to address the identified strategic issue: Called ‘the development
phase’ by Mintzberg et al. (1976), it includes search activities (finding
existing solutions to the issue) and design activities (creating new solu-
tions or modifying existing ones). Creating strategic options does not
always only include finding or inventing completely new things — it can
also mean abandoning things that existed before. Unlearning old dom-
inant logics that were useful under former environmental conditions but
can be rendered ineffective in the face of environmental change is also of-

5 Pfiffner was referring to a quote from Nicolaidis (1960, p. 173).
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ten an important creative form of strategic change (Bettis and Prahalad
1995).

(3) Selecting strategic options, the process of deciding for those actions from
the set of identified potential solutions that promise to be the most suit-
able to resolve the strategic issue: Normative and rational choice literature
(e.g. Eisenfithr and Weber 2003; Laux 2003) often uses choice criteria,
modeling of preferences, risk analysis, and mathematical-logical deduc-
tions to determine which choice to make. Empirical studies, however,
show that this analytic mode is rarely used in organizational decision-
making processes. Deciding on strategic action is usually an iterative pro-
cess involving judgements, iterative steps of deeper analysis, and political
processes like bargaining (Mintzberg et al. 1976).

The output of the strategic adaptation process is strategic action, the process of
‘making change happen’ It involves the implementation of the chosen strate-
gic option through changes in resource commitments, structures, systems,
and human resources. Effective implementation of strategic decisions re-
quires cooperation by other decision parties and team members (Child
1972). This means that the way that decisions are made (also including polit-
ical processes) influences the effectiveness of implementation. Therefore, it is
impossible to completely separate strategy formulation and strategy imple-
mentation (Hardy 1996). The external strategic action that an organization
sets, in turn, has the potential to influence the organization’s environment.

Figure 3.2 presents the basic strategic adaptation process and refers to the
equivalent concepts in Mintzberg et al’s (1976) model of the decision-making
process:

o

v \L i
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environmental -y Strategicissue | o strategic —>  strategic | Strategic
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conditions options options
L J L ] L J
Identification Development Selection

Fig.3.2 The strategic adaptation process

Source: Author, including the identification, development, and selection phases from Mintzberg et
al. 1976, p. 266

The main intention of the empirical research presented in this book is not to
test the proposed model of strategic adaptation, but to determine whether
there are cultural influences on the process and its output. It would go beyond
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the scope of this study to investigate all phases of the process in detail. The
number of variables involved and the length of a potential questionnaire for
the empirical study would be extremely impractical. As strategic issue diagno-
sis is the phase that precedes the others, thus setting the framework for the
creation and selection of strategic options, this phase will be the main area of
focus for the following discussion regarding cultural influences on the strate-
gic adaptation process. According to Mintzberg et al. (1976),

“[d]iagnosis is probably the single most important routine, since it determines
in large part, however implicitly, the subsequent course of action” (p. 274).

Due to its roots in cognitive theory and its emphasis on individual and collec-
tive interpretation processes, strategic issue diagnosis also lends itself to be
linked with cultural variables, as interpretations in the diagnosis phase are
based on beliefs which in turn can be influenced by societal culture.

On the output level of the strategic adaptation process, potential cultural
influences on strategic action will be investigated. The 2008—09 global finan-
cial and economic crisis will serve as a background for evaluating what strate-
gic actions decision-makers in different countries took in response to one and
the same environmental event. Therefore, the second focus of the research
will be set on possible cultural differences regarding which strategic actions
organizations eventually decided for when adapting to the financial and eco-
nomic crisis.

As it was already noted in previous chapters, strategic decisions in organ-
izations are rarely taken by one single person without any influence of others.
In most cases, each single step in the process involves multiple actors. There-
fore, intra-organizational political processes are of high importance in strate-
gic decision-making (Guth 1976). To take the political perspective into ac-
count, the third focus of this study will be placed on potential cultural
influences on political processes when different actors within an organization
decide on how to strategically react in response to a changing environment.

Figure 3.3 shows the three main lines of investigation: the potential in-
fluence of national culture (1) on strategic issue diagnosis in strategic adapta-
tion processes, (2) on political processes in strategic adaptation processes, and
(3) on strategic action as the output of strategic adaptation processes.
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Source: Author

Based on the overall model of strategic adaptation, the following sections in
this chapter will elaborate on two of the three main areas of research interest,
strategic issue diagnosis and political processes involved in strategic decision-
making processes, with strategic action in response to the economic crisis
being the topic of chapter 4.

3.7 Strategic issue diagnosis

Strategic adaptation is based on strategic decision-making, which in turn is
hard to imagine without any form of diagnosis (Mintzberg et al. 1976). Using
Ansoff’s (1975) term of ‘strategic issues’ for environmental trends and events
that can have a major impact on an organization and its future strategy, Dut-
ton et al. (1983) developed the concept of strategic issue diagnosis, which Ju-
lian and Ofori-Dankwa (2008) describe as “the assessment and infusion with
meaning of issue-related data with a view to building organizational momen-
tum to action” (p. 95) In other words, strategic issue diagnosis is centered on
how decision-makers are distilling the essence out of the plethora of data and
stimuli they are exposed to on a daily basis — an essence upon which strategic
decisions and subsequent strategic actions are built.

Strategic issues diagnosis is a more comprehensive concept than strategic
problem formulation, as it includes not only negative problem or threat cat-
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egorizations but also positive interpretation in the form of opportunities
(Dutton et al. 1983).

As was noted before, managers are — just like other human beings — subject
to bounded rationality (March and Simon 1958). They are limited in their in-
formation-processing capacity and therefore unable to attend to every single
stimulus within the environment. Decision-makers’ cognitive bases and
values influence those areas to which they direct their attention (‘field of vi-
sion’), as well as what is perceived, and how the perceived bits of information
are interpreted (Hambrick and Mason 1984). Strategic issue diagnosis forms
the first step of the strategic adaptation process, making actors within the or-
ganizations aware of environmental changes and transforming them into re-
cognized strategic issues which can have a major impact on the future of the
organizations.

The way in which strategic issues are interpreted by decision makers influ-
ences what actions an organization will take (Meyer 1982; Dutton and Jack-
son 1987). Strategic issue diagnosis, describing how decision-makers make
sense of events with possible strategic consequences, is a vital linking pin in
understanding how individual and collective interpretation and judgement
of environmental change affect the choice of strategies and organizational ac-
tion.

Understanding strategic issue diagnosis is therefore essential for the ability
to understand strategic adaptation to major environmental change. For Dut-
ton and Duncan (1987), “a major reason organizations respond differently to
changes in the environment involves how strategic issues are triggered and
interpreted by decision-makers” (p.279). Huff et al. (2000) point out that be-
fore organizations take strategic change action in response to environmental
events and developments, ‘old strategic frames), as they call it, which are no
longer useful under the changed environmental circumstances, must change.

Dutton et al. (1983, p. 315) identified at least four issue-specific outputs of
the strategic issue diagnosis process, both at an individual and a collective
level: (a) assumptions, (b) cause-effect understandings, (c) predictive judge-
ments, and (d) language and labels as an output of symbolic nature (e.g.
labeling an issues as an ‘opportunity’ or a ‘threat’). On the other hand, cogni-
tive maps — which, referring to Axelrod (1976), Dutton and his colleagues de-
fined as representations of concepts and beliefs held by individuals — are an
important input factor to the process of strategic issue analysis, providing
“a lens through which individuals view the world” (Dutton et al. 1983). Cog-
nitive maps, in essence, consist of concepts and relationships between them
(Tyler and Gnyawali 2009).
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According to Dutton et al. (1983), strategic issues, at least at the beginning,
are likely to be “broad, diffuse and ill-specified” (p. 308). Thus, their implica-
tions are also hard to understand, leading to a need of more intense cognitive
attentiveness (Julian and Ofori-Dankwa 2008), or, as Dutton et al. (1983) put
it, the need to “order, explicate and imbue with meaning” (p.307) a high
amount of “ambiguous data and vaguely felt stimuli” (ibid.).

Strategic issues first have to be recognized as such, either by active environ-
mental scanning (Aguilar 1967) or passively through the accumulation of
stimuli to such a level that an ‘action threshold’ is reached (Mintzberg et al.
1976). Once strategic issues are recognized, decision-makers are trying to
make sense of them by way of interpretation, the process of “fitting [..] infor-
mation into some structure for understanding and action” (Thomas et al.
1993, p. 241).

However, strategic issue diagnosis is not a linear process. Earlier interpret-
ation can be overturned in the light of new data or a re-interpretation of old
data. New participants as well as new points of view have the potential to
change both the label and the importance that is placed on an issue. Summar-
ized by Dutton et al. (1983):

“Data search does not unambiguously precede evaluation or interpretation;
interpretations influence further search activities. In short, interpretation and
search are interactive.” (p. 312)

Research has also shown that strategic issue analysis is not independent of the
organizational context in which it takes place. Thomas and McDaniel (1990)
found that both the prevalent strategy in an organization and the informa-
tion-processing structure of the top management team have an influence on
strategic issue interpretation. They concluded that a management team’s cap-
acity to gather, process, and convey information has an effect on how strategic
issues are interpreted (Thomas and McDaniel 1990).

Strategic issue diagnosis takes place at the top management level of an or-
ganization (Dutton and Duncan 1987; Barr 1998). Therefore, this study also
focuses on how members of the top management team interpret and act upon
perceived changes within an organization’s environment. In one of the most
recent studies on strategic issue diagnosis, Plambeck and Weber (2010) found
that the perception about how much control an organization has over its en-
vironment is linked to CEOs seeing new strategic issues in more ambivalent
ways, noting that also culture may have an influence on how strategic issues
are evaluated.
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3.7.1 Opportunities and threats

One of the dominant models of understanding the interpretation and subse-
quent response to strategic issues is the opportunities and threats concept.
Decision-makers categorize strategic issues in either of the two categories
(Dutton and Jackson 1987). This notion of categorization of environmental
factors is generally based on social categorization theory (Rosch 1975). People
are “organizing objects into meaningful groups” (Dutton and Jackson 1987).
These cognitive categories “are used by strategic decision makers because they
help store information more efficiently and aid communication with others
about ambiguous strategic issues” (Dutton and Jackson 1987, p.78). Cat-
egories are employed by managers to channel their thoughts regarding strate-
gic situations (Stubbart 1989; Reger and Palmer 1996). They reduce complex-
ity, thereby enabling focused decision-making.

It is important to note that categorization usually means that managers
spend little time and effort to fully understand issues (Dutton 1993), thus
providing a ‘cognitive shortcut’ (Julian and Ofori-Dankwa 2008) when inter-
preting major events in the organization’s environment. This point was also
emphasized by Mintzberg et al. (1976):

“Furthermore, the individual decision maker uses a number of problem solv-
ing shortcuts—satisficing’ instead of maximizing, not looking too far ahead,

reducing a complex environment to a series of simplified conceptual ‘models’

(p.247)

Reger and Palmer (1996) distinguished between an ‘automatic mode’ of infor-
mation processing (described as mainly unintentional and occurring outside
of awareness) and a ‘controlled mode’ of information processing (effortful
and intentional), and connect categorization mainly to the former cognitive
mode, which is also consistent with the ‘shortcut’ argument. Stubbart (1989)
even went a step further, calling human information processors “lazy organ-
isms” (p. 338).

While the conceptual model of a ‘threat’ can be defined as “a negative situa-
tion in which loss is likely and over which one has relatively little control”, an
‘opportunity’ is a “positive situation in which gain is likely and over which one
has a fair amount of control” (Dutton and Jackson 1987, p. 80, italics in the ori-
ginal). As also Chattopadhyay et al. (2001) noted, there are actually two di-
mensions included in this definition: (a) the extent to which an environmental
situation is interpreted on a possible gain — possible loss scale and (b) whether
a situation is perceived as control-reducing or control-enhancing.
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Dutton and Jackson’s (1987) statement that threats imply reduced control
over situations while opportunities describe perceptions about situations over
which management has considerable control leads to Thomas et al’s (1993)
argument that in situations interpreted as a threat, management’s attention is
more focused on more easily controllable, internal action directed at enhanc-
ing efficiency (such as, for example, cost-cutting). Conversely, in situations
interpreted as an opportunity, managers have a greater sense of control,
which leads to a more risk-taking behaviour and a higher propensity to act
on the outside (e. g. launching new products or endeavours on new markets).
It was found that the interpretation of situations as controllable can lead to a
propensity to change product/service-offers (Thomas et al. 1993) and to fa-
vouring more proactive strategies (Sharma 2000).

However, an opposite line of argumentation to that of Thomas and his col-
leagues also exists in prospect theory (Fiegenbaum and Thomas 1988): Ac-
cording to this reasoning, managers facing positive situations are more risk-
averse because they can lose more than they can win. On the other hand, in
situations interpreted as a threat, more risk-taking behaviour could emerge
due to the feeling that there is little to lose. Chattopadhyay et al. (2001) sug-
gested a synthesis of these two different point of views, drawing upon the pos-
sible gain versus possible loss and control-enhancing versus control-reducing
dimensions of opportunities and threats. They hypothesized that organiza-
tional action is more likely to be internally directed when facing control-
reducing threats or opportunities with possible gains, and more externally di-
rected when facing control-enhancing opportunities and threats with a pos-
sible loss. Although the tendency towards more internally-directed action in
the face of control-reducing threats was found in empirical analysis, no clear
action pattern could be established in case of environmental opportunities
(Chattopadhyay et al. 2001). The research also did not take threats and oppor-
tunities of different magnitudes into account.

Categorizing or labeling an issue as a threat or an opportunity can have an
important effect on managerial action and thus of subsequent organizational
performance (Dutton and Jackson 1987), as categorizations relate to human
intentions, or, in the words of Stubbart (1989), “creating categories is closely
tied to problem-solving activities” (p. 332). The results of a study by Staw et al.
(1981) suggest that while opportunity interpretations lead to more offensive
responses, threat interpretations tend to be associated with defensive re-
sponses or even no response. Nutt (1984) found that when issues are categor-
ized as opportunities, this leads to a more open search for solutions and pos-
sible ways of action than when issues are perceived as threats.
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The findings of an empirical study by Jackson and Dutton (1988) indicate
that managers are more sensitive to information leading to the interpretation
of ambiguous situations as threats than as opportunities. This is supported by
psychological research which has found that negative feedback or threats are
often more attended to than positive feedback or opportunities (Wofford and
Goodwin 1990; Taylor 1991).

Interpretations as threats or opportunities are not always one-dimen-
sional. Situations can be ambiguous and it is possible that they are seen as in-
cluding both factors that pose threats to the organization and factors that
open opportunities at the same time. Gilbert (2006) showed that opportunity
and threat should be treated as two separate constructs for issue diagnosis in-
stead of treating them as two ends of one continuum. In their study of how
companies interpreted the environmental change of a significant increase in
e-commerce, Anderson and Nichols (2007) found that threat and opportun-
ity interpretations can also change over time. While the respondents in their
study initially did not regard e-commerce as very threatening to their busi-
nesses, they adjusted their interpretations in the light of gathering more infor-
mation to seeing the threat inherent in these new developments. This inter-
pretation, in turn, was countered again when even more diverse information
was gathered confirming their original hypothesis that e-commerce was not
so much of a threat after all. On average, threat levels of the e-commerce issue
were considered to be rather low by the managers questioned in this study,
while opportunity levels were generally estimated to be much higher. Ander-
son and Nichols concluded that managers do not categorize events exclusively
as opportunities and threats, but interpret issues as having different combina-
tions of opportunity and threat levels (e. g. low threat — low opportunity, low
threat — high opportunity, high threat — low opportunity, high threat — high
opportunity).

Therefore, four issue interpretation possibilities can be distinguished in
the opportunities and threats space: Situations that are neither interpreted as
opportunities nor as threats do not constitute strategic issues under this cate-
gorization. In case one of the two factors dominates while the other only plays
a negligible role, ‘opportunity-dominant’ or ‘threat-dominant’ issues can be
distinguished. When the same issues are seen as both negative and positive at
the same time, it is a case of interpretive ambivalence (Plambeck and Weber
2010). The following Figure 3.4 shows these four possibilities of opportunity/
threat interpretation.
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Fig.3.4 The opportunity/threat issue interpretation space
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In Chinese language, the word ‘crisis’ (‘weiji’), actually contains interpretive
ambivalence, as it includes two meanings: ‘danger’ and ‘opportunity’ (Kim
1998). Lorange (2009) suggested to eliminate the term “crisis management”
and replace it with “unexpected opportunity management”.

3.7.2 Urgency and feasibility

Dutton and Duncan (1987) introduced two additional major interpretation
categories to the field of strategic issue diagnosis: urgency of taking action on
a particular issue and the concept of feasibility of dealing with an issue, both
of which are essential for creating momentum for change. They also play a
determining role in whether organizations will decide for either more radical
or more incremental responses to a strategic issue. When investigating strate-
gic responses to technological change, Ginsberg and Venkatraman (1995)
found that both urgency and feasibility shape response momentum.

Urgency, in the words of Dutton and Duncan, “captures the perceived im-
portance of taking action on an issue” (1987, p.283, italics in the original).
Ginsberg and Venkatraman (1995) add that also the converse has to be taken
into account, the perceived cost of not taking action. Urgency is linked to the
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perceived need or pressure to make (strategic) changes within an organiza-
tion. High urgency interpretations of strategic issues are usually associated
with time pressure, visibility to important internal and external stakeholders,
and the extent of potential threat that an issue poses to the dominant coali-
tion within the organization (Dutton and Duncan 1987). Urgency assessment
is based both on rational considerations and on mental models of the in-
volved decision-makers (Camillus and Datta 1991; Julian and Ofori-Dankwa
2008). Dutton et al. (1990) found that managers’ assessment of issue urgency
significantly correlated with giving an issue a priority on the divisional or cor-
porate agenda. Thus, the higher the urgency perception of an issue of the
management, the higher the chance that strategic action is taken by the organ-
ization in response to this issue.

To turn to the next category, assessing the feasibility of an issue means
making judgements about the possibility to resolve it (Dutton and Duncan
1987). This assessment involves (a) understanding the issue, (b) the identifi-
cation of means for resolving the issue, and (c) a perception of whether these
means are available to and accessible for the organization (Dutton and Dun-
can 1987). The comprehension of causal relationships is as important for
feasibility as having access to the means to carry out an adequate response to
resolve the strategic issue (Milliken 1990; Julian and Ofori-Dankwa 2008). In
short, issue feasibility is a function of issue understandability and issue man-
ageability (Ginsberg and Venkatraman 1995).

Julian and Ofori-Dankwa (2008) revealed a positive correlation between
urgency interpretations and threat as well as a negative one between urgency
and opportunity, and a positive feasibility—opportunity as well as a negative
feasibility—threat correlation. That means that issues were often seen as both
urgent and threatening, while opportunities were more often seen as not so
urgent. On the other hand, opportunities were perceived as more easily
understandable and easier to manage than threats.

Diagnosing strategic issues as threats and opportunities as well as classify-
ing them in terms of urgency and feasibility constitutes the first step in the
process of strategic adaptation to environmental change.
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3.8 Political behaviour and conflicts in strategic decision-
making processes

For Narayanan and Fahey (1982),

“[flundamentally, organizations are political entities: coalitions of interests
and demands emanate from within and outside organizations. |[...] [T]he
content of strategic decisions is viewed as an outcome of transactions of power
and influence.” (p. 26)

As pointed out in chapter 2, strategic decision processes also have a political
dimension. Shook et al. (2005) noted that “focusing on issues from both the
strategic and political perspectives may provide greater insight into the over-
arching concerns of top managers” (p. 164).

Many decisions in organizations are the outcome of group decision-mak-
ing processes. Group decisions differ from individual ones in that they usually
involve a greater diversity of opinions, attitudes, communication styles, and
interests (Milch et al. 2009). Whenever diverging interests are involved, there
is a tendency towards political behaviour, as interpreting issues as ‘political’
means that there are beliefs some members of the organization will gain at
the expense of others (Shook et al. 2005). As an effect, self-interest and group
interest are becoming more important than organizational interests (Bucha-
nan 2008).

The important role politics plays in organizational decision-making pro-
cesses is widely acknowledged in management and strategy research. Burns
and Stalker (1961) argued that the form taken by any management system is
affected by “the relative strength of individual commitments to political and
status-gaining ends” (p. 96). Child (1972) suggested that strategic choice is es-
sentially based on political processes in which powerful members of an organ-
ization decide upon different courses of strategic action, an assumption for
which Mintzberg et al. (1976) also found empirical evidence. Similarly, Cyert
and March (1992) acknowledged the influence of coalition-building and pol-
itical processes on organizational decisions. Thus, dominant coalitions, their
perceptions, and their political behaviour have an important influence on the
process of adapting to the environment (Miles and Snow 1978).

Organizational politics can have an impact on the types of goals and objec-
tives that an organization pursues (Quinn 1977). Furthermore, political be-
haviour can also affect an organization’s effectiveness. Eisenhardt and Bour-
geois’ (1988) study, for example, showed a negative correlation between the
extent of political engagement in a management team and organizational ef-
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fectiveness. Possible reasons that were suggested included that political beha-
viour is time-consuming and restricts the flow of information (Eisenhardt
and Bourgeois 1988). Political behaviour may also lead to situations in which
some potentially beneficial alternatives are not considered due to being in
conflict with powerful individuals’ goals (Elbanna 2006). Therefore, the
amount of political behaviour in the decision-making process can also play
an important role in how effective an organization is in adapting to changing
environmental circumstances. Eisenhardt (1999) argues that it is necessary to
defuse political behaviour in organizations, as it often distorts the informa-
tion base, thus leading to poor strategic decision-making processes.

Politics are intimately linked to power. In the definition of Eisenhardt and
Bourgeois (1988), politics are “the observable, but often covert, actions by
which executives enhance their power to influence a decision” (p. 738). Actu-
ally, a very short definition sees politics as “power in action” (Hardy 1996, p.
S 3). Managers have two options if the prevailing power distribution in organ-
ization is not in line with the strategic decisions they prefer: (a) to adapt the
decision that they favour, or (b) to change the distribution of power in the or-
ganization (Guth 1976). Power imbalance was also identified as a major rea-
son for political behaviour in organizations (Eisenhardt and Bourgeois 1988).
Hardy (1996) calls for taking political and power issues into account when
discussing strategic change, as “[p]retending that power does not exist, does
not make it go away” (p. S 14).

Finkelstein (1992) identified different dimensions of top managers’ power:
structural power based on hierarchical authority, ownership power managers
have as agents on behalf of shareholders, expert power due to the ability to
deal with environmental contingencies, and prestige power based on personal
reputation or status. He also argues that top managers’ power plays an im-
portant role in strategic choice (Finkelstein 1992).

Political processes in organizations do not only take place in the phase in
which the actual decision on strategic action is taken. Political interests can
already influence the way in which external events or developments are recog-
nized (e.g. through withholding data) and interpreted (e.g. through pro-
cesses like bargaining and negotiation) within an organization. Thus, politics
can play an important role also in the issue diagnosis process (Dutton et al.
1983) described in section 3.7, especially when the players involved under-
stand the link between issue diagnosis, subsequent strategic decision-making,
and organizational action. Those who are able to influence which data or
stimuli are attended to and how they are interpreted within the organization
also have a significant influence on further decision-making. Political pro-
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cesses taking place within the strategic issue diagnosis process are the domain
of ‘issue selling’ (Dutton and Ashford 1993).

Also in the subsequent phases of the strategic decision-making process,
politics can intrude. Individuals or coalitions can try to use political tactics to
influence which strategic alternatives are actually discussed, which decision
criteria are applied to decide between alternatives, as well as who decides and
what decision processes are employed. Favoured strategic options will be sup-
ported and advocated, less favoured ones undermined. Strategic action in re-
sponse to environmental change will thus be potentially affected by political
behaviour at all stages of the strategic decision-making process (see also Fig-
ure 3.5). In a political model of organizations, “choice is a function of the or-
ganizational power distribution, as well as the relative effectiveness of the
political tactics used by participants” (Dean and Sharfman 1993, p. 1071).
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Fig. 3.5 Political influences on the strategic adaptation process

Source: Author

3.8.1 Political behaviour in organizations

Political behaviour in organization becomes manifest in many forms. Political
processes take place in public (e. g. official meetings) or private (e. g. one-to-
one appeals to powerful actors within the organization) settings (Dutton and
Ashford 1993). Political actions include: bargaining, behind-the-scenes coali-
tion formation, lobbying, cooptation attempts, withholding or distorting
information, and controlling agendas, and can be contrasted with ‘non-polit-
ical’ behaviour such as open discussions or full information sharing (Eisen-
hardt and Bourgeois 1988; Dean and Sharfman 1993).

In an empirical study conducted by Mintzberg et al. (1976), it was found
that the political behaviour of bargaining appeared in more than half of all of
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the decision processes under investigation. In Allen et al’s (1979) study of pol-
itical behaviour, the following tactics were the most cited ones: blaming and
attacking others, use of information as a political tool, creating and maintain-
ing a favourable image and developing a base of support (getting others to
commit to an idea). The most common political behaviours that Buchanan
(2008) found in his empirical study were network-building, inducing key in-
fluencers to support initiatives, making friends with influential people, ‘bend-
ing the rule’, and acts of self-promotion.

The main political instruments in the selection phase of strategic decision-
making are bargaining and negotiation. Efforts are directed towards altering
the organization’s goal structure (e. g. through changing decision criteria), re-
source allocations (e. g. through demonstrating that organizational goals are
supported by a specific allocation), and social reality (Narayanan and Fahey
1982). Bargaining is only possible between groups or individuals who have
some control over essential resources, information, and/or choices.

It is important to notice that internal politics may also divert the attention
of managers from potentially important environmental changes (Zahra 1987).
Although the overall correlation between the intensity of organizational pol-
itics and performance levels of organizations was negative in Zahra’s (1987)
empirical study, also positive impacts on certain aspects of the strategic pro-
cess could be observed, for instance on the quality of long-range planning or
on effective strategy selection and implementation. One possible explanation
is that political behaviour can lead to a more intense evaluation of different
perspectives, similar to a potentially positive effect of cognitive conflicts on de-
cision quality (Simons and Peterson 2000).

3.8.2 The role of conflicts

Although not all conflicts are necessarily linked with politics (Drory and
Romm 1988), conflict plays a role in organizational politics (however, a not
as crucial one as power imbalance) (Eisenhardt and Bourgeois 1988). Ama-
son (1996) distinguished between two types of conflict that prevail in group
decision-making: cognitive conflict and affective conflict. While cognitive con-
flict involves different judgements about how to achieve certain organiza-
tional goals based on different perspectives on the environment, affective con-
flict involves emotions and inter-personal problems. While cognitive conflict
can significantly improve decision quality through taking a variety of perspec-
tives into account in a dialectically-styled process, affective conflict usually
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shows detrimental effects with strong negative sentiments of the participating
parties impeding a high-quality decision-making process (Amason 1996).
The essential role of cognitive conflict for quality in decision-making was
also pointed out by Eisenhardt et al. (1997), who even advocated organiza-
tional tactics to purposefully induce more cognitive conflicts into an organ-
ization, for example through building heterogeneous teams, creating frequent
interaction, cultivating distinct roles, and using multiple-lens heuristics such
as multiple alternatives, multiple scenarios, competitor role plays, or overlap-
ping sub-groups. Cognitive conflicts and affective conflicts are not necessarily
independent from each other. They often occur together, as cognitive conflict
may induce friction and affective conflict (Amason 1996).

Conflict is a universal characteristic of human social life. However, “there
are important cultural differences in its levels and forms” (Ross 2000).
Whether these cultural differences that are asserted by Ross also influenced
conflict behaviour in the strategic adaptation process following the 2008—09
global financial and economic crisis will be tested in the empirical part of this
book. Furthermore, possible cross-cultural differences in the extent of polit-
ical behaviour during the strategic adaptation process will also be explored.
Hambrick and Mason (1984) argued that organizational outcomes, especially
organizational strategies, are based on the values and cognitive bases of power-
ful actors within the organization. Powerful actors within organizations
usually employ political behaviour to become and remain powerful. If this be-
haviour is also based on their values and cognitive bases, and if, on the other
hand, values and cognitive bases of the members of a society are influenced by
culture, a possible influence of culture on political behaviour in strategic deci-
sion-making processes can be hypothesized.

3.9 Other variables with possible influence on the strategic
adaptation process

In this book, the possible effect of national culture on the strategic adaptation
process is investigated. More specifically, we focus on the potential cultural in-
fluences on one major phase in this process (strategic issue diagnosis), on one
influencing factor on this process (political and conflict behaviour), and on
the output of this process (strategic action in response to major environmen-
tal change). However, factors other than national culture could also have an
influence on possible differences various organizations exhibit in their stra-
tegic adaptation process. Three salient factors that emerge from literature are
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organizational size, industry, and slack. Therefore, these factors also need to
be included in the design of the empirical research as control variables.

3.9.1 Organizational size

Welsh and White (1981) noted that “[a] small business is not a little big busi-
ness” (p.18). Larger organizations usually have more relationships with ac-
tors in their task and general environments. Consequently, they also gather
and interpret more information about what is happening within the environ-
ment, leading to more extensive environmental scanning behaviour (Yasai-
Ardekani and Nystrom 1996). Haveman (1993) found that firm size mediates
organizational response to sudden major environmental changes. While smal-
ler firms lacked the resources to rapidly expand and diversify, large organiza-
tions often showed inertia to react because of their bureaucratic structures,
leading Haveman to the conclusion that medium-sized organization could
be the ones in the best position to find the right balance between sufficient
resources and flexibility to change.

This also illustrates the two main research streams, creating a situation in
which there is no unanimous position among scholars on how size affects
strategic response to environmental change. Size-related effects such as
economies of scale and scope or experience effects have been identified as a
basis for sustainable competitive advantage (Ghemawat 1986). Accordingly,
with more experience and greater resource availability, larger companies
should also have more capacity to adapt to environmental change. For ex-
ample, Anderson and McAdam (2006) found that larger organizations imple-
mented and applied business improvement methodologies more often than
smaller and medium sized enterprises (SMEs) with their relative lack of re-
sources, structure, and people. Larger organizations typically also hold more
slack resources, putting them in a position to have more strategic options to
change when faced with changing environmental conditions (Haveman
1993).

On the other hand, the flexibility and closeness to the market of smaller
organizations were pointed out as major factors that positively influence a
firm’s ability to adapt to changes within the environment (Peters 1992; Chen
and Hambrick 1995; Dean et al. 1998). Smaller firms’ resource disadvantages
also make them more sensitive to environmental change because they “lack
the buffer to accommodate poor strategic choices” (Latham 2009, p. 182).

Larger organizations are associated with greater structural complexity,
greater formalization of behaviour, more decentralized decision-authority,
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and greater task-specialization (Haveman 1993). Lant and Mezias (1992) re-
ferred to greater organizational inertia that can be found in larger organiza-
tions due to their formal structures, longer communication lines, and hier-
archies. SMEs, on the other hand, do not have to follow formal rules and
routines in strategy formulation as is often the case in larger companies,
which again increases smaller firms’ adaptive capacity (Ebben and Johnson
2005). It is unclear whether this argument holds in the case of strategic deci-
sion-making, though. Ghobadian et al. (2008) could not find any significant
differences between SMEs and large scale corporations in the formality of
strategic planning. However, these particular findings on the formality of stra-
tegic planning do not influence the possible validity of the more general argu-
ment that, because of higher bureaucratic rigidity, larger organizations could
tend to undertake change less readily than SMEs (Haveman 1993). Without
the bureaucratic hurdles often found in larger corporations, small firms can
achieve faster response cycles (Chen and Hambrick 1995).

Size-dependent differences in responses to economic recession have been
determined by DeDee and Vorhies (1998), Shama (1993), Geroski and Gregg
(1997), and Latham (2009). In his study of strategic responses to the 2001-03
economic recession in the US software industry, Latham found that larger
corporations heavily relied on cost-reduction strategies while small start-up
companies tended to focus on revenue generation and increasing or stabiliz-
ing their investments (Latham 2009). This might also be based on different
interpretations of strategic issues. Larger firms perceived the recession as
more detrimental to their business than smaller start-up firms (Latham
2009). Geroski and Gregg (1997) observed that small firms were less likely to
focus on the core business (which is quite obvious, as very often they are one-
business-only firms), less likely to change organizational structure, and less
likely to close plants in times of recession than their larger counterparts.

3.9.2 Industry

Another control variable that needs to be included in the empirical study is
the sector or industry an organization is primarily working in. Being part of
a specific industry was found to influence the way that managers interpret cer-
tain events in their environment by Spender (1989) who used the term ‘indus-
try recipes. These shared understandings of how to react to certain environ-
mental condition within an industry can be quite persistent (James 2000). In
a study of the U.S. hospital industry, Zajac and Shortell (1989) observed that
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in case of major environmental change, patterns of change in generic strat-
egies could be found across organizations within one industry.

Thus, drawing general conclusions about relationships between variables
from a cross-industry sample has potential pitfalls, especially also regarding
cultural influences on strategy, as there is also the possibility that certain elem-
ents of industry culture can influence results. For example, the pharmaceuti-
cal industry with its long research & development (R&D) and investment cy-
cles could show far higher values in the cultural dimension of future
orientation than short-term-oriented industries such as hedge funds. Several
researchers (e. g. Gordon 1991; Chatman and Jehn 1994) found that industry
differences impose different demands on organizations, thus also leading to
industry-related differences in organizational culture. In the GLOBE study
(House et al. 2004), in which industry differences were accounted for, it was
found that of 61 countries that were studied, on a scale of one (low) to seven
(high), the cultural dimension of future orientation on average scored 2.98
for the finance industry and 4.63 for the food industry, showing that signifi-
cant differences in how cultural dimensions manifest themselves exist be-
tween industries (Ashkanasy et al. 2004).

This, however, does not imply that there is one ‘global’ culture within
every industry. Also within the same industry, high country-level differences
are possible based on different political and economic systems, and variations
in societal cultural factors (Dickson et al. 2004). Calori et al. (1992) discov-
ered systematic differences in the way British and French managers saw their
industry sectors. Schneider and Barsoux (1997) noted that “[i/ndustry culture
is also driven by national culture, or the institutional environment” (p. 120,
italics in the original).

Other studies showed consistency among the perceptions managers across
several industries hold of their environment. In a study of managers’ percep-
tions in six different Latin American countries, Miller (1993b) found that en-
vironmental uncertainty perceptions were widely shared across industries
within the same country. In line with these findings, no significant industry
differences were found in the Austrian subsample of the GLOBE study regard-
ing cultural dimensions when comparing the data sets of the two investigated
industries, food processing and financial services (Szabo and Reber 2007).

Furthermore, there are also research results that (a) show that major differ-
ences can occur in the mental models of managers of the same industrial sec-
tor (Hodgkinson and Johnson 1994) and (b) suggest that industry recipes lose
their usefulness in conditions of high environmental dynamism (Reger and
Palmer 1996).
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Thus, as is the case with organizational size, it remains unclear whether in-
dustry has a systematic influence on the strategic adaptation process or not.
Therefore, this variable needs to be included in the research design.

3.9.3 Slack resources

Managerial choice can be restricted by the amount of resources available for
following different paths of action. If an organization holds and/or employs
more resources than needed for working at full efficiency, these ‘slack’ re-
sources can also widen the range of strategic options open to the firm. Several
authors (e.g. Bourgeois 1981; Chakravarthy 1982; Sharma 2000) suggested
that organizations’ adaptive response capacity is influenced by the amount of
slack resources or surpluses that an organization has amassed. This is also
supported by Miller et al. (1996) who identified a positive correlation be-
tween the amount of absorbed slack and the breadth of the strategic reper-
toire of an organization. Slack, they suppose, allows some freedom from rou-
tines, thus enabling environmental scanning and experimentation which can
lead to new options for strategic action. To summarize, “slack resources are
needed to alter current capabilities or to create new ones in response to envir-
onmental changes” (Sirmon et al. 2007, p. 278).

Research shows that managerial choice is positively influenced by the
amount of slack resources which becomes particularly relevant in times of
major negative environmental developments. In a study of company strat-
egies and performance in the Asian economic crisis of the late 1990s, Wan
and Yiu (2009) determined a strong relationship between slack and firm per-
formance in times of environmental jolt. Cyert and March (1992) see slack as
a ‘cushion’ when the environment becomes less favourable, absorbing parts of
the potential variability in the firm’s environment. With slack, firms are more
able to absorb adverse effects of environmental changes, leaving more options
open of how to strategically respond to them. From a real options perspective,
“organizational slack also forms a repository of options” (Bowman and Hurry
1993).

Although most authors assert a positive effect of slack on adaptive capacity,
these findings were also doubted by Yasai-Ardekani (1986), who argued that
slack can slow a firm’s responsiveness to changing environments.

Because of this potential influences of slack on the adaptation capability of
a firm and therefore also on processes of strategic adaptation, it needs to be
taken into account as a control variable in the empirical part of this book.
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3.10 Summary of the strategic adaptation process

Organizations, as was elaborated at the beginning of this chapter, can be in a
state of adaptation with their environment (also termed ‘strategic fit’).
Although such a state is usually very short-lived, they can have the capacity
to adapt (‘adaptability’), or they can go through different phases of an adapta-
tion process.

The process of adaptation is a strategic decision-making process in which
actors with bounded rationality make sense of environmental events and de-
velopments, and create and select strategic options in response to them. Man-
agerial cognition is a major factor in this process. What managers focus their
attention on, how they notice and interpret environmental changes, and how
they construct the environment-strategy causal logic considerably influences
how strategic issues are perceived and subsequently acted upon. Strategic de-
cision-makers are human beings and as such subject to cognitive deficiencies
which then also potentially affect the strategic adaptation process.

Following strategy process research and incorporating concepts from cog-
nitive theory, a three-phase model of the strategic adaptation process based on
Mintzberg et al’s (1976) general model of strategic decision processes was
proposed. Changing environmental conditions first have to be noticed and in-
fused with meaning by decision-makers in a strategic issue diagnosis phase.
Strategic issues, those environmental trends and events that have a major im-
pact on an organization and its environment (Ansoff 1975), can be inter-
preted as opportunities or threats (or both), as well as in terms of urgency
and feasibility, the latter being an assessment of the possibility and ability to
resolve an issue. The way in which an issue is interpreted has important reper-
cussions on the second and third phases of the strategic adaptation process,
the creation and selection of strategic options.

National culture influences people’s beliefs, values, and thinking patterns
which, in turn, can affect managerial cognition and sense-making. Cognition
and sense-making, on the other hand, are the basis for the first phase of the
strategic adaptation process, strategic issue diagnosis. The potential effect of
national culture on strategic issue diagnosis will be tested in the empirical
part of this study. The remaining two phases of the adaptation process (cre-
ation and selection of strategic options) are outside the scope of the empirical
work, thus leaving room for further research.

All three phases of the strategic adaptation process can be influenced by
political behaviour of actors in an organization, thereby acknowledging the in-
fluence that coalition-building, power distribution, and conflicts can have on
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strategic decision-making. It was also argued that managers’ beliefs and
values — and therefore also culture — can have an influence on the extent of
political and conflict behaviour in strategic decision-making processes. This
asserted influence of national culture on political processes will also be exam-
ined in the empirical study.

In addition to whether culture affects the process of strategic adaptation
(and here specifically the important phase of strategic issue diagnosis) and
one major influencing factor on this process (political behaviour in the deci-
sion-making process), the investigation will also cover the possible effects of
national culture on the output of the strategic adaptation process (the strate-
gic actions a firm takes in response to the major environmental change). For
this purpose, the possible strategic responses to one exemplified major envir-
onmental change, a global economic crisis, will be analyzed first in the follow-
ing chapter.
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4 Strategic action in response to
economic crises

The output of an organization’s strategic adaptation process, after going
through the phases of strategic issue diagnosis, creation, and selection of stra-
tegic alternatives, is strategic action. As discussed in chapter 2, actions can be
considered as strategic if they affect the overall scope and direction of the
company or the positioning of the organization within its environment, and
if they involve high resource commitments.

According to Miller et al. (1996), crisis situations such as a sudden decline
in demand, subsequent cash shortages, and falling short of targeted perform-
ance levels lead to a need to broaden the strategic repertoire of managers as
the success recipes of the past may no longer lead to desired outcomes. How-
ever, the strategic options that a company can pursue in order to adapt to a
changing environment are restricted (a) by the material capacity of a firm —
i. e. the resources it owns or is able to acquire as well as the number of differ-
ent uses of these resources, (b) by the latitude of experimentation, which in
turn is influenced by constant pressure on short-term performance, leaving
less managerial capacity for strategic thinking, and (c) by the extent of finan-
cial risk managers are allowed to take (Chakravarthy 1982).

Several studies tried to identify what strategic actions companies take in re-
sponse to economic crises, some also evaluating their effectiveness. Table 4.1
provides an overview of selected research findings from this field:

Table 4.1 Selected research results on strategic responses to economic crises and re-
cession

Study Research Type Sample Main findings
topic
Chastain Strategically | Concept- No empirical | Organizations should have a bal-
(1982) balancing ional/ study anced approach between appro-
resources heuristic priate short-term cost-cutting and
during long-term resource commitments
recession in response to recession.
Smart and Strategic Empirical 94 execu- Different crisis response strategies
Vertinsky response (quantita- tives of large | are used in different environments
(1984) patterns to tive) firms in (e.g. short-term, ‘firefighting’
crises (any diverse strategies in highly complex and
crisis, not industries in | turbulent environments; entre-
only the U.S. and | preneurial response in simple,
economic in Canada controllable environments).
downturn)
D. Sternad, Strategic Adaptation 95

© Springer-Verlag/Wien 2011



Study Research Type Sample Main findings
topic
Whittington | Recession Empirical 54 British Counter-cyclical protection or re-
(1991) strategies of | (quantita- manufactur- | inforcement of existing resource
UK compa- | tive) ing firms bases lead to higher profitability in
nies in the post-recession times; rationaliza-
1980s and tion strategies (except cuts in
their effects manpower) had a negative effect
on post-crisis firm performance.
Shama Marketing Empirical 101 U.S. The results suggest that recession
(1993) strategies of | (quantita- marketing affects the perceived impact on
small and tive) managers pricing and promotion strategies
large firms with less reported impact on com-
during the petitive strategies, marketing
1991 reces- strategies, targeting, new product
sion in the introduction, PR, R&D, consumer
U.S. credit policies, and distribution.
Geroski and | Corporate Empirical 614 firmsin | Functionally organized companies
Gregg (1994; | strategies (quantita- the UK (of were less vulnerable to the effects
1997) and perfor- | tive) various sizes | of the recession;
mance in the and The main recession strategies
UK during industries) were focusing on the core busi-
recession in ness, closing establishments,
the early reducing employment, reducing
1990s employee wage growth, reducing
headquarter costs, disposal of
assets, and developing overseas
markets.
Bohman and | Strategic Theoretical | Case study | The process of strategic change in
Lindfors change in and empiri- | of 10 Swed- | response to economic downturn
(1998) the 1990 cal ish groups of | in many companies is incremental
economic (qualitative) | companies/ | and reactive, not anticipating or
crisis in conglomer- | forward-looking.
Sweden, ates in Certain features characterize the
from a stra- 1990-95 strategic context of firms that tend
tegic and to perform better in times of crisis:
ideological globally balanced distribution of
perspective market risk, limited financial risk,
ideological consistency, limited
dependence on myths, profes-
sional political involvement, and
analytical strategic actors.
DeDee and | Retrench- Empirical 110 U.S Organizational restructuring, focus
Vorhies ment strate- | (quantita- manufactur- | on lower cost products, combined
(1998) gies of small | tive) ing firmsin | with careful management of R&D
firms during pro-cyclical | and product development in
the 1989-92 industries times of economic downturn can
U.S. lead to improved performance for
economic SMEs.
downturn
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Study Research Type Sample Main findings
topic
Over-emphasis on cost-cutting is
often counterproductive (particu-
larly in sales and marketing).
Michael and | Retrench- Empirical 164 U.S. Retrenchment is a very common
Robbins ment strat- | (quantita- manufactur- | though not universal response of
(1998) egies of tive) ing SMEs SMEs to recession.
small U.S. Small firms tend to retrench by
firms during cutting factors that are easily
recession traded and have low asset
(1990-91) specificity while hording factors
that are not easily traded.
Laitinen Medium and | Empirical 750 Finnish | Classified crisis response strat-
(2000) long-term (quantita- companies; | egies into efficiency improvement,
success of tive) follow-up marketing improvement, short-
adaptation study about | term assets/expenses cut, debt
strategies of strategy ef- | restructuring and fixed assets
Finnish fectiveness realization, and share emitting
companies with 644 strategies. Marketing improve-
during the companies | ment strategy (investment in
recession of customer acquisition, new pro-
1989-93 duct development, and market-
ing) proved to be the most effec-
tive adaptation strategy in the
medium-term and in the long run;
efficiency improvement strategies
are also effective in the long-term.
Grewal and | Evaluating Empirical 120 man- Market orientation is useful for
Tansuhaj the useful- (quantita- agers from managing crises in conditions of
(2001) ness of orga- | tive) SMEs in high demand or technological
nizational Thailand change, while strategic flexibility is
capabilities very important in managing in
for manag- crisis environments with high
ing the 1997 competitive intensity.
Asian
economic
crisis
Roberts Effects of Empirical 1,000 busi- Investment into marketing, new
(2003) strategic in- | (quantita- nesses from | product/service innovation, and
vestments tive, based | the PIMS quality during recession tends to
during on PIMS database lead to higher company perform-
recession on | data) ance in recovery.
company High manufacturing and adminis-
performance tration costs as well as invest-
in the recov- ments in fixed and working capital
ery (in the during recessions were negatively
1970s-1990s correlated with firm performance
period) during recovery.
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Study Research Type Sample Main findings
topic
Chou and Pricing Empirical 94 The authors propose four pricing
Chen (2004) | strategies in | (quantita- Taiwanese strategies in response to eco-
response to | tive) retail nomic downturn: value strategy,
the 1999- companies retreat strategy, predatory strat-
2002 egy, and follower strategy. It was
Taiwanese found that only resource-abund-
economic ant firms have the capacity to
crisis choose from these strategies.
Pearce and | Strategies to | Concep- No empirical | Prescriptive strategies to cope
Michael prevent tional/heur- | study with a recession are proposed:
(2006) economic istic e.g. positioning in multiple mar-
recessions kets to diversify risks, turnaround
from causing plans with selected cutbacks,
business maintaining advertising, finding
failure alternative to price cuts such as
private labels, finding weak
acquisition targets, or making at-
tracting new customers a priority.
Lee et al. Effects of the | Empirical 283 Korean | Post-crisis, Korean companies
(2009) late 1990s (quantita- firms in the | have become more export
Asian eco- tive) pre-crisis intensive than pre-crisis.
nomic crisis period, 292
on Korean Korean firms
firms’ export in the post-
intensity, in- crisis period
corporating
the real
options
perspective
Kitching et | Adaptation | Theoretical | No empirical | The authors distinguish between
al. (2009) strategies to study retrenchment, investment, and
economic combined ‘ambidextrous’ strat-
crisis egies. There is no single ‘best fit’
strategy that guarantees survival.
There is evidence, however, that
‘ambidextrous’ strategies are more
likely to be successful.
Enderwick Strategic Concept- No empirical | In times of a crisis, companies can
(2009) possibilities | ional/ study use the opportunities emerging
to respond | heuristic markets offer, e. g. to reduce costs,
to the 2008 to gain access to specialist re-
financial sources, or to better understand
crisis with an new market segments.
emphasis on
emerging
markets
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Study Research Type Sample Main findings
topic
Rhodes and | Simultan- Concep- No empirical | The authors propose simultan-
Stelter eously tional/ study eously defensive and offensive
(2009) defensive heuristic strategies in an economic down-
and turn, including protecting the
offensive existing business (through both
strategies in cost reduction and aggressively
a downturn managing the top line), divesting
non-core businesses on the one
hand, investment in people and
product development, and pur-
suing opportunities in M&A on the
other hand.
Williamson | Value-for- Concep- No empirical | The authors propose that in times
and Zeng money tional/ study of economic downturn, firms
(2009) strategies in | heuristic should use knowledge and
times of experience from emerging
recession markets to implement value-for-
money strategies in developed
countries.

S

ource: Author

To summarize some basic tendencies emerging from the studies on strategic

I

esponses to economic crises and recession investigated above:

Firms are using a range of (sometimes contradicting) strategic actions in
response to an economic crisis, including retrenchment strategies to gain
short-term efficiency and pro-active marketing strategies to seize market
opportunities, strategies of focusing on the core business to concentrate
on strengths and diversification strategies to spread risks, internal optim-
ization strategies and external market-oriented strategies, and changes in
pricing strategy.

Short-term retrenchment and cost-cutting strategies are very common in
recessions.

An over-emphasis on retrenchment strategies can be counterproductive in
the medium and long run.

Firms that invest into market improvement strategies (investments in
sales, marketing, new customer acquisition, customer retention) are better
equipped for higher performance during recovery.

A balanced approach covering both short-term (cost-)efficiency improve-
ments and selective market-oriented investments (‘ambidextrous’ strat-
egies in the words of Kitching et al. 2009) tends to have a higher chance of
success, both during as well as after the crisis.

29



4 Strategic action in response to economic crises

In addition to the literature specifically addressing adaptation strategies in
economic crisis situations, there are a number of studies on turnaround strat-
egies for companies that face decline (e. g. Schendel et al. 1976; Hambrick and
Schecter 1983; O’Neill 1986; Hoffman 1989; Robbins and Pearce 1992). As an
example, Robbins and Pearce (1992) distinguish between strategies in the re-
trenchment stage (liquidation, divestment, improving operational efficiency,
product elimination, head count cuts) and strategies in the recovery stage
(market penetration, re-concentration and segmentation, entering new mar-
kets, acquisitions, or new product development).

As strategic action in response to economic crisis is manifold, it seems ap-
propriate to make a classification effort also in this area. Chattopadhyay et al.
(2001) distinguished between externally directed action (e. g. developing a new
market niche) and internally directed action (e. g. modifying structure or pro-
cesses within the organization), the latter often being favoured by managers
due to lower risk, ease of implementation, and more control that can be ex-
erted. In another attempt to classify strategies, specifically in times of eco-
nomic downturn, Whittington (1991) proposed two dimensions along which
strategic action can be placed: he distinguished between rationalization and
protection/pre-emption strategies on the one hand, and between diversification
and focus strategies on the other hand.

The three dichotomies of possible strategic action in response to sudden
economic downturn are displayed in Figure 4.1 and will be further elaborated
on in the following sections.

Rationalizing &E—> Protection/pre-emption
Focus on the core business > Diversification
Internally-directed action c—> Externally-directed action

Fig.4.1 Dichotomies in strategic responses to sudden economic downturn

Source: Author, based on concepts of Whittington (1991) and Chattopadhyay (2001)

It needs to be pointed out that each individual strategic action is not exclu-
sively allocated to one dichotomy only, but can be placed in different dimen-
sions. Acquiring a company as part of a diversification effort, for example, is
(a) externally directed, as well as (b) an action of diversification, and (c) an
action of pre-emption. However, not every strategic action is necessarily as-
signed to a distinctive position on every dimension. Laying off workforce, to
take another example, is an internally-directed, rationalizing action. On the
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dimension of diversification versus focus on the core business, layoffs are per
se neutral.

Strategies which are mainly financial (e. g. debt restructuring, getting new
share capital) rather than strategic in the pure sense are not covered in this
study. Laitinen (2000), who also provides an overview of possible financial
strategies, found that these were the least effective responses to economic
downturn.

4.1 Rationalizing versus protection/pre-emption strategies

The first of the dimensions proposed by Whittington (1991) distinguishes ra-
tionalizing (or retrenchment) strategies in which reductions of costs and fixed
and current assets prevail, and protection and pre-emption (or anticipation)
strategies which are characterized by holding on to existing resources or even
pro-active investment. Cost cutting strategies are one of the most ‘natural’ re-
sponses of companies to economic crises (Bigelow and Chan 1992). A major
component of cost-cutting programmes during recessions is usually a reduc-
tion in labour costs (Geroski and Gregg 1997). Short-term ‘fire-fighting’ was
found to be one of the most common crisis response strategies in highly com-
plex and turbulent environments (Smart and Vertinsky 1984).

Bohman and Johansson Lindfors (1998) tried to explain the negative conse-
quences of a downward spiral when the emphasis of strategic action lies solely
on rationalizing action through proposing a phase model of organizational de-
cline after major recessions, with the phases including (1) few adaptations in
the shape of small cost reductions, followed by (2) a deteriorating situation
of the company, (3) concentration on the core business and cost reductions,
(4) focus on the financial situation of the company and accompanying contrac-
tion of the business and reduction in total assets, and finally (5) restructuring
and exiting from the business through a merger, selling off or bankruptcy.

There is a trade-off between the financial risk of investment and the com-
petitive risk of divesting (Latham 2009). DeDee and Vorhies (1998) found
that too much focus on cost cutting — specifically in sales and marketing —
can be counterproductive, having a negative effect on overall company per-
formance. Through the evaluation of data from the PIMS study, Roberts
(2003) could determine a clear connection between increased marketing
spending during recession and profit increases in the subsequent recovery
period. Srinivasan et al. (2005) also found positive immediate in-recession ef-
fects of proactive marketing in addition to those in post-recession recovery.
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The growth direction of a firm in times of economic downturn does not
necessarily have to be a negative one. A bad general economic situation can
still hold possibilities for growing a business. Penrose (1995) asserted that
“depression is sometimes looked on as a good time to expand: costs are low,
plant can be constructed and equipment bought cheaply” (p.244). Invest-
ments can be particularly attractive in times of economic crises. For example,
companies that are targeted for acquisition may be weakened in a recession,
therefore being less expensive to acquire (Pearce and Michael 2006). Studying
the strategic acquisition behaviour of companies during the Asian economic
crisis of the late 1990s, Wan and Yiu (2009) found that acquisitions during
times of major environmental change were positively related to company per-
formance. Also, returns on marketing investments, especially in terms of a
growing market share, can be high in times of a recession (Pearce and Michael
2006). A statement of IKEAs President and CEO Anders Dahlvig provides a
good example of this counter-cyclical approach: referring to his company’s
expansive strategy in an economic downturn in the years 2002—03, he voiced
his opinion that “if you have an offensive strategy in a downturn, like we have,
it is an opportunity to distance yourself from your competition” (Dahlvig
2009, p. 13).

Companies can therefore follow different strategic directions in a recession
— maximizing short-term efficiency by cutting costs, including the risk of los-
ing out when demand rises again during recovery, or hoarding resources dur-
ing the recession for future economic boom times, thus allowing short-term
cost inefficiencies (Whittington 1991). In Whittington’s terminology, reces-
sionary rationalisers and counter-cyclical hoarders can be distinguished. Coun-
ter-cyclical strategies thereby typically involve higher risks than rationaliza-
tion strategies (Whittington 1991), however, they also have the potential to
show significant positive results when recovery sets in (Mascarenhas and
Aaker 1989; Whittington 1991).

In discussing rationalization versus protection/pre-emption strategies, it is
necessary also to take a major research stream in strategic management into
account, the resource-based view (RBV) of the firm (Wernerfelt 1984; Barney
1991), which in its origins can be traced back to Penrose’s (1995) theory of
the growth of the firm from the late 1950s.

In the introduction to this book, we started with the notion that strategic
adaptation is necessary to create and maintain value in an organization in the
face of changing environmental conditions. According to the RBV, the basis of
value creation is the control over and exploitation of resources which are valu-
able, rare, imperfectly imitable, and non-substitutable (Barney 1991). Re-

102



Strategic action in response to economic crises 4

sources in Barney’s (1991) original sense include not only a firm’s assets, but
also attributes, information, knowledge, and organizational processes. Re-
sources are bundled to form capabilities, while capabilities in turn are lever-
aged to take advantage of opportunities on the market and to outperform
competitors through processes such as mobilizing, coordinating, and deploy-
ing, thus creating value for both customers and owners (Sirmon et al. 2007).

Some authors argue that all these resource-based processes are affected by
the environmental context (Sirmon et al. 2007). Andries and Debackere
(2006), on the other hand, also acknowledge the potential effects of different
resource types on adaptation, especially pointing out the positive role that
technological resources (e. g. broadness of technological platform or in-depth
know-how about technology) and human resources (e. g. experience in differ-
ent functional backgrounds) play in making organizations more adept to
adapting their business models to environmental changes.

In response to perceived changes within their environments, organizations
can change their resource base. Managers who make decisions on whether to
acquire, hold, or rationalize/divest resources therefore determine the organ-
ization’s capabilities for future value creation.

Resource investments and divestments can be made in various areas of the
organization along the value chain. Table 4.2 provides an overview of possible
rationalizing and protection/pre-emption strategies:

Table 4.2 Rationalizing versus protection/pre-emption responses to sudden
economic downturn

Rationalizing strategies Protection/pre-emption strategies
Cutting costs/divesting in ... Holding/investing in ...
R&D R&D
Technology Technology
Quality Quality
HR HR
Production Production
Marketing Marketing
Sales Sales
Customer service Customer service
Administration Administration

Source: Author

Kitching et al. (2009) who distinguish between retrenchment (cost-cutting
and divestment of non-core assets) and investment strategies suggest that or-
ganizations can and also do combine these two approaches into ‘ambidex-
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trous’ strategies, following cost-cutting and selective investment at the same
time, thus combining short-term and longer-term perspectives.

4.2 Focus on the core business versus diversification
strategies

The second of Whittington’s (1991) dimensions of categorizing strategic re-
sponses in economic downturns distinguishes between focus on the core busi-
ness and diversification strategies. Whether a firm should focus or diversify
into other domains was also identified to be a major strategic decision in
times of recession by Bigelow and Chan (1992).

Being diversified, especially internationally, can have the advantage that
declines in demand in one market can potentially be offset with more positive
developments in other markets (Geroski and Gregg 1997). On the other hand,
focus on the core business was the single most frequently mentioned strategic
reaction to recession in Geroski and Gregg’s (1997) study of UK firms’ coping
actions when faced with economically adverse conditions. This is consistent
with March’s (2008 ¢) proposition that very often exploitation tends to prevail
over exploration, as it yields returns that are closer in time and space. It also
reflects the general idea that companies concentrating on their core business
can focus on the centres of their competitive advantage, in this way also
strengthening their competitiveness, which is especially important under ad-
verse general economic conditions (Whittington 1991).

On the other hand, Enderwick (2009), using examples from the automo-
tive industry, argues that exploitation of opportunities in new markets, speci-
fically emerging markets, could also improve the competitive situation of a
company in response to the global economic crisis, for instance through cost
reduction effects, gaining access to specialist resources and capabilities, creat-
ing opportunities to serve new market segments or having the chance to learn
about dynamic market shifts. Using market techniques that were originally
developed in emerging markets also in developed markets during times of
economic crisis was also advocated by Williamson and Zeng (2009).

A framework that lends itself well to exploring whether an organization
takes a focus or diversification approach in strategic response to an economic
crisis is Ansoff’s (1965) classic product/market grid which was originally de-
veloped to classify strategic options for growing a business (market penetra-
tion, product development, market development, diversification). This ma-
trix is a useful concept to describe actions of strategic adaptation, as it
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comprises the dynamics of development rather than the description of static
strategies ‘as they are} such as, for example, Porter’s (1980) generic strategies
(differentiation, cost leadership, and focus). Ansoff, however, only considered
one direction — growth.

b}
‘%‘ + Investing in new products/ + Diversifying the business
":g_ product lines
o
5 - Divesting of products/ - Reducing to the core business
= Product lines
2
3
3 + Market penetration + Investing in new markets
s
> - Selling the business - Withdrawing from markets
g
P
Existing markets New markets

Fig.4.2 Strategic growth and divestment responses

Source: adapted from Ansoff 1965, p. 109

In times of recession, firms often choose (or in fact, are forced to choose) the
opposite direction — divestment. Thus, Ansoff’s matrix can be used as a basis
to distinguish between eight product/market-related strategic moves, four
growth strategies (penetrating in the existing product/market domain, invest-
ing in new products or product lines, investing in new markets, diversifying
the business), and four divestment strategies (selling the business, divesting
of products or product lines, withdrawing from markets, and reducing to
the core business). Figure 4.2 provides an overview of these eight product/
market-related strategies that companies can take in response to economic
crises.
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4.3 Internally-directed versus externally-directed strategies

The third dimension of the classification of strategic responses to economic
crisis distinguishes whether strategic action is mainly directed towards inter-
nal changes (e. g. through changing the organizational structure, systems, or
resource base), or towards influencing the market or other parts of the exter-
nal environment. This general dichotomy of strategic action has been pro-
posed by several scholars:

e by Chattopadhyay et al. (2001) as internally-directed versus externally-
directed,

e by Dutton and Jackson (1987) as internal versus external responses to stra-
tegic issues;

e by Ginsberg and Venkatraman (1995) as intra-organizational and inter-
organizational action.

The latter authors divide intra-organizational responses into enhancing tech-
nological and administrative adaptive competences, and inter-organizational
responses into current product-market domain responses and new domain
responses. The last sub-distinction resembles the focus on the core business
versus diversification strategy dichotomy described in the section 4.2.

Externally-directed action includes the product/market-based growth and
divestment responses discussed in the previous section, specifically strategies
that are more oriented towards diversification (investing in new products/
product lines, investing in new markets, diversifying the business either
through organic growth or through mergers & acquisitions) and towards fo-
cus on the core business (divesting of products/product lines, withdrawing
from markets, and fully reducing to the core business), as well as market
penetration strategies which are neutral on the diversification versus reduc-
tion to the core business dimension. Market penetration strategies are active
top-line development strategies focused on the current product/market do-
main and include focusing on customer acquisition and customer retention,
implementing changes in the distribution policy, and improving existing pro-
ducts. Further externally-oriented strategies include decisions on changes in
pricing strategy and putting pressure on suppliers (cf. Whittington 1991; Lai-
tinen 2000). Regarding pricing, Chou and Chen (2004) noticed that only re-
source-abundant companies have the capacity to choose between different
strategies. Others will have little alternative to following the market.

Applying external responses usually means less control and higher depend-
ence on others (Dutton and Jackson 1987). On the other hand, in a study con-
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ducted among Finnish companies by Laitinen (2000), external strategies —
especially in the form of customer-focused market penetration strategies (in-
vestment in new customer acquisition, new product development and mar-
keting) — have proved to be the most effective recession strategies in the me-
dium and long run.

Major internally-directed actions in situations of economic downturn in-
clude (in addition to cost- and asset-reduction actions discussed along with
the rationalization versus protection/pre-emption strategic dimension): tight-
ening control systems (centralization of decision-making, working-capital
control, performance control), improving business processes, and changes in
the management of the company (cf. Geroski and Gregg 1997; Laitinen 2000).
Figure 4.3 provides an overview of internally-directed and externally-directed
response strategies to economic crises, thereby also covering the strategies
from the previous sections:

Internally-directed strategies Externally-directed strategies
- . Protection/pre-emption Focus on the core Diversification
EEtomakeation sustegiarl] vs- strategies business strategies vs. strategies
- Market
Tightening contral penetration
g strategies
Process improvement Pressure on suppliers

Changes in pricing

Management changes strategies

Fig.4.3 Internally-directed and externally-directed strategic responses to sudden eco-
nomic downturn

Source: Author

4.4 Summary of adaptation strategies in response to
economic crises

The review of the literature on companies’ strategies in response to economic
crises and downturns revealed a very heterogeneous picture. Firms use a di-
verse range of strategic actions which can be categorized along three dimen-
sions:
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e Rationalizing strategies versus protection/pre-emption strategies: Rationaliz-
ing or retrenchment strategies are very commonly used in times of eco-
nomic downturn in order to gain short-term efficiency. An over-emphasis
on cutting costs and divesting assets, however, can be counter-productive
for the performance during economic recovery. Several researchers (e.g.
DeDee and Vorhies 1998; Laitinen 2000; Roberts 2003; Kitching et al.
2009) showed that ambidextrous strategies, which combine short-term ef-
ficiency improvement strategies with market-oriented investments to ex-
ploit the opportunities a crisis holds in the competitive sphere, tend to be
more successful in the medium and long run.

o Focus on the core business versus diversification strategies: Both focus on the
core business (through strengthening efficiency and competitiveness in the
main market) and diversification (with the associated spread of market
risk) can have potential benefits but also risks when an organization faces
adverse economic conditions. Although there is some empirical evidence
that companies are inclined to follow strategies of focusing on the core
business in times of economic downturn (Geroski and Gregg 1994; 1997),
organizations actually have a range of strategic options to choose from
which either bring them closer to a diversified business (e. g. investing in
new products or product lines, investing in new markets, investing in new
product/market combinations) or to a more focused portfolio (divesting
of product/product lines, withdrawing from markets, or divesting of entire
business areas). As there are arguments for and against both strategic ori-
entations, organizations will make situation-specific decisions on which
direction to follow.

o Internally-directed strategies versus externally-directed strategies: Adaptive
strategic action in response to economic crises can be (a) more focused
on the organization itself (including the cost and asset reduction strategies
on the rationalizing versus protection/pre-emption dimension, tightening
control systems, process improvement strategies, or changes in the man-
agement), or (b) more directed towards influencing the environment (in-
cluding changes in the product/market combination on the focus on the
core business versus diversification dimension, employing several market
penetration strategies such as more aggressive customer acquisition or cus-
tomer retention, changes in the pricing strategy, or putting pressure on
suppliers).

108



Strategic action in response to economic crises 4

In most cases, organizations use a combination of strategies when they are
faced with a major economic downturn based on the evaluation of the inter-
nal and external situation by the key decision-makers.

4.5 Hypotheses on the link between strategic issue analysis
and strategic action in response to economic crises

The model of strategic adaptation presented in chapter 3 proposes that the
way in which strategic issues are noticed and interpreted can have a signifi-
cant influence on subsequent decision-making and therefore on the choice
of strategic action. The reasoning is that diagnosis implicitly determines the
course of action taken by the decision-makers (Mintzberg et al. 1976; Meyer
1982; Dutton and Jackson 1987). A few hypotheses are presented in this sec-
tion about the possible influence of strategic issue diagnosis on strategic ac-
tion in response to economic crises.

As has been discussed before in this chapter, a crisis can hold opportu-
nities, however mainly in the long run (Mascarenhas and Aaker 1989; Whit-
tington 1991). Diversifying into new markets could improve the competitive
situation of a company (Enderwick 2009). Following Thomas et al’s (1993)
argument, the interpretation of a situation as controllable and as an oppor-
tunity can also lead to more risk-taking behaviour and to more proactive pro-
duct/market development strategies (Thomas et al. 1993). Also Staw et al.
(1981) suggest that opportunity interpretations usually lead to more offensive
responses.

Investments can make particular sense in recession times if one sees the
possibility to buy cheap (Penrose 1995), to acquire competitors that are under
severe pressure, or to grow market share (Pearce and Michael 2006). It can
therefore be hypothesized that the interpretation of a crisis as an opportunity
can lead to an inclination of management to diversify and invest in recession
times:

Hypothesis 1a: Higher levels of opportunity interpretation of the crisis will
lead to more diversification as a strategic reaction.
Hypothesis 1b: Higher levels of opportunity interpretation of the crisis will

lead to higher degrees of investment as a strategic reaction.

When an environmental situation is perceived as a threat, on the other hand,
fear of loss prevails (Dutton and Jackson 1987). In such a situation, according
to Thomas et al. (1993), decision-makers are focused on more easily control-
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lable, internal action and on enhancing efficiency. Chattopadhyay et al.
(2001) assert that organizational action is more likely to be internally-directed
in the case of experiencing control-reducing threats in the environment. Staw
et al. (1981) also find that threat interpretation is usually associated with
more defensive responses.

Therefore, the following three hypotheses propose a link between strategic
issue diagnosis of a situation as a threat and defensive, efficiency-improving,
and control-enhancing strategic action:

Hypothesis 1c: Higher levels of threat interpretation of the crisis will lead to
higher degrees of focus on the core business as a strategic reaction.

Hypothesis 1d: Higher levels of threat interpretation of the crisis will lead to
higher degrees of rationalization as a strategic reaction.

Hypothesis 1e: Higher levels of threat interpretation of the crisis will lead to
higher degrees of control-enhancing action as a strategic reaction.

Perceiving a need for control-enhancing action might not only be linked to
the concept of threat, but also to the interpretation of an issue as urgent, i.e.
as including both high stakes and immediate time pressure. The need for real-
time decision data can also trigger a need for rapid, tight control. Therefore,
the following hypothesis is proposed, linking urgency perception and the pro-
pensity to decide for control-enhancing action in crises situations.

Hypothesis 1 f: Higher levels of urgency interpretation of the crisis will lead to
higher degrees of control-enhancing action as a strategic reaction.

Figure 4.4 summarizes the hypotheses on the influence of strategic issue inter-
pretations on decisions for certain directions of strategic action in response to
economic crises.
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Hla +
Opportunity } Diversification
Hlb +
Degree of
investment
Hlc +
Focus on the
Threat > :
T core business
Hid +
{ Degree of
Hle + rationalization
Control-
Urgency enhancing
H1if + action

Fig.4.4. Hypotheses on the relationship between strategic issue diagnosis and stra-
tegic action in response to the economic crisis

Source: Author
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5 Cultural differences between Austria
and Slovenia

Austria and Slovenia share a long common history. Both countries were in-
habited by Celtic people and the Romans. Slavic toponyms can still be found
in the South of Austria, up to the Enns river area in the middle of the country,
thus indicating that a significant part of Austria was populated by Slavic
people, especially in the times between the barbarian migration and the for-
mation of the Frankish Empire. From 1335 to 1918, both countries were un-
der Habsburg rule, sharing not only princes and emperors, but also social,
cultural, and institutional developments (e. g. the simultaneous introduction
of compulsory schooling by Empress Maria Theresia in 1774 in both coun-
tries). Watzlawick (1983) vividly described the environment that both coun-
tries were part of:

“In the heart of Europe there was once a great empire. It was composed of so
many and so widely different cultures that no commonsense solution to any
problem could ever be reached, and absurdity became the only possible way of
life. Its inhabitants — the Austro-Hungarians, as the reader may already have
suspected — thus were proverbial not only for their inability to cope reasonably
with the simplest problems, but also for their ability to achieve the impossible
somehow almost by default.” (p. 9)

The common heritage also manifests itself in religious beliefs. While the offi-
cial census data for 2001 shows that 73.6 per cent of the Austrian population
was Roman-Catholic (Statistik Austria 2010), the same statistics for Slovenia
was 71.6 per cent in 2002 (Statisticni urad Republike Slovenije 2010c¢).

However, also significant differences between the two countries exist. An
obvious one is the language difference: while Austria is predominantly Ger-
man-speaking, Slovenia is part of the Slavic language area. Secondly, while
Austria has been a part of the ‘Western world” with democratic institutions
and a generally capitalist market system since the end of World War II, Slo-
venia was an integral part of the former communist state of the Federal
People’s Republic of Yugoslavia between 1946 and 1991. After its declaration
of independence in the beginning of the nineties of the last century, Slovenia
became a transition economy characterized by a transformation from a cen-
trally-planned economy and communist system with limited private enter-
prise to freer markets, privatization of enterprises, and more democratic insti-
tutions (McKenzie and Merrilees 2008).
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Although certain cultural similarities can be found in post-communist
transition economies based on shared experiences in a similar political, eco-
nomic, and social system (McKenzie and Merrilees 2008) and on the adapta-
tion of people to the life circumstances under communicst rule (Schwartz et
al. 2000), it is dangerous to treat all Central and Eastern European transition
countries as a homogeneous group (Kolman et al. 2003; Skinner et al. 2008).
In comparison to other former communist countries, Slovenia performed the
transition period at a very rapid pace, joining the European Union as a full
member state in 2004. Slovenia also showed a high vertical social class mo-
bility during transition times (Jereb and Ferjan 2008). However, “change is
slow” (Schwartz 2007, p. 35). Fast changes in the political and economic sys-
tem do not necessarily lead to changes of societal habits and beliefs at the
same pace (Howard 2002). McKenzie and Merrilees (2008) noted:

“[...] within transition economies, the political and economic landscape may
have changed, but the majority of people’s daily lives were shaped under the
previous economic and political system. The implication is that the commun-
ist way of thinking, and one’s perception of society and how it works may not
have been changed.” (p. 124)

Zver et al. (2004) found that significant differences in ‘economic culture’
(values and beliefs of people about the economic system and behaviours) ex-
ist between Central and Eastern European transition countries and long-
standing EU members. Gulev (2009) observed that the level of trust employ-
ees in Slovenia show towards their fellow employees and the level of confi-
dence in institutions, for example, were significantly lower than the interper-
sonal and institutional trust levels of their Austrian counterparts.

Numerous scholars have conducted research aimed at identifying cultural
differences between societies that can have a possible impact on behaviour
within organizations. Most of them worked with ‘cultural dimensions), trying
to reduce the complexities of culture to usually bipolar constructs. This cat-
egorization has also been critically termed “sophisticated stereotyping” (Os-
land and Bird 2000). Some of the best-known studies in this field are those of
Hall (1960; 1976), Hall and Hall (1990), Hofstede (1980), Trompenaars and
Hamden-Turner (1998), and House et al. (2004).

Although Hofstede’s study conducted among 116,000 employees of IBM
in 60 different countries is arguably the most famous and the most cited of
the cross-cultural studies, its findings are not suitable for our research pur-
pose. First, because the data is approximately 40 years old (the survey was car-
ried out at end of the 1960s and the beginning of the 1970s), so it was con-
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ducted at a time when Slovenia was still under a communist political and eco-
nomic system. Second, and even more importantly, it includes data on Aus-
tria but not specifically on Slovenia. At the time of the study, Slovenia was still
part of the state of Yugoslavia, representing considerably less than nine per
cent of the total population of this former state. Although Yugoslavia was in-
cluded in Hofstede’s research, the differences between the former republics
and regions in terms of religion, language, level of Europeanization, just to
cite a few, are far too big and the changes that Slovenia has undergone in the
meantime are far too substantial for former Yugoslav data to yield any mean-
ingful conclusions in relation to data on the strategic adaptation processes
gathered today. Even Hofstede himself, as the co-author of a study on cross-
cultural differences in Central Europe (Kolman et al. 2003), pointed out that
the political and economic transformation processes that the former com-
munist countries underwent may have led to strong shifts in value orienta-
tions. Barr and Glynn (2004), themselves using Hofstede’s framework to as-
sess links between national culture and strategic decision-making, explicitly
called upon other researchers to look at the impact of cultural values and di-
mensions other than Hofstede’s.

The most appropriate data for the objective of this research could be found
in House et al’s (2004) GLOBE study. This is a relatively recent study on na-
tional cultural differences, conducted among managers around the globe
which includes data on both Austria and Slovenia. Austria was represented in
the study with a sample of n=169 managers, Slovenia with a sample of
n =254 managers (Brodbeck et al. 2000). 170 researchers from 62 cultures®
participated in the Global Leadership and Organizational Behaviour Effective-
ness research program (GLOBE), collecting data from more than 17,000 man-
agers in 951 organizations during the years 1994—97 (House et al. 2004). Cul-
ture has been defined for the GLOBE project as “shared motives, values, beliefs,
identities, and interpretations of meanings of significant events that result from
common experiences of members of collectives that are transmitted across gener-
ations” (House et al. 2004, p. 15, italics in the original). Middle managers an-
swered survey questions that operationalized cultural dimensions, one time
rating the current practices in the society as they saw it (‘As-Is’), a second
time providing their view on what they thought the practices on the cultural
dimensions should ideally be like in their society (‘Should be’) (House et al.
2004).

6 The data on 61 of those cultures were eventually reported.
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Possible shortcomings of the GLOBE study should however not be left un-
noticed:

(a) Generally, researchers adhering to a more ‘emic’ perspective (focusing on
cultural distinctions meaningful to the members of the particular society
under investigation) argue that quantitatively reducing cultures to just a
few dimensions removes all the complexity that is inherent in cultures,
thus leading to over-simplifications (Sivakumar and Nakata 2001).

(b) Hofstede (2006) criticized the high inter-correlation between the differ-
ent cultural dimensions of the GLOBE study.

(c) Peterson (2004) pointed out an ‘unfortunate choice of terminology), as he
called it, as ‘values’ in GLOBE’s terms is used for respondents’ personal
values while ‘practices’ is used for perceived societal values. He therefore
voiced concerns about measure equivalence in different translations and
about the process of developing measures.

(d) It has been pointed out by Graen (2006) that countries and cultures can-
not be equaled in every case, as many countries have significant subcul-
tures which are not adequately addressed by the GLOBE study. Regarding
Austria and Slovenia, this does not pose an important problem, as both
societies — compared to many others — are relatively homogeneous with
only very small minorities.

(e) The whole study was conducted by surveying middle managers. It is gen-
erally possible that other groups within societies differ from them in their
beliefs, values, or practices. However, in our particular case, as the topic
of this book is strategic adaptation processes in organization, in which
managers are the main actors, this cannot be seen as a major disadvan-
tage, but rather as an advantage.

As pointed out above, the GLOBE study has its critics, although it has also
been assessed as “probably the most sophisticated project undertaken in in-
ternational business research” (Leung 2006, p. 881). Just as Hofstede’s frame-
work, also the GLOBE study has been the subject of an ongoing debate both
on its validity and usefulness (e. g. Hofstede 2006; Javidan et al. 2006; Earley
2006; Smith 2006; Peterson and Castro 2006; Hanges and Dickson 2006;
Maseland and van Hoorn 2008; Taras et al. 2010; Hofstede 2010; Venaik and
Brewer 2010). Detailed information on the nature of the research design and
the nature of GLOBE scales are presented in Javidan et al. (2006), Hanges and
Dickson (2006), and on the GLOBE study’s website (GLOBE 2010). Although
Hofstede’s dimensions still dominate in cross-cultural management research,
the GLOBE dimensions have also been used in recent cross-cultural studies

118



Cultural differences between Austria and Slovenia 5

(e.g. Fu et al. 2004; Brock et al. 2008; Parboteeah et al. 2008). Venaik and
Brewer (2010) concluded that both Hofstede’s and the GLOBE’s “cultural
models are supported by powerful arguments as to their validity, and there is
no consensus in the research community on which model should be pre-
ferred” (p. 17).

Another global project that includes both Austria and Slovenia is the
World Values Survey which was initiated at the University of Michigan, col-
lecting a host of data on various value- and belief-related topics (Inglehart et
al., 1998). Its disadvantage regarding the particular research questions of this
study is that the sample for the World Values Survey was taken from all parts
of the society, not specifically from managers who are involved in strategic de-
cision-making processes. There has been some empirical support that man-
agers might represent a culturally distinct sub-population compared to the
average population (Thompson and Phua 2005). Furthermore, values, shared
conceptions about what is ‘good” or ‘bad’ within a society represent “cultural
ideals” (Schwartz 2007, p. 34). Assuming that strategic decision-making prac-
tices will be less shaped by cultural ideals (what ‘should be’) than by cultural
practices (what actually is’), solely value-oriented studies are less suitable for
the research purpose. The GLOBE study, however, clearly distinguishes be-
tween cultural values and cultural practices in different societies, thus allow-
ing a comparison between actual cultural practices and strategic decision-
making practices in strategic adaptation processes.

A general caveat, however, is that whenever we categorize, it involves a pro-
pensity to stereotype. Every human being is different. Thus, also every stra-
tegic decision-maker is different. Not every person who lives in a specific
country displays the ‘average’ cultural behaviour that is ascribed to it. It actu-
ally makes sense to see culture as a “normal distribution” (Trompenaars and
Hamden-Turner 1998, p. 25), where wide deviations from the average norms
and values exist.

In the following sections of this chapter, five cultural dimensions which ex-
hibit the most significant differences in societal practices between Austria and
Slovenia in the GLOBE study (performance orientation, future orientation,
assertiveness, in-group collectivism, uncertainty avoidance, gender egalitar-
ianism) are more closely evaluated, also with reference to the results of recent
qualitative studies about cultural differences between Austria and Slovenia.
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5.1 Performance orientation

Building on McClelland’s motivational concept of need for achievement de-
fined as the need to do better all the time (McClelland 1987), the team of the
GLOBE study investigated the cultural dimension of performance orienta-
tion. In the GLOBE study, it was defined as “the extent to which a human
community encourages and rewards setting challenging goals, innovation,
and performance improvement” ( Javidan 2004, p. 276). Societies which rank
high on the performance orientation dimension generally value and reward
individuals and groups who want to meet higher standards and goals and
strive to generate results and achieve accomplishments in their assignments
(Javidan 2004).

Target-orientation, the tendency to use formal performance review and re-
ward systems, a high ‘sense of control’ of individuals, and having a sense of
urgency are linked to the concept of performance orientation (Javidan 2004).
It has also been linked to the use of low-context language’ (Hall 1960), char-
acterized by being direct and explicit — in contrast to ‘high-context language’
in which communication is more vague and subtle, based on understanding
context and relationships rather than just the plain words. In addition to the
use of ‘high-context language’, societies that score low on performance orien-
tation tend to emphasize tradition, seniority and experience, value loyalty, re-
lationships and a cooperative spirit, and have a low sense of urgency (Javidan
2004).

Regarding the extent to which a society engages in performance orienta-
tion, Austria was part of the first quartile of the 61-countries GLOBE study
with a score of 4.44 on a scale of 1 (low) to 7 (high), while Slovenia scored
lower at 3.66, placing it into the fourth quartile of the countries under inves-
tigation (Javidan 2004). Similar differences were also confirmed when testing
performance orientation as a leadership characteristic, reflecting a leader’s
orientation towards excellence. Austria again scored in the first quartile for
performance-oriented leadership, Slovenia in the last quartile (ibid.). In a re-
cent qualitative study, Meierewert (2009) also found significant differences
between Austria and Slovenia regarding some of the characteristics that are
associated with performance orientation: while Austrians showed a strong
identification with the task (associated with high performance orientation),
Slovenians tended to identify more with the team (in line with the tendency
to emphasize loyalty and relationships in societies with low performance ori-
entation). Results of the European Values Survey (EVS foundation/Tilburg
University 2010) showed that not having too much pressure in the job was
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important for 54.7 per cent of the Slovenian respondents versus only 30.3 per
cent of the Austrians. Somewhat contradicting, however, in the same study it
was also found that ‘achieving something’ in the job is more important for
Slovenians (75.4 per cent) than for Austrians (56.5 per cent).

Meierewert’s (2009) study also showed a more direct communication style
in Austria (consistent with the value of being more direct and explicit in com-
munication in societies with higher performance orientation), and a more in-
direct communication style in Slovenia. Similarly, a study by Erten et al.
(2006) involving 68 qualitative interviews conducted in Austria and Slovenia
also found a tendency towards more indirect communication — involving
‘hidden signals’ like remaining silent or just missing agreed deadlines instead
of open opposition — in Slovenia, and towards more direct and also more for-
mal, especially more written communication in Austria.

The GLOBE researchers generally found significant differences between
current perceived levels of performance orientation (‘As-Is’) and the level of
performance orientation the managers interviewed in the study would desire
in their society (‘Should-Be’). This is especially true for Slovenia, which ranks
among the top five in the category ‘Society values performance orientation,
while being among the lowest 25 per cent in the category ‘Society practices
performance orientation’ Reasons for these deviations may lie in a more uni-
versal human need of wanting to be associated with success, or may be con-
nected with social desirability bias (Javidan 2004).

In between-countries comparison, performance orientation as it was
measured in the GLOBE study did not show any significant correlation to the
extent of socialist thinking in political ideology (Javidan 2004).

Table 5.1 provides an overview of the GLOBE scores on the cultural di-
mension of performance orientation for Austria and Slovenia.

Table 5.1 GLOBE performance orientation values for Austria and Slovenia (Scales 1-7,
higher value means higher performance orientation)

‘As-Is’ Quartile | ‘Should-Be’ | Quartile
61-countries average (mean) 4.10 5.94
61-countries range 3.20-4.94 492-6.58
Austria 4.44 1 6.10 2
Slovenia 3.66 4 6.41 1

Data source: Javidan 2004
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5.2 Future orientation

The cultural dimension of future orientation defined as the degree to which a
society values future-oriented behaviour such as planning or delaying gratifi-
cation as opposed to immediate satisfaction of needs has been widely dis-
cussed” and used in studies of cultural differences between societies, both ex-
plicitly and implicitly, as, for example, in Trompenaars and Hamden-Turner’s
(1998, p. 130) ‘time orientation’ dimension or in Hall’s (1960) conceptionaliz-
ation of monochronic and polychronic societies. Connections also exist with
Hofstede and Bond’s cultural dimension called ‘Confucian Dynamism’ which
they characterized as a “dynamic, future-oriented mentality” (Hofstede and
Bond 1998, p. 12). A few years after the original study, Hofstede himself re-
interpreted ‘Confucian Dynamism’ as a measure of long-term orientation
(Hofstede 2001).

The concept of future orientation is based on the work of Lewin (1942)
who distinguished future orientation from other classifications of time (past
orientation, present orientation). Highly future-oriented cultures are charac-
terized by a strong capability and willingness to imagine future contingencies
and to develop goals and strategies to meet these goals, with a strong inclin-
ation towards long-term strategic orientation and long-term success. In cul-
tures with low future orientation, however, less connection is seen between
current behaviour and its influence on the future, with members of such so-
cieties being less inclined to plan for and to invest in their future (Ashkanasy
et al. 2004).

Future orientation is an important factor in organizational decision-mak-
ing, as it has an impact on the allocation of resources over time (Ashkanasy et
al. 2004). More future-oriented managers might show more inclination to in-
vest in initiatives and projects which reap their benefits in a more distant fu-
ture as opposed to solely focusing on short-term profits.

Out of the GLOBE study’s sample of 61 countries, Austria ranks sixth on
future orientation with a score of 4.46 while Slovenia is among the last third
with a score of 3.59 (Ashkanasy et al. 2004; see Table 5.2 for further details).
Trompenaars and Hamden-Turner (1998) also found Austria to be among the
five most long-term oriented countries in their study of 42 nations (Slovenia
was not included in this particular study). The difference in future orientation
between Austria and Slovenia was confirmed by Meierewert (2009). It has
been shown that passiveness, lack of voice, and the important role of the gov-

7 For an overview see for example Seijts (1998).

122



Cultural differences between Austria and Slovenia 5

ernment were significantly negatively linked to future orientation (Ashkanasy
et al. 2004). All of those factors were more present in Slovenia under com-
munist rule than in Austria, which could provide a possible explanation for
the value differences on this cultural dimension. Koopman et al. (1999) sup-
posed that social and organizational circumstances in Western Europe allow
for a longer planning horizon while managers in Central and Eastern Eur-
opean transition countries might be more preoccupied with coping with im-
mediate, day-to-day demands of an economy in transformation.

As in the dimension of performance orientation, GLOBE study researchers
found that also in future orientation, the ranking of Austria and Slovenia is
upside down when it comes to assessing the desired levels of future orientation
as opposed to the societal practices in this dimension. Low ‘As-Is’ levels were
found to be negatively correlated with high ‘Should-Be’ levels. Ashkanasy et
al. (2004) interpreted this phenomenon in a way that societies suffer from ef-
fects of low future orientation such as uncertainty and unpredictability, so
that the wish for a more long-term orientation turns out to be the strongest
there.

Table 5.2 GLOBE future orientation values for Austria and Slovenia (Scales 1-7, higher
value means higher future orientation)

‘As-lIs’ Quartile | ‘Should-Be’ | Quartile
61-countries average (mean) 3.85 5.48
61-countries range 2.88-5.07 4.33-6.20
Austria 4.46 1 5.11 4
Slovenia 3.59 3 5.42

Data source: Ashkanasy et al. 2004

5.3 Assertiveness

The cultural dimension of assertiveness describes the extent to which as-
sertive, aggressive, dominant or ‘tough’ behaviour in social relationships is ac-
cepted and valued within a society (Den Hartog 2004). Assertiveness also
plays an important role in Hofstede’s masculinity/femininity dimension, in
which more masculine societies are associated with more assertive interests
such as placing high importance on earnings and advancement (Hofstede
1980), representing also typical stereotypes about gender differences. Austria
was among the most ‘masculine’ of the societies investigated by Hofstede
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(1980), while former Yugoslavia ranked among the most ‘feminine’ ones (Slo-
venia did not yet exist as an independent state at the time of Hofstede’s re-
search).

The degree of assertiveness has an effect on relationships individuals,
groups, and societies have towards their environment. In the words of Den
Hartog (2004), assertive societies “tend to take the view of dominance. This
view reflects the assumption that nature can be controlled and manipulated
[...]” (p.402). The environment is seen as a controllable entity that can be
influenced actively, rather than a ‘given fact’ which people need to adapt to
passively.

High values on the assertiveness dimension have been associated with
valuing dominant and tough behaviour, competition, success, and progress,
a ‘can-do’ mentality, taking initiative, and trying to control the environment,
while societies with lower assertiveness scores tend to value modesty and ten-
derness, warm relationships, loyalty, tradition, and harmony with the envir-
onment rather than control over it (Den Hartog 2004). A tendency towards
feeling ‘in control’ was observed by Trompenaars and Hamden-Turner
(1998) for the Austrian society, which ranked among the top third of coun-
tries where people believe (a) that it is worth trying to control nature, and
(b) that what happens to them is their own doing. Slovenia was not included
in that study.

The GLOBE study results show a higher assertiveness level for Austria
(rank 6 out of 61 countries) than for Slovenia (rank 40) (Den Hartog 2004).
Interestingly, Austria ranks on the one but last place in the desired level of un-
certainty, while Slovenia is one of the top 10 countries in valuing assertive be-
haviour (Den Hartog 2004). This discrepancy could be explained by the fact
that societies which are characterized by high assertiveness levels tend to long
for a social environment which is less aggressive and less threatening, due to
negative experience with dominant behaviour of others. A somewhat contra-
dicting result can also be found in the 2008 wave of the European Values
Study (EVS foundation/Tilburg University 2010) in which 48.7 per cent of
the respondents from Slovenia agreed with the statement that humans were
meant to rule over nature (associated with the assumption of dominance and
control over the environment as a typical feature of societies with high assert-
iveness levels) versus only 22 per cent of Austrians.

Assertiveness practices did not show any significant relationships with reli-
gious values and political ideology in the GLOBE study (Den Hartog 2004).
Schwartz et al. (2000), however, observed that values such as ambition, active
self-assertion, or attempts to change the status quo were inappropriate in
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communist societies in Eastern Europe, while conformity to role expectations
had an outstanding importance. It was also found that in Central Eastern Eur-
ope in general (Fink and Meierewert 2004) as well as in Slovenia specifically
(Meierewert 2009), there is a tendency towards harmony and ‘face-saving’ be-
haviour, with a direct implication on decision-making processes: “Avoiding
decision making is the easiest way to show resistance without outright de-
stroying harmony” (Fink and Meierewert 2004, p. 74). A stronger relationship
orientation of Slovenes in comparison to Austrians was also determined in a
study using the cultural standards method by Erten et al. (2006): “Such rela-
tionships are characterized by a high degree of reciprocity that features a
higher proportion of private communication, the exchange of gifts and
higher intensity of contacts” (p. 115).

The GLOBE values on the assertiveness dimension for Austria and Slo-
venia are presented in Table 5.3.

Table 5.3 GLOBE assertiveness values for Austria and Slovenia (Scales 1-7, higher
value means higher assertiveness)

‘As-Is’ Quartile | ‘Should-Be’ | Quartile
61-countries average (mean) 4.14 3.82
61-countries range 3.38-4.89 2.66-5.56
Austria 4.62 1 2.81 4
Slovenia 4.00 3 4.59 1

Data source: Den Hartog 2004

5.4 In-group collectivism

Collectivism versus individualism has been an extensively researched dimen-
sion in sociological and cultural research®. Most of the research, however, was
devoted to the societal level. Hofstede (1991), for instance, stated that indi-
vidualism “pertains to societies in which the ties between individuals are
loose” while collectivism “as its opposite pertains to societies in which people
from birth onwards are integrated into strong, cohesive in-groups, which
throughout people’s lifetime continue to protect them in exchange for un-
questioning loyalty” (p. 51).

8 For an overview see Gelfand et al. (2004).
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In the GLOBE study, collectivism was split into two concepts, societal col-
lectivism (on which Austria and Slovenia did not show any major differences),
and in-group collectivism. If values are high on the latter, also called ‘collect-
ivism at the organizational level’, it points to cultures in which the members
of an organization see themselves as highly interdependent with their organ-
ization. They also feel more attached to it in a way that the organization could
eventually become an important part of an individual’s self-identity (Gelfand
et al. 2004). Individuals in collectivist societies are expected to place the inter-
ests of the group before the individual interests (Earley and Gibson 1998).
More individualistic cultures, on the other hand, are characterized by people
who see themselves as very independent of the organizations they work for
(Gelfand et al. 2004).

Chatman et al. (1998) suggested that also organizational cultures can be
more individualistic or more collectivistic, with membership being an ex-
tremely important category in the latter type. Conformity tends to be higher
in collectivist cultures (Bond and Smith 1996), and it was observed that
higher levels of collectivism are also related to more cooperative behaviour
(Wagner 1995; Eby and Dobbins 1997). A selection of important characteris-
tics of higher collectivism at the organizational level are

o that important decisions tend to be made by groups;

o that contributions, duties, and obligations towards the group are more im-
portant determinants of behaviour than personal needs; and

o that avoiding, compromising, and accommodating conflict resolution tac-
tics are preferred to direct and solution-oriented conflict resolution tactics
(Gelfand et al. 2004).

Slovenia scored higher on in-group collectivism than Austria in the GLOBE
study, both in the societal practices (‘As-Is’) and also in what is valued within
the societies (‘Should-be’) (Gelfand et al. 2004). This is in line with a general
trend towards higher group-orientation in Eastern Europe in measured cur-
rent practices as well as also in the desire for a continuation of strong group
collectivism (Bakacsi et al. 2002). Other former communist states like Geor-
gia, Albania, Russia, or Poland also rank higher than Austria on collectivism,
while the top places on the individualist end of the scale are held by ‘Western’
countries such as Denmark, Sweden, New Zealand, the Netherlands, Switzer-
land, and Germany (Gelfand et al. 2004), thus pointing to a possible influence
of the communist heritage. The political-economic system of former Yugo-
slavia, of which Slovenia was a constituent republic until its declaration of in-
dependence in 1991, laid particular emphasis on workers’ self-management in
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companies and other institutions. Despite significant transitions that the
country underwent in the meantime, this collective experience could still
have an effect on Slovenia’s culture. Also Gulev’s (2009) research showed that
Austrians are scoring higher than Slovenes on values variables which indicate
that a society rewards more individualistic behaviour. In Hofstede’s (1980) di-
mensions, Austria had a medium score on the individualism-collectivism in-
dex, albeit more on the individualistic side. Slovenia was not included in the
study. Former Yugoslavia was ranked among the more collectivist societies.

Table 5.4 provides an overview of GLOBE scores for Austria and Slovenia
on the in-group collectivism dimension.

Table 5.4 GLOBE in-group collectivism values for Austria and Slovenia (Scales 1-7,
higher value means higher in-group collectivism)

‘As-Is’ Quartile | ‘Should-Be’ | Quartile
61-countries average (mean) 5.13 5.66
61-countries range 3.53-6.36 4.94-6.52
Austria 4.85 3 5.27 4
Slovenia 5.43 2 5.71 2-3

Data source: Gelfand et al. 2004

In-group collectivism is also linked to the extent of intra-group conflicts.
These conflicts are not seen as a threat in Austria but rather as a possibility to
solve a problem in a positive way (Szabo and Reber 2007). Being a ‘win-win-
problem solver’ and an ‘effective bargainer’ were identified as outstanding
leadership characteristics by Austrian respondents (Szabo and Reber 2007).

5.5 Uncertainty avoidance

Uncertainty avoidance as a cultural dimension describes the extent to which
predictability, orderliness, rules, and formalized procedures are preferred by
members of a society as opposed to tolerating uncertainty (Sully de Luque
and Javidan 2004). The concept of uncertainty avoidance on an organization-
al level was introduced by Cyert and March (1963). Hofstede (1980) popular-
ized it in the domain of cross-cultural research. While Hofstede’s uncertainty
avoidance emphasizes the importance of stress measures such as, for example,
the amount of nervousness and tenseness at work, the salient characteristic of
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the GLOBE study’s uncertainty avoidance dimension is ‘rule orientation’ — the
importance of rules, order, and consistency (Venaik and Brewer 2010). These
differences in measurement also manifest themselves in significant differ-
ences of scores between Hofstede’s uncertainty avoidance dimension where
Austria scored close to the average of all the countries that were investigated
(Hofstede 1980) and the GLOBE study’s uncertainty avoidance practices
(Venaik and Brewer 2010). The notion of ‘security’ as a possible determining
factor of uncertainty avoidance has been addressed by neither of the two stu-
dies’.

Societies with higher uncertainty avoidance levels tend to use more forma-
lized modes of interaction, rely on policies, rules, and procedures, and show
stronger resistance to change, while low scores on uncertainty avoidance are
associated with more informal interactions, less concern for rules and docu-
mentation, more risk-taking behaviour, and less resistance to change (Sully
de Luque and Javidan 2004).

Uncertainty avoidance is the one dimension within the GLOBE study
which shows the most significant differences between Austria and Slovenia.
While Austria is among the top ten per cent of nations regarding uncertainty
avoidance, Slovenia ranks in the last third. There is also a general trend which
shows that ‘Germanic Europe’ (a geographic region defined in the GLOBE
study as including Austria, Germany, the Netherlands, and Switzerland) had
a far higher average score on uncertainty avoidance (5.12 on the 1-7 scale)
than ‘Eastern Europe’ (which included Slovenia, Albania, Hungary, Poland,
Russia, Kazakhstan, Greece, and Georgia) with an average score of 3.56 (Sully
de Luque and Javidan 2004). This is consistent with the idea that in former
communist societies there is still a considerable degree of skepticism towards
anything formal, while the circumvention of formal rules and procedures
through informal relationships are not uncommon (Gredeland 2007).

Austrian managers working in East Central Europe (including Slovenia)
also pointed out the importance of sympathy, friendship, and family ties over
formal, contractual agreements (Fink and Meierewert 2004). The higher de-
gree of formalization which is associated with higher uncertainty avoidance
countries is also mirrored in the way information is exchanged within organ-
izations — while Austrians rely more on written information, Slovenes ex-
change information predominantly in oral form (Meierewert 2009).

9 Results of the European Values Survey (EVS foundation/Tilburg University 2010), for
example, showed that job security is valued by both Slovenes (73.6 per cent of the re-
spondents mentioned its importance) and Austrians (71.8 per cent).
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The levels of uncertainty avoidance in Austria and Slovenia as they were
reported in the GLOBE study are presented in Table 5.5.

Table 5.5 GLOBE uncertainty avoidance values for Austria and Slovenia (Scales 1-7,
higher value means higher uncertainty avoidance)

‘As-Is’ Quartile | ‘Should-Be’ | Quartile
61-countries average (mean) 4.16 462
61-countries range 2.88-5.37 3.16-5.61
Austria 5.16 1 3.66 4
Slovenia 3.78 3 4.99

Data source: Sully de Luque and Javidan 2004

5.6 Gender egalitarianism

Hofstede (1980) introduced the masculinity/femininity dimension to interna-
tional cross-cultural research. He was referring to traits often associated with
men or women, for example, assertiveness, ‘toughness, and competition
(masculine), or nurturance, cooperation, and modesty (feminine). The di-
mension was criticized for its emphasis on conventional gender roles (Fagen-
son 1990) as well as for its ‘non-intuitiveness’ (Emrich et al. 2004). The
GLOBE study (House et al. 2004) took a different approach to gender issues
in national cultures by measuring ‘gender egalitarianism’ related to beliefs
that societies hold about the roles that the sexes play in their homes, in organ-
izations, and in communities (Emrich et al. 2004). High gender egalitarian-
ism thereby means minimized role differences, and societies with high gender
egalitarianism tend to have more women in positions of authority, both in
business and in the community (Emrich et al. 2004).

Results of the GLOBE study ranked Slovenia among the top four countries
(out of 61) on gender egalitarianism, while Austria was placed on rank 45
only (Emrich et al. 2004) (see also Table 5.6 for a more detailed overview).

It remains, however, outside the scope of this research to account for gen-
der-related differences in strategic adaptation processes. A study by Sonfield
etal. (2001) did not show any relevant gender-specific differences in strategic
decision-making. Therefore, the potential impact of gender issues on organ-
izations’ strategic adaptation to major environmental changes will not be in-
vestigated in this study, thus leaving room for further research in this field.
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Nevertheless, gender was included in the quantitative empirical study as a
control variable.

Table 5.6 GLOBE gender egalitarianism values for Austria and Slovenia (Scales 1-7,
higher value means higher gender egalitarianism)

‘As-Is’ Quartile | ‘Should-Be’ | Quartile
61-countries average (mean) 337 4.51
61-countries range 2.50-4.08 3.18-5.17
Austria 3.09 3 4.83
Slovenia 3.96 1 4.83 2

Data source: Emrich et al. 2004

5.7 Cultural dimensions without significant differences
between Austria and Slovenia

Table 5.7 summarizes the scores of Austria and Slovenia on the nine cultural
dimensions of the GLOBE study (House et al. 2004). Those dimensions in
which the two countries showed a considerable difference (absolute differ-
ences > 0.50) were described above. They form the basis for the further ana-
lysis of the influence of cultural differences on the strategic adaptation pro-
cess. Gender egalitarianism, albeit showing a significant difference, is left out
of the analysis for the reasons described in the section above.

Table 5.7 Differences in cultural dimensions between Austria and Slovenia in the
GLOBE study (Scales 1-low to 7-high)

Austria Slovenia Difference
Performance orientation 4.44 3.66 0.78
Future orientation 4.46 3.59 0.87
Gender egalitarianism 3.09 3.96 0.87
Assertiveness 4.62 4.00 0.62
Societal institutional collectivism 430 4.13 0.17
In-group collectivism 4.85 5.43 0.58
Power distance 4.95 533 0.38
Humane orientation 3.72 3.79 0.07
Uncertainty avoidance 5.16 3.78 1.38

Data source: House et al. 2004
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In three cultural dimensions, Austria and Slovenia ranked very closely, show-

ing no significant differences. These dimensions are therefore not taken into
account for the further analysis in this study. As a matter of completeness,
however, their GLOBE study scores are presented below.

The three cultural dimensions on which Austria and Slovenia ranked

closely are:

o Societal institutional collectivism, the extent to which people in a society are
embedded in groups versus acting as ‘autonomous individuals’ (Gelfand et

al. 2004).

e Power distance, reflecting the extent to which a society accepts authority,
power differences, and status privileges (Carl et al. 2004). It has to be
pointed out that Austria had the lowest power distance score of all coun-
tries in Hofstede’s (1980) study, in which Slovenia was not included.

e Humane orientation, defined as the degree to which a society values and
encourages kind, altruistic, fair, caring, and kind behaviour (Kabasakal

and Bodur 2004).

The details on the scores for these three cultural dimensions are presented in

tables 5.8, 5.9, and 5.10.

Table 5.8 GLOBE societal institutional collectivism values for Austria and Slovenia

(Scales 1-7, higher value means higher societal institutional collectivism)

‘As-Is’ Quartile | ‘Should-Be’ | Quartile
61-countries average (mean) 425 4.72
61-countries range 3.25-5.22 3.83-5.65
Austria 4.30 2 473 2-3
Slovenia 4.13 3 438 3

Data source: Gelfand et al. 2004

Table 5.9 GLOBE power distance values for Austria and Slovenia (Scales 1-7, higher
value means higher power distance)

‘As-Is’ Quartile | ‘Should-Be’ | Quartile
61-countries average (mean) 5.17 2.75
61-countries range 3.89-5.80 2.04-3.65
Austria 4.95 3 244 4
Slovenia 533 2 2.57

Data source: Carl et al. 2004
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Table 5.10 GLOBE humane orientation values for Austria and Slovenia (Scales 1-7,
higher value means higher humane orientation)

‘As-Is’ Quartile | ‘Should-Be’ | Quartile
61-countries average (mean) 4.09 5.42
61-countries range 3.18-5.23 4.49-6.09
Austria 3.72 3 5.76 1
Slovenia 3.79 3 5.25 4

Data source: Kabasakal and Bodur 2004

5.8 Summary of cultural differences between Austria and
Slovenia

Despite of their geographical closeness, similar religious background, and
common history, several studies (e. g. Inglehart et al. 1998; House et al. 2004;
Meierewert 2009) also found significant cultural differences between Austria
and Slovenia. Due to the sample (managers), relative recency, research
method (quantitative study), and contents (widely acknowledged cultural di-
mensions), the further analysis on possible cultural influences on the strategic
adaptation process is based on the findings of the GLOBE study (House et al.
2004). A summary of five major cultural dimensions from the GLOBE study
on which Austria and Slovenia show considerable differences is presented in
Table 5.11. Following Peng et al’s (1991) advice, the differences between the
two countries on the GLOBE scores are dichotomized, as the ordinal nature
of responses is generally more dependable than their interval aspects.

Table 5.11 Summary of major cultural differences between Austria and Slovenia in
the GLOBE study

Cultural Score Score High score Low score

dimension | Austria | Slovenia | is associated with is associated with
Performance | HIGH LOW Target & results orientation | An emphasis on seniority
orientation and experience

Rewarding performance
Valuing loyalty, relation-
ship, and a cooperative
spirit

Valuing competitiveness
‘Sense of control’

High sense of urgency Low sense of urgency

Use of ‘low context

A . Use of ‘high context lan-
language’ (direct, explicit)

guage’ (more subtle and
ambiguous)
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avoidance

interaction

Relying on policies, rules,
procedures

Stronger resistance to
change

More risk-aversity

Cultural Score Score High score Low score
dimension | Austria | Slovenia | is associated with is associated with
Future HIGH LOW Imagining future contin- Less connection between
orientation gencies current behaviour and
Developing long-term implications for the future
goals and strategies Less planning
Orientation towards long- | Less investment into the
term success future
Short-term orientation
Assertive- HIGH LOW Dominant and tough Valuing modesty
M2 behaviour Importance of tenderness,
Valuing competition warm relationships, loyalty,
Importance of success and | @nd tradition
progress Harmony with the environ-
Taking initiative ment rather than control
X over it
Trying to control the
environment
In-group LOW HIGH Group interest comes first | Individual interest comes
collectivism Higher conformity levels first
More cooperative More independence from
ey the organization
Important decisions made | Competitive behaviour
by the group Important decisions made
Conflict tactics: avoiding, by individuals
compromising, resolving Conflict tactics: direct, solu-
tion-oriented
Uncertainty | HIGH LOW More formalized modes of | More informal interaction

Less concern for rules and
documentation

Less resistance to change

More risk-taking

Data source: House et al. 2004
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process

According to Gilbert and Lorange (1994), “strategy can be characterized as
the outcome of the perceptions among the managers in question” (p.415).
Perceptions are part of the sense-making process and are influenced by the
values and beliefs managers hold (Hambrick and Mason 1984; Geletkanycz
1997). Executives’ values affect strategic action in two ways: first, direct influ-
ence occurs when top managers select courses of action due to their indivi-
dual preferences; second, and indirectly, values influence how individuals per-
ceive stimuli in their environment while these perceptions then shape action
(Hambrick and Brandon 1988). The beliefs, values, and thinking patterns
managers hold, in turn, can be influenced by the national culture that an in-
dividual has been socialized in (Brockner 2003; Dickson et al. 2004). There-
fore, it can be suggested that a link exists between culture and strategic action
over the values, beliefs, and thinking patterns of managers which influence
their sense-making and decision-making processes. This is supported by Gil-
bert and Lorange (1994) who assess that “national differences are likely to im-
pact on how a business strategy is formulated and implemented” (p. 415).

Figure 6.1 presents the suggested chain of influence: national culture as a
set of shared basic assumptions in a society can influence the beliefs, values,
and thinking patterns of managers who have been socialized in this culture;
these general cognitive predispositions affect how managers make sense of
events and developments going on in their organizations and their environ-
ments; managerial sense-making in the form of noticing, perceiving, and in-
terpreting strategic issues, in turn, influences strategic decision-making pro-
cesses and their outcome, strategic action.

Schneider and Barsoux (1997) agreed that strategy and strategy-making
are dependent on culture. They referred to the following example: While a ra-
tional-analytic approach to strategy-making (mainly through using ‘tools’
and ‘techniques’) prevails in the Western world, this view is by no means uni-
versal. The authors illustrated this point by providing an excerpt from a
speech of a CEO who adheres to Islamic principles in managing his interna-
tional bank:

“Strategy is a dynamic process, not a static perception, which is energized
through feelings. It is not a bundle of facts, figures, and ideas assembled in or-
der by the logical mind. Planning is the reflection of the flow of collective
psyche synthesized with Purpose.” (Schneider and Barsoux 1997, p. 108)
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Samiee and Athanassiou (1998) noted that the effect of national culture on
strategic decision-making processes has not yet been widely investigated in
strategy research. Some papers remain on a conceptional level, such as Brock
et al’s (2000) theoretical work on the possible influence of national culture on
planning processes in multinational companies. How national culture influ-
ences the strategy formulation process was explicitly addressed in another
conceptional paper by Schneider (1989):

“As national culture is based upon assumptions regarding the relationships
among people, country differences can be expected in approaches to strategy
formulation” (p. 155).

These differences, according to Schneider, can be assumed to play a role in the
fields of environmental scanning behaviour, selection of relevant information,
the way that strategic issues are interpreted, validation of decisions (including
political processes), and establishing priorities.

National culture

l affects

Managers’ beliefs, values, thinking patterns

l’ affect

Managerial sense-making

l affects

Managerial decision-making

i affects

Strategic action

Fig.6.1 Cultural influences on strategic decisions

Source: Author

There are also some examples of empirical studies determining correlations
between cultural traits and strategy. Hennart and Larimo (1998) found a con-
nection between national culture and strategies of multinational companies.
In a 7-nations-study, Steensma et al. (2000) concluded that entrepreneurs
are influenced in their strategic thinking by cultural characteristics of their so-
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ciety. Haiss (1990) found that national differences exist in strategic planning
process characteristics in a research project focusing on banks in several dif-
ferent countries. U.S. banks, for example, had shorter planning horizons
than German ones. In another research in the financial services sector,
Brouthers et al. (2000) concluded from their single-nation study (in the Neth-
erlands), when comparing their results with findings from a U.S. context, that
Dutch managers’ decision-making differs from North American managers’
decision-making. In a limited sample study (n=75) of manufacturing firms
in eight European countries and the United States, Hegarty and Hoffman
(1990) observed cross-cultural differences in planning horizons and in com-
mitment to using the planning system. A more comprehensive study by the
same authors (Hoffman and Hegarty 1993) showed that culture moderates
top management influence on innovation processes regarding administrative
innovations, while on the other side no such connection could be established
regarding product/market innovation.

Culturally-induced differences in strategic approaches were also observed
between the U.S. and Japan. Kagono et al. (1985), for example, distinguished
between four types of environmental adaptation strategies of organizations:
(a) the ‘H’ (from ‘human’) type which emphasizes inductive and incremental
adaptation with a heavy relative weight on the human factor; (b) the ‘V’ (from
‘venture’) type, which mainly adapts through creative innovation; (c) the ‘B’
(from ‘bureaucratic’) type, in which organizations adapt mainly through pro-
duction efficiency and cost reductions; and (d) the ‘S’ (from ‘strategy’) type in
which environmental opportunities and threats are anticipated through ra-
tional-analytic strategic planning and heavy reliance on resource deployments
as a means of adaptation; asserting that Japanese companies, largely due to
cultural biases, are closer to the ‘H’ model, while the ‘average’ American com-
pany adopts the ‘S’ model of adaptation to the environment. In another study
including the same countries, a relationship between national culture and
managerial preferences towards different generic strategies could be deter-
mined (Kotha et al. 1995). In an in-depth study of hotel managers in Hong
Kong, Gamble and Gibson (1999) observed that culture can also have an ef-
fect on information flows.

Table 6.1 provides an overview of empirical studies on cultural influences
on strategic planning and decision-making processes.
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Table 6.1 Overview of empirical studies exploring cross-cultural differences in the
strategic decision process

strategic issue
interpretation

169 executives
from 16 coun-
tries

Study Research topic | Type Sample Main findings

Kagono et al. Cultural differ- | Quantita- | 227 U.S. and Major differences were

(1985) encesin U.S. tive 291 Japanese found in the strategies and
and Japanese firms strategy-making approaches
firms' adapta- of U.S. companies (e.g. spe-
tion strategies; cific definitions of their do-
differences in main, financial management
U.S.and approach, logical deductive
Japanese reasoning) and Japanese
strategies and companies (e.g. broad
organizations direction, human resource-

orientation, inductive,
incremental reasoning);
There are also major differ-
ences in how organizations
adapt to their environment
in the two countries.

Sallivan and Cultural Quantita- | Senior man- Americans managers tend

Nonaka (1988) | difference in tive agers (75 from | to categorize strategic issues
strategic issue the U.S. and as opportunities, Japanese
categorization 422 from managers as problems.

Japan)

Haiss (1990) Cultural Qualita- Qualitative: Planning systems and pro-
influences on tiveand | 28 American cesses vary among cultures.
strategic quantita- | bank execu-
planning in tive tives;
banks quantitative:

501 chief plan-
ning managers
and senior ex-
ecutives of
banks on 4 con-
tinents (except
Africa)

Hegarty and Cultural differ- | Quantita- | 75 manufactur- | Some support was found for

Hoffman (1990) | ences in strate- | tive ing firms in 9 cross-cultural differences in
gic planning countries (a) the planning horizon and
and perform- (b) the commitment to
ance using planning systems.

Schneider and | Cultural Quantita- | 134 MBA National culture has an

DeMeyer (1991) | influence on tive students and influence on how strategic

issues are interpreted
(especially on the inter-
pretations as a crisis, threat,
difficult, urgency, and
certainty). Culture also
affects strategic responses.
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Study Research topic | Type Sample Main findings

Hoffman and Cultural differ- | Quantita- | 361 top man- | Top management influence

Hegarty (1993) | ences in top tive agers from 97 | on innovations is explained
management manufacturing | more by executive charac-
influence on business units | teristics than by environ-
innovation in 9 countries mental factors. Culture has a

moderating effect on ad-
ministrative innovations, but
not on product/market
innovations.

Kotha, Dunbar, | Cultural differ- | Quantita- | 160 managers | While U.S. managers
and Bird (1995) | ences in tive inthe U.S.and | emphasize a narrow range
emphasis on Japan of competitive methods to
generic differentiate, the Japanese
competitive use a much broader range of
methods competitive methods in
their strategies.
Shane, Cultural Quantita- | 1,228 individ- A relationship between
Venkatraman, | differencesin tive uals from cultural values and
and MacMillan | innovation 30 countries innovation championing
(1995) championing (members of 4 | strategies was found.
Strategies different firms)
Hitt, Dacin, Cultural differ- | Quantita- | 199 top execu- | Cultural differences in stra-
Tyler, and Park | ences in tive tives from the | tegic orientation between
(1997) executives’ U.S. and Korea | the U.S. and Korea exist: U.S.
strategic executives emphasize dis-
orientation counted cash-flow, ROl and
projected demand; Koreans
emphasize growth and
expansion.
Geletkanycz Cultural Quantita- | 1,540 managers | Individualism, uncertainty
(1997) influence on tive from 20 nations | avoidance, power distance,
executives' and short-term orientation
commitment were found to be correlated
to the strategic with executives’ commit-
status quo ment to the status quo.
Hennart and National origin | Quantita- | 401 Japanese Cultural characteristics of
Larimo (1998) influences on tive and Finnish the home country were not
multinational (based on | companies that | found to exert significant
strategies secondary | entered the influence on international
data) U.S. market subsidiary ownership
strategies.
Harris and Differences in Qualita- CEOs of one Considerable differences
Ghauri (2000) strategy for- tive Dutch and one | were found in how business
mation based (explora- | Scottish firm leaders in the two countries
on national tory in- (medium-sized; | see overall strategic aims.
differences in depth from the elec- | These differences were
values case tronic hardware | associated with national
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Study Research topic | Type Sample Main findings
examin- | and software values. There were less
ation) industry) marked differences in
strategy content.
Markéczy Cultural Qualita- | 5 Hungarian National culture has no
(2000) differences in tive (mul- | companies re- | major effect on strategy-
strategy-related | tiple case | cently acquired | related beliefs.
beliefs design) by Anglo-Saxon
partners
Steensma, Cultural differ- | Quantita- | 1,846 SMEsin | Entrepreneurs from more
Marino, and ences in atti- tive 7 countries masculine and more indi-
Weaver (2000) | tudes towards vidualistic societies have
cooperative lower appreciation for
strategies cooperative strategies.
Parnell (2004) Cultural differ- | Quantita- | 402 middle and | There are cultural differ-
ences in strate- | tive upper level ences in managers'’ strategic
gic philosophy managers from | philosophies (e.g. U.S.
between Texas (U.S.) and | managers see strategy more
American and Mexico as an art, Mexican managers
Mexican more as a science; American
managers managers were more likely
to emphasize strategic
flexibility, Mexican ones
strategic consistency). No
significant differences were
found in risk perceptions
and process control.
Barr and Glynn | Cultural Quantita- | 276 partici- Differences in controllability
(2004) differences in tive pants of MBA perception in situations
strategic issue and executive | interpreted as threat and
interpretation education pro- | opportunity were found be-
grams in the tween cultures with differ-
U.S., the United | ent uncertainty avoidance
Kingdom, and levels. No such association
Austria could be determined for
other cultural dimensions
such as individualism, mas-
culinity, or power distance.
Hoffman (2007) | Cultural Quantita- | 75 managers Culture had little direct or
influence on tive from manufac- | independent relationship to
the strategic turing firms in | planning. The strength of
planning 9 countries the planning-performance
process and relationship, however,
performance varied by culture.
relationship
Ayoun and Influence of the | Quantita- | 248 hotel top The cultural dimension of
Moreo (2008) cultural dimen- | tive managers from | uncertainty avoidance

sion of un-
certainty avoid-

the U.S.,
Thailand,

showed no significant
influence on the approach
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Study Research topic | Type Sample Main findings
ance on Malaysia, and that managers adopt to-
strategy Turkey wards developing business
development strategies.

Stewart, May, Cultural differ- | Quantita- | 103 entre- No significant differences in

and Kalia (2008) | ences in tive preneurs from | environmental perception
environmental single-business | and scanning behaviours
perceptions firms in the between U.S. and Indian
and scanning United States entrepreneurs could be

and India determined.

Source: Author

As can be seen from Table 6.1, empirical studies remain inconclusive as to
whether national culture does have an influence on strategic decision-making
processes (as was found, for instance, by Schneider and De Meyer 1991; Gelet-
kanycz 1997) or not (supported, for example, by the research of Markdczy
2000; or Hoffman 2007), leading a proponent of the latter opinion to pose
the question: “Are Cultural Differences Overrated?” (Markdczy 2000, p. 438,
capital letters in the original).

A more differentiated conclusion was made in Papadakis et al.’s (1998) study
of contextual factors’ influence on strategic decision-making processes: While
some of their findings support the ‘culture-free’ argument, others, like the role
and relevance of decision-specific characteristics (for instance the magnitude
of impact of a decision, frequency/familiarity, or perceived threat), can be inter-
preted as ‘culture specific’ So the argument is that whether culture has an influ-
ence or not depends on the type and characteristics of a strategic decision.

On the other hand, the findings of Barr and Glynn (2004) imply that while
some cultural dimensions have an effect on strategic decision-making pro-
cesses, others do not. Therefore, hypotheses on possible cultural influences
on the strategic adaptation process are proposed on the level of individual cul-
tural dimensions.

6.1 Hypotheses on cultural influences on strategic issue
diagnosis

As discussed in chapter 3, managers make sense of the stimuli from an organ-
ization’s environment through the process of strategic issue diagnosis (Dut-
ton et al. 1983). Issues can be interpreted as opportunities and threats (Dut-
ton and Jackson 1987), with both categories not being mutually exclusive
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(Gilbert 2006). Further interpretations of strategic issues include urgency (the
perceived importance and time-pressure of taking action) and feasibility (the
perceived possibility to resolve an issue) (Dutton and Duncan 1987). It was
pointed out by Barr and Glynn (2004) that although studies on cultural influ-
ences on opportunity/threat interpretations exist, there is a research deficit in
testing cultural variations on other strategic issue labels.

Through the strategic issue diagnosis process, meaning is put on environ-
mental events or developments. Dutton et al. (1983) suggested that individ-
uals’ beliefs and the way they ‘view the world’ affect the process of strategic
issue analysis. The way in which individuals view the world, the values and
beliefs held by them, in turn, are influenced by national culture (Brockner
2003; Dickson et al. 2004). Thus, it was concluded by Schneider and De
Meyer (1991) that national culture has an impact on the interpretation of
and response to strategic issues. Particularly, they also detected influences of
national culture on whether an issue is seen as a crisis, or whether it is seen
as a threat (Schneider and De Meyer 1991). In one additional example of re-
search supporting these results, Sallivan and Nonaka (1988) observed that
Japanese managers are more likely to interpret issues as threats than their
U.S. American counterparts.

In chapter 5, differences in national cultural dimensions between Austria
and Slovenia were presented. Building on these findings, hypotheses on po-
tential differences between the two countries in strategic issue diagnosis are
derived.

It was revealed that Austria has a higher score on the performance orienta-
tion dimension than Slovenia. This suggests a stronger tendency towards
thriving to meet high standards, setting challenging goals, and having both a
sense of urgency and a greater sense of control (Javidan 2004). The higher
sense of urgency can be directly linked to the strategic issue diagnosis concept
of ‘urgency’. Therefore,

Hypothesis 2a: Urgency interpretations of economic crises will be higher in
cultures with a higher degree of performance orientation.

The strategic issue interpretation category of ‘feasibility’ includes whether
causal relationships regarding the issues are understood and if they are per-
ceived as manageable or controllable (Ginsberg and Venkatraman 1995). It
can be assumed that individuals who generally have a greater sense of control
over their environment also show a tendency towards seeing strategic issues as
more controllable. As having a sense of control is another major factor of the
performance orientation cultural dimensions, this leads to:
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Hypothesis 2b: Feasibility interpretations of economic crises will be higher in
cultures with a higher degree of performance orientation.

Trying to assert control over the environment rather than being in harmony
with the environment has also been strongly associated with the cultural di-
mension of assertiveness, on which Austria also scored higher than Slovenia
(Den Hartog 2004). The hypothesis presented above can thus be complemen-
ted as follows:

Hypothesis 2c: Feasibility interpretations of economic crises will be higher in
cultures with a higher degree of assertiveness.

The cultural dimension of future orientation describes the propensity to-
wards delaying instant gratification in exchange for more long-term success
and a tendency towards longer-term strategic and planning orientation (Ash-
kanasy et al. 2004). In the short run, major economic crises tend to negatively
impact on businesses (with the notable exception of counter-cyclical busi-
nesses such as insolvency lawyers) due to negative demand effects. Therefore,
it can be assumed that if an economic crisis is just viewed from a short-term
perspective, it will rather be seen as a threat than as an opportunity. Reces-
sions, however, can also hold opportunities. Investing more than the competi-
tion on the lower end of the business cycle can lead to significant gains in mar-
ket share (Pearce and Michael 2006), for example, and also competitive firms
may be available for acquisitions at low market prices in an economic down-
turn. The potential gains of recessions, however, usually only manifest them-
selves during the time of recovery. A more long-term orientation is therefore
needed to recognize them as opportunities. Seeing opportunities in economic
crises can thus be linked to a higher level of future orientation. Therefore, the
next hypothesis is:

Hypothesis 2d: Opportunity interpretations of economic crises will be higher
in cultures with a higher degree of future orientation.

People who do not like uncertainty will most likely interpret any radical
changes — and negative ones in particular — as a threat. Societies with high un-
certainty avoidance levels were found to be more risk-averse and less in favour
of change (Sully de Luque and Javidan 2004). A major global economic crisis
implies a high degree of uncertainty and risk. Therefore, it can be assumed
that it will be perceived as a threat in societies with high levels of uncertainty
avoidance. The last hypothesis on cultural influences on strategic issue diag-
nosis is proposed as follows:
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Hypothesis 2e: Threat interpretations of economic crises will be higher in cul-
tures with a higher degree of uncertainty avoidance.

Figure 6.2 summarizes the hypotheses on the influence of cultural dimen-
sions on strategic issue diagnosis.

PERFORMANCE H2a + > Urgenc
ORIENTATION gency
H2b +
ASSERTIVENESS Feasibility
H2c +
AL H2d + > Opportunit
ORIENTATION i Y
+
UNCERTAINTY H2e > Threat
AVOIDANCE

Fig.6.2 Hypotheses on cultural influences on strategic issue diagnosis

Source: Author

6.2 Hypotheses on cultural influences on strategic action
in response to the economic crisis

Schneider and De Meyer (1991) found that national culture appears to have
an effect on both internally-directed and externally-directed strategic re-
sponses to environmental change. A global economic crisis as an example for
a major environmental change can lead to a number of strategic reactions of
organizations, which were described in more detail in chapter 4. They were
classified into (a) rationalization versus protection/pre-emption strategies,
(b) focus on the core business versus diversification strategies, and (c) intern-
ally-directed versus externally-directed strategies.

To point out one specific area of internally-directed strategic action which
may be susceptible to cultural influence, control systems can be tightened in
the face of a crisis. Inclination towards tighter control has been associated
with two cultural dimensions: performance orientation (with a tendency to
use more formal performance review and rewards systems (Javidan 2004))
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and uncertainty avoidance (as societies with higher levels of uncertainty
avoidance tend to use more rules and formalized modes of interaction (Sully
de Luque and Javidan 2004)). It can therefore be assumed that managers from
societies that score higher on these both dimensions (like Austria did com-
pared to Slovenia!®) will also be more likely to resort to control-enhancing ac-
tion when faced with major environmental change in form of an economic
crisis:

Hypothesis 3a: Control-enhancing strategic action in economic crises will be

more common in cultures with a higher degree of performance orientation.

Hypothesis 3b: Control-enhancing strategic action in economic crises will be
more common in cultures with a higher degree of uncertainty avoidance.

Effects of differences in uncertainty avoidance levels on strategic decision-
making have also been identified in other domains of strategic research. In
an empirical study, Shane et al. (1995) found that the lower the level of uncer-
tainty avoidance, the higher the preference for overcoming organizational in-
ertia to innovation by violating organizational norms, rules, and procedures.
Kogut and Singh (1988) found that higher levels of uncertainty avoidance in
an investor’s home country led to a preference for greenfield investments over
acquisitions. Uncertainty avoidance has been related not only to a higher de-
gree of formalization, but also to managerial resistance to change (Geletka-
nycz 1997) and lower willingness to take risks (Sully de Luque and Javidan
2004). Strategies involving new markets and new products — or diversification
strategies according to Ansoff’s (1965) famous matrix — are by definition stra-
tegies that involve major changes in the product/market domain. Thus,
although diversification as such is often associated with a spread of risk, the
step of diversifying also includes risks, as companies step on new, unknown
terrain. These strategic changes and the risks involved might be unattractive
for people who show a higher degree of uncertainty avoidance and who there-
fore presumably feel more comfortable in a known product and market envir-
onment. This leads to the following:

Hypothesis 3c: In cultures with a higher degree of uncertainty avoidance,
focus on the core business will be a more common strategy when facing a situ-
ation of economic crisis.

10 cf. chapter 5.
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Hypothesis 3d: In cultures with a higher degree of uncertainty avoidance, di-
versification strategies will be less common when facing a situation of eco-
NOMIIC Crisis.

Future orientation can also have an impact on the choice of strategic action in
times of a crisis. In his study of recession strategies, Whittington (1991) sug-
gested a link between low future orientation and the use of rationalization
strategies, which are most likely to yield immediate results. Higher future
orientation, on the other hand, favours counter-cyclical (protection or pre-
emption) strategies, as their success is usually only visible after a recovery of
the economy. Therefore, it is only possible to see the value of these strategies
if a long-term perspective is adopted. Building on Whittington’s argument,
the following hypothesis can be proposed:

Hypothesis 3e: A higher degree of future orientation in a society will lead to a
higher use of protection or pre-emption strategies when facing a situation of
economic criss.

The cultural dimension of future orientation could also be linked with the
propensity of an organization to diversify during times of economic crisis. A
higher degree of diversification as it was defined for the purposes of this book
means investing into new products or product categories, entering new mar-
kets with existing products, or also opening up new product/market combin-
ations. All of these ventures usually do not show short-term results, but are
strategic steps which reap profits only after the new products or markets are
developed. A long-term perspective is needed to see the potentials of diversifi-
cation strategies in times of economic crisis. Therefore,

Hypothesis 3f: The use of diversification strategies in economic crises will be
more common in cultures with a higher degree of future orientation.

Figure 6.3 provides an overview of the hypotheses on cultural influences on
strategic action in response to the economic crisis.
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PERFORMANCE H3a + ei:;‘:gllg
ORIENTATION seton
H3b +
UNCERTAINTY H3c + N Focus on core
AVOIDANCE business
H3d -
FUTURE H3f + o rgiies
ORIENTATION Diversification

H3e + { Protection/pre-
emption

Fig.6.3 Hypotheses on cultural influences on strategic responses to the economic crisis

Source: Author

6.3 Hypotheses on cultural influences on political and
decision behaviour in strategic decision-making
processes

Culture influences political prioritization in a way that it affects (a) what
people consider as valuable and worth fighting for, (b) the context of dis-
putes, and (c) the ‘rules’ of politics (Ross 2000). Laurent (1983) found that
national differences exist in how strongly managers perceive their organiza-
tions as political systems: while the political role is strongly emphasized, for
instance, in France and Italy, Danish and British managers, on the other
hand, showed a significantly lower political orientation. In this section, pos-
sible cultural influences on the political dimension of group decision pro-
cesses in strategic adaptation processes are hypothesized. Following the argu-
mentation about political behaviour in subchapter 3.8, strategic decision
processes differ (a) in whether the decisions are made by individuals or by
groups; (b) in the amount of cognitive and affective conflict involved; (¢) in
the amount of political behaviour (i. e. forming coalitions to ‘push through’ a
favoured strategy) involved; and (d) whether mainly formal or informal ways
are used to influence decision-making. In the following, the potential influ-
ence of differences in cultural dimensions on these political characteristics of
decision-making processes will be evaluated.
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High levels of performance orientation are associated with valuing com-
petitiveness and a drive to achieve targets, while societies with lower scores
on this cultural dimension tend to value loyalty, relationship, and co-opera-
tive spirit (Javidan 2004). It can be assumed that in a social environment in
which competitiveness is more important than loyalty and co-operation, we
can also find a higher level of political behaviour as a means to reach indivi-
dual and group targets. Consideration of effects of political behaviour on rela-
tionships would also be less important in high performance orientation cul-
tures. Therefore,

Hypothesis 4a: A higher degree of performance orientation in a will lead to a
higher amount of political behaviour in strategic decision-making processes.

Loyalty, warm relationships, modesty, and tenderness are also linked with so-
cieties that show a low level of assertiveness, with dominant and tough behav-
iour and competition being more valued in high assertiveness societies (Den
Hartog 2004). Therefore, also because there is no contradiction as Austria
scores higher than Slovenia on both dimensions, performance orientation
and assertiveness, we can complement the hypothesis above with:

Hypothesis 4b: A higher degree of assertiveness in a society will lead to a
higher amount of political behaviour in strategic decision-making processes.

The different levels of assertiveness which were determined between Austria
and Slovenia could also lead to different ways of handling conflict. The results
of Meierewert’s (2009) study indicate that while in the Austrian business cul-
ture, mistakes are openly discussed and revised and conflicts need to be re-
solved, in Slovenia a tendency towards indirectly indicating mistakes and con-
flict avoidance prevails, reflecting the high value the society places on
harmonious relationships. According to Meierewert (2009), Slovenes “are
amazed about the fact that Austrians criticise each other, that employees
openly criticise their bosses [...] Slovenes distinguish between fact and per-
son, but if they are criticised (by Austrians for example), they feel personally
attacked” (p. 130). To test whether higher assertiveness levels in societies lead
to higher levels of (open) conflict in strategic decision-making processes, the
following hypotheses are proposed:

Hypothesis 5a: A higher degree of assertiveness in a society will lead to a
higher amount of affective conflict in strategic decision-making processes.
Hypothesis 5b: A higher degree of assertiveness in a society will lead to a
higher amount of cognitive conflict in strategic decision-making processes.
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It can be assumed that one cultural dimension which particularly affects polit-
ical processes within organizations is in-group collectivism versus individual-
ism. In a seven-countries study of 1,846 SMEs, Steensma et al. (2000) found
that individualism had a negative influence on how co-operative strategies
were appreciated by entrepreneurs. A recent study of 41 societies including
Slovenia showed that higher levels of individualism were negatively related to
organizationally beneficial ethics (Ralston et al. 2009). Gulev’s (2009) re-
search indicated that, compared to Austria, in Slovenia there is a tendency to-
wards more long-term and closer connections between group members, lead-
ing to a stronger sense of unity, favouring group decision making. It was also
observed that the most-used leadership style of Slovene managers is one in
which subordinates are consulted before making a decision, with a subse-
quent expectation that everyone — regardless of their prior preference — would
commit to the execution of the decision (Kovac and Jesenko 2003). The cul-
tural dimension of in-group-collectivism has been generally related to more
collective group decision-making in important situations on the one hand,
and to avoiding, compromising, or accommodating behaviour in potential
conflict situations as opposed to favouring direct and open conflict (Gelfand
et al. 2004). Therefore, the following relationships are suggested:

Hypothesis 6a: A higher degree of in-group collectivism in a society will lead
to a higher amount of group decisions in strategic decision-making processes.

Hypothesis 6b: A higher degree of in-group collectivism in a society will lead
to a lower amount of affective conflict in strategic decision-making processes.

Hypothesis 6¢: A higher degree of in-group collectivism in a society will lead
to a lower amount of cognitive conflict in strategic decision-making processes.

Hypothesis 6d: A higher degree of in-group collectivism in a society will lead
to a lower amount of political behaviour in strategic decision-making pro-
cesses.

Researchers of the GLOBE study established a link between higher uncer-
tainty avoidance in societies and the level of using more formalized inter-
action based on rules and procedures (Sully de Luque and Javidan 2004).
Consistent with the low uncertainty avoidance level in Slovenia, Gredeland
(2007) found that informal contacts and networks play an important role in
Slovene politics and business. Lower degrees of uncertainty avoidance in so-
cieties were also linked with a preference to violate organizational norms and
rules for achieving innovative change (Shane et al. 1995). Informal behaviour
is one way to circumvent the existing formal decision-making procedures in
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an organization. It can therefore be suggested that also in strategic decision
processes, informal ways of influencing prevail in societies with lower uncer-
tainty avoidance levels, leading to the following:

Hypothesis 7: In societies with a lower degree of uncertainty avoidance, infor-
mal ways of influencing will be more common in strategic decision-making
processes.

An overview of the hypotheses on cultural influences on political and decision
behaviour in strategic decision-making processes when adapting to major en-
vironmental changes is presented in Figure 6.4.

H4a + Extent of
PERFORMANCE ;olitical
ORIENTATION behavior

Héd -

Hab +
H5a + Extent of
ASSERTIVENESS affective
conflict
H5b +
Héb -

OROUP Extent of
cognitive
COLLECTIVISM Héc - conflict

H6a +
Group
decisions
UNCERTAINTY H7 - 3 |:1;0v;ﬂ1:|

-

AVOIDANCE influence

Fig.6.4 Hypotheses on cultural influences on political and decision behaviour in stra-
tegic decision-making processes

Source: Author

In order to test the hypotheses about possible cultural influences on strategic
adaptation processes, a quantitative study was conducted among managers in
Austria and Slovenia. Its methodology and results are presented in chapters 8
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and 9. Before that, mainly for two reasons, (a) to check the plausibility of the
developed models and hypotheses, and (b) to gather additional empirical in-
formation before the final design of the quantitative study, a preliminary
qualitative study was conducted, consisting of 12 personal interviews with
top managers in Austria and Slovenia about the strategic adaptation processes
to the 2008—09 financial and economic crisis within their organizations. The
following chapter 7 reports on the methodology and results of this prelimin-
ary study.
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7 Qualitative study: management
interviews about strategic adaptation
to the financial and economic crisis

Before the main quantitative study, a qualitative pre-study was conducted
among twelve top managers of Austrian and Slovene companies, following
Peng et al’s (1991) recommendation that a qualitative approach should al-
ways complement a quantitative study to deal with the cultural subtleties in-
volved in cross-cultural research.

A guided, semi-structured face-to-face interview design was used in order
to make sure that, on the one hand, all relevant topics of the subsequent quan-
titative study will also be covered in the qualitative pre-study, while, on the
other hand, also leaving room for a more in-depth investigation of the stra-
tegic adaptation processes in the individual companies. The questions were
grouped around three main topics: (a) the perception of the 2008—09 finan-
cial and economic crisis in both Austrian and Slovene companies; (b) the stra-
tegic actions organizations in both countries were taking in response to the
crisis, and (c) the extent and types of political behaviour and conflict in the
decision-making processes of strategic adaptation to the crisis.

7.1 Sample and data collection of the qualitative study

Qualitative pre-studies should ideally be conducted with a set of interviewees
similar to the respondents of the main quantitative study (Davis 2000). There-
fore, the interviews were equally split between six Austrian managers and six
Slovene managers. Also, to account for possible size effects, half of the inter-
views were conducted with representatives from small and medium-sized
companies with less than 50 million Euro annual turnover and less than
500 employees, the other half with top managers from large corporations
with more than 100 million Euro turnover and more than 1,000 employees.
In order to avoid across-country effects, it was made sure (a) that respondents
were of the same nationality as the company they were working for, and
(b) that only companies with a majority ownership held in their own country
were included in the sample. A variety of industries was included from both
the manufacturing and services sectors, thus favouring width of possible crisis
issue interpretations and strategies over strict statistical comparability, follow-
ing the nature of a qualitative pre-study as opposed to the subsequent quanti-
tative study designed to test the hypotheses.
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7 Management interviews about strategic adaptation to the financial and economic crisis

All interview partners were assured full anonymity and confidentiality.
Therefore, the companies’ names are not disclosed but coded, indicating the
location (‘AUT’ for Austria, ‘SLO’ for Slovenia) and the size of the organization
(‘S for small and medium-sized enterprise, ‘L’ for large-scale corporation).
Table 7.1 provides an overview of the interviewees and their company affiliation.

Table 7.1 Overview of the companies and interviewees of the qualitative study

Company | Nationality | Size Industry Interviewee
code
AUT-S 1 Austrian SME Service Deputy managing
(< 50 mio. EUR turnover, director
<500 employees)
AUT-S 2 Austrian SME Service CEO

(< 50 mio. EUR turnover,
<500 employees)

AUT-S3 Austrian SME Production | CEO
(<50 mio. EUR turnover,
<500 employees)

AUT-L1 Austrian LARGE Financial CEO
(> 100 mio. EUR turnover, service
> 1,000 employees)
AUT-L2 Austrian LARGE Financial CEO
(> 100 mio. EUR turnover, service
> 1,000 employees)
AUT-L3 Austrian LARGE Production | Member of the
(> 100 mio. EUR turnover, & service management board
> 1,000 employees)
SLO-S1 Slovene SME Production | Member of the
(< 50 mio. EUR turnover, management board
<500 employees)
SLO-S2 Slovene SME Production | CEO
(<50 mio. EUR turnover, & service
<500 employees)
SLO-S3 Slovene SME Retail CEO
(<50 mio. EUR turnover,
<500 employees)
SLO-L1 Slovene LARGE Retail Member of the
(> 100 mio. EUR turnover, management board
> 1,000 employees)
SLO-L2 Slovene LARGE Service CEO

(> 100 mio. EUR turnover,
> 1,000 employees)

SLO-L3 Slovene LARGE Production | Managing director
(> 100 mio. EUR turnover,
> 1,000 employees)

Source: Author
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The twelve semi-structured interviews were voice-recorded and transcribed.
All interviews were conducted in May—July 2010 by the author at the com-
pany locations in Austria and Slovenia. While the interviews with Slovene
managers were taken in English, the interviews in Austria were conducted in
German and then translated by the author into English for further analysis.

As all the interviews were conducted by the same researcher, possible
ethnocentric researcher bias needs to be taken into consideration. This is mi-
tigated by the fact that the author worked as a managing director himself in
both countries, Austria and Slovenia. Being of Austrian nationality, however,
culturally induced bias cannot be completely ruled out.

7.2 Methodology of analysis of the qualitative study

Content analysis was chosen as the method to analyze the qualitative data.
The core of the content analysis approach is the creation of categories which,
in this case, are derived from the theoretical framework of this study. The cat-
egories need to be based on the contents and constructs of the hypotheses,
should be unambiguous as well as independent and delineated from each
other (Atteslander 2008). The 7-step content analysis technique of ‘structur-
ing’ as suggested by Mayring (1994) was applied:

1. First, the key structuring dimensions were defined, based on the theoretical
concepts described in chapters 3 and 4. Threat and opportunities, feasibil-
ity, and urgency were set as the basic categories for the strategic issue diag-
nosis part. The strategic reactions to the financial and economic crisis were
categorized into (a) protection/pre-emption versus rationalizing action;
(b) focus on the core business versus diversification action; and (c) other
internally-directed actions (tightening control systems, process improve-
ment, and management changes) and other externally-directed actions
(market penetration strategies, pressure on suppliers, and changes in pri-
cing strategy). Further categories include the extent of political behaviour
in the strategic decision-making process, the extent of conflict in the stra-
tegic decision-making process, individual versus group decision-making,
and the extent of informal influence in the strategic decision-making pro-
cess.

2. Second, parameter values were set for each of the categories (as shown in
Table 7.2).
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. Definitions were found for each parameter value, together with anchor
statements and rules for cases ‘at the border’ of the parameter values. This
provided a guideline for the coding process.

. The transcribed material was scanned for statements which fall into the
categories described above.

. The statements were assessed according to the coding guideline, thus de-
termining the parameter value for the individual categories. If it was not
possible to identify any statements for a certain category, this was marked

with ‘N/A’ in the results table.
6. The category system was iteratively adapted during the process.
7. The results of the content analysis process were set out in tables, which
also contain illustrative example statements from the interviews.

Table 7.2 Overview of categories and parameter values for the qualitative content

analysis
Area of analysis Category Parameter values
Strategic issue Opportunity Low, Medium, High
diagnosis Threat Low, Medium, High
Feasibility Low, Medium, High
Urgency Low, Medium, High

Political behaviour
& conflict

Extent of political behaviour

Low, Medium, High

Extent of conflict

Low, Medium, High

Individual/group decisions

Mainly individual decisions,
Mainly group decisions

Informal ways to influence

Low, Medium, High

Strategic action

Protection/pre-emption

Research & development,
technology, quality, human
resources, production,
logistics, marketing, sales,
customer service,
administration

(multiple allocation possible)

Rationalizing

Research & development,
technology, quality, human
resources, production,
logistics, marketing, sales,
customer service,
administration

(multiple allocation possible)
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Area of analysis

Category

Parameter values

Focus on core business/
diversification

Reduce to the core business
New markets

New products/product lines
New products in new markets
(multiple allocation possible)

Other internally-directed
action

Control-enhancing action
(performance control,
working capital control,
centralization of decision-
making)

Business process improve-
ment

Changes in the management
team

(multiple allocation possible)

Other externally-directed
action

Market penetration strategies
(customer acquisition,
customer retention, changes
in the distribution policy,
improving existing products),
Pressure on suppliers
Changes in pricing (decrease,
hold, increase)

(multiple allocation possible)

Source: Author

7.3 Results of the qualitative study

In this sub-chapter, the results of the qualitative study are presented. In the

first part, it is evaluated how managers in Austria and Slovenia noticed and

interpreted the 2008—09 global financial and economic crisis. This is followed

by a more in-depth investigation of the processes of deciding for strategic ac-

tion in response to the crisis and of possible political behaviour within these

processes. Finally, the different strategic actions taken by the companies when

facing the major change in their organization’s environment are discussed.
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7.3.1 Strategic issue diagnosis in Austrian and Slovene companies
Threat perception of the financial and economic crisis

How the financial and economic crisis was perceived in terms of threat and
opportunity is reported in Table 7.3. Threat perceptions varied considerable
between the individual firms from quite low (“We saw the crisis negatively
only for a short time” (AUT-S 2)) to very high (“ .. we assessed the threat poten-
tial as very high” (AUT-L1)). The economic downturn as a major environ-
mental change was perceived either

(a) through external observation of negative impacts on other companies or
the economy as a whole both domestically or internationally (e. g. “One of
our main partners in a deal was massively affected” (AUT-12); .. in spring
2009 when the first companies started to fire people [...] That was the first
time that we thought that maybe this could touch us.” (SLO-S 3); “We actu-
ally saw the crisis coming because we have a lot of contacts abroad through
different associations.” (SLO-L1)); or

(b) through internal impacts on company performance before any outside
developments were noticed (e. g. .. results went down. And I asked myself
what we did wrong [...] And then we heard that everything around is the
same. And we then found out that it’s not our fault, that we are not the only
one.” (SLO-S 2); “The first signal was a problem with cash flow.” (SLO-S 1)).

No clear patterns of differences in threat perceptions emerge between Aus-
trian and Slovene companies or between SMEs and larger corporations. Only
in the financial services industry, a consistent perception of the crisis as a de-
velopment with a very high threat potential could be determined.

Opportunity perception of the financial and economic crisis

As with threat perception, also the assessment of potential opportunities
opening up in the wake of the financial and economic crisis situation differed
significantly between the individual companies. Some general trends that
emerge from the opportunity assessments of Austrian and Slovene managers
are:

e Although both Austrian and Slovene managers varied in their opinions on
the crisis as an opportunity, four out of five assessments of the crisis bear-
ing low or low to medium opportunity were made by Slovene managers
while three out of four high opportunity assessments were made by Aus-
trian managers.
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o Likewise, four out of five low or low-medium opportunity statements were
made in large companies while three out of four interviewees who saw
high opportunity in the crisis were managing SMEs.

e The companies that sensed opportunities in the crisis mainly saw them in
the weaknesses of the competition and therefore in the chance to gain mar-
ket share and in the possibility to enforce internal changes.

e Six companies (AUT-S3, AUT-L1, AUT-L3, SLO-S2, SLO-S3, SLO-L3)
mentioned that the crisis bears the opportunity to change cost structures
or internal processes — changes that would otherwise be difficult to en-
force. Typical statements illustrating this point include:

“We also used the crisis as an opportunity to get rid of certain burdens of the
past.” (AUT-S 3);

“I see also an opportunity in the crisis because we can decrease our costs. [...]
I have a very good excuse.” (SLO-S 2);

“If nothing else, a crisis is a good excuse to do cost-cutting, because people are
more open to changes.” (SLO-S 3)

Thus, the crisis was also used as an argument in the ongoing internal, political
struggle for change. It could be used against the forces which are resisting
change within an organization. This was emphasized by a manager of one of
the leading Slovene production firms:

“Cost saving programs were running all of the time — but nobody wanted
really to cooperate [...] But when the crisis started, everybody was willing
really to do everything what’s needed and necessary. And we managed to cut
a lot of costs.” (SLO-L3)

This observation shows that alternatively to the general adaptation process
model presented in chapter 3 (comprising strategic issue diagnosis following
major environmental change, the creation and selection of strategic alterna-
tives, as well as subsequent strategic action), another process could also be at
work when companies experience major changes in their environment:
Dominant coalitions, who already have strategic alternatives in mind that
were politically not realizable in a certain environment, could use the environ-
mental change as a catalyzer for change. This could work in the following way:
members of the dominant as well as other coalitions who before resisted a
change agree on a common diagnosis of a strategic issue (for instance: there
is a high threat potential for the organization due to economic crisis). This
common issue diagnosis then facilitates the political feasibility and therefore
the enforceability of unpopular strategic change that was desired by the dom-
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inant coalition. Figure 7.1 visually presents this alternative model of strategic
adaptation.

Original
environmental
conditions
1. Strategic alternative
not enforceable before
external change
Strategic issue Dominant coalition Dominant coalition M
i i p . LY 5, Strategic
diagnosis of 2 createsstrategic 2  selects strategic > > actian
dominant coalition alternative alternative 2. Strategic alternative

enforceable ofter
external change

Commeon strategic
Issue diagnosis

N

Political processes

Changing
environmental
conditions

Fig.7.1 Major environmental change as a catalyzer for enabling strategic change

Source: Author

Feasibility perception of the financial and economic crisis

The most striking result of the feasibility interpretation of the crisis is that out
of six interviewees who saw the crisis as a resolvable situation (thus indicating
a high level of feasibility interpretation), five were Austrian. In all Austrian
companies except one, the financial and economic crisis was perceived as an
issue that is perfectly manageable.

A representative statement for this attitude of being in control was pro-
vided by a board member of a large Austrian company: “We were convinced
that we can do something against the crisis” (AUT-L3). There was only one ex-
ception to this general attitude in Austria — a financial institution that was
caught in the middle of the maelstrom of the financial crisis. The following
statement of the company’s CEO provides an insight into the low-feasibility
interpretation within the financial industry:

“We did all that we can do. We cannot influence the stock market. The de-
pendency on external factors was so high that the frame of action for the own
company to protect our balance sheet was getting smaller. It was like sitting in
a cottage and a hurricane is approaching. You know exactly, you cannot do
anything against the hurricane. You can just set measures to ensure that the
roof of the cottage is not falling down. Or you can go to the basement. These

168



Management interviews about strategic adaptation to the financial and economic crisis 7

types of things you can do, but you cannot do anything against the hurricane
itself — and it was a hurricane — it was not controllable any more. The market
conditions in these volatile times were in no way controllable any more, espe-
cially also in the derivates markets.” (AUT-L2)

In Slovenia, on the other hand, only one out of six interviewees was of the
opinion that there was a high degree of manageability of the crisis. The others
saw at least some degree of environmental determinism in the crisis:

“Not like something that would go by us or that we can’t do anything, but we
did not see it as something that we can change thoroughly as well” (SLO-L1)

Due to the limited representativeness of the sample, however, it cannot yet be
concluded that Austrian managers generally see crisis situation as more ‘man-
ageable’ than their Slovene colleagues. The respective hypotheses about the
link between cultures with a higher degree of performance orientation and as-
sertiveness and the prevalence of high feasibility interpretations will be tested
in the quantitative study. An overview of feasibility interpretations and also of
urgency interpretations of the financial and economic crisis by the inter-
viewed Austrian and Slovene managers is presented in Table 7.4.

Urgency perception of the financial and economic crisis

With only two exceptions (both in Austria), all interviewed managers saw the
crisis as a very urgent issue, calling for timely and rapid action. There were no
major differences between Austrian or Slovene companies or between large
and small companies. Although the timing of the first perception of the crisis
was different (for example “early summer 2008” for AUT-L2 versus “end of
2008” for SLO-L2), as soon as the issue was generally interpreted as a crisis
within the organization, most of the companies saw it as a very urgent issue
which required them to take immediate action:

“We wanted to do something urgently. [...] The crisis also gave us a kick in
the ass to start doing something new immediately” (SLO-S 3)
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7 Management interviews about strategic adaptation to the financial and economic crisis

7.3.2 Political, conflict, and informal behaviour in Austrian and Slovene
companies

Political behaviour in strategic decision-making

The extent of political behaviour varied widely between different companies
in both countries.!! No clear country- or size-related patterns emerged. Those
interviewees who assessed lower amounts of perceived political behaviour
generally emphasized consensus-orientation within the management team,
as for example

“In most issues we are on one line within the management team.” (AUT-S 1);
“It [political behaviour] is not a significant problem. Otherwise the orienta-
tion towards consensus would not work.” (AUT-L2);

“I would never organize a meeting of shareholders where I wanted a formal
vote on something, and not having them informed and having their opinion
[...] and trying to make sure that we are all ‘on the same page.” (SLO-S 3)).

In one case, it was pointed out that in the particular situation of the financial
and economic crisis there was “no time for playing any games” (AUT-L3).
Managers of other companies in both countries saw political behaviour as
commonplace in their organizations, also in times of the crisis.

The variety of political behaviour includes the spreading of rumours (SLO-
S2), “getting ammunition for your board meetings” (AUT-S2) and trying “to
find some other ways to put some pressure on other people” (SLO-S1). One
interesting comment was provided by a Slovene manager: referring to a ten-
dency in his company to put relationships over business interests, he re-
marked, “We are still a little bit in the former system regarding this part of the
business. [...] Especially on the higher level of management” (SLO-L3), thus in-
dicating that he is of the opinion that certain behavioural patterns that exist in
Slovene companies still have their roots in the communist culture in which
many managers were socialized. In contrast, the CEO of a large Austrian cor-
poration attributed the rather low perceived level of political behaviour in his
organization not to national characteristics, but to organizational culture:

“It is important to see decision processes from the point of view of our organ-
izational culture: I am in the board for 25 years, and there was only one deci-

11 See Table 7.5 for details on political behaviour and conflict in strategic decision-mak-
ing processes of adapting to the financial and economic crisis in Austrian and Slovene
companies.
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Management interviews about strategic adaptation to the financial and economic crisis 7

sion that was not taken unanimously. That means, the culture is that we want
to achieve unanimity. If we do not agree with each other in the board before,
we make one round more, and another round more — or we leave it alto-
gether.” (AUT-L2)

To summarize, the extent of political behaviour during times of an economic
crisis varies between companies within both countries under investigation.
The underlying reasons are manifold and not easily discernable.

Amount of conflict in strategic decision-making

As with political behaviour, also the amount of conflict was attributed to com-
pany culture by some respondents:

“There are different perceptions, but there are no conflicts. If there were five
real conflicts in 25 years, then that was it. This is due to the very consensual
culture” (AUT L-2)

“Usually, we get a unanimous decision at the end. |[...] We never outvoted
anybody for anything. [...] That’s the culture of the company.” (SLO-S 3)

In Austria, the amount of conflict within organizations in the strategic deci-
sion-making processes in reaction to the 2008—09 financial and economic cri-
sis varied from low (“Decision processes were generally harmonious.” (AUT L-2))
to very high (“There were a lot of conflicts over decisions. There was a lot of in-
comprehension.” (AUT-L3)), with a low conflict perception in two out of six
companies. In Slovenia, on the other hand, four out of six interviewed man-
agers said that there was not a lot of conflict involved in the process of decid-
ing on strategic action. Basically, this is in line with hypotheses 5a and 5b
(that there will be more cognitive and affective conflict in societies with a
higher level of assertiveness) and hypotheses 6b and 6¢ (that there will be
less cognitive and affective conflict in societies with a higher level of in-group
collectivism), as well as with the results of Meierewert’s (2009) study which
indicated that conflicts are more openly addressed in the Austrian business
culture, while conflict avoidance prevails in Slovenia, thus reflecting the high
value society places on harmonious relationships. However, the results are
ambiguous, as there are high and low levels of conflict experienced in both
countries. Even if conflict on the management level regarding strategic deci-
sions was low, as in the case of SLO-L3, there were other types of conflicts re-
ported in the same organization:
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7 Management interviews about strategic adaptation to the financial and economic crisis

“The problem here in the house was that the board relied on their agreements
and their communication with the labour union. But the labour union actu-
ally did not know that they had a strike. The workers actually fired their
union people. The management did not go into the communication deeper to
the factory to the regular worker [...] This was one of the few mistakes the
management made in this crisis period — overestimating the power of this un-
ion.” (SLO-L3)

Furthermore, it is interesting to notice that some managers reported that the
crisis situation generally increased the level of nervousness in the manage-
ment board, thereby also triggering more contentious behaviour:

“Maybe everybody is a little bit more nervous to get the result. [...] Everybody
is under pressure — of course, to get the figures, that we come to the point that
we promised at the beginning of the year. So I would say, if times are tough, it’s
of course more nerves involved. A little bit more conflict — yes, I would say so.”
(SLO-L2)

“In the crisis, you face more challenges in the management board. In good
times, it is easier to agree to something. In crisis times, you do not say ‘100
per cent yes’ so fast.” (AUT-S 2)

Opverall, conflict levels seem to rise across countries in the face of a major eco-
nomic crisis.

Individual or group decision-making

Regarding the question whether the decisions on actions taken to strategically
adapt to the crisis were mainly individual or group decisions, one of the most
interesting results was that some of the statements were very ambiguous, indi-
cating that both individual and group decision-processes occurred simultan-
eously in some organizations. Table 7.6 provides examples of such ambiguous
statements.
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Table 7.6 Ambiguous statements about individual and group decision-making

Company | Statements that indicate Statements that indicate

group decision-making individual decision-making

AUT-S 3 “We have a strict 4-eyes principle | “I trust the decisions of my colleague

in the board.” in his area, as well as he trusts me in
the market investment area.”

AUT-L2 “[...] the culture is that we want | “The board member responsible for

to achieve unanimity.” the specific area carries the main
responsibility [. ..] Of course there is
more weight of the CEO in board
decisions.”

SLO-S2 “It's group or team decisions.” “Being only one director is good for
the decisions. It's good to have
people around to discuss, but when-
ever it is necessary to take decisions,
it should be one.”

SLO-S3 “What I try to do is to empower “Sometimes you have to be the

the middle management to be as
strategic as possible.”

general that decides.”

Source: data analysis

There are two possible reasons for this ambiguity in decision-making pro-

cesses: either (a) the general management style is a participative one which

turns more authoritarian in times of a crisis — thus a situation-specific style is

adopted; or (b) there is a discrepancy between what managers think are socially
accepted values (e. g. “What I try to do is to empower the middle management”
(SLO-S3)) and managers’ underlying individual values, which might be
much more self-centered and authoritarian (“Sometimes you have to be the gen-
eral that decides.” (SLO-S 3)). The same Slovene manager who made these two
ambiguous statements also further elaborated on his decision-making style:

“Iliketo take suggestions from peoplewho workedin different companies or man-
agedthem. So Iusually talk to a lot of people and then make up my own mind. I
get an idea what I would do, then I talk to other people and see if they give me
the same idea — then it is o.k. If not, I listen to them, pitch my idea and see their
reaction and then kind of try to see. But sometimes, you do not have the luxury
of time to do that. And then, I rely on my guts. It’s better to decide something
and then change it if you see it’s not good than not to decide at all.” (SLO-S 3)

Although it is not easy to discern cultural differences on the individual-group
decision-making dimension, all Slovene managers (also the ones who gave
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ambiguous answers) — consistent with the usually ascribed preferences of a
more collectively-oriented culture (cf. Gelfand et al. 2004) — pointed out the
importance of group decision-making, while in two out of six Austrian com-
panies (AUT-S2, AUT-L2), the CEO was described as the clear ultimate de-
cision-maker (in sharp contrast to the statement of the CEO of one of
Slovenia’s largest companies that “I am really just one here” (SLO-L2)).
Although this is generally in line with hypothesis 6a (there will be more group
decision-making in societies with higher levels of in-group collectivism), due
to the low number of respondents, it is of course not possible to make any
general conclusions out of that.

A more detailed account of interviewees’ answers on whether decision-
processes were more individual or group-based can be seen in Table 7.7. The
same table also provides insights into the degree of informality in the strategic
decision-making processes in Austria and Slovenia.

Degree of informality in decision-making

All respondents from the Slovene sample of the qualitative study assessed a
high degree of informality in decision-making processes within their com-
panies. In Austria, on the other hand, only one interviewee pointed out a lot
of informal behaviour in strategic decision-making processes. This supports —
with the usual lack of representativeness caveat — hypothesis 7 (societies with
lower uncertainty avoidance levels will show higher degree of informality in
decision-making) and confirms findings in other research indicating rather
extensive informal behaviour in Slovenia and other former communist soci-
eties (Gredeland 2007; Fink and Meierewert 2004; Meierewert 2009). Some
Slovene managers also provided explanations for the high amount of infor-
mality in decision-making processes in their country:

“In a smaller country like Slovenia, these [informal] influences might be big-
ger.” (SLO-L1)

“We are not formal enough. I do not know why. Maybe we can say that we are
still in Balkans.” (SLO-S2)

“You have the formal way of ordering stuff, of pricing negotiations, on IT sup-
port, plus the sales conferences — and then you have the informal thing when
those guys who are really good at this, with a couple of bottles of whisky know
exactly to which responsible guy they have to go to get something they need —
and then they get it. And the other guys who don’t know how to do it, they
don’t get it. This is not good. It is a problem.” (SLO-L3)
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The last two statements show that the high degree of informality is not al-
ways seen as positive by Slovene managers, as they express their wish for more
formal decision-making processes.

In addition to cultural influences, also industry effects can be observed in
the particular case of the financial sector. The representatives from this indus-
try specifically pointed out the high degree of formalization that is prevalent
in their companies:

“The decision processes are very formalized and are incomparable with an in-
dustrial company [...] We have our internal rules of procedure, rules of com-
petency. [...] We do not have the four-eyes principle, but in effect an eight-
eyes principle.” (AUT-L1)

“There is a clear formal foundation.” (AUT-L2)

7.3.3 Strategic action in response to the 2008-09 financial and
economic crisis in Austrian and Slovene companies

Rationalization versus protection/pre-emption strategies

All companies of the sample in both Austria and Slovenia reported measures
of rationalization in response to the economic crisis (Table 7.9). Although
some mentioned ‘across-the-board’-cost cutting (“At that time we started
with reducing all costs.” (SLO-S 1); “We issued a minus 20% rule on the cost
side.” (AUT-L3)), there were specific areas of focus mentioned by each of the
interviewees. As can be seen from Table 7.8, there are no significant country-
specific differences in rationalization measures. Also, no size or industry ef-
fects could be determined.

Some cost-cutting measures which were not specifically categorized are as-
sociated with the ‘small things’ in organizations such as “lunches, drinks, ma-
terial costs” (SLO-L1). These costs are often cut as a symbolic act, “to show the
people that something is going on — that they take it seriously” (SLO-L1). The
same kind of rationale was also used in an Austrian corporation: “This went
to the point that every flight travel had to be approved by the board.” (AUT-L3).
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Table 7.8 Frequency of occurance of specific rationalization strategies

Area of rationalization Austria Slovenia Total
HR 4 5 9
Marketing 3 2 5
Production (material costs) 1 2 3
Customer service - 2 2
Quality 1 - 1
Assets 1 — 1

Source: data analysis

The most important area of rationalization in both Austria and Slovenia were
HR costs. This comprises measures such as:

Lay-offs (“We decreased our employees for almost 100 people in one year. We
had around 430, now we have 330.” (SLO-S2));

Not replacing jobs (“We only reduced a bit in HR, less than 10 per cent,
mainly through not replacing jobs.” (AUT-S 2));

Early retirement (“We thought about and implemented a very strict HR
management. [...] We thought about possibilities to send employees to retire-
ment earlier. We closely cooperated with the workers’ council.” (AUT-S 3));
Reduction of holidays and overtime (“We checked holidays and overtime.
We talked with the workers’ council to try to work together on accruals for vac-
ation, sending people to vacation, trying to decrease overtime.” (AUT-S 3));
Reduction of working hours (“We went from 40 hours to 36 hours and then
one part of the plant even to 32 hours.” (SLO-L3));

Flexible working hours (“We did — which is for sure revolutionary in our in-
dustry — a change from variable to flexible working hours, that means that we
do not pay overtime any more. There is only an account balance over a whole
year. [...] This yields a lot in terms of HR costs.” (AUT-L1));

Cutting costs of HR development (“We had one year without working on
developing young managers” (AUT-13)).

The results confirm that cutting HR costs is one of the most common
methods of ‘short-term firefighting’ (Smart and Vertinsky 1984) in response
to a crisis. There are potential negative effects of this strategy that were also
pointed out by the interviewees:

“There were some issues on the labour as well. But that is very backfiring. So
we had a little bit of problems also in 2009 and 2010 at that.” (SLO-L2)
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“There was one point where we went too far, where we had this strike for two
or three days. And this was really the point when we said ‘Now we did too
much’ [...] It was really the one point where we said we cannot press any
more on the salary part or on the payroll part, that we have to search for other
things.” (SLO-L3)

“We did one mistake. We had one year without working on developing young
managers. [. ..] We see that a whole generation is lost.” (AUT-L3)

The second-most applied rationalization strategy was cutting marketing costs
— another short-term strategy that is seen as a ‘quick win’ (“But as a marketeer
I still think that 5% of cut in marketing cost does no harm.” (SLO-L2)). How-
ever, there was also some awareness that this might not be the best strategy in
a longer-term perspective. The same executive who said that “usually we have
a [marketing] budget of 25 million. We reduced this to 10 million or even less.
This is the easiest short-term measure.” (SLO-L3) continued to acknowledge:
“But yes, if the sales go down, you should increase the marketing — but yeah ...”
(SLO-L3).

In addition to cost-cutting, generating enough sales to sustain the com-
pany was seen as a crucial factor (“We will not succeed with the cutting of costs.
We will succeed with revenues. That’s the way out.” (SLO-L2)). Keeping sales
expenses at the same level or even investing in sales was therefore also the
most-used protection/pre-emption strategy in the sample in both countries
(see Table 7.10).

Table 7.10 Frequency of occurance of specific protection/pre-emption strategies

Area of protection/pre-emption Austria Slovenia Total
Sales 3 2 5
Technology 3 - 3
HR 2 1 3
Production 1 1 2
Customer retention 1 - 1
Customer service - 1 1
Logistics - 1 1
Quality - 1 1
Marketing - 1 1
R&D - 1 1

Source: data analysis
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7 Management interviews about strategic adaptation to the financial and economic crisis

Generally, a low disposition to invest in crisis times could be observed in both
countries. This is exemplified by statements such as:

“We were cautious on the investment side.” (AUT L-2)
“We were reducing investments. [...] We do not invest in bricks, in the build-
ing. [...] We have everything.” (SLO-L3)

The only major country-specific difference in protection/pre-emption stra-
tegies can be found in the investment into technology, which was mentioned
by 50 per cent of the Austrian interviewees. One of the reasons cited was that
new technology is cheaper in times of a crisis:

“In this time, we could get this electronic advertising vehicles also a lot cheaper,
approximately 20—25 per cent in package solutions.” (AUT-S 2)

In Slovenia, in the meantime, none of the interviewees pointed out that there
were major investments into new technology (one company, SLO-S 1, in-
vested into a new machine, though staying with the same basic technology).

Focus on the core business versus diversification strategies

No clear pattern emerged on whether in response to the economic crisis com-
panies rather focus on the core business or rather diversify their portfolio
(Tables 7.11, 7.12). In both countries, Austria and Slovenia, companies applied
all kinds of strategies from a clear focus on the core business (e. g. “We are redu-
cing more to the core business [...] Everything else, for a good price, can also be
sold.” (SLO-L3)) to new product development (“We invested into new things.
In Austria, we introduced a new very cost-intensive special product offer.” (AUT-
S3)), entering new markets (“We started to be much more aggressive in Austria
and compete with Austrian companies and we are also much more with our offers
in Croatia.” (SLO-S 1)) and combined product/market diversification.

Table 7.11 Frequency of focus on the core business versus diversification strategies

Use of strategy Austria Slovenia Total
Focus on the core business 2 2 4
New products 2 1 3
New markets 0 1 1
Diversification 1 1 2
No change 1 2

Source: data analysis
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7 Management interviews about strategic adaptation to the financial and economic crisis

It is interesting to note that not only within countries, but even within the
same industries in one country, alternative approaches exist. In the Austrian
financial industry, for example, one company (AUT-L3) strictly focused on
the core business, while another one tried to capitalize on the new needs of
the market through offering new products which were particularly relevant
in a crisis situation:

“For company clients, we went strongly into the hedging and protection mar-
kets, like interest rate hedging, interest caps, swaps [...] and currency ex-
change hedging. All sorts of insurance and hedging businesses. [...] We
achieved great revenues in this area last year.” (AUT-L2)

Similarly, while one of the retail companies in Slovenia (SLO-S3) did not
change their product/market strategy, a second one — in line with the market
demand for lower-priced products'? — focused on the development of new
private label product offers:

“There were some changes in our own label products. We made more effort
and more attention to the lower-priced lines [...] because in crisis, those
come good as well. So for us, own labels were quite a big issue now in these
past two years.” (SLO-L2)

So we can see both passive approaches (no change, or change that is ‘forced’
upon the company; for example, SLO-S 1 started to market more aggressively
abroad as they saw that they could not reach their domestic revenue targets),
and very active approaches of trying to find offers which are covering needs
that emerge specifically in times of crises.

In this sample, it did not depend on country, industry, or size whether a
company focused on the core business or diversified in response to the eco-
nomic crisis. There was also no correlation between the opportunity and
feasibility perceptions of the crisis on the one hand, and the strategies on the
focus on the core versus diversification dimension on the other hand. Other
factors could be involved, such as, for instance, personal characteristics of ex-
ecutives. A more in-depth investigation into how personal characteristics of
decision-makers influence strategic action in response to major environmen-
tal changes could be an interesting path for further research.

12 DeDee and Vorhies (1998) found that a focus on lower cost products can have a posi-
tive performance effect in times of economic downturn.
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Other internally-oriented strategies

No clear country-specific patterns emerged in the use of internally-oriented
strategies other than the rationalization or holding/pre-emption strategies de-
scribed above. The two most common strategies were control-enhancing ac-
tion and process improvement (see Tables 7.13, 7.15). Control-enhancing ac-
tion thereby comprised:

More intense use of existing controlling tools (“We more strongly ques-
tioned things, and more strongly used controlling” (AUT-S 2); “We did ana-
lysis of basically everything that we do.” (SLO-S 3));

Shorter reporting cycles (“The reports from the treasury which we have got
once per week before, we then got three times per week. We introduced a daily
reporting, a daily valuation of all assets.” (AUT-L1); “When there were
monthly reports enough before, we quickly changed to weekly and in specific
areas even to daily reporting to early sense trends and developments.” (AUT-
L2));

Tighter open receivables management (“Cash was an important topic for us.
We tried to focus on due dates for payment and days of payments overdue.”
(AUT-L3); “The account receivables management was considerably tight-
ened. [...] We made the payment behaviour of certain customers a board level
task. We directly talked to some bigger customers. Told them about the prob-
lem and asked them how to solve it together. The customers were very thankful
that we called them to solve the payment problems together rather than send-
ing a letter from the lawyer — and we found that we improved the relationship
with them.” (AUT-S 3));

Centralization of decision-making (“We are generally a very decentralized
company where decision-making lies in the operative units. For this phase,
however, we withdraw some of the decision competences from the operative
units and made it compulsory to have them approved by the board. |...]
Many of the usual operating expenses like flight travel or educational expenses
were made contingent of prior board approval.” (AUT-3));

Putting an emphasis on discipline (“We had to do a lot on discipline. We
started on that.” (SLO-S 2)).

More intense use of controlling tools and tightening of open receivables man-
agement were the most cited control-enhancing action.
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7 Management interviews about strategic adaptation to the financial and economic crisis

Table 7.13 Frequency of occurance of other internally-oriented strategies

Other internally-oriented action Austria Slovenia Total
Control-enhancing action 5 3 8
Process improvement 2 4 6
Changes in organizational structure 1 3 4
Management change 1 1 2

Source: data analysis

Process optimization was used in half of the interviewed companies. One rea-
son not to use process improvement in times of a crisis was given by the CEO
of a large Austrian institution from the financial services sector: “In the main
processes, we did not change anything. We tried to keep calm there.” (AUT-12)
This indicates a view that in an already very uncertain environment, it might
not be the best response to add further uncertainty through instigating new
major changes within the organization.

Changes in organizational structure and management changes were less
frequently employed internal actions in response to the financial and eco-
nomic crisis. The CEO of a medium-sized Slovene production company,
however, decided to change almost the whole top management in the com-
pany. She remarked:

“Also, I decided to change the management. [...] because I thought that this
management would not be able to work in a new situation. [...] In our coun-
try, we can say that we are some social system still. And this is difficult. If you
think in another way, in capitalism, this is totally different than in socialism.
So this was the reason.” (SLO-S 2)

The main reason for the change in management can be interpreted as a ‘cul-
tural’ one. The statement indicates an attempt to exchange managers which
were socialized in the former, communist system with others that have been
used to a more ‘capitalist way of thinking’

Other externally-oriented strategies

Externally-oriented strategies other than those that change the product/mar-
ket domain discussed under the focus in the core business versus diversifica-
tion dimension include market penetration strategies, pressure on suppliers,
and changes in pricing strategies (see Tables 7.14, 7.15). Again, as with other
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internally-oriented strategies, no major correlations to either country or size

could be determined.

Table 7.14 Frequency of occurance of other externally-oriented strategies

Other externally-oriented action Austria Slovenia Total
Market penetration strategies 4 4 8
Pressure on suppliers 4 3 7
Changes in pricing strategy 1 3 4

Source: data analysis

Market penetration strategies are those strategies within the existing product/
market domain which actively focus on increasing sales and/or market share.
They include:

e New customer acquisition (“We had to try to win new customers, which is
also very difficult in such times.” (AUT-S 1); “We started to work hard to get
some other projects, some other jobs.” (SLO-S 1));

o Customer retention (“We decided to start a loyalty program. [...] Try to get
them locked in as soon as possible because we are able to provide a service to
them that others are not.” (SLO-S2));

e General emphasis on sales (“We concentrated on a sales offensive.” (AUT-
S2); “We try to think about how we can make revenues in all areas.” (AUT-
S 3)) and marketing (“We started to advertise our new capacity and we were
more aggressive on the market last year.” (SLO-S 1)).

Almost equally important to market penetration strategies — strategies fo-
cused on customers — were actions directed towards the suppliers. Seven out
of twelve respondents reported that they put higher pressure on their sup-
pliers, with actions ranging from contract (re-)negotiations to actual change
of suppliers. The following statement exemplifies how the pressure compa-
nies experienced due to lower demand levels in the crisis was pushed back-
wards through the value chain: “We went back to the suppliers and said: ‘Come
on, guys. We can’t work with these margins anymore.”” (SLO-S 3). A special ar-
rangement with suppliers was made by another company in Slovenia:

“If they decided to cooperate with us we obliged ourselves to buy in their shops
products in a certain amount. We agreed with the company union that in-

stead of monthly payment we will give them special coupons for that shop.”
(SLO-S1)
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7 Management interviews about strategic adaptation to the financial and economic crisis

Pricing was a topic for almost all of the interviewees. For most of them,
however, setting prices was not a strategic act in the crisis. Rather, they either
went with the flow of the general market (“Generally, price levels fell down in
one year for 15—20 per cent because of the market.” (SLO-S 1)), or they tried to
maintain price levels despite the market pressures (“We did not do price dump-
ing, but kept our prices at the same level. [...] Keeping the prices was not easy in
times of falling revenues” (AUT-S 2)). Only a third of the interviewed compa-
nies changed their pricing strategy purposefully rather than just following the
market trends. While one retailer decreased prices, three other companies in-
creased their price levels in response to the crisis. One Slovene manager was
of the opinion that “at the end, end customers will pay all this. We will be forced
fo raise our prices.” (SLO-L2).

7.4 Summary of the findings of the qualitative study

Perceptions of the 2008—09 financial and economic crisis varied widely across
the observed companies. While no significant between-country differences
could be determined in the interpretation of the crisis as a threat, Austrian
managers tended to see it more as an opportunity than their Slovene counter-
parts. Opportunities were mainly seen in the weaknesses of the competition
and the chances to gain market share, and in the possibility to enforce un-
popular changes within the organization. Building on the insight that external
change can be conducive to achieving internal change, the general model of
strategic adaptation which follows a logical chain of reasoning — from diag-
nosing an environmental change as a strategic issue to creating and selecting
alternatives and implementing strategic action — had to be complemented by
a second alternative: it is possible that dominant coalitions already have a par-
ticular change in mind that they are unable to enforce, for example for intern-
al political reasons. The change in the external environment, however, can
then work as a catalyzer for enabling strategic change, as all the former oppos-
ing parties involved realize its necessity, for instance due to a crisis situation
on the market.

Differences in strategic issue diagnosis were also found in the perception of
the crisis as something that is ‘manageable’ by a company. Five out of the six
interviewees who saw a high level of feasibility in the face of the crisis were
Austrians. However, these results need to be treated with caution, as the quali-
tative study is by no means representative. No major differences, on the other
hand, were found in urgency perceptions. In the majority of companies in
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both countries, it was seen as very urgent to take strategic action in response
to the crisis.

As with strategic issue diagnosis, there were also considerable differences
between companies in the extent of political behaviour, conflicts, and infor-
mal behaviour during strategic decision-making processes following the
major change in the external environment. While no country-specific tenden-
cies could be determined in the amount of political behaviour, ranging from
very low (“[...] no time for playing any games” (AUT-L3)) to very high (“It is
important |[...] to find some other ways to put some pressure on other people or
to lobby” (SLO-1)) in both countries, more conflicts were reported by Aus-
trian than by Slovene managers. Thus, the hypotheses on the possible influ-
ences of cultural differences in performance orientation, assertiveness, and
in-group collectivism on intra-group behaviour in strategic decision-making
were only partially supported in the area of managerial conflict.

All Slovene managers (as well as some of the Austrians) pointed out the
importance of group decision-making on strategic issues. However, there
was some ambiguity involved, as several of the interviewees emphasized both
the importance of team decisions as well as the need for the top decision-ma-
kers to decide on their own. These differences could be due to a change of
management style from participative to more authoritarian in times of a cri-
sis, or due to discrepancies between socially accepted values (“We should have
group decisions’) and managers’ individual perceptions (‘The boss needs to
decide’).

A high degree of informality in strategic decision-making processes was re-
ported especially by Slovene managers, while some were simultaneously also
expressing the wish for more formality. Industry effects could also be ob-
served. More formal decision-making processes could be found in the finan-
cial sector, for example.

The most frequently used strategic answer to the 2008—09 crisis — regard-
less of the country — was taking measures of rationalization. Cutting HR costs
in a variety of forms from lay-offs to reduced or flexible working hours as well
as reduction of holidays and overtime was by far the most common rational-
ization measure, although some managers also addressed the possible down-
sides of this short-term strategy. On the other hand, the importance of gener-
ating revenues was also acknowledged, with sales being the area in which
resources were most frequently held on the same level or were even increased.
In most other areas, there was a low inclination to invest. The only country-
specific difference on the rationalization versus holding/pre-emption dimen-
sion could be observed in the tendency of Austrian companies to invest more
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into technology also in times of the crisis. This, however, could also be due to
industry effects, as some industries are more technology-driven than others.

Strategies of diversification and strategies that focus on the core business
were quite evenly distributed, with no major national, industry, or size-specif-
ic differences. Likewise, country-specific differences were low in internally-
oriented strategies such as enhancing control, changing organizational struc-
ture and processes, or changes in the management team. Control-enhancing
action, mostly in the form of tighter controlling and reporting systems, tight-
er open receivables management, and more centralized decision-making were
very widely used across both countries, followed by process optimization in-
itiatives, which were employed by half of the interviewed companies.

Externally-oriented strategies directed towards customers (focus on sales,
customer acquisition, and customer retention) and suppliers (putting pres-
sure on them and negotiating more favourable terms) were also common in
both countries, with no major differences being observed.

Overall, a rich and diversified picture emerges of how companies in Austria
and Slovenia strategically adapted to the financial and economic crisis. While
there were a lot of individual differences, a few patterns are discernible: Sim-
ilarities between the two countries could be observed in the perception that ur-
gent action was needed in response to the crisis and in the widespread use of
rationalization strategies (mainly cost-cutting in HR), control-enhancing ac-
tion, process improvement initiatives, market penetration strategies, and put-
ting pressure on suppliers. Possible country-specific differences, on the other
hand, could be determined (a) in the perception of the crisis as an opportunity
(higher in Austria); (b) in the perception of feasibility — the extent to which the
crisis is seen as something that is ‘manageable’ (higher in Austria); (c) in the
amount of conflict involved in the strategic decision-making process (higher
in Austria), and (d) in the degree of informal influence (higher in Slovenia).
The only considerable difference in strategic rationalization or investment ac-
tion in response to the crisis was found in the higher propensity of Austrian
companies to invest into new technology also in difficult economic times.

The qualitative pre-study has significant limitations: There is limited com-
parability between the Austrian and Slovene sub-samples. Although the sub-
samples in both countries include the same number of SMEs and large enter-
prises, the interviewees are from different industries. Thus, industry effects
could overlay or neutralize country-effects. This helped — in line with the
more explorative character of the qualitative pre-study — to observe some in-
dustry-specific differences within countries. However, it once more has to be
pointed out that the results of the study cannot be generalized.
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Therefore, in addition, a broader quantitative study is needed to explore
and test whether the hypotheses developed in chapter 6 about the assumed
relationships between national cultural dimensions and the strategic adapta-
tion process can be supported or not.
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8 Methodological overview of the
quantitative empirical study

Based on the findings of the literature review and the previous qualitative pre-
study, a quantitative study was conducted with an online survey designed to
gather primary data on how managers in Austria and Slovenia perceived and
interpreted the 2008—09 financial and economic crisis as a strategic issue,
which strategic responses were taken in their organizations, and to what ex-
tent informal and political behaviour were involved in the strategic decision-
making process. This chapter provides an overview of the methodology of the
quantitative study including sample and data collection, instrument design,
methods for analysis, and measures introduced to minimize bias.

8.1 Sample and data collection

To ensure cross-cultural comparability, the sample was taken from a limited
number of the same industries in both countries. As noted by Samiee and
Athanassiou (1998), establishing some level of equivalence in industry com-
positions is important in cross-cultural research. More generally, in order to
achieve meaningful results in cross-cultural research, country samples must
be comparable.

The three industries printing and reproduction of recorded media, manufac-
turing of machinery and equipment, and travel agency/tour operator reservation
service and related activities were selected to include both the production and
services sectors, and were all considerably affected by the economic crisis (see
Table 8.1).

Table 8.1 Change in industry turnover index (nominal) from 2008 to 2009

AUT 2008-09 | SLO 2008-09

Printing and reproduction of recorded media -10.1% -12.5%

Manufacturing of machinery and equipment -24.5% -27.9%

Travel agency, tour operator reservation service
and related activities - 86% -18.8%

Source: Statistik Austria 2010a; 2010b, Statisticni urad Republike Slovenije 2010a; 2010b
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8 Methodological overview of the quantitative empirical study

The PIRS (Slovenia) and Compnet (Austria) databases were used to identify
managing directors and board members of companies within these three in-
dustries. One-man businesses were excluded from the list. After the pre-test
and subsequent adaptations, a link to the online survey was distributed via
email to managing directors of Austrian and Slovene companies active in the
three sample industries — printing, construction of machinery, and travel
agencies. The procedure followed the multiple contact method suggested by
Dillman (2007). A first e-mail was sent out in September 2010 with a direct
link to the survey. Six days later, a ‘thank you note” was distributed to all re-
cipients of the survey, expressing gratitude to those who already responded
and once again providing the link to the survey for those who had not filled
out the questionnaire yet. Following another of Dillman’s (2007) pieces of ad-
vice, all correspondence was personalized with the name of the managing di-
rector and reference to the specific industry. The e-mails also described the
importance of the response for a positive research outcome. Full anonymity
and confidentiality were assured to the respondents. If participants wanted
to receive a summary of the results upon completion of the research, they
were offered to provide their e-mail addresses.

1,667 managers were contacted. The 346 responses received represent a
20.8 per cent gross response rate (see also Table 8.2). Respondents which
were not of Austrian or Slovene nationality were excluded, as were those
working for foreign companies (local subsidiaries of foreign companies re-
mained included). Therefore, only individuals with Slovene nationality work-
ing for Slovene companies and with Austrian nationality working for Austrian
companies remained included in the analysis, thereby avoiding possible cul-
tural overlaps. Also respondents who had been working for their present com-
pany for less than two years were excluded as they did not go through the
whole decision process regarding the strategic responses to the 2008—09 fi-
nancial and economic crisis. Questionnaires which were insufficiently filled
out were also left out. Finally, 257 questionnaires were valid and usable for
further analysis (157 from Austria, 100 from Slovenia). The final rate of
usable responses was therefore 15.4 per cent, which lies above the typical 10—
12 per cent response rates for studies targeting higher-level managers in or-
ganizations (Geletkanycz 1997). The sample size of n =257 also exceeds the
average sample size of empirical studies published in the Strategic Manage-
ment Journal, which was found to be n =175 (Phelan et al. 2002).
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Table 8.2 Survey response rates

Austria Slovenia Total
Companies contacted 1021 646 1667
Responses received 203 143 346
Gross response rate 19.9% 22.1% 20.8%
Valid questionnaires 157 100 257
Eventual response rate 15.4% 15.5% 15.4%

Source: Author

Sample equivalence is of major concern in cross-national studies. It was pro-
posed by Tsui et al. (2007) to conduct statistical tests of sample demographics.
In their review of 93 cross-cultural studies, Tsui et al. (2007) found that only
11 per cent concluded that there were no significant differences in demo-
graphic characteristics between their samples. T-tests of variables between
the two countries showed that while there were no major significant differ-
ences in individual characteristics such as respondents’ age or gender, the
size of the responding firms did significantly differ between the two countries.
Company size therefore specifically needs to be included as a control variable
in the subsequent analyses.

8.2 Instrument design

Considerable effort was put into the design of the survey instrument. The
questionnaire was developed in a three-step process. First, literature was re-
viewed for existing and tested constructs that represent the key issues and
concepts. Second, the initial instrument was reviewed by five management re-
searchers for content validity regarding the concepts that it ought to measure.
Third, as conducting qualitative interviews with members of the target popu-
lation is seen as vital to ensure content validity for the development of a scale
used in quantitative research (Johnson and Harris 2003), managing directors
of six companies in Austria and Slovenia were interviewed, asking them about
face validity, clarity, and meaningfulness of the questions, thus pre-testing
both the relevance of the questions and the clarity and comprehensiveness of
the questionnaire. The instrument was subsequently modified with minor
changes according to the additional input gained from both management re-
searchers and practicing managers.
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The questionnaire consisted of four main sections: the first part measured
strategic issue diagnosis constructs, the second part identified strategic re-
sponses to the 2008—09 financial and economic crisis, and the third part
measured the extent of informal, political, and conflict behaviour in the deci-
sion-making process to determine strategic responses to this major environ-
mental change. As the attention of respondents is likely to decrease towards
the end of the questionnaire, the final section of the instrument was designed
to obtain statistical information on the respondents and their organizations
(such as, for example, firm size, or an individual’s tenure in a firm).

Measuring strategic issue diagnosis constructs

In line with Gilbert’s (2006) findings, opportunity and threat were measured
as two different constructs, not as opposing ends on a continuum. Thomas
and McDaniel (1990) developed a 15-item scale for measuring threat and op-
portunity perceptions. As 15 items seemed impractical regarding the overall
length of the questionnaire, the example of Julian and Ofori-Dankwa (2008)
was followed by taking a subset of three characteristic items, each represent-
ing opportunities and threats from the positive/negative, loss/gain and con-
trollable/uncontrollable dimensions from Thomas and McDaniel’s list of 15
items.

Table 8.3 presents the set of items adapted from Julian and Ofori-Dankwa
(2008) which was used to measure the extent to which the 2008—09 financial
crisis was seen as an opportunity and/or as a threat by the respondents.

Table 8.3 Overview of items of the opportunity and threat constructs

Construct Original items from Julian Adapted items
and Ofori-Dankwa
(2008, p. 108)

Opportunity “When confronted crisis we

thought that ...”

“Our firm could gain a great O1:"“... our firm could gain a
deal from CEC™ great deal from the crisis”
“CEC represents something 02:“... the crisis represents
positive for our firm” something positive for our firm”

“Able to control effect of CEC 03:“... our firm would be able
on our organization” to control the effect of the crisis
on our organization”
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Construct Original items from Julian Adapted items
and Ofori-Dankwa
(2008, p. 108)

Threat “When confronted with the crisis

we thought that ...”

“CEC have negative T1:“... the crisis would have
implications for our firm’s negative implications on our
future” firm”
“CEC will lead to a loss for our T2:"...the crisis will lead to a
firm” reduction of profits for our firm”

Source: Author

* CEC = current economic conditions

A major adaptation in item formulation was made in item T2. As was found
in the pre-test interviews, ‘loss’ is an ambiguous term with two meanings: (a)
loss in the sense of negative profits in the income statement and balance sheet,
or (b) loss in the terms of less profit (but still with profit remaining positive in
absolute terms). As a negative environmental development does not necessar-
ily lead to actual losses in financial statements, interpretation (b) is more uni-
versally suitable for the purposes of this study and was therefore explicitly
adopted.

A third item of the threat construct that was intended to measure to what
extent the crisis was considered as being of limited controllability (“When
confronted with the crisis we thought that dealing successfully with the crisis
is out of our firm’s control”) was originally included in the questionnaire but
had to be excluded for the subsequent analysis out of reliability concerns. The
resulting two-item construct for the threat construct showed a Cronbach’s
alpha value of 0.822, the three-item opportunity construct an 0=0.776. Values
for Cronbach’s alpha above 0.7 usually indicate that the scale is internally con-
sistent (Johnson and Harris 2003). Values exceeding 0.6 are usually seen as
sufficient for exploratory research (Latham 2009). Also, Cronbach’s alpha
values should not increase when items are deleted from the scale (Johnson
and Harris 2003).

The items of the construct of feasibility were based on those suggested by
Dutton et al. (1990) (F1) and by Julian and Ofori-Dankwa (2008) (F2, F3).
The three-item scale the latter authors used was, in turn, based on original
items from Ginsberg and Venkatraman (1995) and Denison et al. (1996). As
suggested by Ginsberg and Venkatraman (1995), both aspects of feasibility, is-
sue manageability (F1, F2) and issue understandability (F3), were taken into
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account with these three items. As it was found that the issue understandabil-
ity aspect was not reliably associated with the first two items, however, F3
(“When confronted with the crisis we thought that it was difficult to decide
which action was likely to be the most effective” — reverse coded) was dropped
from the analysis. The feasibility construct (0=0.654) thus measured the man-
ageability aspect only.

Issue urgency was measured with two items based on those proposed by
Dutton et al. (1990). A third item had to be dropped for the reason that
cross-national factor equivalence could not be provided. The resulting two-
item construct had an 0=0.713. Following the example of the items for the
opportunities and threats constructs, also the items for feasibility and issue
urgency were adapted to the specific situation of the financial and economic
crisis (see Table 8.4).

Table 8.4 Overview of items of the feasibility and urgency constructs

Construct Original items from previous | Adapted items
literature

Feasibility “When confronted with the crisis

we thought that ...”

“Was it possible for manage- F1:”...it would be possible for
ment to take actions to begin us to take actions to resolve the
to resolve this issue?” (from crisis”
Dutton et al. 1990, p. 164)
“Able to manage CEC" with F2:“... our company would be
current resources” (from Julian | able to manage the crisis with
and Ofori-Dankwa 2008, p. 108) | its current resources”

Urgency “When confronted with the

crisis...”

“Was there likely to be sub-
stantial benefit for taking quick
action?” (from Dutton et al.
1990, p. 164)

U1:"“... there was likely to be
substantial benefit for taking
quick action”

“Did the issue demand
attention?” (from Dutton et al.
1990, p. 164)

U2:“... the crisis demanded
high attention”

Source: Author

* CEC = current economic conditions

In accordance with the recommendation of Hinkin (1998), all the strategic is-
sue diagnosis items in the questionnaire were based on a 5-point Likert-type
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scale. Although there is no prove that the intervals between the answers are
equidistant, it is usually considered that this kind of data, also sometimes re-
ferred to as scalar data, has a higher level than pure ordinal data (Johnson and
Harris 2003). The scores for each construct were calculated as an average of
the item scores that together constitute the construct.

Measuring strategic responses to the crisis

The selection of items measuring strategic responses to the financial and eco-
nomic crisis is based on the three-dimensional framework described in chap-
ter 4 (diversifying versus focus on the core business strategies; rationalizing
versus protection/pre-emption strategies; internally directed versus exter-
nally-directed strategies) and is informed both by previous research on stra-
tegies in recession (e. g. Whittington 1991; Geroski and Gregg 1997) and by
the information on strategic reactions to the crisis gained from the qualitative
interviews with top managers in Austria and Slovenia.

Specifically, the different categories of strategic crisis responses were meas-
ured as follows:

(a) Diversifying versus focus on the core business strategies: the direction into
which a company changed its scope of activities according to the model
described in chapter 4 was based on Ansoft’s (1965) classic product/mar-
ket grid. For the purpose of this study, ‘diversifying strategies’ were not
used in a narrow sense of investing into new products in new markets at
the same time, but in the broader sense that also Whittington (1991) used
in his study of recession strategies of UK companies, as “redeploying re-
sources into new diversificatory ventures” (p. 14), which can be either in-
vestments in new products or new product lines or investments in new
markets or diversifying the business into new products/product lines in
new markets. The focus on the core business construct, on the other
hand, includes items measuring the extent of a company’s divestment of
products or product lines, withdrawal from markets, and reduction to the
core business. To what extent the different strategies were used was meas-
ured on a 5-point Likert-type scale with the anchors 1 (‘not used at all’)
and 5 (‘highly used’). Cronbach’s alpha of the three-item diversification
construct was 0.771, and 0.655 for the three-item focus on the core busi-
ness construct.

(b) Rationalizing versus protection/pre-emption strategies: these were measured
by directly asking respondents to what extent the company invested, held,
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or cut costs in the following main functional and resource areas along the
value chain: research & development, technology, product/service quality,
human resources, production, logistics, marketing, sales, customer ser-
vice, and administration, using a 5-point bipolar scale ranging from
strong investment to strong rationalization. The two constructs rationali-
zation and investment (which directly oppose one another) are based on
ten items each, with an a=0.826.

(c) Internally-directed versus externally-directed strategies: internally-directed
action is divided into control-enhancing action (with the three items:
centralization of decision-making, introducing tighter control systems,
and introducing tighter open receivables management; 0=0.785), busi-
ness-process optimization (single item), and changes in the management
team (single item). Externally-directed strategies include pressure on sup-
pliers, stronger focus on customer acquisition, stronger focus on cus-
tomer retention, changes in the distribution policy, acquisitions, coopera-
tion with other organizations, outsourcing, and insourcing. The extent to
which these different internally and externally-directed strategies were
used was measured on a 5-point Likert-type scale with the anchors 1
(‘not used at all’) and 5 (‘highly used’). One question on the pricing strat-
egy during the crisis (5-point scale from considerable price reductions to
considerable price increases) was also included.

Each category score was calculated as an average score of the items in the cat-
egory, whereby all the items carried the same weight.

Measuring political processes and conflicts in decision-making

An established scale for measuring political behaviour in organizations is the
‘Perception of Politics Scale’ (POPS) developed by Kacmar and Ferris (1991)
and Kacmar and Carlson (1997). It seemed impractical for the purpose of this
study, however, as the scale is primarily based on items measuring pay and
promotion policies and ‘Go-along-to-get-ahead’-behaviour on a more gen-
eral level in the organization, not specifically addressing political behaviour
in decision-making processes (ibid.).

To measure the extent of political behaviour during the process of making
decisions about how to strategically react to the major change in the environ-
ment, it therefore seemed to be more appropriate to resort to an adapted ver-
sion of Dean and Sharfman’s (1993) four-item construct of political behav-
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iour. The authors reported a coefficient alpha of 0.66 (Dean and Sharfman
1993). However, as no sufficient reliability could be reproduced for the con-
struct in this study of managerial behaviour in Austria and Slovenia (with an
alpha of only 0.504), a one-item solution was preferred: “During the decision
process about how to strategically react to the crisis, members of the manage-
ment team were primarily concerned with their own goals, or with the goals
of the company?” (coded into 5=own goals, 1=goals of the company). This
approach follows Buchanan’s (2008) suggestion that political behaviour in or-
ganizations means that self and group interests take priority over organiza-
tional interests. Consequently, the variable is not called ‘political behaviour’
any more but ‘following own interest’

Following Amason (1996) seven items were used that were originally de-
veloped by Jehn (1994) to measure cognitive and affective conflict (see Table
8.5). The items were adapted to the specific situation of strategic reactions to
the environmental change triggered by the financial and economic crisis. The
items are measured on a 5-point Likert-type scale. The anchors were 1="none’
and 5=’a great deal’ The reliability coefficients were measured at a=0.910 for
cognitive conflict (3 items) and a=0.928 for affective conflict (4 items).

Table 8.5 Overview of conflict items

Construct Items from Amason Adapted items

(1996, p. 133)
Affective “During the decision process
conflict about how to strategically react

to the crisis ...”

“How much anger was there
among the group over this
decision?”

AC1:“... how much anger was
there among the management
team?”

“How much personal friction
was there in the group during
this decision?”

AC2:“... how much personal
friction was there in the
management team?”

“How much were personality
clashes between group
members evident during this
decision?”

AC3:“... how much were
personality clashes between
members of the management
team evident?”

“How much tension was there
in the group during the
decision?”

AC4:"“... how much tension was
there in the management
team?”
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Construct Items from Amason Adapted items

(1996, p. 133)
Cognitive “During the decision process of
conflict how to strategically react to the

crisis...”

“How many disagreements
over different ideas about this
decision were there?”

CC1:“... how many disagree-
ments were there in the
management team over
different ideas about these
decisions?”

“How many differences about
the content of this decision did
the group had to work
through?”

CC2:“... how many differences
about the content of the
decisions did the management
team had to work through?”

“How many differences of
opinion were there within the
group over this decision?”

CC3:“... how many differences
of opinion were there within
the management team over the

decisions?”

Source: Author

The extent to which informal influencing behaviour affected the decision pro-
cess about how to strategically react to the financial and economic crisis was
measured using three items asking the respondents how often (on a 5-point
scale anchored with ‘never’ and ‘very often’) during the strategic decision-
making process managers in the organization (a) used informal ways to influ-
ence the decisions, (b) used personal relationships to exert influence on the
decisions, and (c) were seeking possibilities to discuss the strategic options
outside the formal management meetings. Cronbach’s alpha for the informal
behaviour construct was measured as 0=0.810.

The scores for the conflict and informal behaviour constructs were calcu-
lated as the averages of the equally-weighted items that together constitute the
individual construct.

Whether strategic decisions on how to adapt to the crisis were predomin-
antly group decisions rather than mainly taken individually by the top deci-
sion-maker in the organization was directly measured with a single 5-point
item (“The decisions of how to strategically respond to the crisis were mainly
group decisions” coded from 1 ="T highly disagree’ to 5="T highly agree’).

208



Methodological overview of the quantitative empirical study 8

Values for dimensions of national culture

In line with prior cross-cultural studies (e.g. Geletkanycz 1997; Barr and
Glynn 2004), national cultural values were not explicitly surveyed but as-
signed to respondents from a widely recognized study. Geletkanycz (1997) ar-
gued that taking cultural values from an existing study has the advantage that
potential problems of common-method bias are mitigated. Furthermore, cul-
tural values are group-level phenomena, thus they are best measured at a
group level, not at an individual level (Geletkanycz 1997).

Although most studies conducted earlier rely on Hofstede’s (1980) scores,
these were not deemed as suitable for the research purpose, as Slovenia was
not yet included in Hofstede’s study as an independent country. Therefore,
the scores on the cultural dimensions of performance orientation, future
orientation, assertiveness, in-group collectivism, and uncertainty avoidance
were assigned to the respondents using the practices values from the GLOBE
study (House et al. 2004). The fact that the data on cultural differences was
collected several years prior to this study is not detrimental to the purpose of
this research, following Fu’s (2004) argumentation that cultural values are
usually rather stable.

Taking into account the methodological criticism of the GLOBE study that
was discussed in chapter 5, the resulting scores on the different cultural di-
mensions of the GLOBE study were not taken at face value, but were dichot-
omized into ‘high’ and ‘low’ for Austria and Slovenia, and also cross-checked
and validated with other cross-cultural studies.

Control variables

It was discussed before (in chapter 3) that company size and industry are pos-
sible influencing factors on how strategic issues are interpreted and acted
upon. Both were therefore included as control variables in the instrument.

The availability of slack resources has repeatedly been pointed out as an
factor affecting strategic issue analysis and was therefore also included as a
control variable, following the example of former research (e.g. Sharma
2000; Julian and Ofori-Dankwa 2008). Denison et al. (1996), for example,
showed that organizations with stronger capabilities are more likely to classify
an issue as an opportunity, and less likely to classify it as a threat. To measure
the extent of slack resources, the two-item self-report scale developed by
Chattopadhyay et al. (2001) was used (Cronbach’s alpha was measured at
a=0.786).
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A control variable also had to be introduced to identify individual firm ten-
ure of the respondents, because interpretations may vary significantly be-
tween those respondents who went through the financial and economic crisis
inside the firm in which they currently work and those who joined the organi-
zation later, thus only able to provide ex-post interpretation of events. The lat-
ter group was excluded from the subsequent analysis. Following the sugges-
tion of Samiee and Athanassiou (1998), it was also investigated whether
firms were in local or foreign ownership.

Tyler and Gnyawali (2009) found that both functional roles as well as hier-
archical positions within a company can have effects on managerial cognition
of the organization’s environment, thereby also confirming prior research
results by Hodgkinson and Johnson (1994). The role of top managers in
their organization requires a more integrated understanding of the environ-
ment as well as of internal factors of strategic relevance (Tyler and Gnyawali
2009). Therefore, position in the company (owner, board member or manag-
ing director; middle management; specialist) was also included in the ques-
tionnaire.

8.3 Bias minimization steps

Various precautionary measures were taken to minimize the risk of bias in the
research. Some of them explicitly concern biases that are specific in cross-cul-
tural research, such as translation bias, cultural equivalence bias, and ethno-
centric bias. Other types of bias that had to be addressed were of a more gen-
eral nature such as reliance on retrospective self-report data, non-response
bias, and common method bias.

Translation bias

An important issue in cross-cultural research is the use of translations. Cul-
tural and language differences must be taken into account in the process
(Sechrest et al. 1972). Hofstede et al. (1990) noted that “national idiosyn-
crasies and nuances of questionnaire translation weigh heavily in a two-,
three- or four country study” (p. 288). The instrument had originally been de-
veloped in English and was subsequently translated by the author into his
mother tongue German, thereby ensuring that the original meaning re-
mained. The translation was additionally checked by a linguist. The transla-
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tion into Slovene language was conducted by a Slovene native speaker who is
also a faculty member at an Austrian university and therefore has an insight
into both cultures. This linguist was provided with both the English original
and the German translation, so that the Slovene translation could take all pos-
sible nuances of meaning into account. In line with other cross-cultural stu-
dies (e. g. Shane et al. 1995; Geletkanycz 1997), also back-translation (by an-
other translator) was employed as a means of minimizing translation
problems. Following Adler (1983), equivalence of language was preferred to
literally identical translation. Minor corrections were made where the back-
translation did not exactly lead to the same words as in the original text.

Cross-cultural equivalence

A major factor that has to be considered in research which involves respond-
ents from more than one country is cross-cultural equivalence, the compar-
ability of data generated across cultures, which Leung (2008) divided into of
three sub-concepts: (a) conceptual equivalence — the equivalence of the mean-
ings of constructs; (b) scalar equivalence (or full score comparability) — scales
and the absolute and relative relations of the individual data points on the
scale should not be interpreted differently in different cultural groups; and
(c) methodological equivalence — using the same method of data collection
in all countries in which the research is conducted.

Conceptual equivalence means that “similar activities have similar mean-
ings in different settings” (Peng et al. 1991, p.98). Back-translation proced-
ures for instruments can be useful to ensure a minimum level of conceptual
equivalence (Leung 2008).

Scalar equivalence can be achieved when the following conditions are met:
the item content in the instrument is relevant and representative of the con-
struct for each of the both sets of respondents; the internal relationship be-
tween items are similar across the investigated groups; and the scales have
the same metric and identical meaning across cultural groups (Fontaine
2008). These conditions were focused on in the pre-test interviews with mem-
bers of the target group (top managers from both Austria and Slovenia), in
which it was assessed whether the respondents in both countries understood
the meaning of the items, constructs, and scales in a similar way. The ques-
tionnaire was slightly adapted due to the input received from the pre-test
interviews, thus trying to minimize cross-cultural equivalence bias.

To ensure methodological equivalence, the procedure that was used for ob-
taining data was the same in both Austria and Slovenia. Data was also ob-
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tained at the same time. Furthermore, it is important that the respondents
from different cultures share the same background characteristics, which can
be achieved either through matching samples according to their demographic
characteristics (which was done with surveying managers from the same in-
dustries in both countries) and/or in controlling for the effects of demo-
graphic characteristics in statistical analysis (multiple regression) (Leung
2008) — which was also done.

Retrospective reports

Retrospective reports of managers on events can be inaccurate or biased. Fol-
lowing Huber and Power (1985), the following steps were taken to minimize
the influence of this bias: (1) using the most appropriate persons as inform-
ants — as members of the management board or managing directors are likely
to be the most knowledgeable persons on strategic issues, they were directly
targeted with the research; (2) allaying the fear of the research having possible
adverse effects on the respondents’ interests through ensuring full anonymity
to the participating managers; and (3) using pretested questions in the instru-
ment.

Non-response bias

To mitigate the risk of non-response bias, early and late respondents were
compared, as it has been found that late respondents often react similarly to
non-respondents (cf. Armstrong and Overton 1977; Ghobadian et al. 2008).
Mean responses taken from the first quartile of responses were compared
with the fourth quartile for each variable using a T-test. No significant differ-
ences at a level of p<0.05 were determined for the key variables between the
first and the fourth quartile of respondents. The absence of major differences
signals a low threat of non-response bias.

Common method bias

Common method bias can come into effect when two or more variables are
collected with one instrument from the same respondents. Podsakoff and
Organ (1986) propose the use of Harman’s single-factor as one means to ad-
dress common method bias. In Harman’s single-factor test, an unrotated fac-
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tor analysis of all variables of interest is conducted. The number of factors ne-
cessary to account for the variance in the variables is assessed, with common
method variance being detected if either a single factor emerges from the fac-
tor variance or if one general factor accounts for the majority of the covari-
ance in the variables (Podsakoff and Organ 1986). Both criteria were not met
in the unrotated factor analysis conducted. Multiple factors emerged and the
first and largest factor accounted for less than 13 per cent of the variance.
With no single factor accounting for the majority of variance, the results sug-
gest that common method bias is not likely to threaten validity.

8.4 Statistical analysis

The data was analyzed using the PASW/SPSS software package in its 17.0 ver-
sion. Correlations were tested with Spearman’s rho rather than Pearson’s coef-
ficient, as there were not only interval scaled data in the variables included in
the analysis. Eta squared values were used for the association between nom-
inal and interval-scaled data, for example when testing the association of in-
dustry (nominal scale) with the strategic issue diagnosis and strategic action
constructs (interval scale).

Both T-tests (following Levene’s test for equality of variances) and Mann-
Whitney-U-tests as a non-parametric alternative (as T-tests generally assume
normally distributed populations with equal variances and interval scales)
were employed to determine whether group differences exist between Aus-
trian and Slovene respondents on the strategic issue diagnosis and strategic
action variables.

As using univariate statistical techniques alone is generally seen as inap-
propriate for cross-cultural studies (Adler 1983), multivariate methods were
employed. In order to examine the possible effects of the control variables,
multiple hierarchical regression was applied to the data. Regression methods
(including hierarchical and moderated regression) are the most frequently
used method in cross-cultural organizational behaviour research (Tsui et al.
2007). The models started with age group and gender, company size (meas-
ured by the number of employees), industry (dummy-coded), and organiza-
tional slack as predictor variables in the first four blocks. Strategic issue diag-
nosis variables (only in the case of testing strategic action) and culture/
country variables were added in further blocks in order to determine whether
they have a significant influence on the dependent variable (which, according
to the hypotheses, was either a strategic issue diagnosis category or a strategic
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action variable) even after controlling for the variables that had been inserted
in the blocks before.

Tolerance for all regression models was > 0.4, the variance inflation factor
(VIF) £2.3, thus showing no severe signs of multicollinearity in the models
(following Clark-Carter’s (2010) threshold values of tolerance >0.1 and VIF
<10 as well as Urban and Mayer!’s (2006) tighter recommendations that tol-
erance should be higher than 0.20-0.25 and VIF should not exceed 5.0). No
signs for heteroskedasticity and no curvilinear patterns were found in the re-
sidual plots for the dependent variables which also revealed that the mass of
residual values fell into the plus/minus two standard deviations range.
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9 Results of the quantitative empirical
study in Austria and Slovenia

9.1 Overview of respondents’ characteristics

87.5 per cent of all respondents were owners, board members, or managing
directors of their companies. 81.1 per cent of respondents were male, 18.9
per cent female. Company sizes ranged from 1-50 employees (66.5 per cent),
51-250 employees (21.8 per cent), 251-500 employees (7.0 per cent) to more
than 500 employees (4.7 per cent). This corresponds with the general struc-
ture of business sizes in both countries, in which small and medium size en-
terprises prevail. In Table 9.1, more detailed information about the demo-
graphics of the respondents and their firms is provided, also on a country
level. Demographic characteristics were similar in both countries with the ex-
ception of company size and respondents’ education, where significant differ-
ences could be determined.

Table 9.1 Respondents’ and their firms’ demographic characteristics

Austria Slaucnia Total
No. ofvalid Na. of valid No.afvalid
responses 5% responses % responses %
Company: Number of employees 157 100.0% 100 100.0% 257 100.0%
1-50 92 SEE% 7% 79.0% 171 BE.5%
51-250 a1 261% 15 15.0% 56 21.8%
251-500 13 B3% 5 5.0% 12 7.0%)
mare than 500 1 7.0% i 10% 12 4.7%)
Company: Industry 154 106.0% 100 100.0% 255 100.0%
Censtruction of machinery 51 329% 23 28.0% 79 31.0%
Travel agency 42 27.1% 25 25.0% 67 26.3%
Printing 42 27.1% a2 32.0% 4 29.0%
Other 20 129% 15 15 0% 35 13.7%
Company: Ownership 153 100.9% 88 190.0% 252 100.0%)|
Public limited company 15 9.8% 7 71% 22 8.7%)
Other private awnorship 137 BE3% 85 859% 217 RBE.1%
Public/state ownership 3 39% 7 7 1% 13 5.2%)
Respondent: Role in the campany 155 100.0% 100 100.0% 255 100.0%
Owner, board member ar managing director 138 23.0% 85 85.0% 223 B7.5%
Other management function 15 8.7% 3 8.0 22 5.0
Specialist 2 13% 7 7.0% l 3.5%)
Respondent: Education 155 100.0% 100 100.0% 255 100.0%
University degree {technical} 22 14.2% kL] 36.0% 58 22.7%
University degroe [business) 33 21.3% 23 23.0% o8 22.0%
University degree (law) 3 1.9% i 1.0% 4 1.6%)|
University degren (other) 3 1.9% % 16.0% 19 7.5%
High school 58 38.1% 14 14.0% 73 28.6%
Other 35 226% 10 10.0% 45 17.6%
Respondent: Gender 154 100.0% 100 100.0% 254 100.0%)|
Male 131 85.1% 75 75.0% 206 81.1%
Female 23 14 9% 25 25.0% 48 18.9%
Respondent: Age group 154 100.0% 98 100.0% 252 100.0%
Under 30 years old 2 13% 1 1.1% L 2.1%)
30-50 years aold 52 58.7% L& 60.2% 151 58.9%
Mora than 50 years old B0 39.0% 35 35.7% 95 37.7%
Source: Author
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9.2 Descriptive statistics
9.2.1 Descriptive statistics on strategic issue analysis

Figure 9.1 and Table 9.2 show how Austrian and Slovene managers diagnosed
the 200809 global financial and economic crisis as a strategic issue. We can
see that in both countries, the crisis was strongly perceived as a threat rather
than as an opportunity. However, threat perceptions and opportunity percep-
tions were generally higher in Slovenia, confirming Gilbert’s (2006) propos-
ition that opportunity and threat are two different constructs rather than op-
posite ends of a continuum.

Respondents in both countries alike rated the crisis as an urgent matter.
There were also only small variations in the extent to which the crisis was
seen as feasible, i. e. in the possibility for the company to actively manage it.

3,97
4,00
3,96

Urgency

Feasibility
W Mean TOTAL

A W Mean SLO

Threat - Mean AUT

Opportunity

1,00 2,00 3,00 4,00 5,00

Fig.9.1 Results of strategic issue perceptions of the 2008-09 financial and economic
crisis (1: very low; 5: very high)

Source: Author
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Table 9.2 Statistics on strategic issue diagnosis of the 2008-09 financial and
economic crisis in Austria and Slovenia

Variable n Mean* S.d. Std. 95% confidence
error interval for mean

Lower Upper

Opportunity | Austria 157 2.588 0.9944 0.0794 24314 2.7449
Slovenia 100 2.843 1.0631 0.1063 26324 3.0543

Total 257 2.687 1.0272 0.0641 2.5612 2.8136

Threat Austria 156 4.000 0.9722 0.0778 3.8462 4.1538
Slovenia 99 4.465 0.6517 0.0655 4.3347 4.5946

Total 255 4.180 0.8900 0.0557 4.0706 4.2902

Feasibility Austria 155 3.942 0.8412 0.0676 3.8085 4.0754
Slovenia 100 3.780 0.9596 0.0960 3.5896 3.9704

Total 255 3.878 0.8912 0.0558 3.7685 3.9883

Urgency Austria 155 3.958 1.0335 0.0830 3.7941 4.1220
Slovenia 99 4.000 0.9035 0.0908 3.8198 4.1802

Total 254 3.974 0.9832 0.0617 3.8529 4.0959

Source: Author

* On a 5-point Likert-type scale from 1 (do not agree at all) to 5 (fully agree)

9.2.2 Descriptive statistics on crisis response strategies

Figure 9.2 and the accompanying Table 9.3 show the results on the main cat-
egories of crisis response strategies.

None of the strategic crisis response categories were particularly often em-
ployed. Three of them (diversification, rationalization, and control-enhanc-
ing action) on average scored close to 3 on a 5-point Likert-type scale, thus
not showing any extreme use or non-use of these strategies. Only strategies
that were focused on reducing to the core business were considerably less
common in both countries. Therefore, no dominant category of crisis re-
sponse strategies could be determined.

The picture becomes more diverse if individual measures of crisis response
are taken into account (see Figure 9.3). While improving existing products
was the most commonly used strategy in this domain, the figures also clearly
show that strategies of market and product development were more common
than withdrawal from markets or divesting of products and product lines.
This result is contrary to Geroski and Gregg’s (1997) findings. In their study
of UK firms’ action in response to recession, focus on the core business strat-
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egies were the most cited. However, both diversification and focus to the core
business strategies have an average mean of < 3, meaning that they were both
not too aggressively used (favouring the third option of leaving the scope of

the business unchanged).

Control-enhancing action

Rationalization

Focus on the core
business

Diversification

2,06
1,88
2,17

W
w
a

2,76

2,84
2,70
2,92

2,83
2,98
2,74

1,00 2,00 3,00 4,00 5,00

m Mean TOTAL
= Mean SLO
Mean AUT

Fig.9.2 Strategic responses to the 2008-09 financial and economic crisis (categories)

(1: do not agree at all; 5: fully agree)

Source: Author
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Table 9.3 Statistics on strategic responses to the 2008-09 financial and economic
crisis (categories)

Variable n Mean* S.d. Std. 95% confidence
error interval for mean
Lower Upper

Diversifi- Austria 156 2.739 1.0970 | 0.0878 2.566 2913
cation Slovenia 100 2.980 1.1805 | 0.1181 2.746 3214
Total 256 2833 1.1341 | 0.0709 2694 2973

Focus on the | Austria 156 2171 0.9538 | 0.0764 2.020 2322
core business | gjovenia 99 1.875 0.9092 | 0.0914 1.694 2.057
Total 255 2.056 0.9460 | 0.0592 1.940 2173

Rationaliz- Austria 156 2.924 05642 | 0.0452 2.835 3.014
ation Slovenia 100 2.699 0.6633 | 0.0663 2.568 2.831
Total 256 2.836 0.6136 | 0.0384 2.761 2912

Control- Austria 155 2.763 1.0812 0.0868 2.805 3.148
enhancing  giovenia 100 3.563 09852 | 0.0985 3.368 3.759
action Total 255 3.207 1.0815 | 0.0677 3.073 3.340

Source: Author

* On a 5-point Likert-type scale from 1 (do not agree at all) to 5 (fully agree)

223



9 Results of the quantitative empirical study in Austria and Slovenia

3 LS
Improving existing products 3,93
3,44
3,00
Investing in new markets 3,24
Investing in new products or product ;g
lines 81
Diversifying the business (new ,75
: 3,02
products in new markets) 238
ki | Mean TOTAL
2/68 W Mean SLO
Reducing to the core business 2,35 Mean AUT
2,89
LI,Q?
Divesting of products or product lines 82
2,06
1»
Withdrawing from markets 1,4
1,56

1,27
Selling parts of the business 1,20

1,32

1,00 2,00 3,00 4,00 5,00

Fig.9.3 Strategic action on the diversification versus focus on the core business dimen-
sion (1: very low; 5: very high)

Source: Author

Individual measures of crisis response that were more strongly used can be
found in Figure 9.4, which shows strategic action that can be categorized
under the internally- versus externally-directed dimension. Focus on the cus-
tomer (in terms of customer acquisition and customer retention, as well as on
open receivables control) featured prominently as a crisis response in both
countries. It is interesting to note, however, that in the first ten out of thirteen
strategic actions, Slovenia rates higher than Austria. It is possible that a gener-
ally stronger feeling of a need of strategic reaction (of any kind) is present in
one country in comparison to another, maybe triggered by more ‘intense’ is-
sue interpretations (as was found out before, Slovenes had a stronger inter-
pretation of the crisis as both a threat and an opportunity). Testing these rela-
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tionships of ‘stronger’ reactions due the propensity to interpret a strategic is-
sue more ‘radically’ is outside of the scope of this study, might however con-
stitute an area of further research.

Stronger focus on customer retention

Stronger focus on customer acquisition

Business process optimization

Introducing tighter open receivables
management

Introducing tighter control systems

Pressure on suppliers

g - 2 m Mean TOTAL
Centralization of decision-making

u Mean 5LO

Changes in the distribution policy Mean AUT

Cooj ion with other

Insourcing

Changes in the management team

Qutsourcing

Acquisitions

1,00 2,00 3,00 4,00 5,00

Fig.9.4 Strategic action on the internally- versus externally-directed dimension
(1: very low; 5: very high)

Source: Author

Statistics about where companies in both countries rationalized and in what
areas they invested in the crisis are presented in Table 9.4. In both countries,
administration and human resources were among the first areas which man-
agement turned to for cost-cutting, while in customer-related fields such as
product/service quality, sales, or customer service, the tendency was closer to
investment than to rationalization. This confirms the above-mentioned re-
sults that companies in both Austria and Slovenia strongly concentrated on
their customers as a primary pattern of response to the economic crisis.
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Table 9.4 Rationalization versus investment in response to the crisis

Mean Mean Mean

AUT* SLO* TOTAL*
Administration 354 3.52 3.53
Human resources 340 297 3.24
Logistics 3.12 3.12 3.12
Production 3.18 293 3.08
Research & development 2.88 259 277
Technology 2.71 2.58 2.66
Marketing 2.76 2.20 2.55
Customer service 243 263 2.51
Sales 2.65 2.24 249
Product/service quality 2.49 2.21 2.38

Source: Author

* On a 5-point scale from 1 (strong investment) to 3 (no changes) and 5 (strong rationalization)

9.2.3 Descriptive statistics on political and conflict behaviour

Descriptive statistics on the extent of conflict in strategic decision-making, on
the degree of following own goals rather than organizational goals as a meas-
ure of political behaviour, on the extent of informality in decision-making,
and on the extent of group decision-making as opposed to one-person deci-
sions are reported in Figure 9.5 and Table 9.5.

There is a distinct difference in the degree to which strategic decisions were
taken in groups, with Slovene managers — as hypothesized for a more collec-
tively oriented culture — reporting considerably more group decisions than
their Austrian counterparts. Another country-specific difference could be de-
termined in the degree of informality in decision-making. On this dimension,
however, Austria rates higher than Slovenia. In both countries, there were low
conflicts and self-interest reported in the decision-making process in re-
sponse to the crisis.
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Extent of group decision- 2197_
i 3,62
making
Extent of informality in ]1%734
ision-maki ;
decision-making 80
Degree of following own . ]1%734
I r
goals 1,60
Extent of affective . 1,91
conflict 1,91
1,91
Extent of cognitive . 2,03
conflict 2,09
2,09

1,00 2,00 3,00 4,00 5,00

m Mean TOTAL
= Mean SLO
Mean AUT

Fig.9.5 Overview of decision-making variables results (1: do not agree at all; 5: fully

agree)

Source: Author
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Table 9.5 Group decision-making, conflict, self-interest, and informality in strategic
decision-making in response to the economic crisis

Variable n Mean* S.d. Std. 95% confidence
error interval for mean

Lower Upper

Extent of Austria 156 2.086 0.8741 0.0700 1.9472 22237
cognitive Slovenia 97 | 2088 | 08475 | 00856 | 1.9185 | 22584
conflict Total 253 | 2087 | 08622 | 00541 | 19801 | 2.1932
Extent of Austria 156 | 1907 | 09347 | 00748 | 17592 | 20549
affective Slovenia 97 1.907 0.7976 | 00806 | 17465 | 2.0664
conflit Total 253 | 1907 | 08827 | 00554 | 17978 | 2.0159
Degree of Austria 156 | 1.801 09532 | 00763 | 16505 | 19520
followingown  I'sjovenia | 96 | 1629 | 08456 | 00859 | 14584 | 17993
goals Total 252 | 1735 | 09156 | 00576 | 16218 | 1.8485
Extent of in- Austria 156 | 2797 | 09849 | 00789 | 26412 | 29528
formalityinde- I'giovenia | 95 | 2385 | 11043 | 01127 | 21617 | 26092
cision-making

Total 251 1104 | 1.0491 | 00661 | 25101 | 27704
Extent of group | Austria 150 2.540 1.1680 0.0954 23516 2.7284
decision- Slovenia | 99 | 3620 | 13241 | 01324 | 33573 | 338827
making Total 249 | 2972 13396 | 0.0847 | 28051 | 3.1389

Source: Author

* On a 5-point Likert-type scale from 1 (do not agree at all) to 5 (fully agree)

9.3 Correlations

Spearman’s rho was used to calculate correlations rather than Pearson’s coeffi-
cient, as there are some variables included in the analysis which are only nom-
inally scaled (for example gender or nation). The correlation results are re-
ported in Table 9.6.
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Table 9.6 Correlation of main variables (Spearman’s rho)

wariah & 1 2 3 a 5 & 7 4 v a0 11 12 13 1 16 16 17
1 DFFORTUMITY
2 THREAT -2024*
3 FEASIBILLLY dxr e
4 URGFRCY 4% 307 60¢
5 LIVLHSIFICALLON 284%* 00D 100 1sst
6 FOCUS ON THE CORE BUSINESS -DA0 007 DLE o025 -161%
7 RATIQNANZATION <1934 135% DAl -020-348°% 78007
& CONTROL-ENHANCING ACTION 031 2434 003 2404 062 148 072
5 AFFECTIVE CONFUICT SD74 07D -133% 002 043 170%% 141% 2020
10 COGNITIVF CONFIICT -095 135 -DEB 026 037 1% 17 18 Tae
11 ULGHLL OF I NHOHMALL 1Y LIz 09y 039 097 144% 2210t 1347 18400 26n77 3290
17 DFGRFF OF FOIICHNING DWN GORIS  -165** 007 -164%*  -065 037 1139% 117 0796 377 353 76!
13 NFGRFF OF GROUR DFCISIGN-MAKING 8745 172 017 120 149 -A93-788% (95 -508 -0B3 -N73 -030
14 SLAZK 2424% 206% o8** 00y 1L Qi 1wy 1ly 131t 116 016 043 038
15 MO. OF EMPLOYEES Lol 177 Dad 33 058 062 056 090 104 489 U370 OL? DGR .136%
16 AGT GROUP =055 037 -012 -DOg -019 057 OR4 087 DB 004 0 017 033 -05% 4B
17 GLWOCR 095 021 105 005 OB® OFE 018 -032 -D29 014 083 -D85 -091 163** 082 .143%
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Source: Author

Some significant correlations could be determined within the category of stra-
tegic issue variables. Opportunity and threat perceptions were negatively cor-
related with each other, i. e. when the crisis was seen as a threat, it was often
not seen as an opportunity, and vice versa. Opportunity was significantly
(p<0.01) positively correlated with feasibility (thus, the situation was seen as
positive and manageable at the same time), and threat with urgency (inter-
pretable as a need for fast and decisive action when the situation is seen as po-
tentially negative).

How strategic issues were perceived also correlated with some of the stra-
tegic action variables. In the case of opportunity interpretation, a positively
significant (p < 0.01) correlation could be determined with diversification ac-
tions, and a negative one with rationalization. Threat perceptions, on the
other hand, are positively associated with rationalization (p < 0.05), and also
with control-enhancing action (p<0.01). While feasibility perceptions did
not show any significant relationships with strategic action categories, ur-
gency was significantly linked with diversification (p <0.05) and control-en-
hancing action (p <0.01).

Strong correlations can be seen within the category of conflict and organ-
izational politics variables. Affective and cognitive conflict showed a strong
correlation (r=0.714, p <0.01), which is consistent with the results of other
studies on conflict in groups (e.g. Amason 1996 or Friedman et al. 2000).
Also the degree of informality in the decision-making process and the degree
to which managers followed their own rather than their organization’s goals
showed significant positive relationships (p <0.01) with both affective and
cognitive conflict. It is interesting to notice that conflict appeared more in
combination with control-enhancing crisis response strategies and when
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companies were focusing on the core business than in the case of diversifica-
tion strategies. Rationalization strategies were negatively associated (p <0.01)
with group decision-making, thus suggesting that these very ‘difficult’ deci-
sions were more often taken by single deciders. More group decision-making
was found in the cases in which management saw the crisis as an opportunity.

Turning to the control variables, in organizations with higher amount of
slack there were higher values on the perceptions of the crisis in terms of op-
portunity and feasibility, and lower threat perceptions (p <0.01 on all these
correlations). This is an intuitive result, as with more resources available,
more strategic options are open to companies and thus also more positive
and manageable opportunities. Company size positively correlated with
threat and urgency interpretations.

No significant association between the demographic variables age and gen-
der and any of the strategic issue analysis or any of the strategic action vari-
ables could be determined.

Country differences correlated with threat interpretations (p <0.01), the
degree of using strategies that focus on the core business (p < 0.05), the degree
to which rationalization and control-enhancing action were used (p < 0.01 for
both), and the degree of group decision-making and informality in the stra-
tegic decision-making process (p < 0.01 for both).

Industry differences were not included in the correlation analysis, as they
are nominally scaled. Eta squared values were used instead to determine
which amount of variability in respondents’ individual values on key variables
could be explained by their affiliation with certain industries (Salkind 2010).
Eta squared results regarding industry differences (as an independent vari-
able) were quite low for the following dependent variables: opportunity
(0.013), threat (0.011), feasibility (0.038) and urgency (0.011) interpretations,
as well as for diversification (0.031), focus on the core business (0.024),
rationalization (0.009), investment (0.009), and control-enhancing (0.017)
strategic action, and also for the degree of affective conflict (0.015), the degree
of cognitive conflict (0.011), the degree of following own goals (0.005), the
degree of group decision-making (0.007), and the degree of informality in de-
cision-making processes (0.001) in response to the economic crisis. With a
very low amount of variation in these variables attributable to industry differ-
ences, no strong association between industry affiliation and strategic issue di-
agnosis, choice of strategic action, and political and conflict behaviour in de-
cision-making could be determined.
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9.4 Testing of hypotheses

9.4.1 Testing the links between strategic issue diagnosis and
strategic action

Before testing the hypotheses on culturally-determined country differences in
adaptive strategic decision-making processes, the hypotheses on the link be-
tween strategic issue analysis and strategic action in response to economic
crises (see section 4.5) are tested. In order to control for possible other influ-
ences on the choice of strategic action, multiple hierarchical regression
models were used. Personal characteristics of respondents (gender, age) were
entered in the first block, followed by company size (< 50 employees: 0; >50
employees: 1), industry (dummy-coded), organizational slack, and country.
After these other possible influencing variables were controlled for, strategic
issue interpretation variables were entered last into the models. In Table 9.7,
key results of the hierarchical regression analysis are presented.

It was found that opportunity perception had a significant effect (p <0.01)
on the extent to which diversification strategies were used even after control-
ling for all other variables in the model. Therefore, hypothesis Hla (propos-
ing that higher opportunity levels lead to more diversification as a strategic
reaction) could be substantiated. Likewise, there were significant influences
of opportunity perceptions on the degree of investment (p <0.05), of threat
perceptions on the tendency to use rationalization strategies (p <0.05) and
control-enhancing strategies (p <0.01), and of urgency perceptions on the
use of control-enhancing strategies (p <0.01). Therefore, hypotheses H1b
(higher levels of opportunity perception leads to higher degree of investments
as a strategic reaction), H1d (higher levels of threat perception leads to higher
degree of rationalization), Hle (higher levels of threat perception leads to
higher degree of control-enhancing action), and H1f (higher levels of ur-
gency perception leads to higher degree of control-enhancing action) were
supported. Only one out of the six hypotheses on the link between crisis inter-
pretation in strategic issue diagnosis and strategic action in reaction to the cri-
sis could not be substantiated (H1c), as no significant influence of threat
interpretations on the propensity to use focus on the core business strategies
could be determined.
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Table 9.7 Hierarchical regression results: influence of strategic issue diagnosis on
strategic action

Dependent | Independent variables Model R? F Sig.F | Sig.
variable R? adjusted | change | change
Diversifi- Block 1: Age group, Gender 0.010 0.002 1.288 0.278
cation Block 2: Size (employees) 0.015 0.002 1.009 0316
Block 3: Industry 0.030 0.005 1.248 0.293
Block 4: Slack 0.036 0.008 1.578 0.210
Block 5: Country 0.059 0.027 5.681 0.018 *
Block 6: OPPORTUNITY 0.106 0.072 12.547 0.000 **
Degree of Block 1: Age group, Gender |  0.006 -0.002 0.752 0.473
Investment | gjock 2: Size (employees) 0009 | -0.003 0685 | 0.409
Block 3: Industry 0.015 -0.010 0.488 0.691
Block 4: Slack 0.037 0.009 5.442 0.020 *
Block 5: Country 0.079 0.048 10.931 0.001 **
Block 6: OPPORTUNITY 0.103 0.069 6.171 0.014 *
Rationaliz- Block 1: Age group, Gender 0.004 -0.005 0.452 0.637
ation Block 2: Size (employees) 0.006 -0.006 0.644 0.423
Block 3: Industry 0.013 -0.012 0.492 0.688
Block 4: Slack 0.035 0.006 5.479 0.020 *
Block 5: Country 0.076 0.044 10.407 0.001 **
Block 6: THREAT 0.101 0.066 6.546 0.011 *
Control- Block 1: Age group, Gender | 0.014 0.006 1.712 0.183
enhancing [ gjock 2: Size (employees) 0.021 0.009 1716 0.192
action Block 3: Industry 0.027 0.002 0.447 0.720
Block 4: Slack 0.039 0.010 2.926 0.088
Block 5: Country 0.111 0.081 19.039 0.000 **
Block 6: THREAT 0.139 0.105 7476 0.007 **
Control- Block 1: Age group, Gender |  0.013 0.005 1.608 0.202
e”'_‘andng Block 2: Size (employees) 0.019 0.007 1.398 0.238
action Block 3: Industry 0.026 0.001 0.539 0.656
Block 4: Slack 0.038 0.010 3.090 0.080
Block 5: Country 0.113 0.083 19.845 0.000 **
Block 6: URGENCY 0.146 0.113 8.783 0.003 **
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Dependent | Independent variables Model R? F Sig.F | Sig.
variable R? adjusted | change | change
Focus Block 1: Age group, Gender |  0.007 -0.001 0.870 0.420
Block 2: Size of company
(employees) 0.013 0.000 1.348 0.247
Block 3: Industry 0.038 0.014 2.095 0.102
Block 4: Slack 0.048 0.020 2450 0.119
Block 5: Country 0.076 0.044 6.939 0.009 **
Block 6: THREAT 0.076 0.041 0.159 0.691

Source: Author

* The change in F-value is significant at p <.05; ** The change in F-value is significant at p <.01

9.4.2 Testing for cultural differences

The existence of significant influences of national (cultural) differences on
strategic issue diagnosis, strategic action, and process variables was tested first
with simple T-tests and Mann-Whitney-U-tests (see Table 9.8 for results),
and subsequently — to control for other possible influences — with multiple
hierarchical regression models.

Both the T-tests and the Mann-Whitney-U-tests showed the same results:
significant country differences could be determined only for threat percep-
tions in strategic issue diagnosis (higher in Slovenia), for the degree of group
decision-making (higher in Slovenia), and of informality in the decision-mak-
ing process (higher in Austria), as well as in the following categories of stra-
tegic crisis response: control-enhancing action (higher in Slovenia), focus on
the core business (higher in Austria), and rationalization (higher in Austria).

Table 9.8 Statistical tests of country differences

Bescriptive stutisties T-test Mann-Whitney-U-test
7 Mann- g
Mean Austria 5.0 Austria_Mean Slovenia 5., Slovenia Tvalue  i2-ailed)  Whitney-L z (2-tailed)

Gppertunity 259 0994 281 1063 853 0062 67445 1912 0056
Threst 400 0472 245 0,632 4367 0.000™ 56225  -3.500  0.000%
Feagibility 384 nad1 378 260 rargy 0157 71830 -1017 0 0308
Urgency 3396 1.034 200 0.504 0331 0741 76105 5111 03912
Control-enhancing action 276 1.081 356 3] 4381 0000% 51645 -4522  C.000%
Forus on the care buginess 217 ngsa 188 0804 2455 Q0157 82745 3555 GOIT
Diversification 271 1.097 298 1181 1662 0.098 62010 1561 €118
Haionalization 292 U.564 270 0663 2808 0.004™ 59375 3227 00017
Degree of *ol lowing own goals 1.80 0953 163 0.846 1480 0.145 68765 1343 0179
Degres of atfective conflict 191 0425 191 o798 0005 0996 72385 0720 0ATL
Uegree of rognitive ronflicz 209 0874 20 [e:21:7 1027 0974 75805 0097 0923
Degresaf grap decisian-naking 25 1168 62 1324 AIRT0.000* 41020 SI0R G000
Degree of i nformal ity in decision-making 280 0985 239 1104 3075 0.0027* 57655 -3.089  C.002%

*n gnificae ot alevRlof o adils *sngndca<rata levelof gl

Source: Author
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Testing for cultural differences in strategic issue diagnosis

In order to test for possible cultural differences in strategic issue diagnosis,
multiple hierarchical regression was used to control for other possible influ-
encing variables. Summary regression results with strategic issue diagnosis
categories as dependent variables, and control variables (entered in the first
four blocks) and country difference (entered in the last block) as independent
variables, are presented in Table 9.9. Differences in cultural dimensions were
not explicitly included in the models, as, in their dichotomized form, they
were also adequately represented by the country differences. The direction of
the difference in individual cultural dimensions (which of the two countries
had ‘high’ and ‘low’ scores respectively), however, needs to be considered in
the interpretation of the results.

From Table 9.9, it can be seen that country differences did not influence
feasibility and urgency perceptions. Therefore, hypotheses H2a, H2b, and
H2c on the asserted influence of the cultural dimensions of performance ori-
entation and assertiveness on feasibility and urgency perceptions could not be
substantiated. Significant differences could be determined in the way that
Austrian and Slovene managers perceived the crisis as an opportunity or as a
threat. However, Slovenia had significantly higher levels of opportunity and
threat perceptions of the crisis than Austria (see the mean results in Table
9.8). As Austria was the country with higher scores on the cultural dimen-
sions of future orientation and uncertainty avoidance, the results are not sup-
porting hypotheses H2d (that opportunity interpretations of economic crisis
situations will be higher in countries with a higher level of future orientation)
and H2e (that threat interpretations of economic crisis situations will be
higher in countries with a higher level of uncertainty avoidance). Therefore,
all five hypotheses on the link between cultural differences and strategic issue
diagnosis had to be rejected.
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Table 9.9 Hierarchical regression results: influence of country differences on crisis in-
terpretations

Dependent | Independent variables Model R? F Sig.F | Sig.
variable R? adjusted | change | change
Opportunity | Block 1: Age group, Gender 0.018 0.010 2.297 0.103

Block 2: Company size 0.026 0.014 1.844 0.176

Block 3: Industry 0.032 0.007 0.482 0.695

Block 4: Slack 0.071 0.044 10.131 0.002 **

Block 5: COUNTRY 0.117 0.088 12.479 0.000 **
Threat Block 1: Age group, Gender |  0.000 -0.008 0.038 0.963

Block 2: Company size 0.023 0.010 5.495 0.020 *

Block 3: Industry 0.029 0.005 0.522 0.667

Block 4: Slack 0.082 0.055 13.799 0.000 **

Block 5: COUNTRY 0.137 0.108 14.999 0.000 **
Feasibility Block 1: Age group, Gender 0.023 0.015 2.798 0.063

Block 2: Company size 0.034 0.022 2.736 0.099

Block 3: Industry 0.052 0.028 1.541 0.204

Block 4: Slack 0.095 0.068 11.281 0.001 **

Block 5: COUNTRY 0.095 0.064 0.000 0.989
Urgency Block 1: Age group, Gender | 0.000 -0.008 0.008 0.992

Block 2: Company size 0.100 0.088 26.534 0.000 **

Block 3: Industry 0.103 0.081 0.340 0.796

Block 4: Slack 0.110 0.084 1.757 0.186

Block 5: COUNTRY 0.113 0.083 0.799 0.372

Source: Author

¥ The change in F-value is significant at p <.05; ** The change in F-value is significant at p <.01

Testing for cultural differences in the use of strategic action

Table 9.10 reports the summary model results for the multiple regression ana-
lysis of the proposed influence of national differences on the use of different
categories of strategic action in response to economic crisis. In these models,
strategic issue interpretations are also inserted as a control variable before
testing for country differences.

There are significant national differences in the extent to which invest-
ment, rationalization, control-enhancing, and focus on the core business
strategies are employed (p<0.01 for each). Only regarding diversification
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strategies, the multiple regression analysis did not show any significant coun-
try-related differences.

The descriptive statistics results presented in Table 9.8, however, revealed
that most of the country differences were not working in the directions which
were proposed in the hypotheses formed on the influence of cultural dimen-
sions on strategic action. H3a (control-enhancing action in economic crises
will be more common in cultures with a higher degree of performance orien-
tation) and H3b (control-enhancing action in economic crises will be more
common in cultures with a higher degree of uncertainty avoidance) were not
substantiated as in the country with lower performance orientations and un-
certainty avoidance levels, Slovenia, control-enhancing action was used to a
greater extent.

Hypothesis 3¢ (in cultures with a higher degree of uncertainty avoidance,
focus on the core business will be a more common strategy in response to the
crisis) received support at p <0.01 (see the section on the dependent variable
‘focus’ in Table 9.10). However, despite the significant relationship, only a
small amount of variance in the dependent variable was explained in this
model, with an adjusted R? of only 0.041.

Table 9.10 Hierarchical regression results: influence of country differences on
strategic action

Dependent | Independent variables Model R? F Sig.F | Sig.
variable R? adjusted | change | change
Diversifi- Block 1: Age group, Gender 0.010 0.002 1.288 0.278
cation Block 2: Company size 0.015 0.002 1.009 0316
Block 3: Industry 0.030 0.005 1.248 0.293
Block 4: Slack 0.036 0.008 1.578 0.210
Block 5: Opportunity 0.097 0.066 15.877 0.000 **
Block 6: COUNTRY 0.106 0.072 2.525 0.113
Degree of Block 1: Age group, Gender |  0.006 -0.002 0.752 0.473
Investment | gjock 2: Company size 0009 | -0.003 0.685 0.409
Block 3: Industry 0.015 -0.010 0.488 0.691
Block 4: Slack 0.037 0.009 5442 0.020 *
Block 5: Opportunity 0.075 0.044 9.759 0.002 **
Block 6: COUNTRY 0.103 0.069 7.321 0.007 **
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Dependent | Independent variables Model R? F Sig.F | Sig.
variable R? adjusted | change | change
Rationaliz- | Block 1: Age group, Gender |  0.004 -0.005 0.452 0.637
ation Block 2: Company size 0.006 -0.006 0.644 0.423

Block 3: Industry 0.013 -0.012 0.492 0.688

Block 4: Slack 0.035 0.006 5.479 0.020 *

Block 5: Threat 0.046 0.013 2.674 0.103

Block 6: COUNTRY 0.101 0.066 14.373 0.000 **
Control- Block 1: Age group, Gender 0.014 0.006 1.712 0.183
e”ha”Cing Block 2: Company size 0.021 0.009 1.716 0.192
action Block 3: Industry 0.027 0.002 0.447 0.720

Block 4: Slack 0.039 0.010 2.926 0.088

Block 5: Threat 0.090 0.059 13.186 0.000 **

Block 6: COUNTRY 0.139 0.105 13.170 0.000 **
Control- Block 1: Age group, Gender | 0.013 0.005 1.608 0.202
e”*}a“dng Block 2: Company size 0.019 0.007 1.398 0.238
action Block 3: Industry 0.026 0.001 0.539 0.656

Block 4: Slack 0.038 0.010 3.090 0.080

Block 5: Urgency 0.076 0.045 9.688 0.002 **

Block 6: COUNTRY 0.146 0.113 18.880 0.000 **
Focus Block 1: Age group, Gender 0.007 -0.001 0.870 0.420

Block 2: Company size 0.013 0.000 1.348 0.247

Block 3: Industry 0.038 0.014 2.095 0.102

Block 4: Slack 0.048 0.020 2450 0.119

Block 5: Threat 0.049 0.016 0.064 0.800

Block 6: COUNTRY 0.076 0.041 7.007 0.009 **

Source: Author

* The change in F-value is significant at p <.05; ** The change in F-value is significant at p <.01

With a lack of significant country differences in the models with the depend-
ent variable diversification strategies, hypothesis 3d (on the negative relation-
ship between cultures with higher degrees of uncertainty and the tendency to
use diversification strategies) and hypothesis 3 f (on the positive relationship
between cultures with higher degrees of future orientations and the tendency
to use diversification strategies) were not substantiated. Likewise, hypothesis
3e (on a higher degree of future orientation being positively linked to a use of
protection/pre-emption strategies) did not receive support, as the propensity
to invest was slightly higher in Slovenia (the country with lower future orien-

237



9 Results of the quantitative empirical study in Austria and Slovenia

tation) than in Austria (with a mean of 3.30 [standard deviation 0.663] on a
scale from 1 =’strong rationalization’ to 3 =’no change’ to 5 =’strong invest-
ment’ for Slovenia as compared to 3.08 [standard deviation 0.564] for Aus-
tria).

Overall, five out of six hypotheses on the relationship between national cul-
tural dimensions and the propensity to use certain strategic directions had to
be rejected, with the supported one — H3 ¢ — also only showing a weak effect.

Testing for cultural differences in political and decision behaviour

A summary of hierarchical regression model results for testing the potential
influence of country differences on behavioural variables in the strategic deci-
sion-making process is presented in Table 9.11.

Regression results showed no significant influence of country differences
on the degree to which managers followed their own goals rather than the or-
ganization’s goals and on the two conflict variables. Therefore, all the hypoth-
eses on a possible influence of national culture on the extent of political be-
haviour (exemplified by the degree of following one’s own goals) (H4a, H4b,
H6d) as well as all the hypotheses on a possible influence of national culture
on the degree of affective and cognitive conflict in the strategic decision-mak-
ing processes (H5a, H5b, H6b, H6¢) had to be rejected. There were no signif-
icant country differences and therefore also no significant cultural differences
in these factors.

Significant country differences (p <0.01) could, however, be determined
in the degree of informality in the strategic decision-making process and in
the degree of group decision-making as opposed to individual decisions of
one top manager on how to strategically respond to the crisis. As Slovenia
(the country with a lower uncertainty avoidance score) showed a lower degree
of informality in the decision-making process than Austria (see the mean re-
sults on this variable in Table 9.8), also hypothesis 7 with its supposed link
between a lower degree of uncertainty avoidance and more informal ways of
influencing had to be rejected.

Finally, hypothesis 6a (on the positive link between the cultural dimension
of in-group collectivism and a higher degree of group decision-making) re-
ceived strong support at a significance level of p < 0.01. Managers in the coun-
try with higher in-group collectivity (Slovenia) considerably more often used
group decisions rather than individual ones to determine the appropriate
strategic reaction to the economic crisis than managers from a more indivi-
dualistic culture (Austria).
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Table 9.11 Hierarchical regression results: influence of country differences on deci-
sion behaviour

Dependent | Independent variables Model R? F Sig.F | Sig.
variable R? adjusted | change | change
Degree of Block 1: Age group, Gender 0.007 -0.001 0.871 0.420
following  I'gjock 2: Company size 0008 | -0004 | 0251 | 0617
own goals Block 3: Industry 0.011 -0.014 0.195 0.900

Block 4: Slack 0.011 -0.019 0.035 0.853

Block 5: COUNTRY 0.025 -0.008 3.399 0.067
Degree of Block 1: Age group, Gender |  0.003 -0.005 0.383 0.682
affecFive Block 2: Company size 0.005 -0.007 0.530 0.467
conflict Block 3: Industry 0.009 -0.016 0.263 0.852

Block 4: Slack 0.020 -0.009 2.697 0.102

Block 5: COUNTRY 0.021 -0.013 0.218 0.641
Degree of Block 1: Age group, Gender 0.001 -0.008 0.064 0.938
Eggziigtve Block 2: Company size 0.011 -0.001 2516 0.114

Block 3: Industry 0.019 -0.006 0.639 0.591

Block 4: Slack 0.034 0.005 3.597 0.059

Block 5: COUNTRY 0.034 0.001 0.051 0.822
Degree of Block 1: Age group, Gender | 0.011 0.002 1.273 0.282
e Block 2: Company size 0.020 0.007 2.220 0.138
decision-
making Block 3: Industry 0.022 -0.003 0.173 0.915

Block 4: Slack 0.030 0.001 1.977 0.161

Block 5: COUNTRY 0.207 0.180 51.717 0.000 **
Degree of Block 1: Age group, Gender 0.008 0.000 0.965 0.382
informality  "gjock 2: Company size 0.029 0016 | 5053 | 0025 | *

Block 3: Industry 0.031 0.006 0.164 0.920

Block 4: Slack 0.031 0.002 0.045 0.833

Block 5: COUNTRY 0.062 0.030 7.833 0.006 **

Source: Author

* The change in F-value is significant at p <.05; ** The change in F-value is significant at p <.01
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9.5 Summary of the findings from the quantitative study

In this chapter, the results of the quantitative empirical study among 257
managers in Austria and Slovenia were presented. It was revealed that man-
agers from both countries saw the crisis as an urgent, albeit generally manage-
able, strategic issue and as a threat to their company. Opportunity interpret-
ations of the crisis were considerably lower. While opportunity and threat
perceptions were negatively correlated, opportunity and feasibility perception
correlated positively, as did threat and urgency perceptions. Opportunity per-
ceptions had a significant effect on the degree of investment and on the extent
to which diversification strategies were used. Threat interpretations were
linked to rationalization strategies and (as well as urgency interpretations) to
control-enhancing action.

Hierarchical multiple regression models were used to investigate whether
country-specific differences exist in strategic issue diagnosis, strategic deci-
sion-making, and strategic action in response to the 2008—09 financial and
economic crisis. The results of the analyses showed significant differences in
opportunity and threat perceptions between Austrian and Slovene managers,
and significant differences in the degree of investment and rationalization, in
control-enhancing action, and in the employment of focus on the core busi-
ness strategies.

Generally, however, no dominant crisis response strategy emerged, al-
though some patterns could be recognized: diversification was more fre-
quently employed than focus on the core business strategies in both coun-
tries, and strategies that focus on the customer (customer acquisition,
customer retention, introducing tighter open receivables control) were com-
monly mentioned. While cost-cutting was concentrated on areas like admin-
istration, human resources, and logistics/production, selective investments
were made into product/service quality and sales.

Reports on self-oriented political behaviour and on conflict during the
strategic decision-making process were low, and without any country-specific
tendencies. Differences, however, could be determined in the extent of group
decision-making versus individual decision-making (with the former being
more common in Slovenia) and the extent of informality in decision-making
(higher in Austria).

Table 9.12 summarizes the results of the hypotheses tests. Overall, the fol-
lowing picture emerges:
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Most of the hypotheses on the influence of strategic issue diagnosis on sub-
sequent strategic action as proposed in the process model of strategic adap-
tation were supported.

Almost all of the hypotheses on cultural influences on strategic issue diag-
nosis, strategic action, and political and conflict variables could not be sub-
stantiated. One hypothesis, H3 ¢, on the link between a higher level of un-
certainty avoidance in a culture and focus on the core business strategies in
response to economic crisis received significant, albeit weak, support.
Significant and stronger support was received for the hypothesis that in so-
cieties with a higher degree of in-group collectivism, group decision-mak-
ing on issues of strategic adaptation is more common.

Although most of the hypotheses on cultural influences did not receive
support, country-specific differences did have significant effects — however
opposed to the culturally-based hypotheses on strategic issue diagnosis
(opportunity, threat), strategic action (degree of investment and rational-
ization, control-enhancing action, focus on the core business), and process
(degree of informality) variables.

Table 9.12 Summary of hypotheses testing results

Category

Hypotheses

Test result

Strategic
adaptation
process

H1la

“Higher levels of opportunity interpretation
of the crisis will lead to more diversification
as a strategic reaction.”

Substantiated

H1b

“Higher levels of opportunity interpretation
of the crisis will lead to higher degrees of
investment as a strategic reaction.”

Substantiated

H1lc

“Higher levels of threat interpretation of the
crisis will lead to higher degrees of focus on
the core business as a strategic reaction.”

Rejected

H1d

“Higher levels of threat interpretation of
the crisis will lead to higher degrees of
rationalization as a strategic reaction.”

Substantiated

Hle

“Higher levels of threat interpretation of
the crisis will lead to higher degrees of con-
trol-enhancing action as a strategic reac-
tion.”

Substantiated

H1f

“Higher levels of urgency interpretation of
the crisis will lead to higher degrees of
control-enhancing action as a strategic
reaction.”

Substantiated
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Category

Hypotheses

Test result

Strategic
issue
diagnosis

H2a

“Urgency interpretations of economic
crises will be higher in cultures with a
higher degree of performance orientation.”

Rejected

H2b

“Feasibility interpretations of economic
crises will be higher in cultures with a
higher degree of performance orientation.”

Rejected

H2c

“Feasibility interpretations of economic
crises will be higher in cultures with a
higher degree of assertiveness.”

Rejected

H2d

“Opportunity interpretations of economic
crises will be higher in cultures with a
higher degree of future orientation.”

Rejected

H2e

“Threat interpretations of economic crises
will be higher in cultures with a higher
degree of uncertainty avoidance.”

Rejected

Strategic
action

H3a

“Control-enhancing action in economic
crises will be more common in cultures
with a higher degree of performance
orientation.”

Rejected

H3b

“Control-enhancing action in economic
crises will be more common in cultures
with a higher degree of uncertainty avoid-
ance.”

Rejected

H3c

“In cultures with a higher degree of
uncertainty avoidance, focus on the core
business will be a more common strategy
when facing a situation of economic crisis.”

Substantiated

H3d

“In cultures with a higher degree of
uncertainty avoidance, diversification will
be a less common strategy when facing a
situation of economic crisis.”

Rejected

H3e

“A higher degree of future orientation in a
society will lead to a higher use of
protection and pre-emption strategies will
be when facing a situation of crisis.”

Rejected

H3f

“The use of diversification strategies in
economic crises will be more common in
cultures with a higher degree of future
orientation.”

Rejected
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Category

Hypotheses

Test result

Political/
conflict

H4a

“A higher degree of performance orient-
ation in a society a will lead to a higher
amount of political behaviour in strategic
decision-making processes.”

Rejected

H4b

“A higher degree of assertiveness in a
society will lead to a higher amount of
political behaviour in strategic decision-
making processes.”

Rejected

H5a

“A higher degree of assertiveness in a

society will lead to a higher amount of
affective conflict in strategic decision-
making processes.”

Rejected

H5b

“A higher degree of assertiveness in a
society will lead to a higher amount of
cognitive conflict in strategic decision-
making processes.”

Rejected

H6a

“A higher degree of in-group collectivism in
a society will lead to a higher amount of
group decisions in strategic decision-
making processes.”

Substantiated

Héb

“A higher degree of in-group collectivism in
a society will lead to a lower amount of
affective conflict in strategic decision-
making processes.”

Rejected

H6¢

“A higher degree of in-group collectivism in
a society will lead to a lower amount of
cognitive conflict in strategic decision-
making processes.”

Rejected

Héd

“A higher degree of in-group collectivism in
a society will lead to a lower amount of
political behaviour in strategic decision-
making processes.”

Rejected

H7

“In societies with a lower degree of
uncertainty avoidance, informal ways of
influencing will be more common in
strategic decision-making processes.”

Rejected

Source: Author
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10 Discussion, conclusions, and outlook

10.1 Discussion of findings on the strategic adaptation
process

The results of the study presented in this book generally support the relation-
ship between strategic issue diagnosis and strategic action as part of the model
of the strategic adaptation process presented in Figure 3.2 (section 3.6). How
an economic crisis as a major environmental change is perceived and inter-
preted in a strategic issue diagnosis process can have a significant influence
on subsequent choice of strategic action. For example, if the crisis was inter-
preted as an opportunity, chances were higher that a company took invest-
ment or diversification measures. If the crisis was interpreted as a threat, on
the other hand, there was a tendency to use rationalization and control-en-
hancing action.

These findings are consistent with prior research which showed that the
way in which strategic issues are interpreted by decision-makers can have a
significant impact on the actions that an organization will take (Meyer 1982;
Dutton and Jackson 1987; Dutton and Duncan 1987). Therefore, strategic is-
sue diagnosis, the process by which decision-makers make sense of events
with possible strategic consequences, is a vital linking pin to understand how
individual and collective interpretation of environmental change affect the
choice of adaptive strategic action. As Huff et al. (2000) pointed out, before
organizations are taking strategic change action in response to environmental
events and developments, ‘old strategic frames), as they call it, which are no
longer useful under the changed environmental circumstances, must change.

The results on the link between sense-making and strategic action in the
face of the economic crisis also support Nohria’s (2006) notion that in “the
complex and uncertain environment of a sustained, evolving crisis, the most
robust organizations will not be those that simply have plans in place but
those that have continuous sensing and response capabilities” (p. 23). Nohria
further suggested that companies need to adapt as events unfold, going
through a cycle of sensing, coordinating, responding, and then sensing again.

The findings from the qualitative study, however, suggest that the basic
model of the strategic adaptation process (changing environmental condi-
tions — strategic issue diagnosis — creating strategic options — selecting
strategic options — strategic action) needs to be complemented by a second
alternative: In the case that a particular strategic change intent had already
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been created and selected by the top management team, but could not yet be
implemented due to political resistance of other powerful players within the
organization, a renewed appraisal of the strategic issue together with the op-
posing party can be conducive to making change happen. Let us, for example,
assume that management determined a need to lay off a certain percentage of
the workforce. However, the unions strongly resisted the plans due to their
interpretation that the company had enough opportunities for a positive de-
velopment even without the layoffs. If a crisis situation occurs that changes
the strategic issue diagnosis of both parties (e. g. if both management and
union see the crisis as a threat and as an urgent issue for the firm), actions
that the management had in mind even before could now be implemented.
The sequence in the process of strategic adaptation in this case would change
to: creating strategic options — selecting strategic options — changes polit-
ically not enforceable — changing environmental conditions — (common)
strategic issue diagnosis — strategic action). These findings contribute a new
perspective to the literature of strategic adaptation, as they show that the
adaptation process can take various forms — with strategic issue diagnosis,
however, always playing a key role in each of them.

Additionally, the results of the study also support prior research by Gilbert
(2006) and Anderson and Nichols (2007) in showing that opportunity and
threat perceptions are not two extremes on one continuum, but two distinct
concepts. Slovene managers ranked both the opportunities and the threats
that the crisis posed strategically for their organizations higher than their Aus-
trian counterparts. This suggests that an opportunity/threat issue interpret-
ation space as proposed in Figure 3.4 (see chapter 3) exists. Thus, instead of
interpreting a development or an event as an opportunity or a threat only,
there are four possible interpretations (no issue, opportunity-dominant,
threat-dominant, interpretive ambivalence) which managers can take into ac-
count when analyzing a strategic situation.

The findings also partly confirm the results of Julian and Ofori-Dankwa’s
(2008) study which found positive correlations between the strategic issue
categories of threat and urgency, as well as feasibility and opportunity, thus
suggesting that in threatening situations, fast action is seen as required, while
situations with positive opportunities are also often seen as more manageable.
The other two negative correlations that were also identified by Julian and
Ofori-Dankwa (between feasibility and threat, and between urgency and op-
portunity), however, could not be reproduced in this study.

Generally, the results of this study on the strategic adaptation process sug-
gest that it would make sense to include both strategic issue diagnosis and
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strategic action variables in further research about the strategic decision-mak-
ing process.

10.2 Discussion of findings on cultural, industry, and size
differences in strategic adaptation to an economic crisis

Significant influences of differences in cultural dimensions between the two
countries on either strategic issue diagnosis or on strategic action could not
be empirically confirmed. This is in line with the findings of some authors
(Markécezy 2000; Hoffman 2007), however also in contradiction with other
studies (e. g. Geletkanycz 1997; Hitt et al. 1997; Barr and Glynn 2004). The
question of whether there are direct influences of national culture on strategic
thinking and strategic action remains unanswered.

One of the possible reasons is that many studies on cultural differences in
management (as also this one) take nation as a ‘proxy for culture’.!® This is
problematic, as (a) culture and nation are not always equivalent — in many
cases, there are subcultures which significantly differ from each other; (b) na-
tions also differ on factors other than culture; and (c) culture can also influ-
ence other aspects in the environment of organizations, which makes it “diffi-
cult to isolate as institutional arrangements and economic systems evolve in
the context of the socio-cultural history” (Schneider 1989, p. 150).

The results of the empirical study showed that on various strategic issue
diagnosis and strategic action variables, country effects were indeed signifi-
cant, although they were not traceable to cultural factors. Even if they would
have been, Fontaine (2008) warned that finding differences between two cul-
tural groups and automatically attributing them to cultural differences always
includes the danger that despite of the correlation, it might not be a causal
relationship that has been revealed.

Following Von Glinow et al. (2004) who proposed the term ‘polycontext-
ualization’ for taking into account different contexts in cross-national re-
search, Tsui et al. (2007) suggested such a polycontextual approach to study-
ing management behaviour across different nations, including factors from
the physical context (e.g. climate, geography), historical context, political
context, social context (e.g. the educational system), and economic context
beside cultural dimensions. The differences could also be related to different

13 Tsui et al. (2007), who used this term in a review of cross-national articles in leading
management journals, report that this is the case in two-thirds of the reviewed studies.
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institutional environments which potentially play a role in determining strat-
egy, such as, for instance, laws, government policies, or banking and financing
structures (Schneider and Barsoux 1997). Also Hitt et al. (1997) emphasized
that not only cultural differences are important in the different strategic or-
ientations between nations, but also differences in national priorities and in-
stitutional arrangements. Studying the influence of national (and interna-
tional) institutions on strategic management is an emerging field of research.
The Strategic Management Society devoted its 2011 annual conference to this
topic, thereby acknowledging that there is “an increased realization of the im-
portance of national and global institutions for the competitiveness of coun-
tries and companies” (Strategic Management Society 2011).

Another constantly changing contextual factor that could be considered is
public opinion. In a Eurobarometer survey (European Commission 2010),
for example, it was found that while 18 per cent of Slovenes expected the eco-
nomic situation to improve within the following 12 months at the time of the
economic crisis (the survey was conducted in October-November 2008) in
their country, only 12 per cent of Austrians showed a similarly positive atti-
tude. This would be consistent with the higher levels of opportunity percep-
tion of the crisis determined in this study for Slovenia, pointing to a possible
link between general perceptions of the public in a country — influenced, for
instance, by media reports — on how strategic issues are diagnosed in com-
panies.

One major result of this study is also that company size and industry af-
filiation generally played less of a role in strategic adaptation processes in re-
sponse to economic crisis. Counter to the findings of DeDee and Vorhies
(1998), Shama (1993), Geroski and Gregg (1997), and Latham (2009), there
were no major significant size-dependent differences in either how the crisis
was perceived (with one very small but still significant exception of threat per-
ceptions) or in the choice of adaptive strategic action. Nor were there any in-
dustry effects, which suggests that ‘industry recipes’ as proposed by Spender
(1989) are probably less salient in times of severe economic crisis.

10.3 Limitations of the study

This study has several limitations that should not be left unnoticed. First, as
was discussed before, it relied on culture as the sole distinguishing factor be-
tween nations, thus not taking other contexts such as, for example, institu-
tional differences into account. In this study, the possible effects of different
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institutional environments are mitigated, but by no means excluded, by the
fact that both countries are members of the European Union, which means
that they at least partly share a common legal, economical, and institutional
ground.

Several other limitations are connected with the cross-cultural design of
this study:

e Analyzing only two nations is seen as an “insufficient” number of cultures
by Adler (1983), who suggests that in this case, the research should be
treated as a pilot study. Although this certainly holds true for limited con-
firmation power for hypotheses, falsification of hypotheses (as was the out-
come of this study for many propositions) is also possible with a two-na-
tions study.

o The study was conducted by an Austrian, and not by a culturally-mixed re-
search team from both countries — thus ethnocentric bias is a potential issue
(Adler 1983). This is mitigated, however, by the fact that the author
worked as a managing director in both countries, thus having been im-
mersed in both cultures.

o Although several steps were taken to mitigate the risk of translation bias,
the ‘ideal’ process of using and comparing both questionnaires in the na-
tive language with a control group using a second or foreign language ver-
sion was not employed (Geletkanycz 1997), thus leaving room for further
improvement for follow-up studies.

The study is also only a snap-shot at one particular moment in time. It does
not consider possible changes in managerial interpretation of the economic crisis
over time, a deficiency that could be addressed by using a longitudinal re-
search design. Connected to this, one of the main limitations of the empirical
approach are the retrospective questions, which increase the exposure to hind-
sight bias, the tendency to recollect one’s own predictions about an event as
more accurate than they had originally been before the event (Wright et al.
2004), as well as attributional bias, the attribution of outcomes to salient but
often inappropriate causes (Huber and Power 1985). Further possible prob-
lems of post-crisis responses which are shared with other studies such as, for
instance, Billings et al. (1980) are distorted retrospections due to (1) the mo-
tivation to provide inaccurate or biased data, for instance for social accept-
ance or security reasons; (2) general perceptual and cognitive limitations; or
(3) lack of information about the issue (Huber and Power 1985). Data collec-
tion conducted after the decision-making process constitutes a major limita-
tion of all questionnaire-based research (Elbanna 2006).
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Further limitations can be found in the instrument design. Due to the
large number of items, it is possible that the respondents were exposed to fa-
tigue towards the end of the questionnaire, leading to possible lack of discrim-
ination among the items. Validity concerns must be raised for some variables
for which the original item scales did not reach threshold levels for Cron-
bach’s alpha, and in which items had to be excluded subsequently. Thus, the
threat, feasibility, and urgency constructs had to be reduced from originally
three-item to two-item variables, while the degree of group decision-making
and the degree of following own interests as a proxy for political behaviour
were included in the analysis with only one item each.

There are also concerns about generalizability, as the study was only fo-
cused on particular industries. Latham (2009), who conducted a single-indus-
try study on strategic responses to economic recession, explicitly called for a
multiple-industry study, stating that “it may be beneficial for future research-
ers to widen the scope of the strategy inquiry during recessions with addi-
tional industries” (p. 197). As all the industries included in the survey were
strongly negatively affected by the financial and economic crisis, there might
be a potential bias in not including industries which are counter-cyclical and
therefore potentially less vulnerable to or even positively affected by a reces-
sion.

Finally, due to the retrospective research design, only those firms that sur-
vived the economic downturn were included in the survey. As in other studies
before, leaving out the strategies of the companies that were going bankrupt
during the recession can lead to ‘survivor bias’ (Latham 2009).

10.4 Conclusions

The aim of this book has been to explore whether differences in national cul-
tural dimensions have an influence (a) on the process of strategic adaptation
to major changes within an organization’s environment and/or (b) on stra-
tegic action as an outcome of the strategic adaptation process. With the
2008-09 global financial and economic crisis as an exemplary major environ-
mental change as a background, both a qualitative and a quantitative empiric-
al study were conducted among managers in Austria and Slovenia to deter-
mine whether these suggested culturally-induced differences exist.

With its emphasis on strategic action in response to economic crisis, this
study followed the tradition of the literature on strategic action in recession
times (e. g. Whittington 1991; Geroski and Gregg 1997; Laitinen 2000), but
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expanded the focus from a mere investigation of strategic action to include
the strategic issue diagnosis process as well as political and decision-making
processes in strategic adaptation to a changing environment. Thus, the find-
ings add to the understanding of strategic adaptation processes in response
to economic crisis, thereby addressing a research gap identified by Kitching
et al. (2009).

After reviewing the literature on the widespread field of strategic adapta-
tion and taking both a cognitive-interpretive and a political perspective fol-
lowing Amason’s (1996) idea that strategic decisions are made by managers
who combine cognitive abilities in interaction processes, a model of the stra-
tegic adaptation process was proposed based on Mintzberg et al’s (1976)
phase-model of strategic decision-making. In this framework, strategic issue
diagnosis is the first step of the adaptation process, with the way in which
major changes in the environment are noticed and interpreted by managers
having a crucial influence on the subsequent creation and choice of strategic
alternatives. The results of the empirical study among 257 managers in Aus-
tria and Slovenia confirmed that a significant link exists between how the re-
spondents were interpreting the economic crisis as a strategic issue and how
their companies strategically responded to the crisis. Although it was found
that the strategic adaptation process can have various forms, strategic issue di-
agnosis always plays a crucial role.

Drawing on the findings of prior research, with the GLOBE study (House
et al. 2004) providing basic data supplemented and validated by the results of
more recent qualitative studies (e. g. Gulev 2009; Meierewert 2009), cultural
differences between Austria and Slovenia were determined, with Austria scor-
ing higher than Slovenia on the cultural dimensions of performance orienta-
tion, future orientation, assertiveness, and uncertainty avoidance, but lower
on in-group collectivism. The hypotheses on possible effects of these cultural
differences on strategic issue diagnosis, strategic decision processes, and stra-
tegic action in response to economic crisis could, in their majority, not be
substantiated. The only cultural influence that was clearly supported was the
propensity of a more collectivist society to use group decision-making rather
than individual decision-making in response to a major and potentially detri-
mental environmental change. This supports Gelfand et al’s (2004) argument
that in societies with higher levels of collectivism, important decisions tend to
be made by groups.
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10.5 Implications for practice

Several implications for practicing managers arise from the major findings of
this research:

First, as strategic issue diagnosis was found to have a significant influence
on subsequent strategic action in response to economic crisis, and as this
adaptive strategic action can have a considerable effect on the performance of
a firm (e. g. Whittington 1991; Roberts 2003), managers should carefully and
explicitly analyze whether and in which fields an economic crisis poses an op-
portunity and/or a threat (or, applying the opportunity/threat issue interpret-
ation space proposed in chapter 3, a combination of both), and whether the
crisis is interpreted as urgent and/or as feasible. Alternative scenarios for dif-
ferent combinations of strategic issue interpretations could further add to the
quality of the analysis and therefore to the chances of success of strategic deci-
sions. It was found as a result of a review of literature on strategic responses to
economic downturn that ‘ambidextrous’ strategies (Kitching et al. 2009) com-
bining short-term efficiency-enhancing measures and selective long-term in-
vestments tend to be a possible success model both in the recession as well as
during the following recovery. This further supports the idea that a more dif-
ferentiated and fine-grained approach to interpreting and responding to an
economic crisis is a reasonable alternative to simple threat — cost-cutting or
opportunity — investing heuristics.

Second, as country-specific (however not necessarily culture-specific) dif-
ferences were determined in how companies strategically decide in adaptive
response to an economic crisis, these differences should be taken into account
by managers who are active in an international setting, whether within a
multinational corporation, or in cross-border partnerships and alliances, or
as investors. In multinational companies, the tendency to react differently in
strategic adaptation to one and the same environmental event can impede a
standardized strategic response across countries. An awareness of these pos-
sible different interpretations of the same event can help in actively managing
common issue interpretation and finding the appropriate strategic response.
Likewise, in international alliances and partnerships, there is also the possibil-
ity that partners located in various countries interpret a major environmental
event differently, and form divergent opinions on how to strategically react to
it. These differences bear potential for conflict. Therefore, intensive commu-
nication and exchange of perspectives and strategic issue interpretation in
times of major environmental change could improve both the relationship
within the alliance and also the choice of aligned strategic responses.
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For investors, knowing that companies have the propensity to act differ-
ently across countries when they are faced with an economic crisis can have
an effect on the choice of investment targets, as different crisis response strat-
egies can also lead to different short and long-term prospects regarding the
return on investment (Roberts 2003).

10.6 Opportunities for further research

Some opportunities for further research result from weaknesses of the current
study. One of the main weaknesses this study shares with the majority of
other cross-cultural management research is the equalization of national dif-
ferences and cultural differences pointed out in the discussion before. Follow-
ing the advice of Tsui et al. (2007), further studies could also include other
national differentiators than culture in a more ‘polycontextual’ (Von Glinow
et al. 2004) approach, such as, for instance, differences in the institutional, so-
cial, or economic context. In particular, the possible link between economic
climate or public perception of the economic situation in a country and stra-
tegic actions companies take in response to major environmental changes
could be an interesting opportunity for further cross-national research.

Also in line with much other cross-cultural research, this study compared
two countries only'®. Further insight could be gained through using a study
design which includes several countries, preferably also from different contin-
ents. To mitigate ethnocentric bias, such studies would also profit from being
conducted by a cross-cultural team of researchers.

The problem of ex-post data collection with retrospective questions about
perceptions and actions in the economic crisis could be addressed with a long-
itudinal research design, in which perceptions of an environmental change
are assessed at the time of the change, and strategic action as an outcome of
the decision-making process in later interviews. A further research opportun-
ity lies in the inclusion of the outcome of the adaptive strategic action (i. e.
financial results or market share changes) in a more comprehensive study.

No industry effects could be determined in how companies strategically re-
spond to the economic crisis, thereby suggesting that Spender’s (1989) ‘indus-
try recipes’ are probably not applicable in all types of environmental change
situations. Whether industry-specific differences exist in reactions to some

14 Tsui et al. (2007) reported that about half of all the cross-cultural studies which they
reviewed were based on two-country comparisons.
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types of environmental developments versus others (such as, for instance,
economic crises), in which more general adaptive responses across industries
are taken, would be another possible future research path. In addition, further
studies could include not only industries which are negatively influenced by
an environmental change as in this research, but also both positively as well
as negatively affected sectors.

Cross-cultural studies of the strategic adaptation process could be ex-
tended to:

e Other types of major environmental change, both on the macro level (such
as, for instance, technological change) and on the industry level (for ex-
ample the emergence of market entrants with completely new business
models with the potential to considerably change the industry structure).

e A more detailed empirical analysis of the other phases of the strategic
adaptation process beside strategic issue diagnosis (i. e. the phases of creat-
ing and selecting strategic options), thus emphasizing also a creative per-
spective of the strategic decision-making process.

¢ Including an affective dimension in addition to the cognitive one: In a re-
cent paper presented at the annual meeting of the Academy of Manage-
ment by Hodgkinson and Healey (2009), they pointed to the importance
of the interplay between cognitive-analytical and emotional processes in
human decision-making, referring to findings from neuroeconomics and
social cognitive neuroscience. Affect — with the exception of affective con-
flict — was mainly neglected in this study, as in the vast majority of others.
How emotions affect the process of strategic adaptation might constitute
an interesting new field for further research.

e Including stakeholder influences in the analysis: The way in which owners,
banks, customers, suppliers, media, or other stakeholders perceive an en-
vironmental change, and how these perceptions in turn influence the issue
interpretations of managers as the main decision-makers in organizations
could also provide opportunities for further studies.

e Strategic adaptation processes in alliances: Actors in strategic partnerships
and alliances, especially in an international environment, might react dif-
ferently to major environmental changes compared to single organizations
due to the need to include several different perspectives and often also dif-
ferent interests that are inherently involved in such arrangements.

This research contributes to the field of studying how organizations adapt to
major environmental changes through proposing a process model of strategic
adaptation, emphasizing the importance of strategic issue diagnosis in this
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process, and showing that country differences (which are not necessarily cul-
turally-induced) exist in how companies strategically respond with adaptive
strategic action to major environmental change.

Strategic adaptation will continue to provide a plethora of opportunities
for further exploration of how organizations are functioning. In effect, ac-
cording to Starbuck (1965), “one could legitimately discuss all the aspects of
organizations which are relevant to adaptation, which means, in turn, that
one could legitimately discuss everything that has been written about organi-
zations.” (p. 468).
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