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ABSTRACT
EFFECTS OF MIDDLE MANAGEMENT INNOVATIVE BEHAVIOR: AN
EXAMINATION OF INNOVATIVE BEHAVIORS AND INSTITUTIONAL
FACTORS IMPACT ON ORGANIZATIONAL INNOVATION
J. Lee Brown I1I
Old Dominion University, 2012
Director: Dr. William Q. Judge
Several scholars have suggested mid-level management is an important factor that
explains strategic outcomes (Wooldridge, Schmidt, & Floyd, 2008), but little research has
investigated how this relationship actually works in multiple institutional environments.
The resource-based view of the firm argues that competitive advantage is a function of
resource heterogeneity and immobility (Barney, 1991) and the discretionary decisions
made by managers about resource creation, development, and allocation (Amit &
Shoemaker, 1993). These boundedly-rational managers (Simon, 1957) make these
decisions facing an uncertain and complex internal and external environment. Thus, this
dissertation extends the current research by developing and testing a new comprehensive
model of middle management innovative behavior and organizational innovation that
contemporaneously incorporates the isomorphic pressures of the institutional
environment; and subsequent impact on organizational perforfnance. The extant literature
on middle managers is reviewed and research gaps in the literature are identified. The
resource-based view and institutional theory are used to develop nine hypotheses, which
are empirically tested.
Findings show that middle manager innovation behavior positively impacts

organizational innovativeness. This study also shows a positive relationship between

organizational innovativeness and organizational performance. The findings also breaks



new ground by finding that organizational context, in terms of participatory decision-
making and organizational trust, is an important moderating factor that influences middle
management’s role in organizational innovation. This study also considers how the
external environment influences innovation outcomes, and introduces the importance of
subnational regions on organizational middle manager innovation behavior and
organizational innovation. Results show that urbanized settings moderate the middle
manager innovative behavior and organizational innovation relationship. However, the
national context does not appear to systematically influence middle managers impact on
organizational innovation. For practitioners, this study identifies specific mid-level
managerial behavior that contributes to organizational innovation and the firm-, regional-,
and national level variables that impact the mid-manager-organizational innovation

relationship.

Co-Directors of Advisory Committee: Dr. Lance Frazier
Dr. José Luis Rivas
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I.  INTRODUCTION

Robert Bloom of CEO Magazine wrote a recent article based on his interview
with CEO’s regarding the issues facing businesses as the global recession loosens its grip
in 2011. The CEQ’s identified five (5) major challenges in the new year. Of the five
challenges, Challenge #5, focused on the creation of a competitive strategy with
innovation as its foundation for achieving superior firm performance, such strategy
formation strikes at the core of this investigation...

Finding growth opportunities will be tricky, but finding a way to fund growth in

lean years, such as 2011, will be an even bigger challenge. One solution lies in

changing one's approach to strategic planning. Determination, imagination, and
courage trumps the time-tested sequence of planning which demands that
financial planning is the first order of business. Funding for innovation will be
difficult, but making innovation the first order of business will assure that
ideation will produce potential sources of profitable new growth. When this
occurs, management can evaluate the risk/reward ratio of the various growth
opportunities as well as the funding required to test the reality for success. All that
remains is to examine how to eliminate or reduce expenses in less urgent, less
promising categories so as to fund high priority avenues of profitable growth.

Adapting to this contemporary planning method offers the potential to leap ahead

of competition in 2011, perhaps on a smaller scale, but in the same manner as

Amazon, Apple, P&G, and Fiat who consistently "look around the corner”

(Bloom, CEO Magazine p:xx).

The aforementioned strategy however will not be conceived and implemented in a
vacuum. It will be shaped and molded by not only its planners and implementers, but the
context in which it is formed. For multinational enterprises (MNEs) this context will
involve facing foreign environments with differing levels of government intervention
(e.g. private versus public healthcare, government-owned enterprises) and national
cultural differences (e.g. use of public transportation versus personal automobiles).

However some scholars suggest MNEs are exposed to many diverse institutional fields

and because of this exposure can pick and choose which institutional elements to
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incorporate (Dacin, Kostova, and Roth, 2008). Furthermore the authors offer due to this
exposure to many diverse institutional fields the typical MNE does not necessarily exist
in merely one field and is thus not as susceptible to institutional forces, because of the
dilution created by the diversity. Also, many MNEs have financial resources larger than
many of the countries in which they inhabit. Thus, they are able to withstand the
coercive or negotiate the regulative pressures exerted by these lesser foes.

This macro-level view of context does not take into account the social actor
within these MNEs. First unlike the organization, the actors are not enclosed within the
boundaries of organizations, only certain activities and behaviors (Pfeffer & Salancik,
1978). These activities and behaviors, although structured by the organization’s internal
system, are influenced by the individual actors’ interaction with various elements of the
environment. The individual actors, despite the buffering offered by the organizational
boundary, incorporate the cognitive frameworks of their external environment. This
framework in turns molds their behaviors and drives their activities, even with the larger
framework of rules and routines imposed by the organization.

Second, several scholars have begun to question the breadth of country diversity
of today’s multinational enterprise. Simply put, these firms are more regional than
global. Rugman and Verbeke (2007) stated the following:

For 320 of the 380 firms for which geographic sales data are available, an average

of 80.3% of total sales are in their home region of the triad. This means that

many of the world’s largest firms are not global but regionally based, in terms of

breadth and depth of market coverage (Rugman & Verbeke, 2007:3).

This finding has tremendous application for the international strategy literature. In 2001,

the 500 largest companies in the world accounted for over 90% of the world’s stock of

foreign direct investment and over half the world’s trade (Rugman, 2000). These large
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firms that account for the majority of the world’s output is doing business regionally, not
globally. Thus, the myriad of institutional environments which provide MNEs with a
buffer of ambiguity might not exist. In fact, it could be suggested that these MNEs are
only exposed to one or two environments different from their own home-country
environment. This idea re-establishes the influence of institutional environments for
MNEs, the competitive strategies they develop, and their subsequent impact on firm
performance.

As we take environmental influences into account, it can be predicted that it is
very unlikely that there will be long stable periods in which firms can achieve sustainable
competitive advantages; instead, the hyper-competitive context (D’ Aveni 1994) will
allow only short periods of advantage making the re-thinking of strategy more or less
continuous. These developments will require greater cross-fertilization of the field with
more focus on the areas of overlap between the theories within the discipline. The
innovation strategies of this hyper-competitive context cannot be explained in terms of
top-down planning and control, but will be captured in the interaction of management
layers in which action and cooperation occur among the different parts of the
organization; this, often tacit, behavior that is difficult to conceptualize and
operationalize will manifests itself in the strategic actions of middle managers. A new
focus on the areas of overlap between process/behavioral research and the resource-based
view of the firm offers an opportunity within the strategy domain to disentangle the
origins and development of socially complex competitive resources such as trust, change

and choice, capability and creativity.
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Innovation is proving to be the key defining factor for the world's most successful
corporations (Floyd and Wooldridge, 1996) and for all developed economies (Porter,
1990). We view innovation as a multi-dimensional construct, which denotes the
implementation of a new or significantly improved product denoted as product
innovation and; a new or significantly improved process of production /delivery method,
new marketing method, or new organizational method in the firm’s business practices,
workplace organization or external relations as an administrative innovation (Oslo, 2005).

The innovation process typically requires cooperation and trust between multiple
departments and multiple levels of management which already compete for strained
resources, unlearning previously acceptable, better yet promoted behaviors, and
uncovering and overcoming of potential problems created by out-of-the-box thinking
(Elenkov, Judge, and Wright., 2005). Active intervention, which includes formulating a
vision, stimulating and motivating subordinates, obtaining crucial resources, and
encouraging and participating in strategic exchanges with peers and subordinates, by
organizational leaders is required to overcome these barriers in the innovative process.
Middle managers, in their boundary-spanning role, are uniquely positioned to provide
insight and contributions in to the innovative process (Kuratko, Ireland, Covin, and
Hornsby, 2005).

This dissertation empirically tests the resource-based view and institutional theory
perspectives within the context of middle management’s role in the innovation process.
Several scholars have suggested mid-level management is an important factor that
explains strategic outcomes (Wooldridge, Schmidt, and Floyd, 2008), but little research

has investigated how this relationship actually works. This study develops a set of
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hypotheses to empirically test resource-based view assertion of resource heterogeneity
and immobility as the source of sustainable competitive advantage, while taking into
account the institutional environment as a potential moderator. First, how does the
innovative behavior of middle management impact overall organizational innovation?
Second, how do macro-level factors, such as intellectual property protection, capital
availability, or host country subsidies, which frame the institutional environment impact

on the middle management/organizational innovation relationship.

STRATEGIC ROLE OF MIDDLE MANAGEMENT

The current business climate is characterized by high speed and an ever-changing
competitive landscape. High levels of complexity, outcome uncertainty, and decision
urgency are the new ‘norms’. Executives must navigate this environment by making
sound strategic decisions that will guide their organizations through these rough,
turbulent waters. Furthermore, executives in developed economies increasingly rely on
innovation and differentiation in order to be competitive, as opposed to low cost and
standardization which are the options of choice in developing economies (Porter, 1990).
In today’s highly competitive, uncertain, and turbulent global business environments
firms must focus on innovation to not only thrive, but survive (Ireland et al., 2009).

However, this pressure to innovate is in direct contradiction to the pressure to
improve efficiency. Thus, managers must utilize an organization’s limited resources to
both explore new opportunities and exploit existing activities (Smith and Tushman,
2005). These conflicting agendas of short-term efficiency and long-term innovation must
be pursued simultaneously for sustained performance (Smith and Tushman, 2005). Thus,

superior firm performance rests on the imperfect and discretionary decisions of
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boundedly rational managers to develop and deploy selected resources (Amit and
Schoemaker, 1993).

Middle managers in their role as implementer, facilitator, champion, and
synthesizer are a crucial factor in the firm’s competitive strategy (Floyd and Wooldridge,
1996). Middle management is regularly involved in the strategy formation process in
high performance firms (Floyd and Wooldridge, 1996). By the nature of their very
position within the organization, they are an integral part of the organizational processes
associated with creating, identifying, and/or building sustainable competitive advantages.

Middle managers serve as the communication conduit between top level
management and operating-level management; effectively communicating the firm’s
overall strategy to lower-levels, while providing operational knowledge to upper-levels.
Middle managers synthesize information received from internal managerial stakeholders
and external sources, such as customers and competitors, to leverage opportunities for
competitive exploitation. As an integral component of the implementation process
middle managers facilitate information flows in ways that can support (or derail) project
development and implementation efforts.

Due primarily to their position at the nexus of information transmittals between
top-level managers, operating-level managers, strategic customers and competitors,
middle manager strategic activity is critical to the firm’s innovation performance ( Dyer
et al., 2009; Floyd and Lane, 2001; Floyd and Wooldridge, 1990, 1992, 1994; Kanter,
1985; Pearce, Kramer, and Robbins, 1997). In many instances, middle management is
the catalyst of autonomous strategic initiatives by shepherding ideas generated by front-

line managers becoming entrepreneurial opportunities (Bartlett and Ghoshal, 1993;
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Burgelman, 1983; Dutton , Ashford, O’Neil, and Lawrence, 2001). Furthermore, middle
management influence on the strategy process is captured through their function as
horizontal integrators of knowledge-based resources (Bartlett and Ghoshal, 1993) and
their actions as knowledge mediators for managerial stakeholders (Nonaka, 1994). In
sum, the view of middle management’s organizational role encompasses all phases of

strategy development and its successful execution.

ORGANIZATIONAL INNOVATION AND CORPORATE
ENTREPRENEURSHIP

Corporate entrepreneurship is the growth engine for today’s multinational
enterprise and innovative activity is foundation for which a strategy of corporate
entrepreneurship is built upon. Corporate entrepreneurship does not exist without
organizational innovation and these innovations can be the creation of new products or
processes, entry into new markets, or internal corporate venturing (Burgelman, 1983;
Lumpkin and Dess, 1996; Gartner, 1985). To be innovative, firms must identify and
exploit opportunities in the external environment (Zahra and Dess, 2001). The
hypercompetitive environment of today’s multinational enterprise renders mundane
competitive actions, such as price adjustments and marketing blitzes, ineffective in
achieving sustainable competitive advantages (Yu and Cannella, 2007). In essence,
competitors’ ability to earn marginal advantages have been exhausted.

Multinational firms with innovation as a core competency should fare better in an
environment of constant change and global competition (Mors, 2010). However
innovative activity typically involves tremendous use of resources and combination of

resources in ways that do not currently exist in the marketplace. In a manner similar to
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first-mover advantages, the organizational outcomes of innovative activity greatly reduce
competitors’ ability to respond. Organizational innovation can cause a paradigm shift
and create a barrier to entry due to the uncertainty regarding how firms will compete in
the future. Corporate entrepreneurship is a function of a firm’s ability to innovate.
Several scholars have used product or process innovations as a measure of corporate
entrepreneurship (Shane and Venkataraman, 2000; Zahra, 1995). These types of
innovation or “game changers” restructure competition forcing competitors to develop
new competitive heuristics in an effort to compete (Guth and Ginsberg, 1990). Consistent
with Covin and Miles (1999), this paper focuses on organizational innovation as a
construct. The commonality that underlies all entrepreneurial firms is the presence of
innovation within the firm (Covin & Miles, 1999). In sum, we broadly define
organizational innovation as the introduction of a new product or process, technology, or
system that is new to the firm, and we treat it equivocally with corporate entrepreneurship

throughout this study.

INSTITUTIONAL ENVIRONMENT AND ORGANIZATIONAL INNOVATION
Michael Porter’s (1990) book, The Competitive Advantage of Nations, illustrated
the importance of innovation for economies throughout the world. Porter’s experience as
a member on a national competitiveness task force commissioned by the Reagan
administration allowed him to study the role of public policy in stimulating national
competitiveness. Porter highlighted the importance of national institutional attributes
dubbed advanced factors, such as strong domestic competitive rivalry, government
investment in advance technologies, active university/industry collaboration, etc. and

their significant influence on the innovativeness of local firms. In order to sustain
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economic growth, Porter specifically suggested developed countries aspire to the
innovation-driven stage. This stage is characterized by the creation of new technologies,
sophisticated consumer demand, macroeconomic stability, well developed related and
supporting industries, and strong domestic rivalry. However developing countries are
typically in the factor-driven (initial) stage. These developing countries are reliant on
basic factors of production (national resources, favorable growing conditions, semi-
skilled labor pool) for economic growth. Also in this stage, technology is sourced from
other nations, not created. Porter’s book underscores the importance of innovation in the
national context.

New institutional economics suggests actors develop institutions to shape their
environment to bring clarity and reduce uncertainty (North, 2005). The institutional
structure, which is a combination of formal rules, informal constraints, and their
enforcement characteristics, frame the pattern of human and economic interaction for the
society. As “rationalized institutions” and “rational organizations” expand their
dominance over the environment within which they operate, organizational behavior is
seen to increasingly reflect behavior institutionalized within the market (Scott, 1995).

Thus, organizational innovation predicated on the activity of managers within the
organization should be shaped and constrained by the institutional framework of the
market in which they operate. Furthermore, many of the opportunities for innovation
exist in the firm’s external environment (MacGrath and MacMillan, 2000). Dew,
Velamuri, and Venkataraman (2004: 662-663) describe a “‘context-dependent, social and
economic process (Thornton, 1999:20)” by which opportunities for the creation of new

markets for new products and services are identified, enacted, and exploited. Zahra and
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O’Neil (1998) argue factors internal to the organization together with factors in the
external environment interact, challenging managers to respond creatively and act in
innovative ways. For this reason national public policy often promotes industrial cluster
space to achieve economies of scale to reduce infrastructure costs such as staff training,
factory, and land in order to attract the foreign country high-tech enterprises’ investments
and technology transfer and the subsequent economic benefits in the dissemination of
technological innovations.

A comprehensive review of the literature on middle management strategic
behavior reveals numerous gaps. First, while we have some understanding of the
strategic roles of middle managers from the published literature, but there has been little
empirical work on the effects of middle manager behavior and even fewer studies that
actually examine actual middle management strategic behaviors. Second, the majority of
studies with middle management as the focal construct are typically single-company and
singlecountry studies (e.g., Beatty & Lee, 1992; Carney, 2004, Floyd & Wooldridge,
1992; Guth & MacMillan, 1986; Westley, 1990). Since organizationl innovation is
increasingly a requirement for success in the global economy (Wooldridge, Schmidt, &
Floyd, 2008), there is a need for a more global perspective. Consequently, additional
research is needed on the strategic behavior of middle management and its effects on

organizational outcomes in a multi-country setting.
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Figure 1: Multi-level Model of the Strategic Innovation Process

SUMMARY

In summary, the importance of innovation in today’s organization is unparallcled.
Middle management’s unique position within an organization places their activity at
precipice of innovation processes in an organization. However, scholars have a very
limited view ot middle management’s actual role in that process. Middle management

behavior is a resource bundle owned by the firm could intluence the tirm’s innovative
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outcomes. Despite middle management’s potential impact on this firm-level
phenomenon, we must not ignore the contextual factors that could affect the relationship.
Thus, organizational innovation predicated on the activity of managers within the
organization should be shaped and constrained by the institutional framework of the
market in which they operate. In the next chapter, the extant literature on middle
management strategic roles and organizational innovation is reviewed and research gaps
are identified. A conceptual model of the middle management/organizational innovation
relationship and its institutional moderators is presented and salient features described.
Next, research hypotheses are developed to empirically test the proposed middle
management/organizational innovation relationship, the influence of the institutional
environment on this relationship and an organizational innovation/firm performance

relationship.
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II. LITERATURE REVIEW AND THEORETICAL MODEL

STRATEGIC ROLE OF MIDDLE MANAGEMENT

Klaus Kleinfeld, the President and CEO of Siemens AG, stated in an interview to
Nikkei Weekly the following at the beginning of the recent global recession “the only way
to address these challenges is through innovation... To innovate, we must always have
the best and brightest people on the planet at Siemens together with a global presence.
Both are intertwined. We need managers who understand local markets and combine that
knowledge with the global picture. We want people who are able to work in networks and
virtual teams and have intercultural competencies that cut across different functions,
businesses and countries (Nikkei Weekly, 2006, “Innovations,” para. 5).”

Relatedly, the seminal author of the resource-based view of the firm, economist
Edith Penrose (1959) proposed that firms achieve competitive advantage on the basis of
organization-specific resources. The greatest of these resources are the managerial
resources, for it is not the resources themselves that yield results but the services that they
may render. It is the development and application of resources by the firm’s managers
that servers as the basis for superior firm performance.

Managerial resources play a key role in achieving and maintaining a competitive
advantage. As they employ the firm’s resources, managers discover new resources and
new ways of employing existing resources, in novel combinations, in response to
entrepreneurial views of opportunities, and this activity represents a sustainable
competitive advantage. From both a recent practitioner perspective and a time-tested

academic perspective managerial resources are one of the most important elements (it not
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the most important) of firm success in good times and bad. In this study of
organizational innovation, I focus on the role of middle level management within the
firm. The middle manager plays an important role in both strategy formulation and
implementation, while simultaneously serving as the new idea generator for the firm
(Burgelman, 1983).

Whether it’s the boom of the post-World War Il era or the bust of the current
global recession, managerial capabilities is still the engine that drives organizational
performance. Some have argued their strategic contribution was erroneously eradicated
by the delayering of the late 1980’s (Wooldridge and Floyd, 1990). The
misunderstanding of the middle manager began with the explosive growth of American
firms in the post-World War II era.

The historian Alfred Chandler (1962) chronicled the evolution of American giants
based on four case studies of American conglomerates that dominated their industry from
the 1920s onward. Chandler described how the chemical company Du Pont, the
automobile manufacturer General Motors, the energy company Standard Oil of New
Jersey and the retailer Sears Roebuck managed a growth and diversification strategy by
adopting the revolutionary multi-division form. In his thesis, he discusses the evolution
of chief executive from the entrepreneurial, single business controller to the bureaucratic,
diversified conglomerate. In developing his structure follows strategy argument, he
described corporate strategy as the determination of long-term goals and objectives, the
adoption of courses of action and associated allocation of resources required to achieve

goals; he defined structure as the design of the organization through which strategy is
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administered. He observed the growth in use of the multi-divisional form as an
organizational structure for large corporations.

With the advances in transportation and communication technologies, the multiple
divisional structure provided firms the ability to manage across time and space.
Successful firms grew to become a corporate federation of semi-independent product or
geographic groups with a headquarters that oversaw the corporate strategy and
coordinated interdependencies. With this exponential growth in size, bureaucratic
systems of control grew as an extension of Taylor’s scientific management ideology.
Mid-level management’s primary function was a control mechanism for top management.

The multi-divisional form created a hierarchical structure to provide the control
and monitoring measures necessary to accommodate the explosive growth, while
controlling operational costs and increasing operational efficiency. However this new
organizational structure required a large middle level of management. Unlike the top
level of management, this level of management was assigned the enforcement role of
Taylor’s scientific management thesis. Their expected contribution to the strategy
formation process was limited to implementation. According to Taylor, operation-level
managers needed to be closely monitored in order to maintain maximum production
efficiency and quality. In essence enforcement by middle managers was the key to
profitability:

It is only through enforced standardization of methods, enforced adoption of the

best implements and working conditions, and enforced cooperation that this faster

work can be assured. And the duty of enforcing the adoption of standards and

enforcing this cooperation rests with management alone (Montgomery,
1989:229).
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Middle management’s primary focus was operational, heavily involved in the planning,
monitoring, and controlling functions of the organization. In the planning function,
middle managers developed budgets and outlined tactics to achieve the top-down
strategy. In the monitoring function, middle managers observed and reported
performance of organizational members and subunits. In the controlling function, middle
managers took corrective action to re-align behavior with the top-down strategy goals and
objectives. The continuation of the period of post-World War Il recovery and the
evolution of the form of the modern business enterprise launched the explosive growth of
the middle level of management. This new view of the firm as a mini-capital market,
where the firm is a nexus of contracts handling internalizing transactions that previously
took place external of the firm swelled the middle manager ranks in the 1950’s and 60’s.

However, trouble for mid-level management loomed ahead. The 1970s were
characterized by a combination of stagnation and inflation. And the 1980s, witnessed
increased foreign competition and globalization of markets. During the 1990s, rapid and
discontinuous economic and political changes in the international environment suggested
that academic research should deal with multinational alliances, corporate ventures,
technology changes, and continuing restructuring (Bowman et al. 2002). The decades of
the 70’s, 80’s, and 90’s were very difficult for middle managers. During this period,
large firms that viewed middle managers as merely implementers of strategy developed
by top-level executives reduced their mid-level management in large numbers through
restructuring efforts, typically called “right-sizing”.

Between 1987 and 1991 more than five million white-collar jobs were eliminated

in Fortune 1000 firms. Further, although it makes up less than 5 percent of the

work force, middle management accounts for roughly 20 percent of all jobs loss
between 1988 and 1995 (Floyd and Wooldridge, 1996:28)
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This period of increased competition, outsourcing, and slow growth especially in
manufacturing forced firms to restructure in order to reduce costs and improve efficiency.
However, many executives realized they were ‘throwing out the baby with the bath
water’; lost in this course of restructuring to reduce costs were capabilities that are the
source of competitive advantage and improve long-term competitiveness. In many cases
the reduction and realignment of organizational resources eliminated the managerial
talent needed to build new capabilities — capabilities aimed at innovation and
responsiveness to customers (Wooldridge and Floyd, 1997).

Middle managers’ strategic role had been overlooked by many large firms
(Wooldridge et al, 2008). By the nature of their very position within the organization,
they are an integral part of the organizational processes associated with creating,
identifying, and/or building sustainable competitive advantages. First, as internal
intermediaries, King, Fowler, and Zeithaml (2001) assert middle managers are the
linchpin that connects top-level perspective with lower-level operational issues. In their
field study of firm competencies and firm performance, they found middle manager
perception and awareness of firm competencies was positively related to firm
performance. Specifically in the case of competencies that are considered tacit because
of ambiguity and embeddedness, middle manager agreement with senior level
management on the identification is critical to superior firm performance as a result of
these competencies.

Second, as internal complements, Balogun and Johnson (2004) suggested middle
managers fill a special-type of leadership role required within multinational firms. These

firms are highly networked and geographically dispersed and middle managers facilitate
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distributed leadership to manage these structurally complex organizations. Third, as
external intermediaries, middle managers serve as the interface with otherwise
disconnected actors (Floyd & Wooldridge, 1999), referring to senior management and
customers. Fourth, as external complements, middle managers tap into knowledge
networks outside of the firm to augment the firm’s internal resource bundles. They
gather knowledge and innovative ideas from beyond the firm’s boundaries and
incorporate those external ideas into innovative activity (Sleptsov and Anand, 2008;
Wooldridge, Schmid, and Floyd, 2008).

Floyd and Wooldridge’s (1996) landmark study defined the often unrecognized,
but critical strategic role, of middle management. These authors suggested in order for
firms to leverage their knowledge and skills to not only compete but lead in the race for
capabilities, middle managers must be active in four functions within the firm: (1)
championing, (2) synthesizing, (3) facilitating, and (4) implementing. As champions, “...
middle managers promote strategic initiatives to their superiors and in the process
diversify the organization’s repertoire of capabilities (Floyd and Wooldridge, 1996:54).”
For example, Dutton, Ashford, O’Neill, and Lawrence (2001) suggested middle
management affect strategic change from the bottom-up through issue selling.

Middle managers reservoir of strategic knowledge of organizational capabilities,
competitive strategy, and market demands and relational knowledge of top management
group dynamics, informal workgroups, and emotional aperture place middle managers at
the center of the innovation process within organizations and quite often the catalyst of
innovation. In the synthesizing role, middle manager internal and external boundary-

spanning position really comes to focus. In this idiosyncratic process, middle managers
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use their operational knowledge, access to organizational resources, knowledge of
strategic intent, and access to external knowledge (e.g. customer and competitor
information) to influence the strategic mindset of the organization. Sitting at the
intersection of all of these strategic knowledge inputs, middle managers have a unique
understanding of the organization’s strategic circumstances.

As facilitators, middle managers promote an environment that fosters
organizational learning and flexibility, to enable strategic change and renewal within the
organization. In their role as implementer, middle managers introduce and administrate
the strategy of the firm. In the brokerage role in the network of the firm (Shi, Markoczy,
and Dess, 2009), middle managers must both lead and follow in their role as
implementer. In leading, they must provide clear guidance to subordinates while
promoting both consensus and conflict to successful discourse during the implementation
phase. In following, middle managers must have a coherent understanding of the
deliberate strategy of senior management and the wherewithal to promote the recognition
of emergent strategy.

Of course, this strategic role for middle management requires certain
organizational factors to facilitate success in this role. Hornsby, Kuratko, and Zahra
(2002) researched organizational determinants of middle managers as innovators. These
authors suggested five (5) key factors that promoted middle manager innovative activity:
(1) use of rewards, (2) management support, (3) resources, (4) supportive organizational
structure, (5) risk taking. Dutton et al (2001) suggested, top management can facilitate
strategic change by middle managers by enhancing managers' opportunities to acquire

and update their relational, normative, and strategic knowledge.
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The strategic role of middle management in the innovation process of large
corporations is too large to go unnoticed. Large corporations are bureaucratic structures
with multiple levels of management, varied profit centers, and geographically diverse
subsidiaries. Middle management creates the inter-divisional link connecting both
geographically and product diverse business units. Thus, middle managers sit at the apex
of munificent, diverse information transfer, As mentioned earlier, middle managers also
have access to firm'’s resources via top level management and operational knowledge via
operational managers. Galunic and Rodan (1998) suggested the recombining of existing
resources in new and radical ways could establish a new bundle of resources to achieve
superior economic rents. Middle management function as an interdivisional linchpin can
direct and promote this recombination of resource bundles between diverse business
units. These strategic actions involving the recombination of existing resources can help
to create new products and services that prove invaluable to the firm’s competitive
advantage.

Of course, firms can and do lose their advantages because resources, capabilities,
and positions grow stale and decay over time without continuous efforts to generate new
advantages when confronted with changing demand or the competitive attacks of rivals.
Multinational enterprises, in particular, face difficult challenges of bundling resources
and leveraging capabilities across a diverse set of markets. Multinational enterprises must
be adept at developing positions that satisfy demands for efficiency, adaptation, and
competency simultaneously across multiple markets (Tallman & Yip, 2001). It may
therefore be more realistic for firms to seek a series of temporary competitive advantages

rather than a single sustainable advantage (Eisenhardt, 1999) suggesting management
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must constantly innovate to compete. As such, middle managers ability to continuously
improve, innovate, and otherwise bundle resources, coordinate and leverage the resultant
capabilities may be the ultimate source through which firms create, maintain, and extend
desirable competitive positions.

In sum, middle managers traditional role as implementers is important, but only
one aspect of middle management’s contribution to the firm’s success. Floyd and
Wooldridge’s (1996) typology provides a foundation to begin to ascertain the pivotal role
of middle management. Subsequent scholars have begun to illuminate the path of middle
manager’s strategic importance. Accordingly, we explore one aspect of middle
manager’s strategic importance by focusing on their role in the innovation process of

organizations.

ANTECEDENTS OF ORGANIZATIONAL INNOVATION

The extant literature on determinants of organizational innovation has focused on
both external and internal factors. Successful organizational innovation can be viewed as
a meeting place of organizational preparedness and external opportunity. Zahra and
O’Neil (1998) argue factors internal to the organization together with factors in the
external environment interact, challenging managers to respond creatively and act in
innovative ways. Hornsby et al. (2002) identified managerial support as a key internal
dimension for facilitating autonomous behavior which could sustain a culture of
entrepreneurial activity. When confronted with strategic decisions to innovate, the three
challenges that typically face decision-makers are: (1) relatively high information
requirements; (2) considerable constraints on information collection time; and (3) lack of

reliability of the information (Khatra & Ng, 2000).
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Lumpken and Dess (1996) describe innovativeness as “... a firm’s tendency to
engage in and support new ideas, novelty, experimentation, and creative process that
result in new products, services, or processes.” The extant literature has suggested many
determinants of organizational innovation. Some of these determinants are internal to the
organization, pertaining to organizational structure, managerial behavior, and knowledge
resource capacity. Still others are external to the organization, such as industry velocity
and technology intensity. Innovation as a precursor to corporate entrepreneurship can be
viewed as a function of the organizational structure, firm strategy, leadership, and
environment (Miller, 1983). In regards to the environment, Drucker (1985) suggested
search is a key determinant of innovation. A firm’s search of the internal and external
environment is positively related to a firm’s innovativeness. The proposed
environmental scan will highlight opportunities in the external environment caused by
demographic changes, changes in perception, and introduction of new knowledge; and
opportunities in the internal environment found in unexpected occurrences,
inconsistencies, and organizational process needs.

Managerial diversity has also been found to have a context dependent relationship
with innovation. Mors (2010) found in homogeneous contexts managerial diversity,
characterized by network density, hindered innovation performance, but in heterogeneous
contexts, dense network interactions increased innovation performance. Though many
scholars, suggest that network structure is the critical key to innovation performance,
access to knowledge in particularly heterogeneous knowledge is of equal importance

(Rodan & Galunic, 2004).
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A firm’s innovativeness has been linked to the incentive and control systems of a
firm (Hornsby et al, 2002; Sathe, 1985; Thompson, 1965). Early in the study of
innovation, scholars were able to link locus of control with innovation. Thompson
(1965) found centralized decision-making authority to be counterproductive to the
realization of innovative solutions. Bureaucracy generated by centralization not only did
not promote innovation, but it actually stifles innovative activity. Organizational
members, who do not participate in the decision-making, lack the commitment and
awareness needed to act innovatively. In order to see beyond the status quo of
organizational processes or products, a manager must take risks inherent with looking
outside the proverbial box for market opportunities or to address unexpected process
needs.

Sathe (1989) found contradictory evidence to the financial literature suggesting a
positive link between incentives and risk-taking propensity. He found strong
inducements in large firms did not foster entrepreneurial behavior. Control systems,
personified by a firm’s hierarchical structure, have been negatively linked to innovation.
Hull and Hage (1982) suggested the increase in linkage of communication channels
caused by multiple hierarchical levels inhibits the flow of communication, subsequently
constraining the flow of innovative ideas.

Recent literature has begun to investigate the reasoning behind the mixed results
in the relationship between control systems and innovation. Akroyd, Narayan, and
Sridharan (2009) focused on product innovations and suggested the impact of control
systems on new product development depended on the type of product development. For

instance, radical product development with high uncertainty requires a different control
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system than incremental product development; establishing type of product development
as a moderator for the relationship. Lega (2009) recent study on process innovation in
the health care industry suggested stronger managerial control systems were needed to
clearly identify and define roles of responsibility for innovation development. Utilizing
patent counts and R&D spending as a proxy for organizational innovation, Balkin,
Markman, Gomez-Meijia (2000) suggested short-term CEO compensation was positively
related to organizational innovation. Grounding their argument in the resource-based
view of the firm and agency theory, first, these authors suggest in high technology firms,
innovation will be seen as a focal resource needed to provide competitive advantage.
Second, CEQ’s with the ability to be a catalyst for firm-level innovation would also be
seen as a resource. Third, the risk propensity required to pursue innovative activity
despite the high outcome uncertainty requires incentive alignment for the CEO to pursue
such risky endeavors.

In this age of ubiquitous information, firms have been classified by their
knowledge resources as much as their ability to manufacture products or produce
services. Thus, the organizational learning literature has not been silent on the predictors
of organizational innovation using dynamic capabilities as theoretical foundation.
Dynamic capabilities are set of stable, organizational routines used systematically to
generate and modify operational routines in the pursuit of improved organizational
effectiveness (Zollo & Winter, 2002). They also proposed the existence of two types of
dynamic capabilities: (1) operational routines and (2) search routines. Operational
routines are the stable pattern of organizational activity that is in place to maximize

resource productivity. Search routines are utilized to modify operating routines based on
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a chosen course of action or direction. Salomon and Jin (2010) investigated the impact of
exposure to technological knowledge in foreign markets by exporting firms. Their results
showed that these exporting firms benefit from the organizational learning and its effects
are exhibited in increases in innovative productivity, ex post. Danneels (2002) goes one
step further and suggests a synergistic relationship between innovation and organizational
learning. This idea of a cyclical relationship hints at the vital role organizational learning
plays in organizational innovation.

Since Miles and Snow (1978) seminal work, scholars have linked the strategic
orientation of the firm to many organizational outcomes, such as firm performance,
strategic renewal, and firm rejuvenation. Atuahene-Gima and Ko (2001) studied a firm’s
strategic orientation and its impact on organizational innovation as measured by new
product performance using an interdisciplinary approach. Specifically, they found firms
with either a entrepreneurial orientation, as in the management literature, and or a
market-orientation as in the marketing literature, had significantly better new product
performance than firms classified as conservative.

The roles of organizational members play, along with their administrative
functions is related to the innovative activity of a firm (Baldridge & Burnham, 1975).
Managers, in their role as leaders, supporters, and coordinators, facilitate the successful
adoption of innovations (Damanpour, 1987). Also, the knowledge base needed to create
an innovative environment is more prominent in organizations with a variety of
specialists (Kimberly & Evanisko, 1981). Similar to Burt’s (1992) network benefits,

advantages can be gained from the cross-fertilization of ideas. Poséibly even more
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impactful, the variety of specialists increases the technology reservoir; subsequently new
ideas are easily understood, developed, and implemented in such a fruitful environment.

Corporate diversification strategy is another dimension of the strategic orientation
of a firm. Baysinger and Hoskisson (1989) found research and development intensity of
firms with a dominant-business structure to be higher than those firms with more
diversified business structures, such as related- and unrelated business structures. Again
signaling another possible determinant for organizational innovation since, R&D
intensity has been commonly used as a proxy for organizational innovation (Camison-
Zornoza, Lapiedra-Alcami, Segarra-Cipres, & Boronat-Navarro, 2004; Damanpour,
1991). This counter-intuitive result could possibly be explained by another determinant
of innovation, organizational slack (Hitt, Ireland, Camp, and Sexton, 2001). For instance,
as a firm becomes more diversified, managerial and financial resources become
constrained limiting the firm’s ability to participate in risky, resource-laden innovative
activity.

In Miller and Friesen’s (1983) land-mark study of strategy-making and the
environment, two dimensions of the environment were highlighted as determinants for
firm-level innovation. Separating their sample by successful and unsuccessful firms, the
authors found successful firms had two key relationships in common: First, the more
heterogeneous a firms task environment the more innovative the firm. Second, the more
dynamic a firms task environment the more innovative the firm. These findings suggest
the importance of change and diversity in the external environment as antecedents of
organizational innovation. Innovative activity is required for firms to be successful in

environments characterized by continuous change and diversity.
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However, also significant is a non-findings reported in this study. Environmental
hostility was not a significant predictor of organizational innovation suggesting internal
factors such as financial and managerial resources, which are typically constrained in
hostile environments, counteract the external pressures for innovation in hostile
environments.

Environmental characteristics have been linked to organizational innovation, but
a firm’s degree of connection with the environment has been linked as well (Gulati,
1999). The social networks literature investigates the beneficial nature of network
structure on organizational performance to the extent the term “network” resources has
been added to the literature (Gulatti, 1999).

Ahuja (2000) took up the challenge of finding the optimal network structure for
organizational innovation. In this longitudinal study, both direct and indirect ties were
found to have a positive impact on organizational innovation as measured by patent
activity. This is one of the few studies to utilize network analytics to investigate firm
innovative activity. Considering the collaboration required for innovative activity, it
stands to reason the inter-firm network structure would prove impactful on a firm’s
innovative activity. Sharing of knowledge, scale economies, combining of skills and rare
resources, are only a few of the benefits available in an efficient, information-rich
network (Burt, 1992; Ahuja, 2000; Ahuja & Katila, 2001). In a global context, Kim and
Park (2010) examined a global research-and development network; finding a firm’s
position within the network, not just the network structure determined the success of
innovation gain. Coupling organizational learning research with network theory research,

they focused on the moderating role of a firm's network position in the relationship
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between the firm's science intensity and the impact of its innovation. The network
structure of an organization impact on organizational performance, however unclear,
cannot be ignored.

In viewing this organizational phenomenon through a resource-based view lens,
we focus on the internal sources of organizational innovation in this study. Damanpour’s
(1991) article provided a brief review of relationships between internal organizational
determinants and innovation. Using this table as a foundation, I have added to the
breadth and depth of the typology. These internal factors can also be classified into three
categories: (1) structure and controls, (2) managerial behavior, and (3) resource
availability.

The central focus of this study is middle managers and their impact on firms,
specifically exploring the aspects of managerial behavior that influence organizational
innovation. Large corporations because of their size face inherent barriers to innovative
activity. First, the centralization of authority, which is common among large
organizations, concentrates decision-making authority hindering participatory work
environments that facilitate innovation by increasing organizational members’ awareness,
commitment, and involvement. Second, vertical disintegration created by hierarchical
levels increase links in communication channels, making communication between levels
more difficult and inhibiting the flow of innovative ideas.

Mintzberg’s (1979) adhocracy structure was suggested to minimize the heavy
burden created by bureaucracy in large organizations. An adhocracy structure is a fluid,
organic framework of members, in which interactions are largely informal, and

coordination is achieved through the creation of work teams representing different sectors
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(functional or product groups) of the organization. The professionalism allowed by this
flexible structure increases boundary-spanning activity, autonomous action, and
collaboration of cross-functional teams necessary to facilitate innovative activity (Bailey
& Neilsen, 1992). It is this professionalism, obtained by managers having similar
education and experience levels, which is needed to pursue the maximization of existing
capabilities, while forging new ones.

Diversity, particularly cognitive diversity, has long been studied as an antecedent
to better decision making (Olson, Parayitam & Bao, 2007). Information processing
theorists have suggested cognitive diversity leads to development of more alternatives
when faced with a problem and a better solution due to the differences of opinion
(Forbes, 2007). However, other scholars have suggested the contradictory team dynamics
that arise from diverse teams can also hinder decision-making ability, unless other
dynamics such intra-group trust mediate the relationship (Carpenter, Geletkanycz, and
Sanders, 2004; Chowdry, 2005). In a recent study of 28 innovation teams increases in
functional diversity positively impacted the team’s ability to engage in connective
thinking. More importantly, the cognitive diversity increased the amount of divergent
opinions, which reduced the occurrence of a single, shared mindset and led to more
breakthrough innovations (Post, De Lia, Di Tomaso, Tirpak, & Borwankar, 2009).

Other organizational factors appear to impact the innovative performance of
firms. Hitt, Ireland, Camp, and Sexton (2001) found organizational slack to be a key
component in the creation of breakthrough innovations. Dess, Ireland, Zahra, Floyd,
Janney and Lane (2003) suggested the corporate entrepreneurship process which leads to

innovation within an organization cannot be executed without organizational learning.
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Drucker (1985) suggested organizational search routines were positively related to
innovation performance, concluding the most successful innovation results from a
conscious, purposeful search for innovation opportunities. The top management team’s
collective information can impact the groups’ ability to recognize threats and
opportunities (Eisenhardt, 1999) and through the use of strategic decision heuristics, such
as intuition, may play a role in innovation (Finucane et al., 2000; Leonard and Sensiper,
1998).

In summary, the majority of previous studies have focused on internal
determinants of organizational innovation, such as resource availability, organizational
structure, and managerial support, but few studies have focused on actual managerial
behavior. Due to the facination with strategy formulation, not implementation few
studies have examined the influence of managers below the top-level executives (Raes,
Heijltjes, Glunk, & Roe, 2011). Several scholars have suggested mid-level management
is an important factor that explains strategic outcomes, such as organizational innovation
(Wooldridge, Schmid, and Floyd, 2008), but little research has investigated how this
relationship actually works. Limited studies have also explored external factors impact
on organizational innovation, such as environmental hostility and munificence. But no
study has empirically investigated internal processes below top management and national
context of an organization, accounting for the interplay of the two forces and their joint
impact on organizational innovation. In the next section, the effects of organizational

innovation are examined.
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Table 1: Internal Organizational Factors and Organizational innovation

Factors

Structure

Managerial
Behavior

Independent
Variables
Functional
Differentiation

Centralization

Vertical
Differentiation

Professionalism

Cognitive
Heterogeneity

Change
Aversion

Managerial
Tenure

Administrative

Expected
Relationships
Positive

Negative

Negative

Positive

Positive

Positive

Positive

Positive

Reasons for Expectations

Coalitions of professionals form in
differentiated units that both elaborate
on and introduce changes in the units’
technical systems and influence
changes in their administrative
systems.

The concentration of decision-making
authority prevents innovative
solutions, while the dispersion of
power is necessary for innovation.
Participatory work environments
facilitate innovation by increasing
organizational members’ awareness,
commitment, and involvement.
Hierarchical levels increase links in
communication channels, making
communication between levels more
difficult and inhibiting the flow of
innovative ideas.

Flourishes in Mintzberg’s (1979)
adhocracy, increases boundary-
spanning activity, autonomous action,
and collaboration of cross-functional
teams (Bailey & Neilsen, 1992).

A greater variety of specialists would
provide a broader knowledge base and
increase the cross-fertilization of ideas.
Managers’ favorable attitude toward
change leads to an internal climate
conducive to innovation. Managerial
support for innovation is especially
required in the implementation stage,
when coordination and conflict
resolution among individuals and units
are essential.

The longevity of managers in their jobs
provides legitimacy and knowledge of
how to accomplish tasks, manage
political processes, and obtain desired
outcomes.

A higher proportion of managers
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facilitates innovation because the
successful adoption of innovation
depends largely on the leadership,
support, and coordination managers
provide.

Environmental scanning and
extraorganizational professional
activities of members can bring
innovative ideas. Innovative
organizations exchange information
with their environments effectively.
Facilitates dispersion of ideas within
an organization and increases their
amount and diversity, which results in
cross-fertilization of ideas. Also
creates an internal environment
favorable to the survival of new ideas.
Intragroup trust facilitates information
exchange, acceptance of diverse views,
and reduces uncertainty (Olson,
Parayitam, & Bao, 2007) creating an
atmosphere for innovation to flourish.
The greater the technical knowledge
resources, the more easily can new
technical ideas be understood and
procedures for their development and
implementation be attained.

Slack resources allow an organization
to afford to purchase innovations,
absorb failure, bear the costs of
instituting innovations, and explore
new ideas in advance of an actual
need.
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EFFECTS OF ORGANIZATIONAL INNOVATION

Organizational innovation is the growth engine of the firm, as well as the
foundation for sustainable performance. Scholars have suggested entrepreneurial risk-
taking is rewarded financially in the global marketplace of the 21* century (Zahra, 1999).
Firm performance is positively associated with the level of innovation (Kuratko et al.,
2001). Using the resource-based view as a lens, Deeds et al. (1998) found a relationship
with wealth creation and entrepreneurial firms. Innovation facilitates organizational
renewal that is essential for high performing firms in this global economic climate of
constant change and uncertainty that altered the very way business is conducted and
limited the usefulness of the typical linear business models (Hitt et al., 2001; Phan et al.,
2009). Hitt et al. (2007) found innovation a key factor in organizational recovery when
faced with declining firm performance. Specifically, corporate entrepreneurial activities
combined with difficult-to-imitate and valuable strategies were rewarded by investors and
acquisition of new resources through joint ventures and alliances combined with difficult-
to-imitate and valuable strategies was not rewarded.

Firm innovative activity has been identified as a key factor in organizational
outcomes (Koellinger, 2008). Innovative activity can have a synergistic relationship with
capability creation. Santos, Doz, and Williamson (2006) suggested, specifically in the
case of information technology, organizational innovation forces competitors to build
new specialized knowledge capabilities, but these capabilities foster more innovation
which continues a relentless cycle for firm survival and growth. Organizational

innovation has played a crucial role in successful firm performance (Zangwill, 1992;
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Garcia-Morales et al., 2007; Koellinger, 2008). Considering the importance of firm
market value to CEO success, Ceccagnoli’s (2009) study of innovation rents on firm
performance echoes the innovation/firm performance relationship. His study found
positive stock market reaction, when a firm strongly appropriated innovations typically
through high patent protection. Christensen (1997) suggested innovative activity could
disrupt industry norms and dislodge industry leaders. Thus, the extant literature suggests
innovative activity is a driver of superior firm performance, whether by capability
creation, increased market value, or industry change agent.

In summary, several studies suggest organizational innovation is a source of
sustainable competitive advantage. However, few studies examine this relationship
empirically and most utilize patent data and R&D expenditures as a measure of
organizational innovation. Also, few studies focus on the context of organizational
innovation. A study on organizational innovation focusing on the strategic process using
multiple theoretical perspectives is needed to synthesize the prior literature and provide
guidance for future research. In the next section, a new research model of organizational
innovation is introduced utilizing a resource-based view approach and institutional

theory.

RESOURCE-BASED COMPETITIVE ADVANTAGE VIA INNOVATION
Penrose’s (1959) assertion of firm resource heterogeneity is the launching point
for the resource-based view (RBV) of the firm. She suggested a firm should be viewed
as: first, an administrative framework that links and coordinates activity among a group
and second, as the productive opportunities that exist based on the bundle of productive

resources managed or controlled by the firm. And the bundle of productive resources
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managed or controlled by the firm differed from firm to firm. Wemerfelt (1984) built on
Penrose’s assertion of firm heterogeneity and Porter’s (1980) theory of competitive
advantage to propose that a firm’s ability to secure above-normal profits wa§ not purely
based on product-market position. Porter’s (1980) utilized the neo-classical economics
assumption of entry barriers to make the case for competitive advantage gained by
product market position. Wernerfelt (1984) suggested the existence of resource position
barriers, implying the firms were able to achieve favorable product-market positions
based on, in part, their resource positions held by the firm.

Barney (1986, 1991) built on Wernerfelt’s (1984) previous work and declared
strategic factor markets are also imperfect and strategic factor endowments will differ.
He framed two additional assumptions: (1) resource heterogeneity — strategic factor
endowments differ among firms; and (2) resource immobility — resource differences will
persist over time. Barney (1991) proposed that resources will be inelastic in supply if
they are path-dependent, causally-ambiguous, or socially complex. Dierickx and Cool
(1989) proposed resources that suffer from time compression diseconomies could be
characterized as path-dependent and causally-ambiguous. Bamey (1991) also suggested
resources, which are valuable, rare, inimitable, and non-substitutable have the potential to
convey sustainable competitive advantage.

Not only can the origins of the resource based view be traced back to Penrosian
economics, they also built upon the traditional study of resources (Learned et al.,
1965/1969). Attributes or characteristics of a firm that enable the firm to pursue a
strategy more efficiently and effectively than other firms are known as distinctive

competencies (Hitt, 1985; Hitt, 1986; Learned et al., 1965/1969). General management
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capability has been identified as a distinctive competency which could provide a
performance advantage. Penrose’s suggests that firm growth is triggered by
organizational slack, not external stimuli. She finds that there are few constraints on the
growth of the firm other than the scope of managerial resources. Top management’s
main role in order to ensure firm growth is to hire and develop new managers to maintain
organization integration and avoid bureaucracy, while pursuing a growth and
diversification strategy. She contends there will always be new markets and new
products for diversification, but the real constraint is managerial resources.

Learned and his colleagues (1965) separated strategy into two interrelated
components: formulation and implementation. Their view on the motivation for firm
expansion can be found in their assessment of strategy formulation. These authors
propose that strategy formulation is needed to identify and reconcile four issues: (1)
market opportunity; (2) firms competences and resources; (3) managers’ personal values
and aspirations; and (4) obligations to segments of society other than stockholders. The
ability of a firm to create competitive advantages is harnessed from the reconciliation of
these four components. For example, the existence of a market opportunity coupled with
manager’s entrepreneurial behavior should motivate new market or product introduction
to capture additional market share.

Amit and Shoemaker’s (1993) behavioral view of the resource-based arguments
brings the actions of the firm’s managers into clear focus. They argue that competitive
advantage is not only a function of resource heterogeneity and immobility as suggested
by Barney (1991) but also the discretionary decisions made by managers about resource

creation, development, and allocation that leads to differences in the resources and
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capabilities that firms control. These boundedly rational managers (Simon, 1957) facing
an uncertain and complex internal and external environment make decisions regarding
resource allocation that leads to the realization of sustainable economic rents.
Furthermore sustainable economic rents are a derivative of a firm’s search
routines captured by managers’ ability to identify opportunities that are not otherwise
visible to its competitors (Denrell, Fang, & Winter, 2003). Managers must be aware of
the political and social consequences of their decisions on their peers as well as their
subordinates. Internally, managers navigate a maze of intra-organizational conflicts and
externally a labyrinth of uncertainty about the economic, industrial, institutional,
competitive, and market environment. These aspects of the firm matter and can be made
an integral part of the analysis of the growth process, because the ‘expectations’ of a firm
— the way in which it interprets its ‘environment’ — are as much a function of the internal
resources and operations of a firm as of the personal qualities of the entrepreneur

(Penrose, 1959:41) .

IMPACT OF INSTITUTIONS ON ORGANIZATIONAL INNOVATION

In the battle for competitive advantage in an international business context, there
exist two types of strategies: efficiency-based and shelter-based (or non-efficiency based)
strategies (Rugman & Verbeke, 1993). Strategies that build upon, enhance, or create firm
specific advantages are classified as efficiency-based. Strategies that do not seek to
improve economic performance through the advancement or creation of firm specific
advantages, but by other means are known as shelter-based strategies. The institutional
environment provides fertile ground for shelter-based behavior to flourish, such as the

creation of road-blocks to innovation for foreign rivals through host country regulations
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(i.e. poor intellectual property protection, high trade tariffs, or the denial of host country
subsidies).

This study investigates strategic behavior of firms in the international context, but
views this behavior from a different vantage point. The deviation occurs with the locus
of actualization for the strategic behavior of firms. At a macro-level, consistent
innovation depends on how well forces of competitive advantage interact (Porter, 1990).
I propose the institutional environment is the architect of the framework for economic
performance within economies (North, 2005) and shelter-based and efficiency-based
strategies exist, prevail, and fail within the structure of the framework. In fact, the home
country institutional environment can be a source of competitive advantage for some
firms as they go abroad or a hindrance. In the case of Japan in the 1970’s, government
support in the form of incentives was used by shipbuilding companies to enhance and
build capabilities that created long-term cost competitiveness. As in recent years the
explosive growth of Chinese firms, has been propelled by an institutional environment
that provides cost advantages and most recently technological advantages.

Institutional theory focuses on the importance of social context, when analyzing
organizational fields and behavior. Neo-Institutional theory traces its roots back to the
seminal work of Selznik (1957), which studied the Tennessee Valley Authority (TVA).
Selznik observed that the organization used a strategy of cooptation to secure agreement
from the external community. Through this strategy of cooptation, TVA’s presence was
legitimated however its goals and aims were modified. Based on the environmental

context, it incorporated external ideas and modified its structure to achieve survival.
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Neo-institutional theory purports that the organization will import items from the
environment as part of organizational adaptation.

From a new institutional economics perspective, institutions are the incentive
structure of economies (North, 2005). National competitive environments reflect the
systemic character of modern innovation and interactive innovation processes; innovation
increasingly depends on market- and non-market-induced interactions among
interdependent actors. Interactions between actors in these national environments are
based on trade linkages, innovation linkages, knowledge flows in various forms or the
sharing of a common knowledge base or factor conditions. Although firm interaction is in
principle market-based, non-market-based relationships created by institutional
influences do play a role. These interactions and interdependencies, by definition,
transcend the borders of individual sectors and industries. The institutional economics
perspective offers useful insights on how policy actions affect innovation and subsequent
firm performance within context. For instance, Zhao (2006) suggested innovation by
multinational enterprises located in countries with weak intellectual property rights will
produce low returns and the innovation talents of research and development units located
in these regions will be underutilized.

Recent work has begun to investigate this issue utilizing multiple levels of
analysis (Koellinger, 2008). For instance, Koellinger (2008) study of entrepreneurial
innovativeness using the Global Entrepreneurship Monitor surveys results show that
innovativeness depends both on individual factors and on the environment in which an
entrepreneur is situated. Specifically, high educational attainment, unemployment,

degree of self-confidence for the nascent entrepreneur, national level of economic
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development, and national level of educational attainment were factors investigated to see
their impact on individual innovativeness. Koellinger (2008) findings suggested both
individual factors and macro-level factors; in particular, level of economic development
impacted the innovativeness of entrepreneurs. Furthermore, macro-level factors such as
changes in technology, politics, regulation, demographics or other trends in society, such
as changes in culture, fashion, or urbanization differ across countries varying the
opportunities for innovation (Shane and Venkataraman 2000; Eckhardt and Shane 2003;
Shane 2003).

Building on this foundation of macro-factor influence in the innovation process,
we employ North (1990, 1991) institutional framework, to understand the regional and
country-level affect in our study. North’s institutional framework specifically suggests
institutions such as labor market and financial market institutions shape the economic
activity in an environment. For instance, Nickell and Layard (1999) found unions in some
instances slowed down technology adoption when it undermined their bargaining strength
and embraced new technology when they believed it enhanced their production
performance. Also, recent comparative strategy studies have insightfully utilized North’s
(1990, 1991) institutional framework to investigate the effect of country-level differences

on organizational outcomes (Li & Zahra, 2011; Crossland & Hambrick, 2010).

HYPOTHESES DEVELOPMENT

In this section, we first examine how mid-manager’s collective innovation
behavior might relate to organizational innovation using the resource-based perspective.

Next, we examine the moderating influence of the internal organizational environment on
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this relationship. Then, we examine the moderating influence of the external
environment on this relationship. We conclude with a theory and research on the

expected relationship between organizational innovation and firm performance.

Mid-Management Collective Innovation Behavior & Organizational Innovation

The majority of strategy literature has focused on strategy formulation, not
implementation and the top managers, not mid-level managers, contribution to
organizational outcomes (Raes et al., 2011; Wooldridge et al., 2008). Modern strategic
management literature finds its origin from Hambrick and Mason’s (1984) upper echelon
theory. The upper echelon theory asserts that organizational outcomes are a reflection of
the values, experiences, and cognitions of top managers, e.g. the dominant coalition,
rather than a result of industry influences and competitive forces at work. Executives in
the upper reaches of the organization direct the attention of others (typically lower in the
hierarchy) toward the appropriate path to success, and also strongly influence (or perhaps
even control) subsequent interpretations of it. Recent literature has acknowledged the role
of middle managers in the strategy formulation process, through actions such as issue
selling (Dutton, Ashford, O’Neill, & Lawrence, 2001). However, the strategy literature
has been somewhat silent on the strategy implementation process and mid-level
managers’ role in it (Raes et al., 2011).

The strategic role of middle management in the innovation process of
corporations is too large to go unnoticed. These bureaucratic structures are composed of
multiple levels of management, varied profit centers, and geographically diverse

subsidiaries. Middle management creates the inter-divisional link connecting both



54

geographically and product diverse business units. Thus, middle managers sit at the apex
of munificent, diverse information transfer. Unlike top managers, middle managers have
operational knowledge via their networks with operational managers, which could aid in
the allocation of the firm’s resources. Middle management function as an interdivisional
linchpin can direct and promote the recombination of resource bundles between diverse
business units. These strategic actions involving the recombination of existing resources
can help to create new products and services that prove invaluable to the firm’s
competitive advantage.

Amit and Shoemaker’s (1993) behavioral view of the resource-based arguments
brings the actions of the firm’s managers into clear focus. They argue that competitive
advantage is not only a function of resource heterogeneity and immobility as suggested
by Barney (1991), but also the discretionary decisions made by managers about resource
creation, development, and allocation that can lead to differences in the resources and
capabilities that firms control. These boundedly-rational managers (Simon, 1957) facing
an uncertain and complex internal and external environment make decisions regarding
resource allocation that leads to the realization of sustainable economic rents. It is this
contribution to organizational innovation by all middle managers within the firm, which
is the focal construct of this study.

Middle management collective innovative behavior in this study is a potentially
valuable and rare resource bundle. This resource bundle is composed of four sets of
behaviors: (1) questioning, (2) observing, (3) experimenting/ exploring, and (4) idea
networking on the part of middle managers in pursuit of organizational innovation. Of

course, many managers participate in questioning to some degree. The typical
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questioning behavior involves gaining understanding about existing processes and how to
make them work better. However, in this case we define questioning behavior to identify
questions “that challenged the status quo” (Dyer et al, 2008: p.323). Similarly observing
behaviors are common in managers and these managers will have typical moments when
they uncover a new process or novel solution. Conversely, the truly innovative managers
use observing as a skill. “They are observing the world around them and asking
questions all the time (Dyer et al., 2008: p324).” Consequently, observing behaviorr
constitutes the consistent and persistent use of intense and frequent observation in novel
and ordinary situations. This study defines experimenting behavior as consistent and
frequent engagement in some form of active experimentation to generate novel
information (Dyer et al., 2008). Consistent with the other innovative behaviors, idea
networking behaviors of innovative managers showed stark contrasts to the networking
of the typical manager. Most managers build and maintain diverse social networks,
(Wooldridge et al., 2009), primarily to further their careers and promote their firms’
wares. However, innovative managers create “networks of people with diverse ideas and
perspectives” that they can tap into for new ideas and insights (Dyer et al., 2008; p.327).
Each behavioral activity is theorized to be a critical activity of middle
management as a result of their placement at the nexus of information transmittals
between top-level managers, line managers, strategic customers and competitors (Dyer et
al, 2008; Floyd & Lane, 2001). In Dyer et al.’s (2008) study, the authors suggested that
innovative entrepreneurs and the typical executive differed on these four behavioral
patterns. Furthermore, the behavior induced cognitive processes that led to novel ideas

and ventures. Overall, we define middle management innovative behavior as the
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collective activity of novel idea generation by mid-level managers through their active
questioning, observing, experimenting/exploring, and idea networking (Burgelman, 1985;
Dyer et al., 2008).

Organizational innovation is a direct result of the interaction of factors internal to
the organization and factors in the environment, which challenge managers to respond
and act in creative ways (Zahra & O’Neil, 1998). Hornsby et al. (2002) identified
managerial support as a key internal dimension for facilitating autonomous behavior
which could promote and sustain an organizational culture of innovative activity. More
recently, Post, De Lia, Di Tomaso, Tirpak, and Borwankar (2009) suggested managerial
cognitive diversity increased the amount of divergent opinions, which reduced the
occurrence of a single, shared mindset and led to more breakthrough innovations.

Managerial behavior can boost or detract from the firm’s innovative activity. One
argument for this assertion is that misalignment of managers' and owners' interests will
adversely affect firm performance due to sub-optimization (Williamson, 1964). Managers
may seek strategies to secure their employment as opposed to pursuing risk-laden
administrative and product innovations. Self-interested managerial behavior may lead to
safe, incremental innovations or risky, radical innovations. Managers actively bundle,
coordinate and leverage firm’s resources to create new products and services and
maintain desirable competitive positions (Sirmon, et al. 2005). Middle managers are the
critical linkage between top managers and frontline workers (Wooldridge & Floyd, 1990;
Wooldridge, Schmid, & Floyd, 2008).

Makadok (2003) integrates agency theory and resource-based view to suggest

sustainable competitive advantage is a function of (1) the accuracy of the manager’s
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expectations about the future value of the firm’s resources and (2) the severity of agency
problems that cause managers’ interests to diverge from that of its shareholders.
Managers of firms experiencing agency problems will on average under-invest in
resources of uncertain value. Investments in innovation by a firm are typically seen as
uncertain and disruptive to the core business (Hitt et al, 2001). The under-investment is
likely to be most severe in situations where the managers’ information indicates a low
expected value for the resource. Uncertainty affects attitudes about risk, decisiveness,
confidence, and perceptions about opportunities and thus limits action.

Managers respond to, and create, change through their actions. It is this collective
action which can overcome the hesitancy and indecision produced by uncertainty (Dyer,
et al 2009). This collective action, which facilitates championing (Dutton, Ashford,
O’Neill, & Lawrence, 2001) required for novel solutions or new products, and strategic
exchanges (Floyd & Wooldridge, 1997, 1999) with peers, top management, and
subordinates inherent in the innovation process, formulates the tacit, intangible bundle of
resources needed for a sustainable creative advantage. This literature and logic suggests
the following hypothesis:

Hypothesis 1: Middle management’s collective innovative behavior will be
positively related to organizational innovation.

The Embedded Nature of Organizational Innovation

Institutional theory suggests managerial behavior is constrained by the context it
inhabits (DiMaggio & Powell, 1991). A firm’s distinctive character is created and
shaped in reaction to the characteristics and choices of individual actors within an

organization as well as the influences from the external environment (Selznick, 1957).
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Furthermore, Meyer and Rowan’s (1977) suggest managerial activity is constrained by
normative rules and dependent on externally fixed institutions. Managerial choices are
made in pursuit of legitimacy to reduce environmental uncertainty and associated risk
(Meyer & Rowan, 1977).

Porter (1991) criticized RBV for its lack of consideration of the organizational
and environmental context. He asserts that resources are only valuable in certain contexts
(Porter, 1991). Resources, managerial or otherwise, by themselves do not provide a
sustainable competitive advantage, as the RBV suggests. In essence, Porter is
suggesting that the institutional environment in which the firm operates must be
considered to fully understand how competitive advantages are generated. This
embeddedness perspective suggests that institutional theory might be a useful
complement to RBV thinking.

The embeddedness view argues firm behavior and institutions are so constrained
by ongoing social relations, that to construe them as independent is incomplete
(Granovetter, 1985). Efficiency-based strategies, built on the creation, development, and
utilization of competitive advantages may not be isolated from the impact of their
institutional environment. Organizational innovation driven by middle manager
innovative behavior cannot exist within a vacuum. As middle managers receive and
process threats and opportunities outside the firm’s boundaries, they also incorporate the
cognitive frameworks of their external environment. Institutions can be carried by
culture, social structure, and routines that exist at multiple levels within the organization.
Thus we suggest “‘communal sense making” will shape managerial behavior as they

pursue superior firm performance through product and administrative innovations. In
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other words, to obtain a complete perspective of how middle managers contribute to
organizational innovation, we need to consider the context in which they operate. In the

following sections, we consider three such contexts.

Potential Moderating Influence of the Organizational Environment

To achieve superior firm performance, organizations use economizing actions,
such as business reengineering and total quality management, which are generally
available to all firms (Porter, 1996). However, an organization’s resource bundle that
drives value creation and achieves a sustainable competitive advantage is often inimitable
(Ireland, Hitt, & Simon, 2003). Thus, heterogeneous, firm-level differences allow some
firms to achieve a competitive advantage and generate above-normal profits (Barney,
1991; Porter, 1996). Organizational innovation is a direct result of the interaction of
factors internal to the organization and factors in the environment, which challenge
managers to respond and act in creative ways (Zahra & O’Neil, 1998).

Top managers make strategic decisions that create the organizational context of
the firm’s inhabitants, which serves as a boundary for the firm. This context has an
impact on virtually every aspect and function of the organization: in fundamental ways, it
influences the structure, strategy, vision, identity, administration, and performance
(Burgelman, 1983, 1991). Whereas middle managers are influenced by the organizational
setting, they also have more of boundary spanning role within the organization. This
significant contact with the exogenous environment might put them at odds with their
endogenous environment, creating a complex relationship.

Leadership style has been a key tool in navigating the top manager-middle

manager relationship, and hence it may be an important contextual factor which
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influences their contribution. Recent studies provide evidence that leadership behaviors
can be linked to leadership performance (House, Spangler, & Woycke, 1991) and to
objective (profit, stock performance) and subjective (qualitative ratings) organizational
outcomes (Agle & Sonnenfeld, 1994). Subsequent, studies have focused specifically on
organizational innovation. For example, Elenkov, Judge and Wright (2005) found
leadership behaviors impact top manager’s ability to influence organizational innovation
across six different national environments. Barmey (1991) suggests that socially-complex
resources, such as leader-member exchange are inelastic in supply. Itami (1987) suggests
this social exchange or pattern of interaction is an invisible asset that is hard to copy and
leads to firm heterogeneity.

The concept of participatory leadership has recently been introduced as a
significant factor in leadership, especially in contexts which require cognitive flexibility
and ingenuity (Arnold, Arad, Rhoades, & Drasgow, 2000). Participative decision-
making facilitates innovative activity in two ways: (1) increase manager’s feelings of
self-efficacy and (2) create a sense of empowerment (Arad & Drasgow, 1994). In this
empowered environment, middle managers have the autonomy and managerial discretion
required in the innovative process. Furthermore for managerial teams to be effective, the
boundary between leader and follower should be blurred; simultaneously the leader must
convey energy and clear paths for implementation (Nutt, 2001). Thus we suggest the
following moderator relationship:

Hypothesis 2a: Ceteris paribus, the more participatory leadership operating

within an organization the more positive the relationship of collective MM
innovative behavior and organizational innovation.
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Multiple factors within an organization, in addition to leadership style, create the
atmosphere for new idea creation and development. Lumpkin and Dess (1996) argue an
“entrepreneurial orientation” is key to a firm’s ability to create and sustain the processes,
practices and decision-making activities that lead to new idea creation. The context of
entrepreneurially-oriented firms aligns the entrepreneurial activity with a strategic vision
(Burgelman, 1983).

Entrepreneurially-oriented firms are perceived as organizations with policies and
procedures that support innovative behavior. These policies are enacted to promote
managerial autonomy and competitive aggressiveness (Dess & Lumpkin, 2001). These
firms cultivate an aggressive posture aimed at anticipating future needs relative to
marketplace opportunities and a willingness to challenge its competitors in the
marketplace (Dess, Ireland, Zahra, Floyd, Janney & Lane, 2003). An organizational
context, which purports managerial discretion and forward-thinking posture, is fertile
ground for the innovation process. Middle managers in a risk-tolerant environment can
then leverage opportunities for competitive exploitation and better facilitate information
flows in ways that support new project development and implementation efforts ( Dyer et
al., 2009; Floyd and Lane, 2001; Floyd and Wooldridge, 1990, 1992, 1994; Kanter, 1985;
Pearce, Kramer, and Robbins, 1997). Thus, we suggest the second following contextual
moderator that may operate within the firm:

Hypothesis 2b: Ceteris paribus, the more entrepreneurial orientation within an

organization, the more positive the relationship of collective MM innovative
behavior and organizational innovation.



62

The innovation process typically requires cooperation and trust between multiple
departments and multiple levels of management to promote and attain break-through
innovations above and beyond the leadership style, and strategic orientation within the
firm (Elenkov et al., 2005). The autonomous behavior which could promote and sustain
an organizational culture of innovative activity requires an atmosphere of support,
characterized by pervasive organizational trust (Homsby et al, 2002).

The social capital literature provides some insight on contributions of
organizational trust. Dyer and Singh (1998) argue that absorptive capacity in knowledge
sharing between the firm and its partners is enhanced as individuals within each
organization become more familiar with each other, and as the cultural distance is
narrowed during the socialization process. Because of a closer proximity, trust is
reinforced, relational linkages and bonds are strengthened, and organizations are more
likely to cooperate with each other to achieve common goals (Luo, 2002).

Ahuja (2000) suggested structural holes have a negative effect of innovation. He
implied that the benefits of a strong network, such as trust, collaborative routines, and the
reduction of opportunism, outweigh the disadvantages of not having the information
diversity created by structural holes. Furthermore the social exchange literature suggests
mutual trust increases the success-rate of complex, uncertain relationships (Granovetter,
1985). Innovative activity is characterized by uncertain and risky situations and the
existence of trust facilitates resource combinations and knowledge exchanges required tor
innovation (Clercq, Dimov, & Thongpapanl, 2010; Ireland et al, 2003). In addition, Tsai

and Ghoshal (1998) found that social interaction and organizational trust facilitated inter-
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unit resource exchange and innovation. Thus, we suggest the following moderator
relationship:
Hypothesis 2c. Ceteris paribus, the more trust within an organization, the more

positive the relationship of collective MM innovative behavior and organizational
innovation.

Moderating Influence of the Regional Institutional Environment

Institutional theory (Meyer & Rowan, 1977; DiMaggio & Powell, 1983; Zucker,
1987) suggests that changes in features of the formal structure of organizations reflect the
effects of the external social environment on organizations; that is, reality is nothing more
than a social construction that is created through individuals interacting with the
environment (Berger & Luckman, 1967). We understand interaction with the
environment as essential for open system functioning (Buckley, 1967); noting mid-level
managers inhabit the space between the firms and its environment. Pfeffer and Salancik
(1978) remind us that the actors are not enclosed within the boundaries of organizations,
only certain activities and behaviors. It is this resource bundle behaviors, although
structured by the organization’s internal system, which is influenced by the individual
actors’ interaction with various elements of the environment.

The exogenous environment is also multi-leveled. A growing body of literature
has emphasized the socio-economic characteristics of regions within a country to be an
important factor in organizational innovation (Broekel & Brenner, 2011; Cooke, 1992).
There exists differing endowments of specific factors at the region or meso-level (Jaffe
1989; Anselin et al. 1997). At the meso-level there exists a more concentrated spatial

proximity of certain actors and an embeddedness not seen at the national or macro-level.
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Recent studies have suggested subnational regions are important factor in
organizational outcomes (Chan, Makino, & Isobe, 2010). A region may develop a
specific social-economic environment supportive of certain types of processes or
services. In fact, the concept of regional innovation systems claims that firms located
within the region benefit from a specific social-economic environment to support
organizational innovativeness (Broekel & Brenner, 2011). For example, regions around
the world such as the US’s highly regarded Research Triangle Park and China’s
Tsinghua Science Park boasts of their propensity for technological innovation. Porter
(1998) suggested a positive relationship between regional systems and organization
innovation. Specifically, he found managers in regional clusters benefit from ongoing
relationships with other in-cluster managers and benefit from within-cluster competitive
pressures of performance. Feldman and Florida (1994) found that knowledge spill-overs
and information transfer reduce the costs and risks associated with organizational
innovation.

Formal institutions provide the administrative framework for interaction within a
society. The societal members’ interaction generates income and wealth in the economy.
North (1990) suggests formal institutions provide a structure that reduces transaction
costs prevalent in economic exchanges. These underlying institutions not only prevent
corruption and protect property rights, but they enhance public sector effectiveness and
efficiency (Rodrik, 2003). While a variety of factors influence economic growth, a
commonly held view is that economic growth results from productivity gains due to
technological innovations and investments in human development. Cooke (1992)

suggested the region’s specific collection of economic factors, such as access to
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productive resources,, the activity of local authorities, as well as the interaction between
actors in networks provide the framework for innovative activity.

Human development within a region may serve as regional proxies for a set of
formal institutions that influence the innovation by organizations within a particular
geographic space. The index of human development was created by the United Nations
as a composite measure of health, education, and income within a specific subnational
region. It has become a widely accepted alternative to GDP for assessing a countries’
progress in developing the formal infrastructure to support economic growth and overall
well-being (UNDP, 2011). Recent studies have shown strong formal institutional settings
are characterized by a healthy workforce (poor health is a significant cost to businesses)
and high quality secondary education (Kostova & Zaheer, 1999). High quality secondary
education produces managers with the necessary training required to be innovative and
customer-focused. Furthermore, strong formal institutions are associated with high levels
of real per capita income since they shape overall conditions for investment and growth
(IMF 2003). In sum, an environment composed of factors that promote societal
effectiveness and efficiency, such as high levels of education, income, and overall health,
should encourage and support manager’s innovative behavior and associated outcomes.
Thus, we suggest the following moderator relationship:

Hypothesis 3a: Ceteris paribus, the higher the level of human development within

a region, the more positive the relationship of collective MM innovative behavior

and organizational innovation.

The embeddedness literature suggests beneath these formal ties lies a sea of
informal ties (Burt, 1992; Granovetter, 1985), which reinforce or complement the formal

policies and procedures. Informal institutions develop in the socially complex



66

relationships of a community’s members. For instance, urban communities are
characterized by dense populations and high levels of industrialization; specifically, there
exists a concentration of resources and an imposed social integration, caused by more
frequent interaction of diverse groups (OECD, 2010). Alternatively, rural communities
are typically agricultural-based economies, which require large amounts of undeveloped
land for farming. Thus, urbanization may create a different informal social context for
cultural norms to develop within a specific region.

Chabowski, Hult, Kiyak, and Mena (2010) also suggested the existence of
significant intra-country variation in cultural effects in international business research.
Specifically, these scholars found the urban-rural dimension reflects subcultural
differences that persist even amid significant macroeconomic trends. In fact, the regional
literature suggests that population density in cities generates a subculture or “a set of
interconnected social networks... and the ...norms and habits common [to it] (Fischer,
1995: p544).” Furthermore, North (1991) asserts that the social environment will
influence the informal rewards and sanctions associated with different behaviors.
Subsequently, the cultural norms or “ways of doing business” of managers in cities are
likely differ from their rural counterpart.

We define informal institutions, in turn, as rules based on implicit understandings,
being in most part socially derived and therefore not accessible through written
documents or authorized through formal position (North, 1990). Thus, informal
institutions reside in the social norms, routines, and political processes. Densely
populated regions may be an inherently more conducive social context for organizational

innovation for several reasons. First, scholars have suggested that the accumulation of
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knowledge is the key determinant of economic growth and that knowledge spillovers,
e.g., in the form of information exchange among firms, create positive externalities that
generate growth among all firms (Kogut & Zander, 1992). These agglomeration effects
are a function of spatial proximity, the geographic distribution of firms influences
knowledge transfer and creation. Urban regions are heavily populated with very low
spatial proximity for members. Thus, their interactions are more frequent. Rural
communities on the other hand, are less populous regions and have high spatial proximity
for its members.

Second, cities provide easy access to a diverse knowledge base. Huallachain and
Lee (2011) suggest cities possess a large, more diverse population of skilled
professionals, which facilitates inventiveness. A culture of professionalism impinges
members’ understandings, judgments, and decisions (Parboteah et al., 2005). Third,
common-place in cities is the cross-fertilization of ideas and interaction of specialists
from different technologies which increases both invention rates and the variety of
inventions (Huallachain & Lee, 2011). These informal interactions are shared
experiences of idea networking and creation that lead to common mode of actions for
societal members.

Fourth, scholars have demonstrated that densely populated regions tend to
emphasize educational attainment and economic growth which is more conducive to
organizational innovation (Acs, Audretsch, & Feldman, 1994). Fifth, the variety of
industries present and the density of college graduates in cities creates a culture of rapid
technology adaptation, adoption, and innovation (Lin, 2009). In sum, interactions in a

regional cluster may strengthen professional and social linkages among firms and
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members leading to the creation of new ideas, new products and services and new
businesses. Thus, we suggest the following moderator relationship:

Hypothesis 3b: Ceteris paribus, the higher the population density within a region,

the less positive the relationship of collective MM innovative behavior and

organizational innovation.
Moderating Influence of the National Institutional Environment

North (1990) asserts differences in economic performance can be attributed to the
actions of organizations and behavior of social actors constrained by formal and informal
constraints. Institutions that protect private property rights and the operation of the rule of
law, lead to low levels of corruption and facilitate economic transactions for all citizens
within a society. For example, uncertainty about an organizations’ expected return from
an exchange with another party gives rise to transaction costs. However, these costs are
reduced by rules around property rights and contract enforcement that increase the
likelihood of expected outcomes. Also, these formal institutions provide assurance to
owners that they will maintain ownership of their assets and will receive their due in
these transactions. While informal institutions, such as norms and values, can influence
social relationships and subsequently firm behavior. Organizations facilitate economic
activity in markets where information is exchanged through the price mechanism. Some
information costs are associated with incomplete contracts. Informal institutions, such as
business practices and customs, carried in social networks of a society help reduce these
transaction costs by increasing the general level of trust. Quite frankly, economic actors
within organizations avoid malfeasance most effectively by dealing with those they trust.
In essence, institutions enforce a shared meaning found through a common interpretation

and common response logic, especially in the face of uncertainty.
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Organizational innovation driven by middle manager innovative behavior is
shaped by both the written and unwritten rules in a society. As middle managers receive
and process threats and opportunities outside the firm’s boundaries, they also incorporate
the cognitive frameworks of their external environment. Institutions can be carried by
culture, social structure, and routines that exist at multiple levels within the organization.

Communal sense making develops a pattern of interactions which structures
individual behaviors. For instance, the historian Chandler (1963) and later Rumelt
chronicled the diversification of the American corporate giants of the early and mid-
1900’s. Even though in many instances, diversification was not the most effective or
efficient means for firm survival or growth, it was relied upon as a standard response to
complexity and uncertainty. This culturally supported response made sense and gave
order and structure to the complexity faced by the firm’s top managers. Thus, in our
particular case this same “communal sense making” will shape managerial behavior as
they pursue superior firm performance through product and administrative innovations.

Nelson and Gopalan (2003) found a complex relationship between organizational
culture and the national institutional environment. Specifically, these scholars found both
“rejective and “conformative” responses to national institutional forces. These findings
suggest that organizational factors, such as structure, managerial activity, and policies
and procedures, are in a tug-of-war with the idiosyncrasies of the national-level
institutional environment.

Individual autonomy and discretion is the comnerstone of innovative activity
(Homnsby et al., 2002) and the macro-social environment lends both cognitive and

sociopolitical legitimacy to this innovative activity. Michael Porter’s (1990) book, The



70

Competitive Advantage of Nations, illustrated the importance of innovation for
economies throughout the world. Porter’s experience as a member on a national
competitiveness task force commissioned by the Reagan administration allowed him to
study the role of public policy in stimulating national competitiveness. While this book
did not end that debate, Porter highlighted the importance of national institutional
attributes dubbed advanced factors, such as strong domestic competitive rivalry,
government investment in advance technologies, active university/industry collaboration,
etc. and their significant influence on the innovativeness of local firms.

Previous literature suggests the institutional context in the US provides support
for innovative activity. Chandler (1962) chronicled the development of the
multidivisional organization in the US, which is a process innovation in the design of
sales and distribution. The US government has a long tradition of policies in Science and
Technology to stimulate learning and innovation activities of firms. Policy instruments
include the facilitation of R&D investments in strategic industries, the management of
government-funded research institutes, the establishment of patent regulations and law,
the importation of advanced technology from foreign countries, and launch of national
strategic projects.

In developed countries, high priority is given to innovation and its expected
outputs. For instance in a recent meeting , U.S. President Barack Obama met with some
technical elites, including Facebook CEO Mark Zuckerberg, Oracle CEO Larry Ellison,
and Apple CEO Steve Jobs. They discussed pressing national innovation issues
including spurring science and math education, research and development, and Startup

America, a White House program aimed at increasing innovation and entrepreneurship in
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the U.S. According to White House Press Secretary Jay Carney, “The President believes
that American companies like these have been leading by investing in the creativity and
ingenuity of the American people, creating cutting-edge new technologies and promoting
new ways to communicate” (Kang, 2011: Feb. 19, 2011).

Contrary to the extreme importance placed on innovation in advanced economies,
developing countries due not typically have the infrastructure to place such a high
priority on innovation. Developing countries, who have not yet reached the innovation-
driven stage (Porter, 1990) must focus on improving institutions, building infrastructure,
reduction macroeconomic instability, and improving human capital. These less-advanced
countries can still improve their productivity by adopting existing technologies.

In environments characterized by relatively strong formal institutions at the
national level, behavior is regulated and economic activity is structured and information
asymmetry is reduced (North, 1991). Firms headquartered in home countries
characterized by strong institutional environment and efficient and effective market
mechanisms are often placed at an advantage, when compared to their developing
country headquartered competitors (Ghemawat & Khanna, 1998; Khanna & Palepu,
1997, 2000). The national formal institutions act as a bridge to reduce transaction costs
to not only regulate, but promote economic behavior (North, 1990). Property rights
represent externally enforced rules and regulations in the regulatory pillar force
compliance to avoid sanction or illicit compliance to garner rewards (e.g. subsidies). The
nation-state is the primary architect of formal institutions, as well as its governing body

(North, 2008). In the role of governor, the nation-state is main enforcement mechanism.
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Organizational innovation in developing countries is often hampered by
corruption, lack of transparency and trustworthiness. Weak property rights protection
raises the level of uncertainty and risk in investment in typical areas that lead to
innovation, such research and development. Specifically, the OECD cited improvements
in the rule of law, especially the area of competition law could drastically improve
innovative output and close the productivity gap. In contrast, economies with strong
regulatory environment can have excessive bureaucracy and overregulation, which could
constrain organizational innovation. A government with a public policy that promotes
innovation (e.g. technology subsidies, grants, or macroeconomic stability) and a rule of
law that provides transparency (e.g. property rights or minimal corruption) shape an
environment conducive to organizational innovation.

Formal institutions reduce market imperfections by lowering information,
monitoring and enforcement costs. Financial market sophistication refers to the
efficiency in which a nation’s financial sector allocates resources for productive uses. A
high level of financial market development as an institution will reduce the uncertainty
found in economic transactions, such as entrepreneurial or investment projects with high
rates of returns (Li & Zahra, 2011). In sum, a stronger formal institutional environment
characterized by strong property rights and a high-level of financial market
sophistication, should promote the relationship between mid-level managers’ innovative
behavior and organizational innovation. Thus, suggesting the following moderator
relationship:

Hypothesis 4a: Ceteris paribus, the stronger the formal institutions within a

nation, the more positive the relationship of collective mid-manager innovative
behavior and organizational innovation.
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Formal institutions facilitate economic activity through the codified policies and
regulations of a nation. However, informal institutions exist in the unwritten rules,
customs and patterns of interaction that exist in a nation (North, 1990). Informal
institutions often act as a complementary factor to a nation’s formal institutional
structure. These informal forces exist in the values and norms of a society and they help
shape acceptable competitive behavior. Whereas House, Hanges, Javidan, Dorfman, and
Gupta (2004) suggest the values and beliefs held by a culture serve as the foundation for
the institutions in the society.

National culture acts as the frame of reference, which social actors use to
understand their environment, their organizations, and their interactions with one another
(House, Javidan, Hanges, & Dorfman, 2002). Hofstede (1980) suggested national
culture is a personification of the cultural values held by a nation. Informal institutions
represent the values and norms of the national culture. These informal institutions exist
in the patterns of interaction within a society (North, 1990).

Uncertainty avoidance can be defined as the degree of comfort members of a
particular society experience with uncertainty and ambiguity. Societies characterized
with low levels of uncertainty avoidance have high tolerance for ambiguity, disruption,
and change (Hofstede, 1980, 2001). Managers in high uncertainty avoidance cultures
look for structure in their organizations, institutions and relationships, which makes
events clearly interpretable and predictable (Hofstede, 1980, 2001). In sum, Hofstede
(1980, 2001) suggests managers in uncertainty-avoiding cultures seek formal structures

as a way of coping with uncertainty and have little tolerance for ambiguity.
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Organizational innovation involves the creation of a new or significantly
approved process or product, or a new organizational method in practices or external
relations. These processes are wrought with ambiguity and uncertainty, and require novel,
creative, many times risk-laden solutions. Research suggests managers in uncertainty-
accepting societies are better prepared for high levels of complexity, outcome
uncertainty, and decision urgency. For instance, Mueller and Thomas (2001) found
managers in uncertainty-accepting cultures perceive more opportunities in the external
environment. Kreiser, Marino, Dickson and Weaver (2010) found uncertainty avoidance
negatively impacted the risk-taking propensity of executives and negatively influence
proactive firm behaviors.

Organizational innovation often occurs in the risky, complex, unclear settings
middle managers face in their boundary-spanning conditions. Also, Dyer et al. (2009)
suggest the proactive behaviors of middle managers, such as questioning the status quo
and experimenting with new processes, drive innovation in the firm. Furthermore, Li and
Zahra (2011) found firms in high uncertainty avoidance countries significantly weakened
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