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This article derives hypotheses from the threat-rigidity model about
organizational responses to financial adversity. These hypotheses are
tested in a national sample of 72 randomly selected drug abuse treat-
ment organizations. We propose that decreasing funding levels and
numbers of funding sources will be associated with four classes of
rigidities in organizations: (a) restriction in information processing
(rigid use of existing organizational procedures), (b) constriction of
control (less participative decision making), (c) conservation of re-
sources (work force reduction), and (d) competition among members.
The threat-rigidity thesis is supported by findings that decreases in
total budgets are associated with rigid use of existing procedures, work
force reduction, and competition among organization members. Fur-
ther, decreases in number of funding sources are associated with less
participative decision making, work force reduction, and more compe-
tition among members.

The notion that financial threat and adversity lead to rigid responses by organi-
zations is a persistent theme in the organizational studies literature. Staw, Sande-
lands, and Dutton (1981) presented the most complete and well-integrated model
for understanding how potentially negative or harmful circumstances, such as fi-
nancial adversity, can provoke rigid responses in organizations including restric-
tion in information processing, constriction in control, and conservation of re-
sources (516)".
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'Staw, Sandelands, and Dutton (1981) define “threat” as “an environmental event that has impending negative
or harmful consequences for the entity” (502). Yet, many of the examples of threats they discuss already entail
the onset of negative or harmful consequences for organizations and their members. That is, the threatening
events are no longer impending but have occurred. Thus, given that the financial conditions we focus on have al-
ready occurred, we prefer to use the term “financial adversity” rather than “financial threat.”
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118 THOMAS D’ AUNNO AND ROBERT 1. SUTTON

Elements of their model are consistent with research on organizations that face
financial threats. For example, restriction in information processing is supported
by Cameron, Whetten, and Kim’s (1987b) findings that resistance to change and
lack of innovation were more pronounced in colleges and universities with stable
or declining revenues than those with growing revenues. Constriction of control is
suggested by Pfeffer and Leblebici’s (1973) finding that competitive organiza-
tional environments were associated with centralization in manufacturing firms.
Conservation of resources through use of work force reduction was evident in
Warren’s (1984) participant-observer study of a financial crisis at Antioch Uni-
versity.

Gladstein and Reilly (1985) used a management simulation game to test the
threat-rigidity thesis. They used 24 groups comprising 128 MBAs, who played a
simulation game under conditions of high and low threat. Threat was simulated
by a combination of time pressure and negative financial consequences. They
found that high threat was associated with constriction of information processing,
but not with constriction of control.

Fragments of the model are supported by prior field studies and Gladstein and
Reilly’s simulation game provides a partial test. But our review of the literature
indicates that no field study has explicitly tested the model of organizational re-
sponse to threat developed by Staw and his colleagues. This study provides the
first explicit field test of this model to date through the use of a representative na-
tional sample of 72 drug abuse treatment organizations. Our test of the threat-
rigidity thesis is partial rather than complete because we could neither examine all
of the outcomes predicted by Staw and his colleagues nor could we examine the
intervening mechanisms hypothesized to bring about such outcomes. This study
tests two key hypotheses derived from the perspective developed by Staw and his
colleagues, and from related conceptual work on shrinking organizational finan-
cial resources (Sutton & D’ Aunno, 1989), about the relationship between finan-
cial adversity in drug abuse treatment organizations and rigidities in their re-
sponses.

Adverse Financial Circumstances as Threats

Money is one of the most flexible, universally exchangeable (Foa, 1971), and
symbolically powerful resources. Decreases in an organization’s funding threaten
leaders and other members®. Funding decreases may be interpreted by key ex-
change partners as a sign of managerial incompetence and organizational ineffec-
tiveness. As a result, leaders are likely to be blamed and replaced when financial

We focus here on changes in financial circumstances as threats rather than the absolute level of financial re-
sources and the absolute number of funding sources. We do so because, whether the absolute levels are large or
small, organizations that have a given level of financial resources or a given number of funding resources as en-
during characteristics will have had time to adjust their organization structures and jobs to those constraints.
Members of an organization that has had a $300,000.00 budget and the same two funding sources for the past 7
years are unlikely to experience endemic and prolonged anxiety because they have a smaller budget and fewer
funding sources compared to other similar organizations. Thus, absolute indicators of financial circumstances
may be best viewed as measures of the scale of operations rather than of the presence or absence of threat. In
contrast, the loss of resources and of key exchange partners are more likely to be construed as threats because
such new information signals that, rather than a continuation of the status quo or an improvement in the quality
of organizational life, changes may take place that are negative or harmful to leaders and other members.
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performance is poor (Meindl, Ehrlich, & Dukerich, 1985; Pfeffer & Salancik,
1978). Further, leaders are socialized to believe that they deserve the lion’s share
of blame (and credit) for organizational financial performance. And, as Whetten
(1980a) suggests, such beliefs are reinforced by a culture in which association
with financial difficulties is practically a national taboo.

Shrinking financial resources also threaten members at lower hierarchical lev-
els. Financial difficulties can lead to cost-cutting measures including pay cuts,
shortened work weeks, demotions, involuntary transfers, forced early retirement,
and most threatening, permanent layoff. Cameron and his colleagues (1987a) sug-
gest that members at lower levels may, in fact, be more threatened by budget cuts
than top managers because of the tendency (Freeman & Hannan, 1975) for de-
clining organizations to reduce the direct work force more quickly than the num-
ber of administrators.

Conversely, increased financial resources signal the absence of threat. The
American culture emphasizes that growth equals progress (Whetten, 1980b). Fi-
nancial growth is perhaps the most valued form of progress in our culture. Ob-
servers — including organizational exchange partners — attribute successful fi-
nancial performance to an organization’s leaders (Meindl et al., 1985). As a result,
leaders’ tenure is typically longer in financially successful than in financially
troubled organizations (Pfeffer & Salancik, 1978). Lower-level employees of
such successful organizations may also have greater job security and be more
likely to garner rewards such as pay increases.

These arguments suggest that revenue decreases are the most threatening
changes in an organization’s financial circumstances. But even if revenue is un-
changed, a decrease in the number of funding sources that an organization de-
pends on is also threatening. Such losses increase an organization’s dependence
on remaining funding sources. Heightened dependence on fewer sources is threat-
ening because it increases the power of external groups over the organization and
its managers (Jacobs, 1974; Pfeffer & Salancik, 1978). Moreover, leaders who
cannot maintain the participation of suppliers of funds may lose credibility with
other exchange partners. In contrast, organizations that experience an increase in
the number of funding sources are less dependent on any single source and thus
less vulnerable if any given funding source makes unreasonable demands or with-
draws support.

Organizational Responses to Financial Adversity

If organizations face financial adversity such as loss of funding and funding
sources, then according to Staw and his colleagues, three kinds of rigidity will be
observed within the organization: restriction of information processing; constric-
tion of control; and conservation of resources. Moreover, we extend their logic to
argue that financial adversity will be associated with a fourth kind of rigidity in
organizations: competition among members.

First, restriction in information processing is evident when there is reliance on
prior knowledge, overload of communication channels, and reduction in commu-
nication complexity. This study examined an indicator of reliance on prior knowl-
edge: rigid use of existing procedures. The anxiety and arousal evoked by finan-
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cial adversity may cause leaders and other members to narrow their field of atten-
tion and lower their sensitivity to peripheral cues (Gladstein & Reilly, 1985; Staw
et al., 1981). In turn, they will have greater difficulty processing new or complex
information. The result is that people under threat or adversity may rely heavily
on past experience or prior knowledge regardless of whether or not existing rou-
tines are appropriate for dealing with the current threat (Starbuck, Greve, & Hed-
berg, 1978; Zajonc, 1965).

Case studies including Hirschhorn’s work on budget cutbacks in public agen-
cies (1983), Nystrom and Starbuck’s (1984) analysis of financially troubled firms,
and Sutton, Eisenhardt, and Jucker’s (1986) description of the collapse of the
Atari Corporation suggest that shrinking financial resources cause leaders and
other members to cling to well-learned responses. This link is also suggested in a
quantitative study by Cameron and his colleagues (1987a; 1987b) of 334 colleges
and universities, which found that shrinking financial resources were associated
with resistance to change, curtailment of innovation, and lack of long-term plan-
ning.

Second, Staw and his colleagues propose that threat and adversity lead to con-
striction of control by a smaller number of decision makers. This study examined
lack of participation in decision making as an indicator of constricted, centralized
control. Decision makers under threat attempt to enhance their control so that sub-
ordinates will act in concert with their wishes. Further, because anxiety interferes
with the ability to process uncertain information, leaders may limit participation
in decision making because it eliminates uncertainty about decision outcomes.
Anxiety also hampers peoples’ ability to remember and use information that is in-
congruent with their expectations. Because limiting participation includes a re-
duction in the number of decision participants, it is a means that leaders can use to
avoid interacting with people who disagree with their opinions (Janis, 1982).

The hypothesis that participation in decision making decreases under financial
adversity has not, however, been consistently supported. Rubin’s (1977) case
studies of five universities facing financial adversity and case studies of finan-
cially troubled firms by Starbuck et al. (1978) and Sutton et al. (1986) indicated
that leaders responded to threat by centralizing decision making. There is also
limited quantitative evidence for this link. Pfeffer and Leblebici (1973) found that
the combination of greater market competition and more rapid environmental
change was associated with limited participation in decision making. Conversely,
Gladstein and Reilly’s (1985) simulation found no significant relationship be-
tween level of threat and centralization. Similarly, Cameron and his colleagues
(1987a; 1987b) found no significant differences in centralization between institu-
tions of higher learning that had declining, stagnant, or increasing revenues.

Third, conservation of resources may occur in response to financial adversity.
Staw and his colleagues imply that such concern with efficiency may be mani-
fested in cost cutting. Literature on turnaround strategies also indicates that con-
servation of resources is among the most frequent responses by firms facing fi-
nancial difficulties (e.g., Hambrick & Schecter, 1983). Organizations may cut
costs by shrinking the work force, reducing the hours worked by employees, low-
ering pay, demoting employees, and encouraging employees to take leaves of ab-
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sence (Perry, 1986). This study examined work force reduction as an indicator of
cost-cutting.

Fourth, extending the logic that Staw and his colleagues used to explain group
responses to threat, competition among organization members may increase in re-
sponse to financial adversity. Competition is a rigid response to adversity to the
extent that it reduces the cooperation needed for collective action, which is re-
quired to bring about organizational change. Faced with scarce or declining re-
sources, organization members may try to get ahead at each other’s expense, thus
making it difficult for them to develop and implement strategies to protect the or-
ganization’s interests as a whole. We examined competition among organization
members in this study.

In an extensive review of the literature, Thomas (1976) concluded that compe-
tition and conflict among organization members increase in times of scarce or di-
minished resources. Whetten (1980b: 369) also proposed that interpersonal con-
flict is a consequence of a declining organizational resource base. And the study
by Cameron and his colleagues (1987a; 1987b) of colleges and universities con-
firmed that reduction in budgets is associated with greater conflict among mem-
bers. Further, loss of funds and funding sources can be construed as a sign of fail-
ure, and literature on group dynamics consistently indicates that cohesiveness
decreases following failure at a group task (Shaw, 1976; Zander, 1979).

In sum, this study assessed the relationship between financial adversity and re-
striction in information processing (i.e., rigid use of existing procedures), con-
striction of control (i.e., less participative decision making), conservation of re-
sources (i.e., work force reduction), and competition among members. This
provided a partial test of Staw, Sandelands, and Dutton’s (1981: 516) model of or-
ganizational response to threat. Thus, we propose:

Hypothesis 1: Organizations that experience funding decreases
will have more rigid use of existing procedures, less participative deci-
sion making, more work force reduction, and more competition than
organizations that have funding increases.

Hypothesis 2: Organizations that have a decreasing number of funding
sources will have more rigid use of existing procedures, less participa-
tive decision making, more work force reduction, and more competi-
tion than organizations that have increasing numbers of funding
sources.

These two hypotheses were tested in a national random sample of drug abuse
treatment organizations.

Methods

Participating Organizations and Individuals

The present study draws data from drug-abuse treatment organizations that par-
ticipated in a national study of drug-abuse treatment services (D’ Aunno & Price,
1986). The sample of organizations for the national study (N = 180) was ran-
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domly drawn from the total population of outpatient drug abuse treatment organi-
zations in the United States in 1984 (N = 1,489).

These organizations have several distinctive characteristics. First, they depend
on state and federal funds for more than 50% of their budgets. Second, they em-
ploy a mix of professional (e.g., psychologists, social workers) and non-profes-
sional staff members (e.g., former drug addicts). Third, though the organizations
offer a variety of services, most clients receive diagnoses, individual and group
therapy, and information and referral services. The majority are licensed by state
or regional agencies. Finally, they offer only outpatient services; the sample in-
cludes no residential facilities.

The top manager of each of the 180 sample organizations was asked to com-
plete a phone survey concerning the organization’s finances, personnel, and
clients; 166 organizations agreed to participate, for a response rate of 92%. The
managers and all salaried drug-abuse counselors from each organization also
were asked to complete mail questionnaires about the organization’s structure and
their own job characteristics. Of the 166 organizations that completed phone sur-
veys, 80, or 48%, returned at least two completed mail questionnaires. Because
256 out of 487 respondents returned questionnaires, the average response rate for
each participating organization on this questionnaire was 52.6%.

After we accounted for missing data on all variables used here from both the
phone surveys and mail questionnaires, 80 organizations remained in the sample.
Of these, however, 8 had budget increases between 1981 and 1984 of greater than
300%. Due to their extreme scores, these outliers were omitted from further anal-
yses.? Thus, the study sample consists of 72 organizations.

Analyses were conducted to determine if there were significant differences be-
tween the larger study sample of 166 organizations and our sub-sample of 72 or-
ganizations. No significant differences were observed in the variables used to
stratify the population and to select the sample, which included geographic loca-
tion (inner city, other urban, suburban, rural), type of services offered (alcohol
abuse, drug abuse, or both), and ownership by a parent organization. Further, no
significant differences were observed between the larger sample and our sub-
sample in other variables examined, including director tenure and director experi-
ence.

Research Design

This study uses a cross-sectional research design with four control variables
(discussed below) included in statistical analyses in order to take alternative ex-
planations into account. Two other features of the research design are important to
note. First, the study takes advantage of a major change in funding for drug abuse
treatment services. That is, beginning in 1981 and continuing until only recently,
total federal and state expenditures for drug abuse treatment services decreased
(Weisner & Room, 1984). As a result, many treatment organizations faced finan-
cial adversity.

*We also conducted analyses in which the outliers (i.e., organizations that experienced greater than 300 per-
cent increases in their budgets from 1981 to 1984) were retained and in which their scores were capped at 300%.
The results from these analyses are similar to the results reported in this paper.
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Second, the study sample includes organizations that are independent (N = 40)
and organizations that are owned by a parent (N = 32). It is possible that indepen-
dent drug abuse treatment organizations are more threatened by financial adver-
sity than organizations that have parents that can buffer them from environmental
threats (Thompson, 1967). By including organizations with and without parents
in the sample, this study examined the role of parent organizations in responses to
financial adversity.

Data Sources and Measures

This study relies on data from three sources: first, mail surveys conducted in
1981 by the National Institute on Drug Abuse (NIDA) and the National Institute
on Mental Health (NIMH) of all drug abuse treatment organizations in the United
States; second, the telephone survey described above of a randomly selected sub-
set of all treatment organizations conducted at The University of Michigan’s Insti-
tute for Social Research in June, July, and August of 1984; third, the mail ques-
tionnaire described above of the same sample of organizations conducted in
October and November of 1984. Data from these sources were used to build the
measures described below. Table 1 shows descriptive statistics for all the mea-
sures, including mean scores, standard deviations, and intercorrelations.

Measures of financial adversity. Two measures of financial adversity are used
in this study: (a) percentage of net change in total budget, 1981 to 1984; and (b)
percentage of net change in number of funding sources, 1983 to 1984. The mea-
sures of change in total budget and number of funding sources range on a contin-
uum from negative to positive scores; negative scores indicate greater financial
adversity. Negative scores indicate decreases in total budgets and number of fund-
ing sources. Positive scores indicate less financial adversity; that is, total budgets
and number of funding sources are increasing.

Table 1
Means, Standard Deviations, and Intercorrelations for All Variables

Variables M SD 1 2 3 4 5 6 7 8 9
1. Net change in
total budget
(‘81-°84) -148  60.6
2. Netchange in
# of funding
sources (‘83-'84) -3.2 264 .01
3. Parent
Organization S350 -23 1
4. Organization
Age 101 38 .07 -10 -.12
S. FTEs, 1984 71 40 16 05 -19 13
6. Director
Experience 189 7.1 -16 -18 .10 .37 -12
7. Participation 362 71 .10 26 -16 -07 23 -2
8. Rigid Use of
Procedures 200 47 -25 -05 27 -12 18 -04 .38
9. Changein
Work Force Size 204 457 15 28 -06 -07 07 01 -07 -13
10. Competition 182 60 -20 -13 .1 -09 09 -14 27 37 .03
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The measure of change in funds (change in total budget, 1981 to 1984) was
constructed by subtracting the total operating budget for each organization for fis-
cal year 1980-81 from fiscal year 1983-84, and then dividing by the 1980-81 fis-
cal year budget figure. This computation produces a score for each organization
that indicates the percentage change in its total operating budget over a 3-year in-
terval. Further, the effect of inflation on the size of operating budgets was con-
trolled using the Consumer Price Index to adjust budget figures. We selected the
1981-1984 interval because it has the advantage of covering a 3-year period in
which reduced external funding began to result in financial adversity for many or-
ganizations. Of the 72 sample organizations, 37 had a decrease in total operating
budgets from 1981 to 1984 and 35 had budget increases.

The measure of change in number of funding sources (change in # of funding
sources, 1983 to 1984) was constructed in the same manner as the measure of de-
crease in funds. We subtracted the total number of funding sources for each orga-
nization for fiscal year 1982-1983 from fiscal year 1983-1984, and then divided
by the 1982-83 number of sources.* A “funding source” was defined as a group or
organization that reimburses or donates funds to a treatment organization. Exam-
ples include insurance companies, state agencies, and the United Way. Thirty-one
organizations had a net loss of funding sources; 31 had no change in number of
sources, and 10 had a net increase in number of sources.

Organizational response measures. Table 1 presents descriptive statistics for
the four measures of organizational responses to financial adversity used here:
participative decision making, rigid use of existing procedures, work force reduc-
tion, and competition.

The measures of participative decision making, rigid use of existing proce-
dures, and competition among members were derived from the 1984 mail ques-
tionnaire. Individual scores from the mail questionnaire were aggregated to mea-
sure these organizational characteristics. To check the validity of this approach,
we first subjected each item in the participative decision making, rigid use of ex-
isting procedures and competition indices to a one-way analysis of variance to de-
termine the extent of agreement in the responses of organization members. An
item was included in these indices only if the between-organization variance was
greater than the within-organization variance (p < .05 for the obtained F-ratio)
and there was significant agreement of responses within organizations as indi-
cated by the eta-squared statistic (when eta-squared > .35). This analysis provides
evidence for the validity of aggregating individual responses to measure organi-
zational characteristics (Rousseau, 1985).

The measure of participation in decision making was adopted from the Survey
of Organizations (1980). Respondents indicated the extent to which managers
“provide subordinates with information about decisions in advance,” “ask for
opinions and ideas from subordinates,” “meet with subordinates, present prob-
lems that must be solved, and work with them to find solutions.” We used a 5-
point Likert scale. High scores on this index indicate more participation. These
items were factor analyzed along with other items concerning organizational re-

“Unfortunately, data could not be obtained for this measure prior to 1983; thus, this measure does not cover
the same time period as the measure of decreases in total budget.
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sponses to adversity; the three participation items load highly on one factor (be-
tween .77 and .86) and are well differentiated from items that load highly on other
factors. Cronbach’s alpha is .92.

The measure of rigid use of existing procedures was also adopted from the Sur-
vey of Organizations. Respondents indicated the extent to which “you get end-
lessly referred from person to person,” “you go through a lot of ‘red tape’ to get
things done,” and “‘you get hemmed in by long-standing unit rules and regulations
that no one seems able to explain.” We used a 5-point Likert scale; high scores on
this index indicate more rigid use of existing procedures. Factor analysis showed
that the three items loaded highly on one factor (between .60 and .83) and were
well differentiated from items loading highly on other factors. Cronbach’s alpha
is .78.

The measure of change in work force size was constructed for each organiza-
tion by subtracting total full-time equivalents (FTEs) in 1983 from FTEs in 1984,
and dividing the result by the number of FTEs in 1983. This computation pro-
duces a score for the percentage of net change in total number of FTEs in each or-
ganization for a 1-year interval. Positive scores indicate increases in work force
size and negative scores indicate decreases in work force size.

The measure of competition among members was adapted from Van de Ven
and Ferry (1980). Respondents used 5-point Likert scales to assess the extent to
which members “try to get ahead at the expense of others” and “compete with
each other with regard to their work”. The two items loaded .78 and .73 on one
factor. Cronbach’s alpha is .89. High scores indicate higher levels of competition
among organization members.

Control variables. Four other variables were included in the analyses to control
for their possible effects on organization structure. First, much research suggests
that organizational size is associated with greater formalization and standardiza-
tion (Scott, 1987). We controlled for the effects of organizational size with a mea-
sure of the organization’s total number of full-time equivalents (FTEs) in 1984,

Second, research by Pugh, Hickson, Hinings, and Turner (1969) indicated that
organizations with a parent were more likely to use centralized rather than partic-
ipative decision making. Structures of dependent organizations also may be influ-
enced by parent organizations to the extent that they adopt procedures used by the
parent. Further, as noted above, parent organizations can buffer firms from envi-
ronmental threats. Many drug treatment organizations are owned by hospitals or
community mental health centers. Thus, we included the presence of a parent or-
ganization as a control variable. In the 1984 phone survey, directors reported if
their organization was owned by a larger organization (yes =0, no = 1).

Third, as organizations age, they tend to become formalized and develop rou-
tine procedures (Stinchcombe, 1965). As a result, the effects of organizational age
could be confounded with the effects of financial adversity. Organizational age
was measured in the 1984 phone survey. Finally, older, more experienced direc-
tors of organizations and younger, less experienced directors could respond dif-
ferently to financial adversity. Older directors may have more experience in deal-
ing with such adversity and thus respond less rigidly than younger directors. We
developed a two-item measure of director experience that combined the number
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of years directors had been employed by their organizations and the number of
years they had been in the drug abuse treatment field. Cronbach’s alpha is .68.

Data Analyses

Recent research on changes in organizational financial status has used analysis
of variance (ANOVA) to compare declining, stable, and growing organizations to
one another (e.g., Cameron et al., 1987a; 1987b). In the present study, however,
we find two related disadvantages with the use of ANOVA and have used multi-
ple regression to test the hypotheses outlined earlier. The first disadvantage of
ANOVA is that one must use somewhat arbitrary cut-off points to distinguish or-
ganizations facing financial adversity from non-threatened organizations. For ex-
ample, how much loss of revenue should an organization experience to be consid-
ered “threatened” — 10% or 15%?

A related disadvantage of ANOVA is that continuous or interval level data are
transformed to categorical data, entailing a loss in the statistical power to detect
differences that may exist between organizations with different numbers of per-
sonnel or operating budgets. The use of multiple regression with predictor vari-
ables on continuous interval scales avoids these two disadvantages of ANOVA.

It is also important to note that previous conceptual and empirical work (e.g.,
Cameron et al., 1987a; Freeman & Hannan, 1975) suggests that organizational
growth and decline are not symmetrical processes. For example, Freeman and
Hannan (1975) found that the administrative component increases with organiza-
tion size during periods of growth but that in periods of decline, it does not de-
crease as fast as the rest of the organization.

Simple linear regression would fail to capture such non-linear, asymmetric re-
lations in the data. As a result, we conducted extensive analyses to search for such
relationships in the data using both regression and analysis of variance. First, we
used curvilinear regression analyses with polynomial regression equations (Ker-
linger & Pedhazur, 1973) to model non-linear relations between increases and de-
creases in budget size and number of funding sources and the dependent vari-
ables. Second, we also conducted extensive ANOVA analyses to test for
non-linear, asymmetric relations in the data. In the ANOVA analyses, the sample
was divided first into three groups (increase, stable, decrease) and then into five
(much increase, increase, stable, decrease, much decrease). Results from both the
curvilinear regression and ANOVA analyses showed no significant non-linear re-
lations between the predictor and dependent variables. Thus the use of linear mul-
tiple regression to analyze changes in budget size and number of funding sources
is justified in this study.

Results

Table 2 presents results from multiple regression analyses of the relationships
between financial adversity and organizational responses. The control variables
were entered in the regression equations simultaneously with the measures of fi-
nancial adversity.

Hypothesis 1 was that organizations that experience funding decreases will
have less participative decision making, rigid use of existing procedures, more
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Table 2
Results of Regression Analyses of the Relationships between Financial Adversity
and Organizational Responses (N = 72)*°

Measures of Organizational Responses

Predictor Participative Rigid Use of Change in

Variables Decision Making Procedures Work Force Size Competition
Net change in

total budget®

(‘81-°84) .05 .24k A7k -2k
Net change in

# of funding

sources (’83-'84) 27%* =12 30k -.20%*
FTEs, 1984 .19% 29%%* .08 14
Parent

Organization -.16* 28k -13 12
Organization Age -.09 -.09 -.09 -.02
Director

Experience -01 -05 .09 - 19%
R 15 20 .30 13
F-Ratio 1.86%* 270 1.54% 1.59%

“partial correlation coefficients (standardized) from regression analyses are reported. "One-tailed significance
tests are used. Predictor variables are scored so that negative scores indicate decreases in budget and number of
funding sources and positive scores indicate increases; for the dependent variables, higher scores indicate more
participation, rigid use of procedures, and more competition; negative scores indicate work force reduction.
*p<.10. #*p<.05. ¥**p< 01,

work force reduction and more competition than organizations that have funding
increases. The results generally support this hypothesis. Organizations that had
budget decreases from 1981 to 1984 had more rigid use of existing procedures,
work force reduction, and more competition among members than organizations
with increasing budgets.

Hypothesis 2 was that organizations that have decreasing numbers of funding
sources will have less participative decision making, more rigid use of existing
procedures, more work force reduction and more competition among members
than organizations with increasing numbers of funding sources. The results gener-
ally support this hypothesis. Organizations that had decreasing numbers of fund-
ing sources from 1983 to 1984, had less participative decision making, more work
force reduction, and more competition among members than organizations with
an increasing number of funding sources.

Table 2 also indicates that some control variables were significant predictors of
organizational responses to financial adversity. Organizations with more employ-
ees in 1984 had more participative decision making and more rigid use of existing
procedures. Organizations with parents had less participative decision making
and more rigid use of existing procedures. Finally, organizations with more expe-
rienced directors had less competition among members.

Discussion

The results of this study of 72 drug abuse treatment organizations tended to
support the model of organizational response to threat. The proportion of Beta
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weights confirming our hypotheses (6 of 8), although well above chance levels,
suggests that this research did not support the model as consistently as might be
expected given the arguments posed by Staw and his colleagues (1981), and in re-
cent conceptual work focusing specifically on financial threats (Sutton &
D’ Aunno, 1989). Moreover, the magnitudes of these significant relationships are
modest. On the whole, however, the results of this research are consistent with the
outcomes predicted by the threat rigidity thesis.

First, rigid use of existing procedures was observed in organizations that faced
decreasing total budgets from 1981 to 1984. Rigid use of procedures is a means
through which restriction of information processing can occur, particularly re-
liance on prior knowledge. Second, less participation in decision making was ob-
served in organizations that had a decreasing number of funding sources. Staw
and his colleagues propose that limiting participation in decision making is a
means through which constriction of control occurs.

Third, their model proposes that conservation of resources may occur in re-
sponse to financial adversity and that such conservation may be manifested in
various cost-cutting measures. Our results indicate that organizations with de-
creasing budgets and decreasing numbers of funding sources had more work
force reduction. Work force reductions are a prominent way to cut costs in labor-
intensive organizations such as those in this study. Fourth, more competition
among organization members was observed in organizations that had decreasing
budgets and decreasing numbers of funding sources. We proposed that competi-
tion is a rigid response to adversity in that it is likely to reduce cooperation and
adaptive collective action.

These results should be viewed with some caution, however, because of the
limits of the research. This study considered only drug-abuse treatment organiza-
tions. These tend to be small organizations, with a mean of 7.1 FTEs. They also
use ambiguous technologies because there is relatively limited knowledge about
how to treat drug-and alcohol-abuse problems. Thus, it may be inappropriate to
extend the findings from this research to other kinds of organizations.

Nonetheless, despite limitations, this study suggests worthwhile paths for fu-
ture research. First, though we found a significant relationship between decreas-
ing numbers of funding sources and less participative decision making, no rela-
tionship was observed between decreasing budget levels (1981 to 1984) and
participative decision making. This is surprising, especially because Staw and his
colleagues, in reviewing the literature on organizational threat, point out that
“centralization is the most widely acknowledged aspect of the mechanistic shift”
(514). The lack of relationship between centralization and decreasing budgets
was also evident in two different analyses of the data that Cameron and his col-
leagues (1987a;1987b) gathered about colleges and universities. Perhaps this pat-
tern is emerging because decreasing budget levels threaten lower-level employees
more than leaders, as Cameron and his colleagues (1987a) proposed.

Second, anxiety and arousal are the proposed means through which threat pro-
vokes rigidity in structures. The power of these intervening variables is implied
by the individual-level research reviewed by Staw and his colleagues, and by
Gladstein and Reilly’s (1985) finding that tension was higher among members in
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threatened groups. More complete tests of the model of organizational response
to threat should measure these psychological states, and examine whether they are
the crucial means through which threat brings about rigidities.

Third, despite the negative connotations associated with the word “rigidity,”
Staw and his colleagues (1981) point out that restriction in information process-
ing, constriction of control, and conservation of resources are not necessarily mal-
adaptive responses. In the case of financial threats, the adaptiveness of rigidity is
contingent on whether such adversity signals a fundamental shift in resources, or
if the threat signals a temporary or modest perturbation in an essentially support-
ive environment. If a fundamental shift occurs, then rigid responses will hamper
the ability of the firm to develop needed novel responses. But if the environment
remains supportive, then a strategy of relying on existing knowledge, reducing
costs, and centralizing so that such changes can be made quickly, is likely to be
adaptive for weathering the storm.

We believe that rigid responses by these drug abuse treatment organizations are
likely to be adaptive. Threats to their financial circumstances were probably in-
dicative of short-term changes in state economies and the entrance of new, private
sector organizations into the market rather than a fundamental shift. In the long
term, the need and demand for drug abuse treatment services will continue, and a
variety of funding sources will likely be pressured to allocate increased resources.

Finally, Ford and Bacus (1987) assert that decision-makers’ interpretations of
performance downturns play an important role in determining the extent and kind
of their strategic and tactical responses. Thus, the variance that threat did not ex-
plain in rigidity in this study may have occurred —in part— because some leaders
convinced themselves, and engaged in symbolic actions to convince others, that
large financial threats were a temporary condition that required no changes in
structures. Or, conversely, a small financial threat, perhaps occurring for the first
time in organizational history, may have caused decision-makers in other orga-
nizations to construe that they faced profound negative consequences, and to
communicate their fears to others. The result may have been more pronounced or-
ganizational rigidity. In short, future research may reveal that managerial interpre-
tations and sense-making by other employees moderate the relationship between
organizational threat and rigidity.
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