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This study examines variation in top executives’ environmental perceptions within firms and
within industries. More specifically, we investigate how industry and organizational membership
affect top executives’ perceptions of five environmental attributes. Results indicate that significant
homogeneity of perceptions exists within firms and also within industries. Approximately 40
percent of the variance in individual top-level executives’ perceptions of aspects of their
respective organization’s environment is explained by their organizational and industry member-
ship. Implications of the findings for strategic management and organization theory and for
future research are presented. 1998 John Wiley & Sons, Ltd.

Commonality of views about a firm’s environ-
ment among a firm’s top managers is frequently
discussed, but there is little empirical evidence
to validate the notion. We do not know whether
homogeneity of perceptions within top man-
agement teams (TMTs) is more imaginable than
real—an assumed executive team property corre-
sponding to what ‘common sense’ says should
be the case. Further, if there is within-firm com-
monality of views concerning the environment,
we do not know whether this might not actually
be an industry effect. The purpose of the research
reported here is to assess the degree of homogen-
eity in executives’ perceptions within firms and
within industries and to compare organizational
vs. industry membership as explanations of the
relative proportion of agreement about organi-
zational environments.

One of the most compelling reasons to examine
the homogeneity of top managers’ environmental
perceptions within firms and within industries
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relates to competitive advantage. First, at the
firm level, the degree of agreement within a top
management team affects the firm’s performance
through its influence on strategy formulation
(Dess, 1987; Hodgkinson and Johnson, 1994;
Priem, 1990), in particular because it affects the
nature and duration of decision making and
decision implementation (Hicksonet al., 1989;
Lant, Milliken, and Batra, 1992). Disagreement
within the TMT concerning the environment can
prompt or delay information gathering and scan-
ning processes, increase or decrease information
sharing and processing, delay strategic decisions
and subsequent actions, and, in these or other
ways, can lead to either higher or lower organi-
zational performance (Bourgeois, 1980, 1985;
Dess and Keats, 1987; Eisenhardt, 1989; Kotha
and Nair, 1995). Given the critical role of top
managers as shapers of organizational decisions,
actions, and, consequently, performance (Dean
and Sharfman, 1996; Hambrick, 1989; Johnson,
1992), investigation of variations in top man-
agers’ perceptions of the environment is important
for enhancing our understanding of strategic
decision processes, firm actions, and organi-
zational outcomes.

Moving to the industry level, if perceptions
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within an industry or subpopulation of organi-
zations inhabiting the same environment are uni-
versally shared, no single organization is at an
advantage due to its unique understanding of the
environment (Barney, 1986). However, if
environmental perceptions vary across organi-
zations in an industry, firms that do not share
the common perception and therefore undertake
‘uncommon’ actions either may achieve an advan-
tage over competitors or may perform less well
if their actions are incongruent with the environ-
ment. Commonality of environmental perceptions
within industries may be beneficial if it prompts
the coordination of interorganizational behaviors,
collective action, and coalition processes
(Abrahamson and Fombrun, 1992; Hirsch, 1975)
that influence the success and survival of indus-
tries and their member firms. Alternatively, homo-
geneous perceptions may be harmful if they blind
an industry to important competitive threats
(Halberstam, 1986; Zajac and Bazerman, 1991).

THEORY DEVELOPMENT AND
HYPOTHESES

Two opposing theoretical arguments prevail.
Some scholars argue that executives in different
organizations perceive the same environment dif-
ferently, due to differences among their organi-
zations’ structures and processes (e.g., infor-
mation systems) (Hodgkinson and Johnson, 1994;
Starbuck, 1975; Weick, 1979). In contrast, other
scholars argue that a variety of social processes
induce common perceptions within and among
subpopulations of organizations inhabiting the
same environment (Aldrich and Pfeffer, 1976;
Boyd, Dess, and Rasheed, 1993; Huff, 1982;
Porac, Thomas, and Baden-Fuller, 1989). Few, if
any, empirical studies have tested the net effect
of the factors included in these contrasting lines
of reasoning. Given that organizational actions
are based in part on top managers’ perceptions
of their organization’s environment, our ability to
analyze, understand, and predict organizational
actions and performance may be seriously con-
strained unless we recognize and account for
differences in these perceptions. The major pur-
pose of the study reported here is to shed light
on this issue by examining variation in top man-
agers’ perceptions of organizational environments,
and, in particular, the extent to which these per-
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ceptions are explainable by managers’ member-
ship in a particular firm’s top management team
or by participation in a particular industry.

Before developing the arguments associated
with our hypotheses, it is important to clarify our
use of the term top management team (TMT).
Following Bourgeois (1985), Dess (1987), and
Fredrickson and Iaquinto (1989), we define the
TMT as the chief executive and those managers
considered by the chief executive to be members
of his or her TMT. As a further clarification, we
use the term to mean the CEO, COO, and the
upper-level managers representing different func-
tional areas. This management team structure may
be representative of the type found, for example,
in single-sector firms, autonomous subsidiaries,
or autonomous divisions of larger firms. This is
in contrast to what Hambrick (1994) argues
should more appropriately be called the ‘top man-
agement group’, i.e., the CEO, the COO, and
the firm’s top managers of its semiautonomous
divisions serving different markets or products, as
in multidivisional firms. Anticipating subsequent
discussion, we note here that our data base is
composed of single-sector firms or autonomous
business units, and thus it lends itself to the study
of TMTs as we use the term.

Commonality of perceptions within
organizations and differences of perceptions
across organizations

Three theoretical arguments lead to the prediction
that top managers within a firm will perceive their
firm’s environment similarly, and will perceive it
differently than will top managers from other
organizations. Two arguments relate to organi-
zational uniqueness, one to social information
processes.

Organizational uniqueness

Every organization has a unique history. As a
result, every organization has had unique learning
experiences (Huber, 1991; Sitkin, 1992). Some
of its learning becomes embedded in its processes
(Nelson and Winter, 1982; Walsh and Ungson,
1991). Because histories and learning vary across
organizations, the specific natures of processes,
such as selection and socialization, also vary
across organizations; every organization is unique
in the specifics of the selection and socialization
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processes experienced by its TMT members.
Since selection and socialization affect top man-
agers’ views (Louis, 1980; Starbuck, 1993), and
given that the specifics of these processes vary
across organizations, it is reasonable to expect
similar ways of perceiving (and subsequent simi-
larity of perceptions) among managers within a
particular organization. Thus a firm’s particular
history affects its selection and socialization proc-
esses, and these in turn constrain ways of perceiv-
ing and ultimately constrain the variety of percep-
tions held across the members of its TMT
(Jablin, 1997).

The unique history of an organization is likely
to contribute in another way to the commonality
of perceptions within a TMT. Part of a firm’s
history is composed of events that occurred in
its environment, such as the arrival of a new
competitor. Some of these events, particularly
significant events in the recent past, may have
been observed by several of the TMT members
and influenced in similar ways these members’
perceptions of certain aspects of their organi-
zation’s environment (e.g., environmental stability
or complexity). Thus there are two ways in which
each organization’s unique history might lead to
common views in a TMT: it might influence
selection and socialization processes and therefore
influence how selected and socialized TMT mem-
bers perceive, and it might include a set of
environmental events that were observed by
multiple members of the TMT and perceived
similarly.

Social information processing

Of course the events that TMT members observe,
or hear about, are not perceived identically. How-
ever, another process, social information proc-
essing, causes initially differing perceptions to
become more homogeneous. The task inter-
dependence of TMT members, their (sometimes)
physical proximity, and their (sometimes) social
attractiveness, individually and in combination
cause TMT members to interact and oftentimes
to communicate about their organization’s
environment.

Social information processing theory (Fulket
al., 1987; Salancik and Pfeffer, 1978) suggests
that one’s views are not solely a function of what
we personally observe or learn, but are also a
function of what others cause us to believe. The
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views of others are especially likely to be influ-
ential in ambiguous settings such as those typi-
cally encountered by top managers. Thus, beliefs
about the firm’s environment may be, in part,
consequences of sensemaking discussions con-
cerning past organizational performance (McCabe
and Dutton, 1993; Milliken and Lant, 1991) or
other organizational issues (e.g., Daft and Weick,
1984; Gioia, 1986; Weick, 1995). Individually
and collectively, the above three arguments cause
us to hypothesize that:

Hypothesis 1: The perceptions of TMT mem-
bers concerning their organization’s environ-
ment are more similar within organizations
than across organizations.

It is important to note that empirically testing
Hypothesis 1 is not simply an exercise in validat-
ing the obvious. Whatever forces there may be
for common views to develop within TMTs may
not be strong enough to overcome forces for
dissensus. One source of dissensus is the requisite
functional diversity of TMT members. Diversity
of current functional responsibilities would likely
lead to different TMT members observing, or
receiving information about, different environ-
mental sectors, thus becoming informed about
different ‘organizational environments’ (Starbuck,
1975). A second source of dissensus might be
diversity in functional backgrounds. It has long
been believed that different functional back-
grounds lead to different cognitive biases among
managers (e.g., Dearborn and Simon, 1958;
Hodgkinson and Johnson, 1994; Walsh, 1988).
Aside from these two systematic effects on dis-
sensus, there are undoubtedly many other idiosyn-
cratic factors such as personal demographic differ-
ences that lead individual managers to differ in
the lenses they use when perceiving their organi-
zation’s environment (e.g., Bunderson and Sut-
cliffe, 1995). It may well be that in combination
such systemic and idiosyncratic factors would
overwhelm the forces leading to Hypothesis 1,
and would cause these forces to be neither sta-
tistically nor practically significant.

Commonality of perceptions within industries

It seems reasonable to believe that some of the
same factors that homogenize views within TMTs
also homogenize views within an industry,



796 K. M. Sutcliffe and G. P. Huber

although to a lesser degree. Hambrick (1982),
Huff (1982), Starbuck (1975), and others (e.g.,
Porac et al., 1989; Spender, 1989) have also
noted the likelihood of shared perceptions of the
environment across firms within industries as a
consequence of a number of factors, including
hiring personnel from within the industry (Aldrich
and Pfeffer, 1976), interorganizational communi-
cations arising from executives’ participation in
training programs, conventions, and professional
associations (Starbuck, 1975), and borrowing
ideas from business, trade, or other professional
publications (Aldrich and Pfeffer, 1976). In
addition, to the extent that perceptions are influ-
enced by practices, institutional theory would sup-
port the idea that perceptions would be more
similar within industries than across industries
(Dimaggio and Powell, 1983). In view of the
above, we hypothesize that:

Hypothesis 2. The perceptions of TMT mem-
bers concerning their organization’s environ-
ment are more similar within industries than
across industries.

Of course, every organization has a unique
external environment; even organizations within
the same industry have environments unique to
themselves. As Boydet al. (1993: 215) point out,
for example, within the semiconductor industry
‘Intel’s and Advanced Micro Devices’ competi-
tive environments differ simply because Intel does
not have to compete against itself (Intel), whereas
AMD does.’ It is important, then, to recognize
that the industry effect noted in Hypothesis 2
may be weak, or may be overwhelmed by the
effect noted in Hypothesis 1.

METHOD

Researchers have investigated managerial percep-
tions of business environments using a variety of
methods ranging from simple procedures such as
asking informants to list their competitors to more
sophisticated procedures such as network analyses
(Poracet al., 1995) and multivariate analysis of
questionnaire items (Dess and Davis, 1984). One
family of methods popular in recent years
includes cognitive mapping methods such as the
repertory grid and multidimensional scaling
(Daniels, de Chernatony, and Johnson, 1995;
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Reger, 1990), taxonomic interview methods (e.g.,
Calori, Johnson, and Sarnin, 1994; Hodgkinson
and Johnson, 1994; Poracet al., 1989, 1995),
and interactive interview methods (e.g., Eden,
1988), all of which have been used to reveal
managerial mental models of the perceived struc-
ture and dynamics of their firm’s competitive
environment. Studies conducted in these veins
have investigated managers’ mental models across
rival firms (e.g., Reger, 1990; Poracet al., 1995),
managers’ causal beliefs concerning environmen-
tal conditions (Huff, 1990), and have examined
the nature and extent of cognitive consensus and
diversity concerning environments within parti-
cular organizations (e.g., Hodgkinson and John-
son, 1994; Johnson, 1992) or within single indus-
tries (e.g., Poracet al., 1989).

The study presented here contrasts with this
work in that it is concerned with discovering
the extent to which industry and organizational
membership affect differences or similarities in
how executives perceive particular aspects of their
competitive environment. Specifically, we were
interested in understanding a part of the ‘content’
or overall meaning of executives’ environmental
maps, rather than the configuration of the many
elements of these maps (see Caloriet al., 1994).

There are numerous ways to describe the
aspects (i.e., content) of a firm’s environment. For
example, environments have been characterized by
organizational theorists in terms of their sectors
(e.g., economic, regulatory, technical, social),
stakeholders (customers, competitors, suppliers),
and attributes (e.g., instability, munificence, com-
plexity, hostility, controllability). Industrial econ-
omists, on the other hand, have characterized
environments in terms of industry characteristics
such as concentration of market power, entry
barriers, changes in demand, or changes in product
characteristics. We studied TMT perceptions of
the environmental characteristics of volatility,
munificence, complexity, hostility, and controlla-
bility. We examined multiple characteristics in
order to gain insight into the robustness and gen-
eralizability of our findings. We chose these parti-
cular characteristics for three reasons.

First, the environmental attributes investigated
here are central to theories that account for the
effect of environments on firm actions and out-
comes. Specifically these particular environmental
attributes have been shown to hold important
implications for organizational actions and have
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played a key role in strategic management
research where performance is the dependent vari-
able. Instability, for example, has been found to
be a critical determinant of strategy, structure,
and outcomes (Keats and Hitt, 1988) and of
interactions between TMT structure and firm per-
formance (Keck, 1997; also see Duncan, 1973).
Keats and Hitt (1988) found that environmental
instability exerted a significant negative effect
on diversification, divisionalization, and operating
performance. Environmental munificence and
complexity have been found to affect strategic
choices designed to capitalize on environmental
opportunities (Keats and Hitt, 1988). Perceptions
of environmental controllability and hostility may
affect the propensity toward change (Dutton and
Jackson, 1987; Jackson and Dutton, 1988; John-
son, 1992), the magnitude of change (Jackson
and Dutton, 1988), and the specific types of
changes undertaken by executives (Thomas,
Clark, and Gioia, 1993). Second, examining these
more macro attributes enabled us to make cross-
organizational and cross-industry comparisons—
comparisons not possible had we used firm-
specific environmental elements. Third, each of
the attributes has been studied in other theoretical
contexts by organizational science and strategic
management researchers, thus increasing the pos-
sible usefulness of our work as connections to or
extensions of the work of others.

Data collection

The organizations studied were business segments
drawn from a diverse set of industries at the 4-
digit SIC level and included both manufacturing
and service firms. (To avoid being repetitious and
to fit particular contexts, in the remainder of the
paper we will sometimes use as interchangeable
the terms business segments, firms, and
organizations.) All organizations in the sample
were either independent single-sector firms,
autonomous subsidiaries, or autonomous
divisions, as contrasted with multidivisional firms.
We selected a random sample of business seg-
ments from Standard and Poors’ Compustat data
base using a two-step stratified procedure. First,
we stratified the population of business segments
in the data base along industry lines and then
randomly selected a sample of industries subject
to the constraint that each industry selected
included at least 20 business segments (e.g.,
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firms). Second, we randomly selected a sample
of 20 individual firms within each industry.

In some cases, a business segment may corre-
spond to activities occurring in several different
industries. Therefore, the Compustat data base
cannot always be linked to a single business unit
with an autonomous structure and administrative
unit operating in an identifiable industry which
would make the segment unusable for this
research. To screen out these units, calls were
made to each firm to assure that each had more
than 25 employees and two levels of man-
agement, and that each unit was a single-sector
firm, an autonomous subsidiary, or an auton-
omous division of a larger firm, operating in a
single industry. The final sample included 502
firms in 35 industries, or approximately 14 firms
per industry.

The first author contacted all 502 chief execu-
tives, first by letter and then by telephone, and
asked if they and their top management team
would participate in the study by completing a
mailed questionnaire. One hundred and one top
executives agreed by telephone to participate in
the study. All potential participants were assured
that the information they provided would be
treated confidentially. In addition, if the top
administrator agreed to participate, he or she was
asked to complete and return a form identifying
the members of the top management team (i.e.,
those executives considered by the chief executive
to be members of his or her top management
team). Questionnaires were subsequently sent to
the top executives and the managers whom they
identified. Over 370 managers in 89 firms pro-
vided complete or partial questionnaire data; how-
ever, in some firms only one informant completed
and returned the questionnaire. Since data from
multiple informants in each organization were
necessary to test the hypotheses, these firms could
not be included in the data analysis. Thus, the
sample for this study consists of data from 307
top management team members in 58 organi-
zations drawn from 19 industries (see Table 1).

Measures

All dependent environmental variables were
assessed with questionnaire items adopted or
developed from previous studies. To refine the
questionnaire, semistructured interviews lasting
from 1 to 2 hours were conducted with nine
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Table 1. SIC code, industry activity, and number of firms participating by industry

SIC Industry activity Number of
code firms

participating

1389 Providing oil and gas field services 3
2621 Manufacturing paper 3
2631 Manufacturing paperboard 2
2821 Manufacturing synthetic resins, plastics, and elastomers 5
2836 Production of bacterial and virus vaccines and analogous products 3
2899 Manufacturing chemical preps 4
3312 Manufacturing steel 3
3576 Manufacturing data communication products 5
3585 Manufacturing cooling and heating equipment 3
3679 Manufacturing electronic components 5
3724 Manufacturing aircraft engines and engine parts 2
3949 Manufacturing sporting and athletic goods 2
4512 Furnishing scheduled air transportation 3
4955 Furnishing environmental services 2
5045 Distributing of computers and peripheral equipment 2
5065 Distributing of electronic parts 3
6153 Furnishing credit to business enterprises 4
8071 Providing professional analysis/diagnostic services 2
8711 Providing professional engineering services 2

executives in six firms located in different parts
of the country. During the interviews, executives
were asked about the face validity of the ques-
tions. This panel and 22 other top executives
(in the same firms) completed a pretest of the
instrument. In addition to completing the pretest,
informants were asked to evaluate the clarity of
the questions, and to provide feedback in regard
to the meaningfulness of the language used in
the questions. Minor changes were made to the
questionnaire based on the informants’ feedback
and analysis of the pretest data. The measures
described below met the standard criteria for scale
development (DeVellis, 1991; Mulaik, 1972).

The data for the items were factor analyzed
using exploratory factor analysis to examine sup-
port for the a priori scales. Kaiser’s criterion
with varimax rotation was applied. Fivea priori
factors emerged from the data, with 25 items
loading unambiguously on the primary factor.
We also conducted a confirmatory factor analysis
(CFA) on these data using the maximum likeli-
hood method and also found support for thea
priori factors. As Table A1 shows, the estimated
loadings have the expected positive sign, all are
statistically significant at thep , 0.05 level (two-
tailed test), and the standardized factor loadings
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are typically large enough (. 0.4) to provide
confidence that they are indeed measuring com-
mon latent constructs. In addition, as noted above,
the composite reliability of the measures falls at
or above the generally acceptable criterion of 0.6.

Perceived instability reflects the degree to
which managers reported the environment as
unstable. Instability was assessed originally with
nine Likert-type questionnaire items on 7-point
scales based on the work of Duncan (1973) and
Bourgeois (1985). Four items were eliminated
after factor analysis revealed low loadings. The
coefficient alpha for the scale was 0.71.Perceived
munificencereflects the degree to which top man-
agers reported the availability of resources in the
environment as growing (or declining) which is
indicative of the extent to which the environment
is supportive of sustained stability or growth for
the organization and its competitors in the same
industry. Munificence was assessed originally
through seven questionnaire items developed by
the author, based on the work of Glicket al.
(1990). One item was eliminated after factor
analysis revealed a low loading. The alpha for
the scale was 0.88.Perceived complexity(alpha
= 0.60) reflects the degree to which top managers
view the environment as complex. Complexity
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was assessed originally with five items based on
the work of Dess and Beard (1984), but one item
was eliminated because of a low factor loading.
Perceived hostilitywas defined as the extent to
which top managers characterize their environ-
ment as hostile. Hostility was assessed with five
questionnaire items adapted from Thomas and
McDaniel (1990) (alpha= 0.84). Perceived con-
trollability reflects the extent to which managers
characterize their environment as controllable or
uncontrollable and was assessed with five ques-
tionnaire items based on the work of Thomas and
McDaniel (1990) (alpha= 0.84). The question-
naire items used in creating the dependent meas-
ures (as well as the items eliminated after factor
analysis) are included in the Appendix.

As argued earlier, we expect that top managers’
views concerning their organization’s environ-
ment are likely to be a function of the firm and
the industry in which the manager is employed.
The variable used to predict the
similarity/dissimilarity of the views of TMT
members in the same organization was member-
ship on a particular organization’s TMT. Because
organizations are nested within industries, and
because top managers’ participation in a particular
industry could affect their views concerning their
organization’s environment, we also determined
the particular industry in which the TMT member
participated. The Compustat-II data base enabled
us to categorize all firms, and thus all TMT
members, by industry at the level of the 4-
digit SIC.

ANALYSES AND RESULTS

Firm characteristics

Three hundred and seven top executives in 58
organizations drawn from 19 industries provided
complete questionnaire data. The number of ques-
tionnaires received per organization ranged from
2 to 13 with a mean of 5 questionnaires com-
pleted per organization. We received question-
naires from 94 percent of the top executive team
members in the organizations included in the
analysis. The size of the participating firms
ranged from 95 to 6323 employees, and averaged
1125 employees with a standard deviation of
1351. The median number of employees was 690.
Approximately 63 percent of the organizations
were involved in manufacturing activities while
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the remaining 37 percent were involved in service
activities. Sixty-one percent of the organizations
in the sample were independent single-sector
firms; the remainder were autonomous subsidi-
aries or autonomous divisions of multidivisional
firms operating in a single industry.

Chi-square analyses were conducted to assess
a possible response bias and to determine whether
the firms ultimately providing data for the study
were representative of the sample of firms asked
to participate. In terms of size and type of activity
(i.e., service vs. manufacturing), the firms partici-
pating in the study were not statistically signifi-
cantly different from those asked but not partici-
pating.

We also examined the correlations among the
variables. The dependent measures were only
slightly correlated with each other, with one
exception. Hostility and controllability were nega-
tively correlated at 0.58 (p , 0.01).

Does commonality exist?

A nested random-effects ANOVA was used to
test the model. A nested random-effects ANOVA
was used, rather than a two-way ANOVA,
because informants from a particular organization
could be ‘assigned’ only to the industry of their
organization. In addition, the nested random-
effects ANOVA estimates the different compo-
nents of variance and tests for their significance
(SAS, 1990; Snedecor and Cochran, 1976). Bart-
lett’s test indicated that heteroskedasticity was
not a problem.

Recall that each of the 307 TMT members
assessed five dependent variables: environmental
instability, munificence, complexity, hostility, and
controllability. The result of the MANOVA
associating the five dependent variables si-
multaneously with organizational membership and
industry membership was significant (p , 0.01)
and encouraged us to proceed with the ANOVAs.
The results of the five individual ANOVAs are
shown in Table 2. With respect to Hypothesis 1,
organizational/TMT membership was a predictor
of the informant’s perceptions of his or her
organization’s environment for all five environ-
mental characteristics. This result provides very
strong support for existence of common percep-
tions within TMTs about their organization’s
environment. With respect to Hypothesis 2, the
industry in which the informant’s organization
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was nested was a significant (p , 0.01) or
marginally significant (p , 0.10) predictor for
the instability, munificence, and complexity
dimensions, but not for the hostility or controlla-
bility dimensions. The results shown in Table 2
lead to the conclusion that there is a significant
commonality in top managers’ environmental per-
ceptions within organizations and within indus-
tries. Further, the results suggest that similarity
of views exists in organizations beyond that
which exists in industries.

DISCUSSION, LIMITATIONS, AND
CONCLUSIONS

This study was motivated by two observations.
First, homogeneity in how managers perceive
attributes of their firm’s environments has
important consequences for industries and their
member firms—even though scholars differ as
to whether these consequences are beneficial or
harmful. Second, there has been relatively little
empirical research exploring the extent of percep-
tual homogeneity within firms and within indus-
tries. This study’s findings indicate that significant
homogeneity of perceptions among TMT mem-
bers exists within industries and within firms.

Limitations

Some limitations to the study are worth noting
before proceeding with the discussion. First, all
of the firms included were based in the United
States and each operated in a single business
sector. Thus the generalizability of the findings

Table 2. Analysis of variance (nested model): The effects of organization and industry on TMT members’
perceptions of environmental attributes

Source Instability Munificence Complexity Hostility Controllability

Industryb 2.69**a 2.99** 1.59+ 0.83 1.14
(0.22) (0.31) (0.16) (–) (–)

Organization 1.52* 2.42*** 2.11** 2.90*** 2.98***
within industryc (0.15) (0.19) (0.21) (0.29) (0.28)
Model R2 0.37** 0.50*** 0.37** 0.38*** 0.42***

aF-statistics are reported. Values in parentheses are the proportion of variance explained when theF-statistic is statistically sig-
nificant.
b(n = 19)
c(n = 58)
+p , 0.10; *p , 0.05; **p , 0.01; ***p , 0.001. N = 307
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may be limited to this domain. Also, our sample
included independent firms, autonomous subsidi-
aries, and autonomous divisions of multidivisional
firms. Future studies with larger samples could
investigate the possibility that the results could
vary across these contexts. As studies are
conducted with different conditions, this study
can serve as a point of comparison. Second, the
approach taken in this study provides a snapshot
of perceptions of the more macro aspects of
the environment—perceptions that the literature
suggests influence strategic choices. Our approach
adds to the growing body of work in this area
by validating some untested assumptions and pro-
viding baseline data regarding the extent to which
executives’ environmental perceptions are influ-
enced by industry and organizational membership.
However, as one anonymous reviewer pointed
out, particular elements of the environment, such
as key rivals or specific signals of the next
technological trajectory, may have greater influ-
ence on any particular choice than do the more
general environmental attributes studied here.
Certainly, there is a need to develop midrange
theories as well as to investigate the explanatory
power of more general theories.

Discussion

We found that managers’ perceptions of the five
attributes of organizational environments are
affected strongly by their affiliation with a parti-
cular firm’s TMT (organization), and, for some
environmental attributes, also by their industry.
The findings are strong in terms of both statistical
significance and the proportion of variance
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explained. The first finding, that managers’ per-
ceptions are affected by their firm affiliation,
supports the thinking of a number of scholars
who assert that individuals within a particular
organization come to view the world similarly
as a consequence of selection and socialization
processes, observation, and other social and
sensemaking processes (e.g., Hambrick and
Mason, 1984; Hodgkinson and Johnson, 1994;
Starbuck and Milliken, 1988). The second finding,
that industry also plays a role, suggests that
perceptions are not completely idiosyncratic to a
particular organization, but also are affected by
cognitive and social processes that combine to
induce a common perception within a subpopul-
ation of organizations. Hiring practices, training,
imitation, and observation and communication
practices within a particular industry may explain
the common perceptions across organizations
within the industry (Aldrich and Pfeffer, 1976;
Hambrick and Mason, 1984; Huff, 1982). These
results are important because they validate some
commonly held, but largely untested, assumptions
about the effects of firm and industry on execu-
tives’ perceptions of their environment.

It is interesting to note that, while organi-
zational membership explained a significant
amount of the variation in perceptions of all five
characteristics of the environment, membership in
an industry explained variation in perceptions
for only three of these characteristics (instability,
munificence, and complexity, but not for the hos-
tility or controllability attributes). One possible
explanation for this finding hinges on situational
strength and the strength of the salient cues.
Mischel (1977) distinguished between strong and
weak situations. Strong situations engender clear
meanings, lead everyone to construe particular
events the same way, and induce uniform expec-
tancies regarding appropriate response patterns.
Weak situations, on the other hand, do not engen-
der clear meanings or uniform expectancies con-
cerning desired behaviors, which means different
people are inclined to interpret weak events or
situations differently and are likely to be inclined
to respond differently. Situational strength is
related to what researchers in social cognition
refer to as the ‘salience’ of a stimulus (Fiske and
Taylor, 1991). A stimulus is salient when it has
properties that make it more likely to be noticed.
Situational strength is important because, as
Bruner (1957) argued, the more complex or
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ambiguous the stimulus, the more the perception
is determined by what is already ‘in’ the subject
and the less by what is in the stimulus. If the
cues distinguishing environmental instability,
munificence, and complexity are stronger than
those distinguishing hostility and controllability,
we would expect there to be more commonality
of perception both within firms and within indus-
tries about these three environmental attributes.
This would account for our findings.

Lending support to this explanation, Jackson
and Dutton’s work (1988) suggests that environ-
mental hostility and controllability are charac-
terized by weak cues. This suggests there will be
less commonality in perceptions of these environ-
mental attributes. In addition, it may be that the
arousal-inducing nature of perceived environmen-
tal hostility and controllability causes these vari-
ables to be subjected to high levels of intraorgani-
zational social information and sensemaking
processing. The fact that the organization-level
effect on these two attributes is very large sup-
ports this line of reasoning. This large organi-
zation-level effect may cause whatever actual dif-
ferences there may be on these attributes across
industries to have, relatively speaking, no effect.

The finding that hostility and controllability are
less uniformly perceived across TMTs within the
same industry is important for strategic man-
agement researchers. Managerial assessments of
environmental hostility and controllability—rather
than assessments of instability, munificence, and
complexity—are often the basis for strategic
actions. In fact, a growing body of evidence
suggests that the framing of environmental con-
ditions in terms of controllability and hostility is
an important motivating mechanism both directly
and indirectly because such framing helps to
focus behavioral commitments and predisposes or
retards the initiation of certain types of adaptive
organizational responses (Dutton and Jackson,
1987; Eisenhardt, 1989; Ginsberg and Venkatra-
man, 1992; Johnson, 1992). Thus, an important
source of competitive advantage or disadvantage
may hinge on how top executives assess their
firm’s environment on these dimensions.

Besides adding to the growing body of work
on managerial cognition and the role of group
cognition and consensus in influencing strategic
management processes (especially strategic diag-
nosis and strategy formulation, e.g., Eden and
Huxham, 1988, Hodgkinson and Johnson, 1994,
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Poracet al., 1989, Reger, 1990), this study adds
to the literature on organizational information
processing. We note that recent work in organi-
zational information processing has focused heav-
ily on cognition and construction, viewing organi-
zations as sensemaking and learning systems
(e.g., Sutcliffe, 1997; Walsh, 1995; Weick, 1995).
The results of this study suggest that learning
processes in organizations can lead directly or
indirectly to remarkably similar beliefs among
top managers.

Directions for future research

Future studies could build on or extend the results
of this study in several ways. First, studies should
more systematically examine the performance
implications of common perceptions of the
environment. More specifically, studies focused
on the direct and indirect effects of collective
interpretations on firm and industry responses
and responsiveness are needed to provide insights
about the timeliness of response and the dynamics
of competitive advantage. As noted earlier, hom-
ogeneity of perceptions may be beneficial or
harmful both to firms and to industries. Studies
linking performance consequences with mediating
processes (e.g., responsiveness), for example,
may provide insights into how and why firms
and industries overlook, ignore, or otherwise miss
important environmental signals of impending
change (Johnson, 1988), or why firms and indus-
tries do or do not import and adopt new ideas
or innovations.

Another avenue to explore would be to uncover
industry-level factors that affect homogeneity and
the associated management processes. Factors
such as industry-level discretion (Abrahamson
and Hambrick, 1995), issues related to power,
and network processes (e.g., Poracet al., 1995)
may be important influences on commonality of
perceptions within industries (and also within
firms). More specifically, researchers could exam-
ine how network location (e.g., centrality), den-
sity, transaction patterns, and the tightness or
looseness of coupling within industries affect per-
ceptual homogeneity, and, in turn, how these
perceptions subsequently influence industry and
firm performance. Finally, it would be informative
to more carefully tease out the organizational
factors and processes that affect not only the
commonality of managers’ perceptions of the
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environment, but also those that affect the extent
to which perceptions are congruent with actual
conditions (e.g., Sutcliffe, 1994). Although some
conceptual works have examined these issues (see
for example, Starbuck and Mezias, 1996), there
is a need for more empirical work.

Conclusion

We began with the observation that there has
been a substantial use of the concepts of consen-
sus or commonality of managerial perceptions
concerning the environment in organizational
research. Notwithstanding this fact, there have
been few attempts to determine empirically the
extent to which top managers’ perceptions of
organizational environments are explainable by
membership in a particular firm’s TMT or by
participation in a particular industry. We found
strong evidence that a significant level of com-
monality about the perceived environment exists
within TMTs, and also across top managers in
the same industry. Pertinent to this fact is the
observation of Thorngate (1976) and Weick
(1979) concerning the trade-offs across gener-
ality, parsimony, and accuracy as attributes of a
theory or empirical result. The breadth of the
sample used in this study ensures a rather high
level of generality and with just two explanatory
variables the model tested scores well on parsi-
mony. Nevertheless, the model does not seem to
sacrifice much accuracy, given that it explains a
significant amount of the variance in the depen-
dent variables. As a consequence, the study seems
well suited to contribute to the literature on stra-
tegic management and organizational processes
and outcomes.
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APPENDIX: Questionnaire Items for
Variables

Perceived instability

How strongly do you agree or disagree with each
of the following statements?

(1) Customer demand and preferences are rela-
tively stable in your industry% (2) Your firm
must frequently change the way it produces its
goods or services in order to be competitive%

(3) The actions of your major suppliers (including
materials, equipment, or labor suppliers) change
very little from year to year% (4) The volume
of sales for firms in your industry fluctuates very
little from year to year% (5) Your firm fre-
quently changes its technology to keep up with
competitors% (E1)1 The total value of assets
for the firms in your industry varies a lot from
year to year% (E2)1 Capital expenditures within
your firm’s principal industry are relatively con-
stant from year to year% (E3)1 It is difficult to
foresee the actions of your firm’s competitors
% (E4)1 Public/political attitudes toward your
industry and its products/services are relatively
stable. . .

Perceived munificence

How accurate are the following statements?

(6) Demand for the products/services of your
principal industry is growing and will continue
to grow % (7) The investment or marketing
opportunities for firms in your principal industry
are very favorable at the present time% (8) The

1 Indicates that the item was eliminated from the scale after
factor analysis.
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cognition: Notes from a trip down memory lane’,
Organization Science,6, pp. 280–321.

Walsh, J. P. and G. R. Ungson (1991). ‘Organizational
memory’, Academy of Management Review,16, pp.
57–91.

Weick, K. W. (1979). The Social Psychology of
Organizing (2nd ed.). Addison-Wesley, Reading,
MA.

Weick, K. W. (1995).Sensemaking in Organizations,
Sage, Newbury Park, CA.

Zajac, E. and M. Bazerman (1991). ‘Blind spots in
industry and competitor analysis: Implications of
interfirm (mis)perceptions for strategic decisions’,
Academy of Management Review,16, pp. 37–57.

opportunities for firms in your principal industry
to expand the scope of their existing
products/markets are extremely limited% (9) In
your industry, sales have been growing and are
likely to grow % (10) The total value of assets
for the firms within your industry are declining
and will continue to decline% (11) Capital
expenditures in your firm’s principal industry are
growing and will continue to grow% (E5)1

Resources for growth and expansion are easily
accessible in your industry. . .

Perceived complexity

How strongly do you agree or disagree with each
of the following statements?

(12) Your firm faces a complex external environ-
ment % (13) Your firm’s external environment
is difficult to understand% (14) Your firm inter-
acts with a large number of different organi-
zations in the production and distribution of its
primary products/services% (15) Your firm pro-
duces many different products/services% (E6)1

Your firm requires inputs from many different
suppliers for the production of its primary
products/services%

Hostility

How strongly do you agree or disagree with the
following statements?

(16) The situations that arise are frequently favor-
able to the firm % (17) Most situations are
positive for the firm% (18) The situations the
firm encounters present numerous favorable
opportunities% (19) There is a lot to gain from
most situations% (20) Losses and not gains are
likely from most situations%
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Controllability

How strongly do you agree or disagree with the
following statements?

(21) Resources are accessible to resolve most
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situations% (22) The firm has the competence
to address most situations% (23) Most situations
can be controlled% (24) The firm manages most
situations instead of situations managing it%

(25) The firm’s responses are constrained largely
by other organizations, groups, or individuals%
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Table A1. Factor analysis results

Itema Factor loading

1. Customer demand and preferences are relatively 0.68
stable in your industry.*

2. Your firm must frequently change the way it 0.58
produces its goods or services in order to be
competitive.

3. The actions of your major suppliers (including 0.48
materials, equipment, or labor suppliers) change very
little from year to year.*

4. The volume of sales for firms in your industry 0.43
fluctuates very little from year to year.

5. Your firm frequently changes its technology to keep 0.45
up with competitors.

6. Demand for the products/services of your principal 0.86
industry is growing and will continue to grow.

7. The investment or marketing opportunities for firms 0.68
in your principal industry are very favorable at the
present time.

8. The opportunities for firms in your prinicpal industry 0.53
to expand the scope of their existing
products/markets are extremely limited.*

9. In your industry, sales have been growing and are 0.87
likely to grow.

10. The total value of assets for the firms within your 0.48
industry are declining and will continue to decline.

11. Capital expenditures in your firm’s principal industry 0.60
are growing and will continue to grow.

12. Your firm faces a complex external environment. 0.63
13. Your firm’s external environment is difficult to 0.56

understand.
14. Your firm interacts with a large number of different 0.41

organizations in the production and distribution of its
primary products/services.

15. Your firm produces many different products/services. 0.40
16. The situations that arise are frequently favorable to 0.57

the firm.
17. Most situations are positive for the firm. 0.78
18. The situations the firm encounters present numerous 0.79

favorable opportunities.
19. There is a lot to gain from most situations. 0.70
20. Losses and not gains are likely from most 0.47

situations.*
21. Resources are accessible to resolve most situations. 0.62
22. The firm has the competence to address most 0.69

situations.
23. Most situations can be controlled. 0.52
24. The firm manages most situations instead of 0.69

situations managing it.
25. The firm’s responses are constrained largely by other 0.57

organizations, groups or individuals.

aThe item number corresponds to the items in the Appendix.
*Indicates the item was reverse scored.
(Model statistics:x2 = 527.68, d.f.= 242, x2/d.f. = 2.18, GFI = 0.89, RMSEA= 0.057)
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