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MANAGEMENT INNOVATION IN MULTIBUSINESS FIRMS:  

DOES ONE TYPE FIT ALL? 

 

Abstract 

 In this study, we introduce two dimensions of management innovation performed by the 

corporate center in multibusiness firms, business scope and functional scope. We argue that fit 

between scope of management innovation and relatedness of the business portfolio, 

centralization of decision-making, and formalization of the corporate center is advantageous. By 

surveying 139 European firms, we find that scope of management innovation is not beneficial 

per se, however, that fit between scope and the organizational context results in superior 

performance. While unrelated diversifying firms benefit from broad business scope and narrow 

functional scope of management innovation, related diversifiers profit from narrow business 

scope and broad functional scope. Our findings contribute to research on management innovation 

and on the entrepreneurial role of the corporate center.   
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 In the strategic management field, a substantial body of literature on organizational 

innovation has emerged. While the majority of this research relates to technological or product 

innovation, a smaller sub-stream of the literature focuses on administrative, strategic, and 

management innovation (e.g., Birkinshaw, Hamel, & Mol, 2008; Damanpour, 1991; Fennell, 

1984; Kimberly & Evanisko, 1981; Teece, 1980). We define management innovation as the 

adoption of a management concept, idea, practice, process, structure, technique, or tool that is 

new to the organization and is intended to improve firm performance, which is similar to prior 

research (Damanpour, 1987; Mol & Birkinshaw, 2005; Pierce & Delbecq, 1977; Vaccaro, 

Jansen, & Van Den Bosch, 2008). Some scholars suggest that management innovation positively 

affects firm performance (e.g. Damanpour, Szabat, & Evan, 1989; Mol & Birkinshaw, 2005), 

and others propose that it is even more important than other innovation types (Hamel, 2007; 

Teece, 2007). However, limited empirical evidence exists whether and under which conditions 

management innovation is beneficial. 

 Otherwise, management innovation appears to be particular useful to explain corporate-

level phenomena. While other types of innovation, for example, technological and product 

innovation can be considered as business-level constructs due to their direct relationship to the 

technologies and products/services and thus may enable a competitive advantage independent of 

the corporate umbrella of a large, diversified organization, management innovation may enhance 

the way the businesses compete. Indeed, literature on the economic rationale of the multibusiness 

firm indicates that the role of the corporate center should be entrepreneurial (Chandler, 1991), 

which implies engaging in innovative activities that potentially result in a corporate advantage. 

Achieving a corporate advantage refers to the additional value creation by the corporate 

management for the overall firm, that is to enhance the performance of the businesses they would 
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not achieve independently or under alternative ownership (Collis & Montgomery, 1998). 

Research on the corporate center in multibusiness firms attempts to explain how this central 

organizational unit achieves a corporate advantage (Collis, Young, & Goold, 2007), however, 

largely neglected management innovation performed by the corporate center. Besides anecdotal 

descriptions and few in-depth case studies (e.g. Chandler, 1962), tests of the above hypothesis 

are still missing. 

 Addressing these gaps, we focus on the performance implications of management 

innovation. We develop a novel classification that distinguishes scope of management innovation 

across businesses and scope of management innovation across organizational functions. Since 

management innovation may depend “upon a complex host of factors” (Damanpour, 1996: 693), 

we consider the interaction of these two dimensions with the organizational context in 

multibusiness firms. More specifically, our central argument is that fit between scope of 

management innovation and (a) relatedness of a firm’s business portfolio, (b) centralization of 

decision-making, and (c) formalization of the corporate center is critical for above-average firm 

performance. 

 With this study, we advance research on management innovation. Besides being among 

the first analyzing the performance implications of management innovation, we find that studies 

should consider the diversity of a firm’s management innovation activity and its interplay with 

the specific organizational context. We also contribute to corporate strategy research, particularly 

to prior work on the role of the corporate center. We illustrate that purposefully engaging in 

management innovation may be a distinct way the corporate management adds value. 

 This paper proceeds with a brief theoretical background on management innovation and 

the multibusiness firm. We then develop a conceptual model and hypotheses focusing on the 



Management Innovation in Multibusiness Firms 

5 

performance effects of management innovation performed by the corporate center. After a 

detailed description of the method, we present the results of our study. Finally, we discuss our 

findings, address limitations, and suggest promising future research avenues. 

THEORETICAL BACKGROUND 

 Over the past decades, a substantial body of literature on organizational innovation has 

emerged. Innovation is the adoption of an idea related to, for example, a device, a process, a 

policy, or a product, that is new to the organization (Aiken & Hage, 1971; Daft & Becker, 1978; 

Damanpour et al., 1989). This research field covered different forms of innovation such as 

technological innovation, product and/or service innovation, process innovation, and to a lesser 

extent administrative, strategic, and management innovation (e.g., Birkinshaw et al., 2008; 

Damanpour, 1991; Fennell, 1984; Kimberly & Evanisko, 1981; Teece, 1980).  

 Our focus here is on management innovation. Broadly defined, management innovations 

are “those that occur in the administrative component and affect the social system of an 

organization” (Damanpour et al., 1989: 588). They can relate to the organizational strategy, 

structure, processes, systems, and employees (Kimberly & Evanisko, 1981). Similar to prior 

research (Damanpour, 1987; Mol & Birkinshaw, 2005; Pierce & Delbecq, 1977; Vaccaro et al., 

2008), we define management innovation as the adoption of a management concept, idea, 

practice, process, structure, technique, or tool that is new to the organization and is intended to 

improve firm performance. Focusing on key individuals in organizations that adopt management 

ideas, tools, techniques etc., we regard management innovation from a “rational” perspective 

(e.g., Birkinshaw et al., 2008; Chandler, 1962; Damanpour, 1987; Kimberly & Evanisko, 1981). 

Indeed, we follow a view of the firm that suggests that a firm’s resources affect its competitive 

advantage (Barney, 1991; Penrose, 1959; Wernerfelt, 1984). More precisely, we suggest that the 
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actions and decisions of senior managers regarding management innovation and the firm’s 

respective (dynamic) organizational capabilities have an impact on firm performance (Eisenhardt 

& Martin, 2000; Teece, 2007; Teece, Pisano, & Shuen, 1997). 

 We focus on management innovation because of three reasons. First, despite its 

considerable importance, compared to other types management innovation is under-researched 

(Birkinshaw et al., 2008). Second, the literature suggests that management innovation may have 

a significant impact on firm performance, sometimes even greater effects than other types, for 

example, product and technological innovation (Hamel, 2007; Teece, 2007). Though some 

studies indicate a positive relationship between administrative innovation and performance (e.g. 

Damanpour et al., 1989), the literature has been criticized that it follows “the often unwritten 

assumption, in theory and research, that innovations benefit their adopters” (Abrahamson & 

Rosenkopf, 1993: 487). Interestingly, while recent definitions emphasize that management 

innovation should “further organizational goals” (Birkinshaw et al., 2008), research on whether 

and how it leads to enhanced firm performance, particularly financial performance, is limited. 

Vaccaro and colleagues, for example, suggest that “an increased understanding of how and to 

what extent management innovation can add to an organization’s performance is not only 

appealing for research, but necessary if this concept is to gain acceptance as a key instrument to 

improve competitive advantage in the corporate world” (2008: 23). 

 Finally, management innovation appears very useful to explain corporate-level 

phenomena in multibusiness firms, particularly the role of the corporate center. Other types of 

innovation, for example technological and product innovation, can be considered as primarily 

business-level constructs due to their direct relationship to a businesses’ technologies and 

products and thus may enable a competitive advantage independent of the corporate umbrella of 
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a large, diversified organization. Otherwise, management innovation may enhance overall firm 

performance if it aims at improving how the organization is managed and as such provide 

evidence of the value-adding role of corporate management (Bowman & Ambrosini, 2003; 

Collis et al., 2007; Porter, 1987).  

 While businesses aim at achieving an advantage by competing for market shares, a 

multibusiness firm’s central organizational unit, the corporate center, is active in the market for 

corporate control. In the latter market, management teams compete for the economics right of 

ownership of businesses (Jensen & Ruback, 1983). To persist in this market and to gain and 

sustain a corporate advantage (Collis & Montgomery, 1998), managers must create value that 

exceeds both the sum of the stand-alone values of the businesses and the value alternative 

owners would be able to create. Further, resources of the corporate center are intended to alter 

the way the businesses compete and as such are distinct from those of a business that first and 

foremost refer to the products and services it offers (Bowman & Ambrosini, 2003; Porter, 1987). 

Therefore, the value-creation levers of corporate-level executives are different from those of 

business managers. The corporate center may add value by, for example, exploiting linkages 

across the business portfolio (e.g., Ansoff, 1965; Goold & Campbell, 1987), or by leveraging 

capabilities to two or more businesses (Goold, Campbell, & Alexander, 1994). Since prior 

research suggested that engaging in management innovation may be an integral part of the 

overall role of an “entrepreneurial” corporate center (Chandler, 1991), we focus on management 

innovation performed by the corporate center. Interestingly, Birkinshaw and colleagues (2008) 

recently noted that research on management innovation should assess the “locus” where in firms 

management innovation actually takes place. 

CONCEPTUAL MODEL AND HYPOTHESES 
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Management Innovation and Firm Performance 

 Scholars proposed that the adoption of management innovation results in organizational 

change that affects the level of firm performance (Damanpour & Evan, 1984). Armour and Teece 

(1978), for example, found that the adoption of a single but embracing management innovation 

such as the M-form structure increased the return on equity (ROE) of petroleum firms. 

Damanpour and colleagues (1989) revealed for a sample of public libraries that the adoption rate 

of administrative innovations is positively related to performance. A study by Staw and Eppstein 

(2000) of the largest Fortune 500 firms, however, could not find that the adoption of ‘popular’ 

management techniques leads to higher levels of performance.  

 Our general proposition is that a management innovation capability of the corporate 

center enables a surplus for the overall firm and may thus result in a corporate advantage. 

Compared to innovative activity conducted at the business-level, management innovation 

activity by the corporate center may be advantageous due to four reasons. First, a corporate 

center may adopt a management idea, technique etc. more efficiently than the businesses 

independently. This argument relates to the capability of leveraging management innovation to 

two or more businesses, which is supposed to lead to economies of scope and thus to lower 

comparative costs (Panzar & Willig, 1981). Second, the central organizational unit may be able 

either to adopt management innovation with higher quality, or to select better ideas and tools. 

The literature indicates that repeated tasks lead to the development of a distinct capability 

through experience accumulation and learning effects (Zollo & Winter, 2002). For example, 

firms with a corporate center focused on management innovation may benefit from learning 

curve effects (Argote, 1999). Third, corporate managers may adopt management innovation with 

benefits hidden to decentralized or independent businesses. Referring to the content of 
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management innovation, this may include techniques or tools to foster and realize cross-business 

collaboration and thus result in synergy based on complementary resources of two or more 

businesses (e.g., Eisenhardt & Galunic, 2000; Helfat & Eisenhardt, 2004). Finally, management 

innovation may also relate (exclusively) to the corporate center. This would be the case, for 

example, when the adoption of certain tools leads to improvements in managing the portfolio 

compared to other multibusiness firms (Goold et al., 1994). In summary, we suggest: 

Hypothesis 1: Management innovation (performed by the corporate center) 

will be positively associated with firm performance. 

Dimensions of Management Innovation 

 Considering a firm’s overall management innovation activity and its impact on firm 

performance may offer a first insight whether it matters, however, large and complex 

organizations are very distinct from each other and correspondingly their management 

innovation activities are very diverse. As we will argue in the following, two core dimensions of 

management innovation, business scope and functional scope, are not only suitable to distinguish 

management innovations from each other, but also provide a more fine-grained picture of the 

performance implications of a firm’s overall management innovation activity. In the existing 

literature, the conceptualizations of scope differ. Damanpour (1991; 1992), for example, defined 

scope of innovation in general as the number of innovations adopted by a firm. Prior research on 

product innovation, however, regards scope as important innovation characteristic and refers to it 

as “the number of customers, markets, and competitors a new product innovation is targeting” 

(Lee, Smith, & Grimm, 2003: 757). Since management innovation aims at improving how the 

firm is managed and thus addresses a predominantly “internal customers/users” (Birkinshaw et 
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al., 2008), we propose two novel dimensions of scope of management innovation: business scope 

and functional scope.  

 The first dimension, business scope of management innovation, refers to the number of 

business units that adopt management innovation coordinated or driven by the corporate center 

and is thus multibusiness firm specific. Though prior research did not consider this characteristic, 

we argue that business scope of management innovation is an important determinant of firm 

performance because of two reasons.  

 First, following the resource-based view of the firm (Barney, 1991; Penrose, 1959; 

Wernerfelt, 1984), increasing business scope may make it more difficult for competitors to 

imitate the management innovation. Compared to those with a narrow scope, innovations 

involving two or more businesses are typically characterized by greater causal ambiguity and 

greater social complexity. On the one hand, management innovation with greater scope 

complicates imitation due its higher probability of being causal ambiguous. More precisely, 

increased complexity and interdependency makes it more difficult to understand (for the 

innovating firm and thus also for the competitors) why a particular innovation leads to 

performance improvements (Barney, 1991).  

 Otherwise, even in situations in which competitors understand why a management 

innovation leads to enhancements, social complexity, for example because of a firm’s specific 

culture, may protect a firm from imitation by competitors (Dierickx & Cool, 1989). Since broad 

management innovation involves two or more business units with frequently distinct cultures, it 

increases social complexity. We therefore suggest that firms benefit from these innovations more 

than from innovations with narrow scope. Interestingly, Barney (1991: 110) suggested that tools 

such as information management systems are “by itself typically imitable” and that its 
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implementation “often involves the use of socially complex firm resources”. Anecdotal evidence 

also supports this argument. General Electric (GE), for example, successfully adopted Six Sigma, 

a total quality management technique. Since it was implemented in almost all businesses, it may 

be regarded as a very “broad” management innovation. Many firms followed and implemented 

the tool, however, very few could benefit from the innovation to the same extent as GE did. 

 Second, literature on the role of the corporate center and on multibusiness firms implicitly 

suggests that high business scope of management innovation may result in benefits for the 

overall firm. As we defined above, in our study’s context, management innovation refers to the 

adoption of a management idea etc. with at least some involvement of the corporate center. A 

distinct value-creation mechanism of the corporate center in multibusiness firm is leveraging 

resources such as capabilities in the organization (Collis & Montgomery, 1997). We suggest that 

the positive effect of leveraging management innovation increases with the number of businesses 

involved. Increasing the business scope of management innovation may be associated with 

economies of scope and thus lower comparative costs (Panzar & Willig, 1981). The German 

electrical engineering giant Siemens, for example, leverages certain new management techniques 

and tools such as the performance measure EVA (economic value added) throughout its business 

portfolio. In short: 

Hypothesis 2a: Business scope of management innovation (performed by the 

corporate center) will be positively associated with firm performance. 

 The second dimension, functional scope of management innovation, represents the 

number of organizational functions affected by a single management innovation. From a value 

chain perspective, organizational functions may refer to core processes of the firm, for example, 
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procurement or marketing, as well as to support processes such as human resources (Porter, 

1985).  

 Birkinshaw and colleagues (2005) suggest that functional scope of management 

innovation may by positively associated with firm performance. They also draw upon a resource-

based view argument of the ambiguous relationship between resources and firm performance 

(Barney, 1991; Lippman & Rumelt, 1982; Reed & DeFillippi, 1990). Likewise, we hypothesize 

that high levels of functional scope are associated with higher causal ambiguity because of the 

function-specific adjustments necessary for broad management innovations and thus the 

increased complexity. Therefore, broad management innovations are more difficult to imitate 

than narrow innovations. As indicated by Birkinshaw and colleagues (2005), Toyota’s 

production system is a very good example for the adoption of total quality management across 

multiple organizational functions such as manufacturing and human resources. Therefore:  

Hypothesis 2b: Functional scope of management innovation (performed by the 

corporate center) will be positively associated with firm performance. 

Dimensions and Contextuality of Management Innovation 

 While we hypothesize that the two previously introduced dimensions may affect firm 

performance independent of the firm’s organizational context, we now propose that aligning the 

extent of both business scope and functional scope of management innovation with three key 

contingencies reflecting the organizational context results in above-average firm performance. 

Damanpour (1991: 562) emphasized that in studies of the overall innovation activity “the role of 

organizational characteristics becomes more evident”. We therefore consider a firm’s business 

relatedness, centralization of decision-making, and formalization of the corporate center as 

important contingencies.  
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 Relatedness of the business portfolio. Relatedness between the businesses in a firm’s 

portfolio is a proxy for the diversification degree. Research on diversification and performance 

were of particular interest among strategy scholars and studies incorporated many different 

influencing factors in their models (Ramanujam & Varadarajan, 1989). Regarding innovation, 

studies indicate that diversification of a multibusiness firm’s portfolio may negatively affect the 

general innovation-performance link. Hitt, Hoskisson, and Ireland (1994), for example, 

suggested that the relationship between product diversification and technological innovation is 

negative. Further, Miller (2004) found for a longitudinal study of a firm’s technological 

resources, diversification, and performance effects that diversifying firms are less innovative. To 

our knowledge, however, prior research did not account for the interplay of management 

innovation and diversification. We suggest that fit between business and functional scope of 

management innovation and a firm’s relatedness degree is critical for above-average 

performance. Hence, from our reasoning, not a certain diversification degree results in superior 

performance, but rather its alignment with the management innovation activity performed by the 

corporate center. Indeed, research finds that the role of the corporate center and the firm’s 

corporate strategy should be aligned (Collis et al., 2007).  

 First, we propose that unrelated diversifiers may benefit from management innovation 

characterized by broad business scope and narrow functional scope. On the one hand, 

heterogeneous business portfolios not only limit the sharing potential of complementary 

resources (e.g., Eisenhardt & Galunic, 2000; Helfat & Eisenhardt, 2004), but also complicate the 

transfer of intangible resources, namely capabilities and knowledge. However, in those firms, 

frequently the successful exploitation of the vertical relationships of the corporate center with the 

business units is critical for a surplus (Porter, 1987). Therefore, only if management innovation 
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performed by the corporate center spans across a substantial part of the business portfolio, the 

respective firm will be able to benefit from implementation economies. Many highly diversified 

firms, for example, ABB, Berkshire Hathaway, Danaher, GE, and Siemens demonstrate that 

engaging in corporate-level management innovation may enhance overall firm performance. 

Despite the diversity of management innovation activity of these firms, a common characteristic 

of their innovations is that they address nearly every business in the portfolio. 

 Otherwise, based on the existing literature and anecdotal evidence from successful 

multibusiness firms, we suggest that unrelated diversifiers are likely benefit from management 

innovation characterized by narrow functional scope. Since the organizational functions 

performed by the different business units often vary along with the portfolio diversity, this may 

complicate the implementation of innovations with broad functional scope due to the increased 

complexity. Indeed, high levels of functional heterogeneity may “create difficulties in resolving 

differences among perspectives and may slow down exploitative innovation” (Jansen, Van Den 

Bosch, & Volberda, 2006: 1667),. Prior research also reveals that in a conglomerate the 

corporate center typically focuses on few organizational functions, for example, a “financial 

control” corporate management style (Chandler, 1991; Goold & Campbell, 1987). In these firms, 

the portfolio is typically heterogeneous and business units are largely autonomous regarding their 

business strategies and operations. Consequently, we argue that engaging in management 

innovation characterized by broad functional scope may only in rare cases be advantageous and 

that “generic” innovations limited to few related organizational functions are beneficial. 

 Second, we propose that related diversifiers may benefit from management innovation 

characterized by narrow business scope and broad functional scope, which is exactly the reverse 

of the above argument. The rationale of related diversification are cross-business synergies 
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(Martin & Eisenhardt, 2003). Therefore, to be beneficial, management innovation performed by 

the corporate center should address only those businesses that are related to each other. We thus 

suggest that the business scope of management innovation should be narrower for related 

diversifiers than for unrelated diversifying firms.  

 Further, in line with prior research, we argue that high levels of relatedness demand 

managerial approaches that span across multiple organizational functions, for example a 

“strategic planning” corporate management style (Chandler, 1991; Goold & Campbell, 1987). 

Hence, for related diversifiers broad management innovations such as the “balanced scorecard” 

are advantageous. In sum, we hypothesize that related diversifiers will benefit from management 

innovation characterized by narrow business scope and broad functional scope, while unrelated 

diversifiers will benefit from management innovation characterized by broad business scope and  

narrow functional scope. More formal:  

Hypotheses 3a & 3b: A firm’s portfolio relatedness will (a) negatively 

moderate the relationship between business scope of management innovation 

and firm performance, and (b) positively moderate the relationship between 

functional scope of management innovation and firm performance. 

 Centralization of decision-making. The degree of centralization in an organization may 

also moderate the relationship between management innovation and firm performance. 

Centralization of decision-making refers to the locus of authority and is supposed to indicate 

whether organizational actors have the freedom to make decisions in a decentralized manner or, 

put differently, how decision-making is concentrated (Aiken & Hage, 1968; Cardinal, 2001; 

Damanpour, 1991; Jansen et al., 2006). Prior research found that centralized decision-making 

may prevent explorative solutions, “while the dispersion of power is necessary for innovation” 
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(Damanpour, 1991: 558). Centralization may also lead to fewer new ideas or result in decreased 

quality of the knowledge relevant for innovation (Jansen et al., 2006). As noted in Teece (2007), 

achieving decentralization, facilitated by organizational arrangements such as the multidivisional 

structure, may be critical in order to benefit from innovative actions. 

 From the perspective of a multibusiness firm’s corporate center, centralization of 

decision-making refers to the degree of autonomy of the different business units. This may 

include the different structures, processes, and control systems applied, for example, ranging 

from financial control for decentralized businesses to strategic planning for centralized 

businesses (Chandler, 1991; Goold & Campbell, 1987). We argue that fit between the extent of 

centralization and the scope of management innovation may be advantageous, and not 

centralization or decentralization per se. On the one hand, we suggest that decentralization is 

beneficial for management innovation characterized by broad business scope. Since the 

implementation typically involves several business units, centralization may impede the 

commitment of the involved units (Damanpour, 1991). 

 Otherwise, we propose that centralization facilitates the adoption of management 

innovation with broad functional scope. In order to benefit from such an innovation activity, 

organizations should have centralized decision-making processes and structures. To be 

successful, Innovations with high functional scope may demand highly coordinated 

implementation approaches facilitated by centralization. Similar to centralized R&D departments 

for product innovation, centralized efforts are necessary when management innovation is 

characterized by broad functional scope. In short: 

Hypotheses 4a & 4b: A firm’s centralization of decision-making negatively 

moderates the relationship between (a) business scope of management 
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innovation and firm performance and (b) positively moderates the relationship 

between functional scope of management innovation and firm performance.   

 Formalization of the corporate center. Finally, formalization of a firm’s corporate center 

may affect the relationship between scope of management innovation and performance. 

Formalization refers to the degree “to which rules, procedures, instructions, and communications 

are formalized or written down” (Jansen et al., 2006: 1663). In general, high levels of 

formalization are associated with exploitative actions that relies on rules and restricts 

experimentation (March & Simon, 1958; Weick, 1979) and aims at (incrementally) improving 

existing routines and outputs (Jansen et al., 2006; Zollo & Winter, 2002). Otherwise, low levels 

of formalization may be considered as antecedent for exploration and thus for innovation by, for 

example, encouraging new ideas (Damanpour, 1991). Interestingly, results of empirical studies 

regarding the benefits of formalization for innovation have been mixed (Cardinal, 2001).  

 We hypothesize that in multibusiness firms formalization of the corporate center may be 

beneficial only if it fits with the business scope and functional scope of management innovation. 

Hence, our argument partly challenges the general notion that flexibility and few formal working 

procedures may facilitate innovation (Aiken & Hage, 1971; Burns & Stalker, 1961; Damanpour, 

1991). Interestingly, a meta-analysis conducted by Damanpour (1991) revealed that 

formalization is (non-significant) positively related to product innovation. Recent literature 

proposes that managers should follow more standardized and formalized approaches to adopt 

new management ideas, tools, techniques, etc. in order to improve the innovative activity in a 

firm. Formalized decision-making processes may reduce the ambiguity and uncertainty of 

organizational actors engaged in management innovation efforts (Birkinshaw et al., 2008). 
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 In short, we suggest that corporate-level formalization is beneficial for management 

innovation characterized by broad business scope, while low formalization is advantageous for 

broad functional scope. Jansen and colleagues (2006: 1663), for example, note that “through 

formalization, units codify best practices to make them more efficient to exploit, easier to apply, 

and to accelerate their implementation”. We regard the adoption of management innovation in 

several business units comparable to the notion of exploitative innovation and expect formalized 

procedures and disciplined implementation approaches to be critical. Otherwise, for management 

innovation with high functional scope corporate-level formalization may impede the successful 

adoption frequently demanding customized approaches. Here, the “innovative aspect” of the 

management innovation becomes more important relative to its overall impact. Therefore: 

Hypotheses 5a & 5b: A firm’s corporate center formalization positively 

moderates the relationship between (a) business scope of management 

innovation and firm performance and (b) negatively moderates the relationship 

between functional scope of management innovation and firm performance.   

 Figure 1 depicts our conceptual model and summarizes the hypotheses. 

-------------------------------- 

Insert Figure 1 about here 

-------------------------------- 

METHOD 

Sample Selection 

 The research design for our study builds upon a large-scale quantitative approach and is 

based on a sample of Austrian, German, and Swiss firms listed at the respective countries’ stock 

exchanges. We regard the focus of the sample as particular useful for the study’s purpose due to 
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three reasons. First, listed firms secure equal data availability and consistency compared to those 

in private ownership. The majority of the largest multibusiness firms in these countries is listed 

and thus represents an appropriate sample for an investigation of corporate-level effects. Second, 

the geographic focus further secures sample homogeneity. For example, firms follow similar 

accounting and reporting standards. We are aware that the homogeneity of our sample may result 

in lower generalizability of the findings. In addition, as most prior studies on management 

innovation focused on (not-for-profit) organizations in the U.S. (e.g., Meyer & Goes, 1988), our 

sample contributes to the advancement of theory. Third, we choose this particular sample due to 

our specific research design. Since we intended to collect data with a questionnaire, focusing on 

firms located in countries in which the research institution is well known and has a strong alumni 

network may improve the frequently low rate of questionnaire return. 

Data Collection 

 We applied two data collection methods for our measures. First, we collected data for the 

dependent variables and for some of the controls based on archival data. This included gathering 

data from the Thomson Financial database, as well as from annual reports and other databases 

for missing data and consistency checks. Second, we applied a retrospective survey methodology 

and sent a questionnaire to the firms included in our sample. We followed the survey procedures 

proposed by Dillman (2000). As our study concerned management innovation on the corporate-

level of multibusiness firms, key informants were primarily CEOs and other management board 

members, as well as some senior corporate strategy executives. Since we changed and adapted 

some of the previously established items and to ensure validity and reliability, we conducted two 

rounds of pretests of our questionnaire. The first pretest round was conducted with fifteen 

academics in the strategic management field (senior faculty, post-docs, and PhD candidates); the 
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second included twelve representatives of firms in our sample. Both rounds of pretests led to 

changes of single items, of some of the instructions, and of the questionnaire’s structure. 

 We then e-mailed a five-page questionnaire plus the instructions to the CEOs (and to 

another board member) of 1,107 firms in our sample. To avoid a single-informant bias, we asked 

the participating firms to forward the questionnaire to a second respondent (Golden, 1992). 

Extensive follow-ups via e-mail and telephone led to 173 usable questionnaires from 139 firms 

(response rate 12.56%; 22 firms with two respondents, 6 firms with three respondents). Most 

respondents were CEOs and other senior executives (68.21%).  

Examination of Potential Biases 

 We also considered several potential biases in our data. First, to account for a non-

respondent bias, we performed t-tests. The analysis revealed that the differences for both number 

of employees and sales are significant (p < 0.05). The theoretical explanation for these 

differences is that management innovation performed by the corporate level is particularly 

prevalent in large organizations (average number of employees 27,192, average sales 14.176 Bio. 

USD for our sample in 2007). This limits the generalizability of our results to large 

(multibusiness) firms. Second, we considered a potential interrater agreement bias for those 

firms with multiple respondents. Using a two-way mixed model, the median intraclass 

correlation coefficient exceeds the usually defined threshold of 0.5 for all variables (Shrout & 

Fleiss, 1979). Therefore, we averaged the responses of the firms with multiple respondents (all 

subsequent analysis is performed on the firm level). Third, to detect potential differences across 

firms with single and multiple respondents, a multiple and single respondent bias, we performed 

a Kolmogorov-Smirnov Z test for all variables. The test revealed no significant differences 

between the two groups (p < 0.05). Fourth, as noted in Cardinal (2001), it is advantageous to 
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gather data for independent and dependent variables from different sources. Since we applied a 

survey for the (majority of the) former and collected archival data for the latter we avoided a 

potential common method bias (Podsakoff & Organ, 1986). In addition, for a part of our sample 

we relied on multiple raters, which also reduces the likelihood of such a bias (Doty & Glick, 

1986). Fifth, a t-test that we performed to detect whether a potential early and late respondent 

bias exists did not reveal any differences (p < 0.05).  

 Finally, though we collected data in 2008, we asked each informant to provide answers 

retrospectively for a period of up to five years until 2006. Studies suggest that the impact of 

corporate strategy may become effective with a time lag of at least one year (e.g. Pehrsson, 

2006). Therefore, we collected data on the objective performance measure for the year 2007. We 

relied on a retrospective survey methodology due to the time lag needed and to provide a 

sufficient large period to measure corporate management innovation activity. Such a research 

approach is applicable given the reliability of the measures applied (Cardinal, 2001; Miller, 

Cardinal, & Glick, 1997). An important requirement is, however, that informants are consulted 

on facts and actual events, rather than observing their opinions that are more subject to cognitive 

biases (Cardinal, 2001; Glick, Huber, Miller, Doty, & Sutcliffe, 1990; Golden, 1992; Miller et 

al., 1997). Particularly, to minimize the potential for a retrospective report bias, we asked the 

respondents to provide facts upon actual events, which were very important for their respective 

organizations, and which were treated formally like projects with documented start and end 

dates. We also verified responses by including multiple respondents and further firm information 

and also cross-verified the data with answers to shorter time periods (Huber & Power, 1985).  

Measures 
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 Dependent variable. Scholars recently noted that management innovation might have an 

equal or even greater impact on firm performance than other types of innovation (Teece, 2007). 

Therefore, it appears important to include firm-level performance. Since we are interested in 

whether management innovation performed by the corporate center (and its alignment with the 

context) leads a corporate advantage for the overall firm, we chose a firm-level performance 

measure that emphasizes an ownership perspective as dependent variable.  

 Studies in the field of corporate strategy applied either market-based measures of firm 

performance (e.g., Hoskisson, Hitt, Johnson, & Moesel, 1993), or accounting-based measures 

(e.g., Pehrsson, 2006). Since previous research indicates that market-based measures might be 

favorable because they capture additional information with higher consistency (e.g. they are less 

affected by managerial manipulations), we chose Tobin’s Q as dependent variable (e.g. Miller, 

2006). Tobins’s Q is defined as the ratio of the market value of the firm to the replacement costs 

of its assets (Chung & Pruitt, 1994; Lang & Stulz, 1994; Lewellyn & Badrinath, 1997). As 

suggested by Chung and Pruitt (1994), we used an approximate Tobin’s Q, with a firm’s market 

value calculated as the sum of the market value of common stock (product of the share price and 

the number of common stock shares outstanding), liquidating value of preferred stock and book 

value of debt. The replacement cost of a firm’s assets is the book value of its total assets. 

 Independent variables. The independent variables were all obtained with a questionnaire 

(the questionnaire items are available from the authors). The first independent variable refers to 

management innovation performed by a firm’s corporate center. The literature on the adoption of 

innovation distinguishes three different approaches to measure the innovativeness of a firm. The 

first includes a closed list of innovations included in a survey in order to identify those 

innovations that a firm adopted within a certain period of time (Damanpour, 1987; Damanpour & 
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Schneider, 2006; Damanpour et al., 1989). The second approach builds upon pre-defined criteria 

that aim at identifying all innovations in an organization that meet these criteria within a time 

period (Aiken & Hage, 1971; Daft & Becker, 1978; Kimberly & Evanisko, 1981). Both 

approaches, however, encompass certain weaknesses. While the former neglects those 

innovations that are not included in the closed list (Damanpour & Schneider, 2006), the latter is 

confronted with the difficulty to define suitable criteria of innovation (Daft & Becker, 1978).  

 Recently, some studies developed new measures that aim at capturing the overall 

management innovation activity of firms more accurately (e.g. Mol & Birkinshaw, 2005; 

Vaccaro et al., 2008). Since these measures do not explicitly account for the perspective of a 

firm’s corporate center and for the different ways decisions and actions by corporate managers 

may enhance the value of the overall firm, we refined them to our needs. In addition to 

(deductively) analyzing the existing literature on management innovation and corporate strategy, 

the process of item generation also involved more than 25 interviews with corporate managers 

(Chief Strategy Officers, Heads of Corporate Center, VPs of Corporate Development, etc.). From 

this approach a four-item question was generated that asked respondents to indicate on a 7-point 

Likert-type scale (1 = ‘to no extent’, 7 = ‘to a very great extent”) to what extent their 

organizations changed or developed new (a) corporate strategies, (b) management techniques, (c) 

organization structure, and (d) role of the corporate center (Cronbach’s alpha 0.75).1 

 Second, business scope of management innovation refers to the number of businesses that 

the corporate management innovations address on average. It is calculated by the number of 

businesses that adopted the innovation, relative to the overall number of the businesses in the 

                                                 

1 Items (a) and (b) are similar to Mol & Birkinshaw (2005), item (c) is similar to Vaccaro et al. (2008), and item (d) 

is developed by the authors. 
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respective firm’s portfolio. This measurement approach of business scope of management 

innovation is similar to the early entropy measures proposed by research on a firm’s 

diversification degree (Jacquemin & Berry, 1979; Palepu, 1985).  

 Third, functional scope refers to the extent to which a firm’s management innovations 

affect multiple functions and is measured similar to scope. It indicates how many organizational 

functions (e.g., finance, marketing etc.) are affected by the management innovation (Jansen et al., 

2006). To obtain functional scope we asked respondents to indicate the number of organizational 

functions that are on average affected by a firm’s management innovations. 

  Fourth, we included the relatedness degree of a firm’s business portfolio. The 

relatedness measure serves as a proxy for a firm’s diversification degree. Today, numerous 

approaches to measure relatedness exist. For example, product and market relatedness measures 

a firm’s diversification degree based on the standard industrial classification (SIC) codes of the 

businesses (e.g. Palepu, 1985; Rumelt, 1974), strategic relatedness based on strategic assets (e.g. 

Markides & Williamson, 1994), and knowledge-based relatedness builds upon complementarity 

of knowledge assets (e.g. Tanriverdi & Venkatraman, 2005). Further, while some measures are 

objective, for instance, based on SIC codes; others draw upon the perception by either a firm’s 

management or by the researcher to assess the relatedness degree. We measured a firm’s 

relatedness degree with a 16-item scale proposed by Pehrsson (2006). We asked the respondents 

to indicate the similarity (1 = ‘to no extent’, 7 = ‘to a very great extent”) of the two business 

units that most clearly manifest the firm’s core competence in the three categories product-

market attributes, resource attributes, and value-chain attributes (Cronbach’s alpha = 0.90).    

 Fifth, we measured a multibusiness firm’s centralization of decision-making based on 

nine-item scale applied by Cardinal (2001). The majority of previous studies with variables 
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referring to a firm’s centralization of decision-making applied similar measures (e.g., Aiken & 

Hage, 1968; Damanpour, 1991; Dewar, Whetten, & Boje, 1980; Hage & Aiken, 1967; Jansen et 

al., 2006). We asked respondents to indicate the extent to which decision-making authority is 

delegated to the business units concerning, for example, projects, staffing, and capital 

expenditures (1 = ‘to no extent’, 7 = ‘to a very great extent”). From a multibusiness firm 

perspective, we are interested in the concentration of decision-making of the businesses at the 

corporate center, and therefore adapted the items accordingly. This included, for example, 

replacing the term “R&D” with “business units” (Cronbach’s alpha = 0.86).  

 Finally, formalization refers to the extent to which a multibusiness firm’s corporate center 

follows formalized procedures. We also obtained this variable with our questionnaire, using a 

five-item scale proposed by Jansen and colleagues (2006). Again, there is substantial research 

that applied the same measure with similar items (Aiken & Hage, 1968; Cardinal, 2001; 

Damanpour, 1991; Desphande & Zaltman, 1982). For our study’s context, we asked the 

respondents to indicate the extent of formalization of the corporate center (1 = ‘to no extent’, 7 = 

‘to a very great extent”). We therefore adapted the items by replacing the term “organizational 

unit” used by Jansen and colleagues (2006) with “corporate center” (Cronbach’s alpha = 0.66).  

 Control variables. We controlled our models for firm size, average industry performance, 

and innovation orientation. First, researchers frequently observed that larger firms tend to engage 

more in innovation activity than their smaller peers (Goes & Park, 1997; Kimberly & Evanisko, 

1981). Damanpour (1992), for example, found that organization size is positively related to 

innovation. Further, corporate strategy literature indicates that size effects matter. For example, 

larger firms tend to be more diversified than smaller ones. Therefore, research often controlled 
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the diversification-performance relationship for firm size (e.g., Bowen & Wiersema, 2005; 

Villalonga, 2004), computed as the logarithm of the number of employees.  

 Third, we accounted for performance effects across industries. Similar to other studies in 

the strategic management field (e.g. Hill, Hitt, & Hoskisson, 1992), we calculated average 

industry performance for the firms in our sample by distinguishing the firms in our sample 

according to their primary standard industry classification (SIC) codes.  

 Finally, prior research found that a manager’s orientation towards explorative activities or 

towards change in general is an antecedent for innovation (Damanpour, 1991). To control for 

innovation orientation, we adopted a five-item scale developed by Mom, Van den Bosch, and 

Volberda (2007) (Cronbach’s alpha = 0.76). The advantage of this proxy is that it captures a 

manager’s innovation orientation more accurately than, for example, a firm’s leverage or R&D 

spending. Further, our measure asks for actual explorative activities within a specific period, 

rather than relying on a manager’s perception of innovation.  

ANALYSIS AND RESULTS 

 Table 1 presents the descriptive statistics and correlations of the variables included in our 

analysis. To test our hypotheses, we performed multiple hierarchical regression analysis. We 

followed established procedures to assess whether the necessary conditions for such an analysis 

are fulfilled (Hair, Black, Babin, Anderson, & Tatham, 2006). The variance inflation factors 

(VIF) of all variables are below the threshold of 10, indicating no presence of multicollinearity. 

 As reported in Table 2, we specified four different models. Model 1 contains only the 

control variables. In Model 2, we added the variables for the general effects, while Model 3 

introduces the context factors. Finally, Model 4 contains the interaction terms of business scope 

and the organizational context, and functional scope and the organizational context, respectively. 
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To reduce the risk of multicollinearity, we mean-centered all independent variables before 

calculating the interaction terms. For all models, Tobin’s Q serves as dependent variable. 

-------------------------------- 

Insert Table 1 about here 

-------------------------------- 

-------------------------------- 

Insert Table 2 about here 

-------------------------------- 

 Hypothesis 1 states that management innovation performed by the corporate center is 

positively associated with firm performance. Our results, however, do not indicate the existence 

of a significant relationship between these two variables. Contrary to our reasoning, the 

standardized regression coefficient is negative (ß = -0.060, ns). Further, we argue that two core 

dimensions of management innovation, business scope and functional scope have a positive 

impact on firm performance. Our analysis in Model 2 does not provide support for our argument 

for both measures of scope (Hypotheses 2a and 2b). Since the effects of both scope dimensions 

appeared to be very weak, we dichotomized both variables (i.e. created two dummy variables) 

for the subsequent analysis (the respective median served as cut-off points). 

 Hypotheses 3 to 5 suggest interaction effects between business scope and functional 

scope of management innovation and the firm’s organizational context (Model 4 includes all 

interaction terms for business scope and functional scope). First, we find support for Hypothesis 

3a stating that the relationship of business scope and firm performance is negatively moderated 

by a firm’s business portfolio relatedness (ß = -0.348, p < 0.05). Further, Hypothesis 3b that 

deals with the positive impact of relatedness on the link between functional scope and firm 
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performance, is also supported (ß = 0.293, p < 0.05). Regarding the second contextual variable, 

centralization of decision-making, our analysis supports Hypothesis 4b (ß = 0.270, p < 0.05), 

however, not Hypothesis 4a (ß = 0.166, ns). While centralization appears to positively moderate 

the relationship between functional scope and firm performance, we do no find evidence for such 

an impact for business scope. Finally, we find support for Hypotheses 5a and 5b. Formalization 

of a firm’s corporate center a positively moderates the relationship between business scope of 

management innovation and firm performance (ß = 0.280, p < 0.05), and negatively moderates 

the link between functional scope and firm performance (ß = -0.520, p < 0.001). 

DISCUSSION AND CONCLUSIONS 

 Recently, scholars have begun to focus on management innovation – the adoption of a 

new management concept, practice, process, structure or technique that is intended to improve 

firm performance (e.g., Birkinshaw et al., 2008; 2008; Vaccaro et al., 2008). Though this 

research suggests that management innovation is at least equally important for achieving a 

competitive advantage than, for example, product and technological innovation (Hamel, 2007; 

Teece, 2007), tests of this hypothesis are largely missing. 

 In this study, we follow a resource-based view and define management innovation from 

the perspective of a multibusiness firm’s central organizational unit, the corporate center. 

Contrary to our expectations, we do not find a significant relationship between management 

innovation and firm performance. Further, though our ideas partly draw upon the typology of 

management innovation proposed by Birkinshaw and colleagues (2005) as well as upon 

anecdotal evidence from interviews with practitioners, our data does not reveal any association 

between a linear relationship between business scope and functional scope of management 

innovation and firm performance. We find two explanations for these findings. 
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 First, management innovation, as well as the two scope dimensions may exhibit a non-

linear relationship with firm performance. One may argue, for example, that management 

innovation or its scope is beneficial up to a certain extent and that too much or too broad 

management innovation activity suffers from too high levels of business or functional 

heterogeneity and may thus result in increased adoption costs that exceed the benefits (Jansen et 

al., 2006). During our analysis, we considered this alternative explanation. Our tests of non-

linear associations such as the above stated curvilinearity hypothesis were again not significant. 

 Second, our results for Hypotheses 3 to 5 offer a further explanation why we do not find a 

significant relationship between management innovation and performance. We analyzed the 

interaction of the two dimensions of management innovation with three commonly considered 

organizational context factors – relatedness of the business portfolio, centralization of decision-

making, and formalization of the corporate center. Our findings are consistent with the notion 

that innovative activity in firms depends upon many different factors (Damanpour, 1996). While 

relatedness of the business portfolio negatively moderates the relationship between business 

scope of management innovation and performance, it positively moderates the link between 

functional scope and firm performance. In order to become effective, business scope and 

functional scope of management innovation performed by the corporate center must fit with the 

firm’s portfolio relatedness. Our study provides empirical support that top management teams 

should align the role of the corporate center with the firm’s corporate strategy (Collis et al., 

2007), and that distinct approaches towards the management style of the multibusiness firm exist 

(Chandler, 1991; Goold & Campbell, 1987). In addition, the results of our study contribute to 

research on diversification. We not only introduce a novel corporate management aspect to the 
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debate, but also find some evidence that the diversification discount or surplus is not because of 

diversification itself (e.g. Markides & Williamson, 1994).  

 Though we do not find a significant interaction effect between business scope and 

centralization of decision-making, our findings support that innovations characterized by broad 

functional scope are likely to be successful in firms with a high degree of centralization. As 

suggested, it appears that complex multi-functional management innovations require centralized 

efforts in order to be successful. While prior research found that centralization affects innovation 

either positively (Cardinal, 2001), or negatively (Jansen et al., 2006), our findings suggest that 

benefits depend on its fit with the (business) scope of (management) innovation.  

 Finally, we find a significant interaction between a multibusiness firm’s corporate center 

formalization and scope of management innovation. Similar to the arguments for exploitative 

and explorative innovation (Jansen et al., 2006), we expected that formalization facilitates the 

implementation of management innovations characterized by broad business scope, while we 

suggested that low levels of formalization are beneficial for broad functional scope. The results 

of our study confirmed our reasoning. 

 This study is subject to several important limitations and offers some interesting avenues 

for future research. We developed a partly new scale to measure a firm’s management innovation 

activity and introduced two core dimensions of management innovation and alternative scales 

and typologies may lead to differing results. Considering three organizational context factors, 

however, we also neglected other important aspects, for example, the environmental context. 

Further, we focused on the performance effects of management innovation and thus offer only 

limited insight into the management innovation process. Scholars may therefore want to consider 

research designs with an emphasis on how management innovation leads to sustained corporate 
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advantage. In addition, we argued that a corporate center’s management innovation activity 

explains performance variations across firms. However, we did neither account for corporate-

business relationships (Gupta, 1987), nor for the role of business and middle managers (Floyd & 

Wooldridge, 2000). Prior studies indicate that both factors may determine successful strategy 

implementation. 

 Noteworthy limitations also concern our measures and the sample of our study. First, 

though we adopted established measures, its validity may be limited due to, for example, 

managerial biases (Golden, 1992). Alternative measures may potentially lead to different results. 

Second, our sample may raise concerns related to its generalizability. As legal frameworks, 

accounting and reporting standards, as well as cultures vary across countries, studies based on 

alternative samples covering other geographic regions may not find support for our hypotheses. 

Future studies may therefore want to test our argument based on broader samples. Third, 

although we assessed a relatively large period of management innovation activity and included a 

time lag for the performance measure, longitudinal studies on the adoption of management are 

needed. In large and diversified firms, it sometimes takes several years until the benefits of 

management innovation become visible. 

 To conclude, this study partly confirms the proposition by Teece (2007) and Hamel 

(2007) that management innovation matters. When considering specific characteristics of 

management innovation, for example, business scope and functional scope, as well as the 

organizational context, management innovation appears to be particular useful to explain 

corporate-level effects. Since our results indicate that purposefully engaging in management 

innovation is important for value creation for the overall firm, we hope that our study stimulates 

future research on the intersection of management innovation and corporate strategy. 



Management Innovation in Multibusiness Firms 

32 

REFERENCES 

Abrahamson, E., & Rosenkopf, L. 1993. Institutional and Competitive Bandwagons: Using 
Mathematical Modeling as a Tool to Explore Innovation Diffusion. Academy of 
Management Review, 18(3): 487-517. 

Aiken, M., & Hage, J. 1968. Organizational Interdependence and Intraorganizational Structure. 
American Sociological Review, 33: 912-930. 

Aiken, M., & Hage, J. 1971. The Organic Organization and Innovation. Sociology, 5: 63-82. 

Ansoff, I. 1965. Corporate Strategy: An Analytic Approach to Business Policy for Growth and 
Expansion. New York, NY: McGraw-Hill. 

Argote, L. 1999. Organizational Learning: Creating, Retaining, and Transferring Knowledge. 
Boston, MA: Kluwer Academic Publishers. 

Armour, H. O., & Teece, D. J. 1978. Organizational Structure and Economic Performance: A 
Test of the Multi-Divisional Hypothesis. The Bell Journal of Economics and 
Management Science, 9: 106-122. 

Barney, J. B. 1991. Firm Resources and Sustained Competitive Advantage. Journal of 
Management, 17: 99-120. 

Birkinshaw, J., Hamel, G., & Mol, M. J. 2005. Management Innovation, AIM Research 
Working Paper Series. London. 

Birkinshaw, J., Hamel, G., & Mol, M. J. 2008. Management Innovation. Academy of 
Management Review, 33(4): 825-845. 

Bowen, H. P., & Wiersema, M. F. 2005. Foreign-Based Competition and Corporate 
Diversification Strategy. Strategic Management Journal, 26: 1153–1171. 

Bowman, C., & Ambrosini, V. 2003. How the Resource-Based and the Dynamic Capability 
Views of the Firm Inform Corporate-Level Strategy. British Journal of Management, 14: 
289-303. 

Burns, T., & Stalker, G. M. 1961. The Management of Innovation. London: Tavistock 
Publications. 

Cardinal, L. B. 2001. Technological Innovation in the Pharmaceutical Industry: The Use of 
Organizational Control in Managing Research and Development. Organization Science, 
12(1): 19-36. 

Chandler, A. D. 1962. Strategy and Structure: Chapters in the History of the American 
Industrial Enterprise. Cambridge, MA: MIT Press. 



Management Innovation in Multibusiness Firms 

33 

Chandler, A. D. 1991. The Functions of the HQ Unit in the Multibusiness Firm. Strategic 
Management Journal, 12(1): 31-50. 

Chiu, H. H., Damanpour, F., & Li, J. 2008. The Adoption of Management Innovation in Public 
Service Organizations: Effects of Four Antecedents, Academy of Management 2008 
Annual Meeting. Anaheim, CA: Academy of Management. 

Chung, K. H., & Pruitt, S. W. 1994. A Simple Approximation of Tobin's Q. Financial 
Management, 23(3): 70-74. 

Collis, D. J., & Montgomery, C. A. 1997. Corporate Strategy: Resources and the Scope of the 
Firm. Boston, MA: McGraw-Hill. 

Collis, D. J., & Montgomery, C. A. 1998. Creating Corporate Advantage. Harvard Business 
Review, 76(3): 70-84. 

Collis, D. J., Young, D., & Goold, M. 2007. The Size, Structure, and Performance of Corporate 
Headquarters. Strategic Management Journal, 28: 383-405. 

Daft, R. L., & Becker, S. W. 1978. The Innovative Organization. New York, NY: Elsevier. 

Damanpour, F. 1987. The Adoption of Technological, Administrative, and Ancillary 
Innovations: Impact of Organizational Factors. Journal of Management, 13(4): 675-688. 

Damanpour, F. 1991. Organizational Innovation: A Meta-Analysis of Effects of Determinants 
and Moderators. Academy of Management Journal, 34(3): 555-590. 

Damanpour, F. 1992. Organizational Size and Innovation. Organization Studies, 13(3): 375-402. 

Damanpour, F. 1996. Organizational Complexity and Innovation: Developing and Testing 
Multiple Contingency Models. Management Science, 42(5): 693-716. 

Damanpour, F., & Evan, W. M. 1984. Organizational Innovation and Performance: The Problem 
Of "Organizational Lag". Administrative Science Quarterly, 29(3): 392-409. 

Damanpour, F., & Schneider, M. 2006. Phases of the Adoption of Innovation in Organizations: 
Effects of Environment, Organization and Top Managers. British Journal of 
Management, 17: 215-236. 

Damanpour, F., Szabat, K. A., & Evan, W. M. 1989. The Relationship between Types of 
Innovation and Organizational Performance. Journal of Management Studies, 26(6): 587-
601. 

Desphande, R., & Zaltman, G. 1982. Factors Affecting the Use of Market Research Information: 
A Path Analysis. Journal of Marketing Research, 19: 14-31. 



Management Innovation in Multibusiness Firms 

34 

Dewar, R. D., Whetten, D. A., & Boje, D. 1980. An Examination of the Reliability and Validity 
of the Aiken and Hage Scales of Centralization, Formalization, and Task Routines. 
Administrative Science Quarterly, 25: 120-128. 

Dierickx, I., & Cool, K. 1989. Asset Stock Accumulation and Sustainability of Competitive 
Advantage. Management Science, 35(12): 1504-1511. 

Dillman, D. A. 2000. Mail and Internet Surveys: The Tailored Design Method (2nd ed.). New 
York, NY: John Wiley & Sons. 

Doty, D. H., & Glick, W. H. 1986. Common Methods Bias: Does Common Methods Variance 
Really Bias Results? Organizational Research Methods, 1(4): 374-406. 

Eisenhardt, K. M., & Galunic, D. C. 2000. Coevolving: At Last, a Way to Make Synergies Work. 
Harvard Business Review, 78(1): 91-101. 

Eisenhardt, K. M., & Martin, J. A. 2000. Dynamic Capabilities: What Are They? Strategic 
Management Journal, 21: 1105-1121. 

Fennell, M. L. 1984. Synergy, Influence, and Information in the Adoption of Administrative 
Innovations. Academy of Management Journal, 27(1): 113-129. 

Floyd, S. W., & Wooldridge, B. 2000. Building Strategy from the Middle. Thousand Oaks, CA: 
Sage. 

Glick, W. H., Huber, G. P., Miller, C. C., Doty, D. H., & Sutcliffe, K. M. 1990. Studying 
Changes in Organizational Design and Effectiveness: Retrospective Event Histories and 
Periodic Assessments. Organization Science, 1(3): 293-312. 

Goes, J. B., & Park, S. H. 1997. Interorganizational Links and Innovation: The Case of Hospital 
Services. Academy of Management Journal, 40(3): 673-696. 

Golden, B. R. 1992. The Past Is the Past - or Is It? The Use of Retrospective Accounts as 
Indicators of Past Strategy. Academy of Management Journal, 35: 848-860. 

Goold, M., & Campbell, A. 1987. Strategies and Styles: The Role of the Centre in Managing 
Diversified Companies. Oxford: Blackwell. 

Goold, M., Campbell, A., & Alexander, M. 1994. Corporate-Level Strategy: Creating Value in 
the Multibusiness Company. New York, NY: John Wiley & Sons. 

Gupta, A. K. 1987. SBU Strategies, Corporate-SBU Relations, and SBU Effectiveness in 
Strategy Implementation. Academy of Management Journal, 30(3): 477-500. 

Hage, J., & Aiken, M. 1967. Program Change and Organizational Properties: A Comparative 
Analysis. American Journal of Sociology, 72: 503-519. 



Management Innovation in Multibusiness Firms 

35 

Hair, J. F., Black, W. C., Babin, B. J., Anderson, R. E., & Tatham, R. L. 2006. Multivariate Data 
Analysis (6th ed.). Upper Saddle River, NJ: Prentice-Hall. 

Hamel, G. 2007. The Future of Management. Boston, MA: Harvard Business School Press. 

Helfat, C. E., & Eisenhardt, K. M. 2004. Inter-Temporal Economies of Scope, Organizational 
Modularity, and the Dynamics of Diversification. Strategic Management Journal, 25: 
1217-1232. 

Hill, C. W. L., Hitt, M. A., & Hoskisson, R. E. 1992. Cooperative Versus Competitive Structures 
in Related and Unrelated Diversified Firms. Organization Science, 3(4): 501-521. 

Hitt, M. A., Hoskisson, R. E., & Ireland, R. D. 1994. A Mid-Range Theory of the Interactive 
Effects of International and Product Diversification on Innovation and Performance 
Journal of Management, 20(2): 297-326. 

Hoskisson, R. E., Hitt, M. A., Johnson, R. A., & Moesel, D. D. 1993. Construct Validity of an 
Objective (Entropy) Categorical Measure of Diversification Strategy. Strategic 
Management Journal, 14(3): 215-235. 

Huber, G. P., & Power, D. J. 1985. Retrospective Reports of Strategic Level Managers: 
Guidelines for Increasing Their Accurarcy. Strategic Management Journal, 6(2): 171-180. 

Jacquemin, A. P., & Berry, C. H. 1979. Entropy Measure of Diversification and Corporate 
Growth. Journal of Industrial Economics, 27(4): 359-369. 

Jansen, J. J. P., Van Den Bosch, F. A. J., & Volberda, H. W. 2006. Exploratory Innovation, 
Exploitative Innovation, and Performance: Effects of Organizational Antecedents and 
Environmental Moderators. Management Science, 52(11): 1661-1674. 

Jensen, M. C., & Ruback, R. S. 1983. The Market for Corporate Control: The Scientific 
Evidence. Journal of Financial Economics, 11: 5-50. 

Kimberly, J. R., & Evanisko, M. J. 1981. Organizational Innovation: The Influence of Individual, 
Organizational, and Contextual Factors on Hospital Adoption of Technological and 
Administrative Innovations. Academy of Management Journal, 24(4): 689-713. 

Lang, H. P., & Stulz, R. 1994. Tobin's Q, Corporate Diversification, and Firm Performance. 
Journal of Political Economy, 102: 1248-1280. 

Lee, H., Smith, K. G., & Grimm, C. M. 2003. The Effect of New Product Radicality and Scope 
on the Extent and Speed of Innovation Diffusion. Jounal of Management, 29(5): 753-768. 

Lewellyn, W., & Badrinath, S. G. 1997. On the Measurement of Tobin's Q. Journal of 
Financial Economics, 44: 77-122. 

Lippman, S. A., & Rumelt, R. P. 1982. Uncertain Imitability: An Analysis of Interfirm 
Differences in Efficiency under Competition. Bell Journal of Economics, 13(2): 418-438. 



Management Innovation in Multibusiness Firms 

36 

March, J. G., & Simon, H. 1958. Organizations. New York, NY: Wiley. 

Markides, C. C., & Williamson, P. J. 1994. Related Diversification, Core Competences and 
Corporate Performance. Strategic Management Journal, 15(Summer Special Issue): 149-
165. 

Martin, J. A., & Eisenhardt, K. M. 2003. Cross-Business Synergies: Recombination, Modularity, 
and the Multi-Business Team, The Academy of Management 2003 Best Paper 
Proceedings, Business Policy and Strategy Division. Seattle, WA: Academy of 
Management. 

Meyer, A. D., & Goes, J. B. 1988. Organizational Assimilation of Innovations: A Multilevel 
Contextual Analysis. Academy of Management Journal, 31(4): 897-923. 

Miller, C. C., Cardinal, L. B., & Glick, W. H. 1997. Retrospective Reports in Organizational 
Research: A Reexamination of Recent Evidence. Academy of Management Journal, 40: 
189-204. 

Miller, D. J. 2004. Firms' Technological Resources and the Performance Effects of 
Diversification: A Longitudinal Study. Strategic Management Journal, 25(11): 1097-
1119. 

Miller, D. J. 2006. Technological Diversity, Related Diversification, and Firm Performance. 
Strategic Management Journal, 27(7): 601-619. 

Mol, M. J., & Birkinshaw, J. 2005. The Antecedents and Performance Consequences of 
Management Innovation, Academy of Management 2005 Annual Meeting. Hawaii, HI: 
Academy of Management. 

Mom, T. J. M., Van Den Bosch, F. A. J., & Volberda, H. W. 2007. Investigating Managers' 
Exploration and Exploitation Activities: The Influence of Top-Down, Bottom-up, and 
Horizontal Knowledge Inflows. Jounal of Management Studies, 44(6): 910-931. 

Palepu, K. 1985. Diversification Strategy, Profit Performance and the Entropy Measure. 
Strategic Management Journal, 6(3): 239-255. 

Panzar, J., & Willig, R. 1981. Economies of Scope. American Economic Review, 71: 268-272. 

Pehrsson, A. 2006. Business Relatedness and Performance: A Study of Managerial Perceptions. 
Strategic Management Journal, 27(3): 265-282. 

Penrose, E. 1959. The Theory of the Growth of the Firm. London: Basil Blackwell. 

Pierce, J. L., & Delbecq, A. L. 1977. Organizational Structure, Individual Attitudes, and 
Innovation. Academy of Management Review, 2: 26-37. 

Podsakoff, P. M., & Organ, D. W. 1986. Self-Reports in Organizational Research: Problems and 
Prospects. Journal of Management, 12(4): 531-544. 



Management Innovation in Multibusiness Firms 

37 

Porter, M. E. 1985. Competitive Advantage. New York, NY: Free Press. 

Porter, M. E. 1987. From Competitive Advantage to Corporate Strategy. Harvard Business 
Review, 65(3): 43-59. 

Ramanujam, V., & Varadarajan, P. 1989. Research on Corporate Diversification: A Synthesis. 
Strategic Management Journal, 10(6): 523-551. 

Reed, R., & DeFillippi, R. J. 1990. Causal Ambiguity, Barriers to Imitation, and Sustainable 
Competitive Advantage. Academy of Management Review, 15(1): 88-102. 

Rumelt, R. P. 1974. Strategy, Structure and Economic Performance. Cambridge, MA: Harvard 
University Press. 

Shrout, P. E., & Fleiss, J. L. 1979. Intraclass Correlations: Uses in Assessing Rater Reliability. 
Psychological Bulletin, 86(2): 420-428. 

Staw, B. M., & Epstein, L. D. 2000. What Bandwagons Bring: Effects of Popular Management 
Techniques on Corporate Performance, Reputation, and CEO Pay. Administrative Science 
Quarterly, 45(3): 523-556. 

Tanriverdi, H., & Venkatraman, N. 2005. Knowledge Relatedness and the Performance of 
Multibusiness Firms. Strategic Management Journal, 26(2): 97-119. 

Teece, D. J. 1980. The Diffusion of an Administrative Innovation. Management Science, 26(5): 
464-470. 

Teece, D. J. 2007. Explicating Dynamic Capabilities: The Nature and Microfoundations of 
(Sustainable) Enterprise Performance. Strategic Management Journal, 28(13): 1319-1350. 

Teece, D. J., Pisano, G., & Shuen, S. 1997. Dynamic Capabilities and Strategic Management. 
Strategic Management Journal, 18(7): 509-533. 

Vaccaro, I. G., Jansen, J. J. P., & Van Den Bosch, F. A. J. 2008. Management Innovation and 
Leadership, Academy of Management 2008 Annual Meeting. Anaheim, CA: Academy of 
Management. 

Villalonga, B. 2004. Diversification Discount or Premium? New Evidence from the Business 
Information Tracking Series. The Journal of Finance, 59(2): 479-506. 

Weick, K. E. 1979. The Social Psychology of Organizing. Reading, MA: Addison-Wesley. 

Wernerfelt, B. 1984. A Resource-Based View of the Firm. Strategic Management Journal, 5: 
171-180. 

Zollo, M., & Winter, S. G. 2002. Deliberate Learning and the Evolution of Dynamic 
Capabilities. Organization Science, 13: 339-351. 

 



Management Innovation in Multibusiness Firms 

38 

TABLE 1 

Descriptive Statistics and Correlations 

Variable Mean S.D.

1. Firm performance (in 2007) 1.470 1.482
2. Firm size (log employees) 8.130 2.323 -0.254 **
3. Industry performance (in 2007) 1.484 0.546 0.371 ** -0.036
4. Innovation orientation 5.416 0.871 0.129 -0.052 0.049
5. Management innovation (MI) 4.897 1.156 -0.021 -0.115 -0.026 0.222 **
6. Business scope of MI 0.729 0.269 0.053 -0.192 * 0.110 0.025 0.065
7. Functional scope of MI 5.804 3.832 -0.053 -0.016 0.096 0.053 0.146 0.331 ***
8. Relatedness 4.509 1.066 0.076 0.038 -0.129 0.244 ** -0.046 -0.076 -0.054
9. Centralization 4.538 1.107 -0.149 + 0.354 *** 0.053 0.188 * 0.067 0.033 0.029 0.084
10. Formalization 4.433 0.989 -0.164 + 0.252 ** 0.007 0.160 + 0.163 + -0.083 0.094 0.131 0.039

Note: n = 139; + p<0.1; * p<0.05; ** p<0.01; *** p<0.001. 

(1) (2) (3) (4) (5) (6) (7) (8) (9)
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TABLE 2 

Results of Hierarchical Regression Analysis for Tobin’s Q 

Variable

Controls
Firm size (log employees) -0.236 * -0.253 ** -0.156 -0.226 *
Industry performance (in 2007) 0.357 *** 0.355 *** 0.384 *** 0.464 ***
Innovation orientation 0.099 0.115 0.128 0.185 *

General effects
Management innovation (H1) -0.060 -0.015 0.003
Business scope of MI (H2a)ª -0.073 -0.066 -0.031
Functional scope of MI (H2b) -0.014 0.020 -0.039

Moderators
Relatedness 0.130 0.094
Centralization -0.140 -0.493 **
Formalization -0.162 0.134

Interaction effects
Business scope X relatedness (H3a) -0.348 *
Functional scope X relatedness (H3b) 0.293 *
Business scope X centralization (H4a) 0.166
Functional scope X centralization (H4b) 0.270 *
Business scope X formalization (H5a) 0.280 *
Functional scope X formalization (H5b) -0.520 ***

R² 0.205 0.215 0.258 0.459
Adjusted R² 0.180 0.164 0.183 0.361
F 8.164 *** 4.196 *** 3.445 *** 4.687 ***
∆R² 0.205 0.010 0.044 0.200
∆F 8.164 *** 0.386 1.740 5.115 ***

Note: Standardized regression coefficients are reported; bold values indicate hypothesized results;
n = 139; * p<0.05; ** p<0.01; *** p<0.001.;

Model 4Model 3Model 2Model 1

 



Management Innovation in Multibusiness Firms 

40 

FIGURE 1 

Dimensions, Contextuality, and Performance Implications of Management Innovation2 

                                                 

2 A “+” denotes a hypothesized positive relationship/moderating effect and a “-” denotes a negative effect. 
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