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Abstract

Although there is extensive evidence that past performance influences the propensity to make changes, research on how decision
makers respond to diverging performance measures has been sparse. This paper addresses this gap in an experimental and a field
study in which we examine how decision makers respond to the ambiguity introduced by two diverging performance indicators of
unequal importance. Both studies suggest that decision makers respond to diverging performance indicators in a self-enhancing
manner. Decision makers gave importance to a secondary performance indicator only when it helped them maintain a sense of posi-
tive performance, that is, when a secondary performance measure was high and a primary performance measure was low. The results
suggest that, in contexts in which decision makers are likely to experience diverging performance indicators, perceptions of success

and the associated reluctance to make changes might be more pervasive than is often thought.
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USA Today Interviewer, Ron Insana: Mr. Eisner, the last
time Disney faced a takeover threat, corporate raiders,
unhappy board members, and a flagging stock price
was 1984, and you were brought in to fix things. Why
shouldn’t that type of change happen now?

Eisner: In 1984, the studio did not come off the biggest
year in the history of the motion pictures business. In
1984, the company did not have the leading sports net-
work, ESPN. In 1984, the company did not have theme
parks all around the world. In 1984, the company did
not have international operations with the Disney Chan-
nel. I could go on. The position of the company has nev-
er been stronger. The balance sheet has never been
stronger. Cash flow has never been stronger. The only
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relationship between 2004 and 1984 is that they both
have fours in them. (Insana, 2004)

Introduction

This excerpt from an interview with Disney’s Chief
Executive Officer (CEO) reflects two insights that
deserve the critical attention of researchers interested
in the relationship between performance and change.
First, the excerpt recognizes that the availability of mul-
tiple and diverging performance measures contributes to
the difficulty in determining unequivocally whether an
organization is performing well or poorly. While the
interviewer refers to performance indicators that suggest
that Disney is experiencing a performance crisis, Eisner
calls attention to outcomes that suggest that the position
of the company has never been stronger. Second, the
excerpt recognizes that the way in which people interpret
the ambiguity created by diverging performance
indicators is likely to affect their propensity to make
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changes. While the interviewer asks why the slump in
performance should not lead to the same radical chang-
es experienced by the company in the past, Eisner does
not see a crisis and probably does not see the need to
replace himself.

Understanding how the ambiguity introduced by the
availability of diverging performance indicators influ-
ences the relationship between performance and change
is the focus of this paper. Specifically, we address the fol-
lowing questions: Are decision makers biased in their
evaluation of diverging performance measures? Do they
give greater attention to indicators signaling success or
to indicators signaling failure? Does a biased evaluation
of diverging performance measures affect their propensi-
ty to make changes?

The availability of multiple and weakly linked perfor-
mance indicators is a pervasive feature of organizations.
Organizational members routinely assess and are
assessed using multiple indicators. Furthermore,
because the function of multiple performance indicators
is to capture differing aspects of performance, these indi-
cators are often contradictory (Meyer, 2002; Meyer &
Gupta, 1994). Business Week, for example, ranks com-
panies in the Standard & Poor’s (S&P) 500 by using
eight criteria of success that often diverge considerably
(Business Week, 2004). Similarly, Research and Devel-
opment managers are aware that various indicators pro-
vide differing information regarding not only the
performance of their unit but also the performance of
individual engineers and scientists (Hauser, 1998).

Surprisingly, the existence of multiple performance
indicators is often overlooked in studies of the effect of
performance on change. There is evidence both in exper-
imental (e.g., Audia, Locke, & Smith, 2000; Lant &
Montgomery, 1987; Marinova, 2004) and field settings
(e.g., Boeker, 1997; Greve, 1998; Lant, Milliken, &
Batra, 1992) that performance above a reference point
(hereafter also called high performance) decreases the
probability of change, whereas performance below a ref-
erence point (hereafter also called low performance)
increases it. Most of this evidence, however, obscures
the potential effect of diverging performance indicators
because researchers select a priori the performance mea-
sure thought to be critical to the individuals or the orga-
nizations under investigation.

Despite the lack of empirical studies, two theoretical
perspectives suggest conflicting predictions on how
decision makers respond to the ambiguity introduced
by diverging performance indicators. The first perspec-
tive, associated with the behavioral theory of the firm
(Cyert & March, 1963; Greve, 2003a) and control the-
ory (Carver & Scheier, 1981; Klein, 1989; Lord &
Levy, 1994; Miller, Galanter, & Pribram, 1960;
Vancouver, 2005), suggests that organizational
members resolve the ambiguity arising from conflicting
performance measures by giving greater importance to

those that fall below the reference point. According to
this view, low performance measures receive greater
attention because individuals are generally motivated
by the desire to reduce negative discrepancies between
current outcomes and desired outcomes. The second
view, associated with research on self-enhancement
(Johns, 1999; Sedikides & Strube, 1997; Taylor &
Brown, 1988), predicts that individuals will give greater
importance to performance measures that are
above the reference point. This occurs because
individuals tend to be motivated by the desire to pro-
tect their self-image from negative evaluations. This
literature suggests that, under conditions of ambiguity,
such as when information can be interpreted in differ-
ent ways, individuals display a tendency to engage in
self-assessments that are self-serving (Dunning, Meye-
rowitz, & Holzberg, 1989; Farh & Dobbins, 1989;
Huber, 1991).

In this paper, we draw on these two views to investi-
gate how decision makers respond to diverging perfor-
mance indicators in an experimental and a field study.
Because both perspectives assume that decision makers
are biased in the manner in which they interpret diverg-
ing performance measures, we also highlight how these
two perspectives differ from an “unbiased” view. This
alternative perspective highlights the possibility that,
when confronted with diverging performance indicators,
individuals combine multiple measures into a single
measure of performance using weights that reflect the
importance of each performance indicator and are not
changed depending on whether the performance is high
or low.

How decision makers respond to diverging performance
measures

Behavioral theory of the firm and control theory

Both the behavioral theory of the firm (Cyert &
March, 1963; Greve, 2003a) and control theory (Carver
& Scheier, 1981, 1998; Klein, 1989; Lord & Levy, 1994;
Miller et al., 1960; Powers, 1973; Vancouver, 2005) seck
to explain how performance feedback influences behav-
ior. The behavioral theory of the firm focuses in partic-
ular on how performance influences variations in a
firm’s propensity to change and to innovate. Control
theory examines the effect of feedback on a broad range
of individual behaviors as well as cognitive and affective
processes. Despite the differences in the domains to
which these theories are applied, and despite the fact
that the findings from these two literatures are rarely
integrated, these theories seem to converge in their pre-
dictions of how individuals generally respond to the
ambiguity introduced by diverging performance
measures.
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The likely explanation for this striking convergence is
that both theories make assumptions rooted in the
cybernetic model of individual behavior (Ashby, 1961;
Weiner, 1948). For instance, both theories assume that
individuals are motivated to act by the desire to reduce
negative discrepancies between current outcomes and
desired outcomes. In the behavioral theory of the firm
(Cyert & March, 1963, pp. 120-122), individuals are said
to engage in problemistic searches—searches for solu-
tions to problems evidenced by gaps between the perfor-
mance and the reference point. Similarly, in control
theory (Carver & Scheier, 1998, p. 12), the word “‘con-
trol” refers to “the process of maintaining conformity
of a sensed input to a reference value.” Moreover, both
theories assume that individuals do not usually allocate
their attention equally to all of the issues they confront.
Given that individuals have limited attention capabili-
ties, it is argued that greater attention is directed to
issues that are more salient whereas attention to issues
that are less salient is, at least temporarily, inhibited.

Building on these assumptions, both theories explicit-
ly deal with the question of how individuals respond to
multiple and potentially diverging performance mea-
sures. They suggest that performance measures are usu-
ally attended to in sequence and that the relative
importance of performance measures is one of the fac-
tors influencing which performance measures are attend-
ed to first. Performance measures that are more
important are perceived as more salient and therefore
are the primary focus of attention. Klein (1989, p.
163), for example, states that ““if a salesperson perceives
equal discrepancies in goals for completing paperwork
and making follow-up calls, and if follow-up calls are
viewed as more important, the salesperson will focus
his or her attention on calls rather than paperwork.”
According to these theories, inhibitory mechanisms limit
the recall and retention of details about performance
measures that are lower in the hierarchy of importance
(Lord & Levy, 1994). However, when the discrepancy
between the performance measure highest in the hierar-
chy of importance and the reference point is eliminated,
attention is generally directed to discrepant performance
measures lower in the hierarchy. Greve (2003a, p. 72)
makes this argument when he notes that, once the most
important goals are attained, “managers shift attention
among less important goals depending on which goal
is in danger of not being met.” Similarly, Carver and
Scheier (1998, p. 60) note that:

“In the process of behaving, something being wrong is
more likely to draw your attention than something being
right, because (in general) when something’s right, you
simply move on to the next thing. In contrast when
things aren’t right, something else has to be done,
adjustments have to be made, before you can move on.”

To our knowledge, no studies examine whether these
insights drawn from the behavioral theory of the firm
and control theory (hereafter the cybernetic perspec-
tives) correctly predict how individuals respond to the
ambiguity introduced by diverging performance mea-
sures. In this paper, we take a step toward addressing
this gap by examining decision makers confronted with
two performance indicators of unequal importance—a
primary performance measure (i.e. the most important
indicator of overall performance) and a secondary per-
formance measure (i.e., a less important indicator of
overall performance). The cybernetic perspectives make
two predictions. The first, consistent with well estab-
lished effects in the literature on change (e.g., Audia
et al., 2000; Boeker, 1997; Lant et al., 1992), is that high
values of a primary performance measure will decrease
decision makers’ propensity to make changes, whereas
low values of a primary performance measure will
increase it.

Hypothesis 1. When a primary performance measure is
above the reference point, decision makers will make
fewer changes than when a primary performance mea-
sure is below the reference point.

The second prediction is that individuals respond dif-
ferently to the ambiguity introduced by a secondary per-
formance measure depending on whether the primary
performance measure is low or high. When a primary
performance measure is low, individuals may be inclined
to overlook the ambiguity introduced by a secondary
performance measure that exceeds the reference point.
They will give limited attention to a secondary perfor-
mance measure because their focus of attention is on a
primary performance measure. Individuals therefore will
seek to eliminate the shortfall on a primary performance
measure by making changes, and their propensity to
change will not be significantly altered by whether a sec-
ondary performance measure is high or low. On the
other hand, when a primary performance measure is
high, greater attention will be given to a secondary per-
formance measure and, as a result, individuals’ decisions
will be significantly affected by whether a secondary per-
formance measure is high or low. Individuals will
respond to the ambiguity introduced by a secondary
performance measure that falls below the reference
point by making more changes than if a secondary per-
formance measure was high. In essence, the cybernetic
perspectives make the following predictions:

Hypothesis 2.

(a): When a primary performance measure is above the
reference point, decision makers will make signifi-
cantly more changes if a secondary performance
measure is below the reference point than if it is
above the reference point.
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(b): When a primary performance measure is below the
reference point, decision makers’ propensity to
change will not be significantly affected by whether
a secondary performance measure is below the ref-
erence point or above the reference point.

Self-enhancement perspective

The cybernetic perspectives assume that individuals
are motivated by the desire to eliminate negative dis-
crepancies between desired outcomes and current out-
comes. In contrast, the self-enhancement perspective
holds that “people are motivated by the desire to elevate
the positivity of their self-conceptions and to protect
their self-concepts from negative information™ (Sedik-
ides & Strube, 1997, p. 212). The literature indicates that
this motivational orientation influences how individuals
process evaluative information.

In organizational contexts in particular, numerous
studies show that people interpret performance out-
comes in a self-enhancing fashion. Individuals, for
instance, have been shown to exaggerate favorable eval-
uations. Harris and Schaubroeck (1988), in a meta anal-
ysis of performance evaluation studies, found that self-
ratings in virtually all studies they reviewed had higher
means than superiors’ ratings. Similarly, Clapham
(1998) found that management assessment center candi-
dates rated themselves significantly more favorably than
did assessors on every one of 16 assessed criteria. Fur-
thermore, in a study of letters to shareholders, Short
and Palmer (2003) found that CEOs drew attention to
positive performance by making favorable comparisons
to competitors and past accomplishments.

Individuals have also been shown to self-enhance by
interpreting the meaning of low performance in ways
that protect their image as competent managers. A wide-
ly reported self-enhancing strategy is to avoid the blame
for low performance by attributing it to external and
uncontrollable causes. Bettman and Weitz (1983) and
Staw, McKechnie, and Puffer (1983), for example, found
evidence of this self-enhancing strategy in letters to
shareholders. Elsbach and Kramer (1996) evaluated
how members of the “top-20”’ business schools reacted
to Business Week’s rankings and found that members
of business schools that received lower-than-expected
rankings often rejected the relevance of the unfavorable
ranking by emphasizing favorable performance
dimensions.

The literature on self-enhancement, however, sug-
gests that people do not consistently engage in self-serv-
ing assessments of reality. Self-enhancing interpretations
appear to be more common under conditions of ambi-
guity, when information can be more easily distorted
and idiosyncratic interpretations may be perceived as
defensible. For instance, Huber (1991) found that subor-

dinates and superiors had substantial agreement on
objective aspects of the subordinate’s job, but that sub-
ordinates provided self-enhancing ratings on factors
that were less verifiable. Similarly, Farh and Dobbins
(1989) found that students rated themselves more favor-
ably on an ambiguous performance dimension (partici-
pation) than on an unambiguous one (attendance).
Moreover, Dunning et al. (1989) found that to the extent
that a trait was defined in an ambiguous manner, that is,
to the extent that it described a variety of behaviors,
individuals provided more self-serving assessments, giv-
ing themselves high ranks on positive and low ranks on
negative characteristics.

These insights about how people respond to evalua-
tive information suggest that individuals may accurately
assess low performance when performance information
is unambiguous because in such situations self-serving
interpretations would be difficult to defend. However,
when performance is ambiguous and individuals are giv-
en the opportunity to construct defensible idiosyncratic
interpretations, they may assess information in self-en-
hancing ways, exaggerating favorable information and
discounting unfavorable information. If high perfor-
mance decreases change whereas low performance
increases it, as has been demonstrated previously
(Greve, 2003a), these self-enhancing interpretations of
performance information should impact individuals’
propensity to make changes.

Consider again the case in which decision makers are
confronted with two performance indicators of unequal
importance that may or may not diverge. The literature
on self-enhancement does not alter the prediction
regarding the effect of a primary performance measure
on the decision to change (Hypothesis 1). If individuals
are confronted with a single performance measure indi-
cating either high or low performance, there is no ambi-
guity and therefore there is little room for self-enhancing
interpretations. High performance will lead individuals
to make fewer changes than low performance. However,
the self-enhancement perspective suggests that individu-
als respond to the ambiguity introduced by a secondary
performance measure in a manner opposite to that pre-
dicted by the cybernetic perspectives. When a primary
performance measure is high, the ambiguity introduced
by a secondary performance measure that falls below
the reference point will have little effect on the propensi-
ty to change. Decision makers will maintain their focus
of attention on the primary performance measure
because it makes them look competent. They will
decrease their propensity to change, and this propensity
will not be significantly affected by whether the second-
ary performance measure is high or low. In contrast,
when the primary performance measure is low, the
ambiguity introduced by a secondary performance mea-
sure that exceeds the reference point will open the door
to self-enhancing interpretations motivated by the desire
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to maintain an image of competence. Decision makers
will shift their attention from the primary performance
measure to the secondary one and, consequently, will
be significantly less inclined to make changes than deci-
sion makers confronted with both a primary and a sec-
ondary performance measure falling below the reference
point. The self-enhancement perspective therefore sug-
gests the following predictions:

Hypothesis 3.

(a): When a primary performance measure is below the
reference point, decision makers will make signifi-
cantly fewer changes if a secondary performance
measure is above the reference point than if it is
below the reference point.

(b): When a primary performance measure is above the
reference point, decision makers’ propensity to
change will not be significantly affected by whether
a secondary performance measure is below the ref-
erence point or above the reference point.

Another difference between the cybernetic perspec-
tives and the self-enhancement perspective lies in
whether decision makers are accurate in their assessment
of the hierarchy among performance measures. The
cybernetic perspectives rest on the assumption that deci-
sion makers maintain accurate perceptions of the hierar-
chy among performance measures and that they shift
their attention down the hierarchy when performance
measures at the top of the hierarchy meet the desired
levels. Studies of self-enhancement, instead, suggest that
decision makers may rearrange the hierarchy under con-
ditions of ambiguity, when such distortion helps them
maintain an image of competence (Elsbach & Kramer,
1996). Under the self-enhancement perspective, when
decision makers are confronted with a primary and a
secondary performance measure, the propensity to dis-
tort information should be greatest when the primary
performance measure is low and the secondary perfor-
mance measure is high. In this scenario, decision makers
may preserve a perception of positive performance by
increasing the importance they give to the secondary
performance measure.

Hypothesis 4. When a primary performance measure is
low and a secondary performance measure is high,
decision makers are more likely to increase the impor-
tance they give to the secondary performance measure
than when any of the other three performance combi-
nations occurs.

An alternative view

These two perspectives differ from how “unbiased”
decision makers would behave. If decision makers are

unbiased in the manner in which they respond to diverg-
ing performance indicators, the impact of a secondary
performance measure on the decision to change should
not be altered by whether a primary performance mea-
sure is high or low. Moreover, decision makers would
not change the importance assigned to a secondary per-
formance measure depending on the situation they are
confronting.

Study 1

In Study 1, we examined the impact of multiple per-
formance indicators using an experimental design. Par-
ticipants, playing the role of a manager, were given
both a primary and a secondary performance measure
and were asked to make relevant organizational chang-
es. The experimental approach enabled us to determine
how participants respond to the ambiguity introduced
by diverging performance measures.

Method

Participants and design

Eighty-nine undergraduates from a west-coast uni-
versity, 46 women and 43 men, participated in the study
in partial fulfillment of course credit. The experimental
design consisted of a 2 (Primary Measure: Low vs. High
Performance) x 2 (Secondary Measure: Low vs. High
Performance) between-subjects factorial design.

Materials and procedure

All materials for the study were presented on paper.
Instructions on the first page informed participants that
the study consisted of three parts: first, they would read
a general description of the radio industry; second, they
would be given information about a specific company
within the radio industry named Norfolk Radio; and
finally, they would decide whether to change the pro-
gramming schedule. Participants were told that they
would be playing the role of the general manager of
Norfolk Radio. This manipulation was intended to
ensure that participants internalized the performance
of the company.

The background information on the radio industry
consisted of a brief description of the use of “for-
mats,” which were defined as ‘““a combination of pro-
gram content, announcer style, timing of program and
commercial material, and methods for listener feed-
back and quality control.” Participants were then giv-
en several examples of formats. The background
information also informed participants that radio sta-
tions use two measures to assess performance: Share
and Time Spent Listening. Share was defined as the
average proportion of all listeners over 12 years old
tuned in to a station during the broadcast week. Time
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Spent Listening was defined as the average time listen-
ers spent tuned in to the station. Reference points sep-
arating high performance from low performance for
both measures were set by informing participants that
(a) “a radio station must get a Share of at least 5% to
attract significant revenues,” and (b) ‘“‘the industry
norm is a weekly average Time Spent Listening of
10 hours.” These values were determined using infor-
mation published by Arbitron, the leading audience
measurement firm. Interestingly, although 10 h of time
spent listening to the radio might seem too high, Arb-
itron (2002) reports that in 2001 people spent on aver-
age more than 20 h per week listening to the radio.
We chose to use 10 h as the reference point, rather
than 20 h, because it allowed us to manipulate Time
Spent Listening, setting high and low values that par-
ticipants were likely to perceive as realistic. For the
precise values, see Experimental Manipulation.

The two performance measures were also explicitly
given a hierarchy, with Share as the primary measure,
and Time Spent Listening as the secondary measure.
The hierarchy reflects the importance radio station man-
agers and advertisers attribute to these performance
indicators (Arbitron, 2002). Participants were explicitly
told that Share was ‘“‘the most critical indicator of a
radio station’s performance,” while “industry analysts
and advertisers depended less on Time Spent Listening.”
Participants then read a brief description of Norfolk
Radio, which included information about the company
founding and examples of current radio programming.
Participants were also given Norfolk Radio’s 1998 and
2002 performance values for both Share and Time Spent
Listening.

The third section instructed participants that as Nor-
folk Radio’s general manager, they needed to determine
whether current performance warranted a change to the
current programming schedule. Participants were
reminded that format changes are costly for the station,
but may have a positive impact on Norfolk Radio’s per-
formance. Participants then indicated the percentage of
current programming hours that they would change to
allow for the introduction of different formats, ranging
from 0 to 100% change. Following this decision, partic-
ipants were instructed to write a brief essay explaining
their decision.

Participants then responded to a series of questions
assessing the impact that Share and Time Spent Listen-
ing had on their decision. These questions were followed
by a set of manipulation checks, aimed at measuring
whether participants correctly recalled the actual perfor-
mance values of Share and Time Spent Listening.

Experimental manipulation

Participants were randomly assigned conditions in
which they received different values of the two perfor-
mance outcomes. In the Low-Share conditions, partic-

ipants were informed that Share dropped from 5% in
1998 to 1% in 2002. In the High-Share conditions,
participants were informed that Share had increased
from 5% in 1998 to 9% in 2002. In the Low-Time
Spent Listening conditions, participants were told that
Time Spent Listening decreased from 10 h per week in
1998 to 2 h per week in 2002. In the High-Time Spent
Listening conditions, participants were told that Time
Spent Listening increased from 10 h per week in 1998
to 18 hours per week in 2002.

Results

Manipulation checks

To determine whether participants correctly distin-
guished the value of Share and Time Spent Listening
in the Low and High conditions, participants recalled
the value of each outcome. A main effect for Share indi-
cates that participants correctly distinguished the value
of Share in the Low-Share/Low-Time Spent Listening
(LL) and Low-Share/High-Time Spent Listening (LH)
vs. High-Share/Low-Time Spent Listening (HL) and
High-Share/High-Time Spent Listening (HH) condi-
tions, Myqow = 1.79 vs. Myjg, = 8.98, F(1,88) = 461.39,
p <.001.

A main effect for Time Spent Listening indicates that
participants correctly distinguished the value of Time
Spent Listening in the LL,HL vs. LH,HH conditions,
Miow =260 vs. My =17.60, F(1,86)=1562.16,
p <.001. Note that two participants did not complete
the Time Spent Listening manipulation check.

We also sought to confirm that participants correctly
encoded the hierarchical relationship between the two
performance measures. Participants were asked to iden-
tify which criterion industry analysts and advertisers
believed was more important and were given three
choices: Share, Time Spent Listening, and Same. Most
participants (M = 74.16%) considered Share as the most
important objective performance measure, versus Time
Spent Listening (M = 15.73%) and Same
(M =10.11%), %> (2, n=289)=67.17, p<.001." There
were no significant effects of Share or Time Spent Lis-
tening on objective importance, indicating that assess-
ments of objective importance did not vary by
condition. Furthermore, there were no other effects of
manipulation check variables.

Tests of the hypotheses
A 2 (Share: low vs. high) x 2 (Time Spent Listening:
low vs. high) analysis of variance was conducted on

! As a precautionary measure, we ran the remainder of the analyses
presented below after removing the 26% of participants not correctly
responding to the manipulation check (i.e., responding either TSL or
Same). Results from these analyses reveal identical patterns to results
with the entire sample.
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participants’ propensity to change.” A significant main
effect of Share was observed, F(1,88)=22.00, p < .01,
as predicted by Hypothesis 1: participants in the Low
Share conditions changed the programming schedule
significantly more than participants in the High Share
conditions, Myow =47.21 vs. Myjgn = 26.02 Also, a
main effect for Time Spent Listening was found, indicat-
ing that participants in the Low Time Spent Listening
conditions changed the programming schedule signifi-
cantly more than participants in the High Time Spent
Listening conditions, My oy =42.69 vs. Myign = 29.20,
F(1,88) =9.42, p <.01. Although the traditional analy-
sis of variance does not capture an interaction between
Share and Time Spent Listening,® F(1,88) = 0.82, n.s.,
simple effects analyses revealed that the effect of Time
Spent Listening on change was significant only when
Share was low, My =56.24 vs. M;yg=238.19,
F(1,88) =7.45, p <.01. Time Spent Listening did not
significantly influence change decisions when Share
was hlgh, MHL =30.83 VS. MHH = 2100,
F(1,88) =2.50, n.s. (see Table 1, Fig. 1). These results
therefore support Hypothesis 3 and contradict Hypoth-
esis 2. Participants responded to the ambiguity intro-
duced by a secondary performance measure in a self-
enhancing manner, taking that measure into account
in their decision to change only when it enhanced the
overall performance.

Hypothesis 4 predicts that decision makers confront-
ed with a low primary performance measure and a high
secondary performance measure are more likely to re-ar-
range the hierarchy of the performance measures, giving
greater importance to a secondary performance mea-
sure, than decision makers in other conditions. While
the manipulation check mentioned above demonstrated
that most participants correctly recalled Share as the
most important “objective’” measure of performance,
we also asked which criterion was more important in
their assessment. They were given three options: Share,
Time Spent Listening, or Same. Of course, this item cap-
tures only cases in which participants were aware and
admitted that they rearranged the importance of the

2 A second set of analyses was also performed with an analysis of
covariance, controlling for age, gender, and self-reported grade point
average. Of the 89 participants, 4 participants who did not complete
age, gender, or grade point average questions were removed. The set
with controls had 42 women and 42 men. No significant differences
were found between analyses with and without controls. Gender, grade
point average, and age did not significantly impact any of the findings.

3 The traditional analysis of variance is particularly powerful when
used for detecting interactions characterized by completely opposing
effects (i.e., cross-over interactions) but may fail to detect other forms
of interactions (e.g., Judd & McClelland, 1989; Rosenthal & Rosnow,
1985). Simple effects, that is, planned comparisons between categories
of one variable (e.g., High and Low Time Spent Listening) within a
single level of another variable (e.g., High Share or Low Share) provide
a more appropriate and more powerful test of the interaction patterns
predicted in Hypothesis 2 and 3.

60.00

50.00 —

40.00 +—

30.00 —

O Overall

Percent Change

20.00 — —

10.00 +— —
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Low Share/ Low Share/ High Share/ High Share/
LowTSL TSLHigh LowTSL HighTSL
Condition

Fig. 1. Mean percent change by condition—Study 1.

two performance measures, thus understating possible
effects. It may be that individuals changed the hierarchy
of the two performance measures but were unaware of
the change or unwilling to admit that the change
occurred. Tabulating the frequencies of personal impor-
tance to objective importance showed that forty-nine
participants changed the hierarchy of the two perfor-
mance measures. Of these 49, 29 considered Time Spent
Listening as the most important measure and 24 consid-
ered Time Spent Listening as important as Share. We
then sought to determine under what conditions such
a shift was more likely to occur. A logistic regression
in which the dependent variable was 1 when the impor-
tance shift occurred and 0 otherwise did not show a
main effect of Share (coeff =0.349; z = 1.3). However,
a planned comparison indicated that participants’ incli-
nation to increase the importance given to Time Spent
Listening was significantly higher when Time Spent Lis-
tening was high and Share was low than in the other
three conditions Myy =71% vs. My, ur, au = 50%,
coeff = .35; z =2.12. This evidence supports Hypothesis
4 and therefore suggests that participants confronted
with diverging performance measures self-enhance by
re-arranging the hierarchy of the performance measures
in a manner that helps them maintain a sense of positive
performance.

Supplemental analysis

To further test for the presence of a self-enhancing
response to diverging performance indicators, we exam-
ined whether individuals who regard themselves as
above-average show a stronger self-enhancing response
to diverging performance measures. If, under conditions
of ambiguity, individuals discount negative information
to protect their self-images, as the literature on self-en-
hancement suggests, then those who have more positive
self-images should show a stronger tendency to self-en-
hance. Therefore, we expected that high scorers on a dis-
positional measure of self-enhancement would give
greater importance to Time Spent Listening when Time
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Table 1

Means, standard deviations, and N for change, by condition and by low vs. high self-enhancement (by median split)—Study 1

Overall Low Self-enhancers High Self-enhancers

Mean (SD) n Mean (SD) n Mean (SD) n
Low Share/Low TSL 56.24 (23.78) 21 54.56 (22.48) 9 57.50 (25.63) 12
Low Share/High TSL 38.19 (22.16) 21 46.11 (25.71) 9 32.25 (17.96) 12
High Share/Low TSL 30.83 (18.51) 24 33.64 (22.59) 11 28.46 (14.77) 13
High Share/High TSL 21.00 (21.18) 23 19.85 (20.03) 13 22.50 (23.60) 10

Note. TSL stands for Time Spent Listening, the secondary performance measure.

Spent Listening was high and Share was low than low
scorers. Several days prior to the study, all participants
completed the “How I See Myself Questionnaire” (Tay-
lor, Lerner, Sherman, Sage, & McDowell, 2003), a dis-
positional measure of self-enhancement. Participants
rated themselves in comparison with their peers on 21
positive and 21 negative items. The 7-point scale mea-
sured comparisons from 1 (much less than the average
college student of my age and gender) to 7 (much more
than the average college student of my age and gender).
Negative items were reverse scored, such that high scor-
ers said they rated higher on positive items and lower on
negative items than others. The HSM questionnaire had
a high degree of reliability (o« = .90).

To analyze the change decisions made by participants
with High and Low dispositional levels of self-enhance-
ment, we assigned participants to high and low levels
using a median-split.* The main effect of Share held
for both high self-enhancers, M, =44.88 vs.
Mpyigh = 25.87, F(1,46) =10.24, p <.01, and low self-
enhancers, M o = 50.33 VS. Migign = 26.17,
F(1,41)=11.29, p<.01. The simple effect of Time
Spent Listening when Share was low held for high self-
enhancers, M =57.50 vs. Mpy=23225F(l,
46) = 8.94, p <.01, but it was not significant for low
self-enhancers, My =54.56  vs. My =46.11,
F(1,41) = 0.64, n.s. (Table 1, Fig. 2). Furthermore, the
simple effect of Time Spent Listening when Share was
high was not significant for high self-enhancers,
My =28.46 vs. Myy =22.50, F(1,46)=0.48, n.s.,
and it was also not significant for low self-enhancers,
My =33.64 vs. Myy=19.85, F(1,41)=2.25, ns..
Note also that the main effect of self-enhancement on
change was not significant, F(1,87) = 0.41. These results
indicate that the effect predicted in Hypothesis 3 is led
by participants with a high disposition to self-enhance,
and these results therefore lend additional support to
the view that self-enhancement influences how people
respond to diverging performance measures. Moreover,
these results provide additional evidence that runs
counter to Hypothesis 2 because low self-enhancers
did not conform to the prediction made by the cybernet-

4 We find the same results when we use a general linear model in
which self-enhancement is treated as a continuous variable.

70.00

60.00

50.00

40.00 O Low Self-Enhancers
0 High Self-Enhancers
30.00

20.00
10.00 —
0.00
Low Share/ Low Share/ High Share/ High Share/

Low TSL HighTSL LowTSL HighTSL
Condition

Percent Change

Fig. 2. Mean percent change by condition and by low/high self-
enhancement—Study 1.

ic perspectives. The results also contradict the “unbi-
ased” perspective, whereby people base their decision
to make changes by assigning weights to performance
measures that reflect their relative importance and keep-
ing these weights unchanged across situations.

Overall, the pattern of findings of Study 1 is consis-
tent with a self-enhancing bias. A diverging secondary
performance measure affected the decision to change
only when it helped individuals to maintain a sense of
positive performance, that is, when a primary perfor-
mance measure was low. Furthermore, individuals were
more likely to increase the importance assigned to a sec-
ondary performance measure when this measure helped
them maintain a sense of positive performance, that is,
when a primary performance measure was low and a
secondary performance measure was high. Finally, the
finding that a secondary performance measure affected
the decision to change when a primary performance
measure was low held only for individuals who had high
scores on a self-enhancement scale.

Study 2

To verify whether self-enhancing responses to diverg-
ing performance measures extend to field settings, we
tested Hypothesis 1-3 by examining the impact of two
key organizational performance measures—revenue
growth and profitability—on top executives’ propensity
to introduce new products. Like changes to the pro-
gramming schedule in Study 1, product introductions
are an important form of organizational change (e.g.,
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Barnett & Freeman, 2001). When a radio station adds a
radio format, adjustments need to be made to roles, per-
sonnel, and established routines. Similarly, when an
organization introduces a new product, changes in roles,
personnel, and routines are necessary especially in the
parts of the organization dedicated to production and
distribution.

Sample and data collection

Our sample includes information about hard disk
drive manufacturers. We chose to focus on this industry
for two main reasons. First, this is an industry that has
historically had high rates of innovation accompanied
by the frequent introduction of new products (Christen-
sen & Bower, 1996). Second, although product introduc-
tions data is rare, we had access to a publication, Disk
Trend, that reported information about the products
offered by organizations in this industry in great detail.
This publication was available until 1999.

The sample includes all U.S. public firms specializing
in hard disk drives. Private firms and divisions of diver-
sified firms were excluded because data about revenues
and especially profits was often unavailable for these
organizations. We defined firms specializing in hard disk
drives as those that derived 75% or more of their reve-
nues from sales of hard disk drives, and we obtained
their performance information from Compustat, a
financial database listing public firms by industry. The
eight firms that met this requirement were: Maxtor,
Micropolis, Miniscribe, Priam, Western Digital, Conner
Peripherals, Seagate, and Quantum. The sample
includes yearly observations beginning with the year in
which the firm went public and ending with the cessation
of operation or in 1999 for those that remained in exis-
tence. There are 88 observations, each corresponding to
an organization-year. On average these firms introduced
15 new hard disk drives per year. In addition to these 8
firms, we also report a supplemental analysis of private
and diversified public firms for which performance
information was available.

A key issue in Study 2 was to determine the hierarchy
of the performance measures. Although both revenue
growth and profitability are critical to an organization’s
success, industry accounts suggest that, in this particular
setting, revenue growth was clearly regarded as more
important than profitability. The industry’s phenomenal
growth rate was a key reason for this hierarchy. Total
industry revenues of U.S hard disk drive manufacturers
went from $1.7 billion in revenues in 1977 to over $23
billion in 1999. In this context of continual expansion,
success was often unequivocally linked to record growth
in revenues. Conner Peripherals, for example, was cele-
brated as one of the greatest success stories both inside
and outside the industry, not because of its profitability,
but because it became the fastest-growing manufactur-

ing start-up in American business history and only the
second company ever to reach the ranks of the Fortune
500 in its third year of sales (Richards, 1990). Profitabil-
ity was also highly valued, but tended to be viewed more
as an important condition to sustain revenue growth
than as a primary goal.

To corroborate the view that revenue growth was
viewed as more important than profitability, we exam-
ined the correlation between these two performance
indicators and share price. While revenue growth and
profitability are examples of measures that reflect the
results of past activities, share price is a market valua-
tion measure that reflects investors’ expectations about
future performance (Meyer, 2002). Arguably, if revenue
growth was viewed as more important than profitability,
then it should be more strongly related to share price
than profitability. Information about the share price of
U.S. public firms specializing in hard disk drives was
obtained from Compustat. We computed the average
share price in a given year by averaging the share price
at the end of each month. While the correlation between
revenue growth and the average share price was positive
and significant, r = .28, p <.05, we did not find a signif-
icant correlation between profitability and the average
stock price, r = .07, n.s. Thus this evidence seems consis-
tent with the hypothesized hierarchy of revenue growth
and profitability.

Variables

In this study, the dependent variable is the count of
products introduced in a particular year. The indepen-
dent variables are revenue growth and profitability in
relation to their respective reference points. To deter-
mine the reference points we followed the procedure
adopted in studies of the effect of performance on orga-
nizational change (Greve, 2003a). This literature usually
makes the assumption that the reference point or aspira-
tion level against which organizational members evalu-
ate performance is determined by the organization’s
recent performance history (historical aspiration level)
or by the performance of similar organizations (social
aspiration level) (Cyert & March, 1963; Greve, 2003a).
In preliminary analyses, we explored the effect of reve-
nue growth and profitability using both reference points.
The social aspiration level was the mean value of the
other firms in the sample, whereas the historical aspira-
tion level was the organization’s performance in the pre-
vious year. These analyses showed that the performance
measures had a greater effect on the decision to intro-
duce new products when we used the historical aspira-
tion level than when we used the social aspiration
level. We interpret this evidence as suggesting that orga-
nizational members in these firms paid greater attention
to historical aspiration levels. Therefore the results
reported here are based on historical aspiration levels.



10 P.G. Audia, S. Brion | Organizational Behavior and Human Decision Processes xxx (2006) xxx—xxx

In preliminary analyses, we also experimented with
different lags for the performance measures and found
that the decision to introduce new products in year ¢
was influenced most strongly by the performance in year
t — 1. This is in line with the view that firms tend to have
a portfolio of products ready for launch. Product intro-
ductions, like innovation launches (Greve, 2003b), tend
to reflect decisions to launch products that are internally
available rather than decisions to initiate new product
development efforts that may take years before a new
product is launched.

The analyses also include several control variables.
We include organizational size measured as the log of
a firm’s assets and the number of products offered by
the firm, because larger organizations and organizations
that have a larger product portfolio may be more likely
to introduce new products. We also include the number
of new products introduced by competitors in the previ-
ous year, because firms may introduce more products
under the influence of what other firms do. Finally, we
include the calendar year in order to pick up industry-
level processes linked to the passage of time that may
influence product introductions. Like the performance
variables, these control variables correspond to the year
preceding product introductions.

Model

The dependent variable is a count variable that takes
only non-negative values. Because the distribution of
count variables is not normal and because ordinary lin-
ear regression assumes that errors are normally distrib-
uted, we use negative binomial regression, which is a
special instance of the poisson regression. Poisson
regression takes into account the special nature of count
data (e.g., truncation to zero, right skewed distribution).
The choice between poisson regression and negative
binomial regression is dictated by whether the variance
of the dependent variable exceeds the mean (Cameron
& Trivedi, 1998). Because we found strong evidence of
overdispersion (likelihood-ratio test =643.3, p <.01),
we report negative binomial regressions. To control
for unobserved organization-specific effects that may
be a source of serial correlation, we estimate negative

binomial regressions with random effects (Hausman,
Hall, & Griliches, 1984). The random effect specification
includes an organization-specific effect that permits
observations of the same organization to be correlated
across periods:

Jit = exp(Xitﬁ +u, + u,-),

where /;, is the number of new products introduced by
organization 7 in year ¢, X;; is the vector of the covariates
for organization 7 in year ¢, f§ is the vector of the coeffi-
cients to be estimated, u, is the overall intercept, and
is the organization-specific effect.

Results

Table 2 reports descriptive statistics and correlations
among the variables, whereas Table 3 reports the results
of the negative binomial regressions. A negative coeffi-
cient indicates a negative effect of an independent vari-
able on the probability of a product introduction,
whereas a positive coefficient indicates a positive effect.
Because the negative binomial regression models the
natural log of the dependent variable as a linear function
of the coefficients, it is necessary to exponentiate coeffi-
cients times the change in the independent variable to
compute the magnitude of these effects (e.g., Cameron
& Trivedi, 1998). The only control variable that shows
consistent effects is organizational size. The coefficient
indicates that larger firms are more likely to introduce
new products. Model 2 shows that revenue growth has
a negative effect on the rate of product introductions,
as suggested in Hypothesis 1 and consistent with past
studies that focused on a single performance indicator
(e.g., Audia et al., 2000; Boeker, 1997; Lant et al.,
1992). The coefficient implies that a one-standard-devia-
tion increase in revenue growth is associated with a
15.1% decline in the rate of product introductions
(e(0-691+=0238) _ 1 — _0.151). In Model 3, we examine
the effect of profitability within high and low levels of
revenue growth by adding the same contrasts used in
Study 1. The results lend support to the self-enhance-
ment perspective: LL_LH is negative and significant
whereas HH_HL is negative but not significant. Organi-
zations’ propensity to introduce new products is affected

Table 2
Descriptive statistics and correlations—Study 2
Mean SD Minimum Maximum . 2. 3. 4. S. 6.
1. Product introductions 15.19 15,56 0 76
2. Log of organizational size 6.09 1.17  3.77 8.81 0.646
3. Number of products 2647 2326 5 116 0.568 0.675
4. Product introductions in the industry 83.55 46.50 4 156 0.322  0.646 0.358
5. Calendar year 1990.47 427 1982 1998 0.445 0.744 0.377 0.846
6. Revenue growth minus the reference point —-0.08  0.69 —3.00 2.65 —0.137 0.011 0.021 0.104 0.002
7. Profitability minus the reference point —-0.00 0.17 -0.84 0.69 —0.039 0.018 —0.043 —0.125 —0.067 0.097

Note. Correlations with absolute values greater than .3 are significant at the .05 level; N = 88.
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by profitability but only when revenue growth is below

— B
< Q
g g =3 - the reference point, as predicted in Hypothesis 3.
S & Focusing on organizations experiencing low revenue
2 a g 0 ‘E growth, the coefficient for the contrast LL vs. LH
TTag & implies that those with profitability above the reference
L § point are 35% less likely to introduce new products than
z those with profitability below the reference point
';:;) e(1*—0178) _ e(—1*—0178) = —0.357.
-3 = T To test the robustness of our results, we conducted
s 5 § « E two additional sets of analyses. First, if, in this particu-
TR E ol T lar setting, revenue growth is indeed a more important
=2S SolE performance measure than profitability and if decision
: | T 4;3 makers respond to profitability depending on whether
e revenue growth is above or below the reference point,
= we should find a weaker pattern of results when we
= = éﬁ reverse the hierarchy of the two performance measures.
< ol e As the results in Models 4 and 5 show, profitability does
g E - g not have a significant negative effect on the rate of prod-
i g 5 ; uct introductions and the LL vs. LH contrast is no long-
79 ;’ er significant. Second, we sought to corroborate the
£ results of the models restricted to U.S. public firms spe-
5 cializing in hard disk drives by also analyzing private
3N = firms and divisions of diversified firms such as HP and
22 g S ﬁ IBM for which revenues and profit data were reported
I g |z in Disk Trend. It must be noted that the profit data
S=3 SIS i reported by private firms and divisions of diversified
L :, N E firms tends to be more subject to idiosyncratic calcula-
‘ § tions than the profit data reported by public organiza-
2 tions. This sample includes 201 organization-year
3 <, observations of 26 organizations. Note that organiza-
g 2 E tional size was measured as the log of revenues in these
3 © = models and that we added the percentage of revenues
& g 3 53 derived from transactions within the organization (i.e.,
< 25 g captive sales) as a control. The results in Table 4 indicate
L 8 that we find virtually the same pattern of results sup-
§ porting Hypothesis 1 and 3 when we use this broader
o sample.
s |5
< [
; % . Discussion
2|z
T Z:; Our experimental and field studies indicate that peo-
< ple charged with deciding whether to make changes
5 == S respond to diverging performance indicators in a self-en-
g .28 S hancing manner. Decision makers gave importance to a
g é 8¢ “% secondary performance indicator only when it helped
5 85 5 = them maintain a sense of positive performance, that is,
2 5 2R ; when a secondary performance measure was high and
£ ‘*E 23 o a primary performance measure was low. Our findings
z 222 g contradict the hypothesis made by the behavioral theory
g 238 e of the firm and control theory that decision makers give
% g % % 3 E ‘ importance to a secondary performance measure only
Sz g g B S| R when it is low and a primary performance measure is
;:,’ j - § % £2 - ES T hlg}.l.. Moreover, our ﬁndmgs coqtradlct the view that
- ; g g2 Eﬂ g g v& AN decision makers respond to diverging performance mea-
KAOT SOl =Z 8% g sures in an unbiased manner by giving the same impor-
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tance to a secondary performance measure across situa-
tions, irrespective of whether a primary performance
measure is high or low.

Our findings suggest that the impact of diverging per-
formance measures on individuals’ decisions to change
should result in a modification to the well-accepted pre-
diction that high performance reduces change whereas
low performance increases it. Our results indicate that
when a primary performance measure is high, decision
makers’ propensity to change is not affected by a diverg-
ing secondary performance measure. This presumably
occurs because decision makers give little attention to a
secondary performance indicator exhibiting poor perfor-
mance. However, when a primary performance measure
is low, decision makers change significantly less than the
usual prediction of increased change driven by low per-
formance suggests, because they give greater importance
to a secondary performance measure that indicates a
favorable outcome. In other words, under conditions
of ambiguity deriving from diverging performance
measures, low performance increases decision makers’
propensity to change less than previously thought.

Although our empirical analyses focused on two per-
formance indicators, the literature on self-enhancement
(Dunning et al., 1989; Johns, 1999) implies that self-en-
hancing interpretations of low performance should
occur, or be even stronger, when the number of perfor-
mance measures under consideration is greater, because
a greater number of performance measures implies
greater ambiguity surrounding the precise meaning of
the overall performance. Ambiguity, in turn, makes it
easier for decision makers motivated to maintain an
image of competence to re-evaluate the importance of
positive performance indicators in a self-enhancing
manner. Indeed, as the opening quote by Eisner sug-
gests, decision makers may take advantage of the exis-
tence of numerous performance indicators to obscure
performance on primary indicators.

If the ambiguity introduced by diverging perfor-
mance measures weakens the effect of low performance
on decision makers’ propensity to make changes, we
should expect less change in response to low perfor-
mance than is implied by the often-held view that failure
instigates change, especially in real organizations that
tend to have multiple and weakly linked performance
indicators. The empirical evidence from the few organi-
zation-level studies that separate the effect of perfor-
mance above and below the reference point is
consistent with this suggestion. For instance, a study
of radio stations shows that audience share below the
reference point increased the probability of adopting
new radio formats less strongly than audience share
above the reference point decreased it (Greve, 1998).
In other words, failure on the key performance indicator
for radio stations increased change significantly less
P than success on that same performance indicator

0.036 (0.023)
—0.471"" (0.17)

~0.091 (0.151)
—73.39 (47.25)

594.43

0.056 ** (0.023)

0.011 (0.08)

—0.158™" (0.069)
0.016 (0.008)

—113.41"" (46.61)

—596.92

0.049™" (0.024)
0.015 (0.008)
—99.72™" (47.36)

—599.53

—90.41"" (45.62)

—593.23

0.038 (0.023)
—0.269""" (0.083)

~77.72% (46.56)

—595.58

0.047" (0.024)
—95.32™" (47.97)

—600.95

p <.10.
p <.05.
p<.01

*
*

Revenue growth minus the reference point

LL vs. LH
Revenue growth below the reference point

Revenue growth above the reference point
Constant

Profitability minus the reference point

HH vs. HL
Log likelihood



P.G. Audia, S. Brion | Organizational Behavior and Human Decision Processes xxx (2006) xxx—xxx 13

decreased change. Similarly, a study of shipbuilding
firms (Greve, 2003b) shows that return on assets above
the reference point decreased managers’ propensity to
launch innovations, whereas return on assets below the
reference point did not have any effect. Interestingly,
supplemental analyses in Study 2 reveal the same pat-
tern in our data. When we separate revenue growth
above and below the reference point (Table 3, Model
6; Table 4, Model 6), we find that revenue growth above
the reference point has a negative and significant coeffi-
cient whereas revenue growth below the reference point
is not significant. Although our results suggest that a
self-enhancing response to diverging performance mea-
sures is a reason for the weaker effect of low perfor-
mance on change, it must be noted that other
processes might contribute to this kink in the perfor-
mance—change curve. For instance, decision makers
may fail to make changes following the receipt of nega-
tive performance because their efforts are stifled by the
presence of bureaucratic constraints (Greve, 1998). An
interesting direction for future studies would be to
examine the extent to which these different processes
contribute to decision makers’ reluctance to change in
response to low performance.

More broadly, this paper suggests that research
regarding the effect of performance on the decision to
change may benefit from a closer integration with the lit-
erature on self-enhancement. A fruitful approach for
future research may be to investigate factors, both dis-
positional and situational, that influence the tendency
to engage in self-enhancing interpretations of ambigu-
ous performance information. For instance, the supple-
mental analysis in Study 1 suggests that an important
dispositional factor is the extent to which people regard
themselves as better than their peers. Another potential-
ly important dispositional factor is whether people con-
ceive ability as a malleable quality or a fixed entity.
Dweck and Leggett (1988) suggest that individuals
who construe ability as a malleable quality that can be
continually enhanced tend to regard deficient perfor-
mance as an opportunity for learning and future
advancement. On the other hand, individuals who con-
strue ability as a fixed entity tend to regard deficient per-
formance as a threat to their self-image. In addition,
Wood and Bandura (1989) demonstrate that these con-
ceptual frames can be primed by social contexts, imply-
ing that organizational contexts may induce different
conceptions of ability. Past studies do not examine
how individuals holding these different conceptions
interpret ambiguous performance information, but it
may be that those holding a conception of ability as a
fixed entity will be more likely than those holding a con-
ception of ability as a malleable quality to interpret
ambiguous information in a self-enhancing way.

Situational moderators may also impact the inter-
pretation of diverging performance outcomes. For

instance, the type of scrutiny defined as ‘“the moni-
toring of behavior or performance, frequently with
the goal of increasing accountability” (Johns, 1999,
p- 19) is also likely to influence individuals’ propensi-
ty to self-enhance. Proactive scrutiny, which occurs
when decision makers anticipate being scrutinized
before they act, is likely to temper self-enhancement
because it stimulates self-evaluation that contributes
to more realistic thinking. In contrast, retroactive
scrutiny, which occurs after decision makers act and
typically follows some unforeseen negative conse-
quences, likely exacerbates self-enhancement because
it heightens the motivation to defend one’s behavior.
In addition, the distribution of power may also influ-
ence how organizational members respond to ambig-
uous performance information. Ocasio (1995) argued
that deficient organizational performance leads to
fewer changes to the power distribution when power
is concentrated in cohesive top management groups
than when it is fragmented across multiple constitu-
encies. It may be that the degree of power concentra-
tion also influences how ambiguous performance
information is interpreted. Self-enhancing interpreta-
tions may be more pronounced when power is con-
centrated than when it is fragmented. In the latter
case, divergent interests among those who hold power
may favor mixed interpretations of ambiguous
performance.

Insights from research of self-enhancement might
also help researchers interested in the impact of perfor-
mance on change to understand how people choose
among multiple reference points, a major unanswered
question in studies of decision making (Kahneman,
1992). Reference points demarcate the line between
success and failure, but research on self-enhancement
suggests that individuals may choose reference points
in ways that preserve perceptions of success. Consider,
for example, how people form social aspiration levels.
Social psychologists show that people often maintain
a positive self-image by choosing less-fortunate others
as comparisons (Taylor & Lobel, 1989; Wills, 1981)
and also by distancing themselves from similar individ-
uals who outperform them (Tesser, 1988). Similarly,
organizational researchers find evidence of self-en-
hancement in how boards choose comparison compa-
nies when justifying the compensation of CEOs
(Porac, Wade, & Pollock, 1999). While boards general-
ly justify CEO compensation by comparing their firms
to other companies within the same industry, they tend
to choose outside of their own industry when their
firms perform poorly, their industry performs well, or
CEOs are highly paid. Moreover, the comparisons out-
side of the primary industry tend to be comparisons to
lower-performing firms. While these studies suggest
that self-enhancement influences the choice of compa-
rable others, researchers could carry this insight into
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investigations of the effect of performance on change.
We speculate that to the extent that the tendency to
self-enhance influences the choice of reference points,
perceptions of success and the associated reluctance
to change an existing strategy might be more pervasive
than is often thought.

Our results also add to research on self-enhancement
and in particular to its link to risk taking. Past studies
show that correlates of the disposition to self-enhance
such as self-esteem and unrealistic optimism increase
risk taking (Baumeister, Heatherton, & Tice, 1993;
Josephs, Larrick, Steele, & Nisbett, 1992; McFarlin &
Blascovich, 1981). Presumably people who think highly
of themselves take greater risks because they think that
they are less likely to suffer harm than their peers (Bur-
ger & Burns, 1988; Taylor & Lobel, 1989). However, if
we equate making changes with taking greater risks,
the results of Study 1 identify a particular context in
which the motivation to protect one’s positive image
appears to interfere with risk taking. While low perfor-
mance generally increases risk taking, self-enhancers
may be less likely to take risks than non-self-enhancers
because they are motivated to give greater attention to
favorable performance outcomes that call for less risky
actions.

Limitations

Although a strength of this paper is that it investi-
gates the same relationships in both an experimental
and a field study, the parallel between the two studies
is far from perfect. While in the experimental study we
were able to provide clear instructions indicating
which performance measure was most critical and
which performance measure was less important, in
the field study we assumed that revenue growth was
the most critical performance measure and profitabili-
ty was less important. Although it is reassuring that
revenue growth was more strongly linked to the share
price than profitability and that the pattern of results
supports the hypothesized hierarchy of the two perfor-
mance measures, this difference between the two stud-
ies should be kept in mind. Furthermore, while the
experimental study examined decisions made by indi-
viduals, the field study focused on the introduction
of new products, which are often decisions made by
groups of executives. This difference, however, should
not limit the validity of our conclusions, because
research has shown similar self-enhancing tendencies
at the group level (Johns, 1999; Polzer, Kramer, &
Neale, 1997).

Our findings may be also limited by specific features
of the decision making context. In the experimental
study, participants playing the role of a manager made
decisions about changing the programming schedule.
Although our results suggest that this procedure is suffi-

cient to ensure that participants internalize the perfor-
mance of the company, the changes made remain
hypothetical, and participants are somewhat removed
from their consequences. Future research could ensure
that similar self-enhancing decisions also occur in con-
texts in which decision makers face consequences. More-
over, participants were given performance information,
and no search process for such performance information
was necessary. Future work should investigate decision
makers’ search processes in contexts where information
is not so readily available and reliable. Future research
could also examine decision makers in industries in
which more than two performance indicators are com-
monly used. This work could shed additional light on
the hierarchies that managers create to interpret perfor-
mance outcomes.

Conclusion

In closing, we have found that people react to diverg-
ing performance measures in a self-enhancing manner.
Evidence from both an experimental and a field study
suggests that decision makers are motivated to maintain
a sense of positive performance and actively rearrange
the hierarchy of diverging performance measures to
reach this aim. Furthermore, the tendency to self-en-
hance makes decision makers reluctant to acknowledge
the need for change.
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