
 http://jom.sagepub.com/
Journal of Management

 http://jom.sagepub.com/content/28/2/217
The online version of this article can be found at:

 
DOI: 10.1177/014920630202800205

 2002 28: 217Journal of Management
Hettie A. Richardson, Robert J. Vandenberg, Terry C. Blum and Paul M. Roman

Organizational Financial Performance
the Boundary Conditions Circumbscribing Decentralized Decision-Making and 

Does Decentralization Make a Difference for the Organization? An Examination of
 
 

Published by:

 http://www.sagepublications.com

On behalf of:
 

 
 Southern Management Association

 can be found at:Journal of ManagementAdditional services and information for 
 
 
 

 
 http://jom.sagepub.com/cgi/alertsEmail Alerts: 

 

 http://jom.sagepub.com/subscriptionsSubscriptions:  

 http://www.sagepub.com/journalsReprints.navReprints: 
 

 http://www.sagepub.com/journalsPermissions.navPermissions: 
 

 http://jom.sagepub.com/content/28/2/217.refs.htmlCitations: 
 

 What is This?
 

- Apr 1, 2002Version of Record >> 

 at Stephen B. Thacker CDC Library on August 14, 2014jom.sagepub.comDownloaded from  at Stephen B. Thacker CDC Library on August 14, 2014jom.sagepub.comDownloaded from 

http://jom.sagepub.com/
http://jom.sagepub.com/content/28/2/217
http://www.sagepublications.com
http://southernmanagement.org
http://jom.sagepub.com/cgi/alerts
http://jom.sagepub.com/subscriptions
http://www.sagepub.com/journalsReprints.nav
http://www.sagepub.com/journalsPermissions.nav
http://jom.sagepub.com/content/28/2/217.refs.html
http://jom.sagepub.com/content/28/2/217.full.pdf
http://online.sagepub.com/site/sphelp/vorhelp.xhtml
http://jom.sagepub.com/
http://jom.sagepub.com/


Journal of Management 2002 28(2) 217–244

Does Decentralization Make a Difference for the
Organization? An Examination of the Boundary

Conditions Circumbscribing Decentralized
Decision-Making and Organizational

Financial Performance�

Hettie A. Richardson∗
Department of Management, Louisiana State University, Baton Rouge, LA 70803, USA

Robert J. Vandenberg
Department of Management, The University of Georgia, Athens, GA 30602, USA

Terry C. Blum
The Dupree Center for Entrepreneurship, Georgia Institute of Technology, Atlanta, GA 30332, USA

Paul M. Roman
Center for Research on Deviance and Behavioral Health, The University of Georgia, Athens, GA 30602, USA

Received 5 April 2000; received in revised form 19 January 2001; accepted 14 May 2001

Recently, there has been increased interest in the organizational gains that can be achieved by
decentralizing decision-making authority to lower level employees. Yet, literature examining
the relationship of decentralization to organizational performance is both scarce and equiv-
ocal. The current study examines decentralization’s influence on financial performance in a
sample of behavioral healthcare treatment centers. As expected, the decentralization–financial
performance relationship is moderated by key organizational characteristics. Implications of
the findings are presented. © 2002 Elsevier Science Inc. All rights reserved.

Contemporary practitioners and researchers are increasingly interested in the competitive
advantages that can be achieved by leveraging the value of human resources (Becker &
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Huselid, 1998; Lawler, Mohrman & Ledford, 1995; Vandenberg, Richardson & Eastman,
1999). This interest is largely due to increasing evidence that human capital can have a
major impact on firm performance. For instance, Arthur (1994) found that between 42 and
65% of the variability in organizational performance (i.e., labor hours and scrap rate) is
due to the use of “high commitment” human resource practices. Over the years, a number
of approaches to managing human capital have developed, all of which are predicated on
the value of human resources. Examples of these approaches include high involvement
work processes (Lawler, 1996), participative decision-making (Locke & Schweiger, 1979),
empowerment (Spreitzer, 1995), delegation (Leana, 1986), and self-managed teams (Cohen,
Ledford & Spreitzer, 1996).

While each approach differs with respect to the processes and practices for leveraging
value from an organization’s human capital, a common element among them is the ex-
pectation that organizational gains can be achieved by providing employees with greater
access to decision-making authority (Aiken & Hage, 1966; Knoke, 1981; Pugh, Hickson,
Hinings, MacDonald, Turner & Lupton, 1963). That is, each of these approaches shares
the theoretical premise that, contrary to authoritarian and bureaucratic methods of organi-
zational control, methods and structures which promote social control through employee
autonomy and authority link workers’ self-interests with those of the organization in order
to facilitate higher quality decisions and the achievement of organizational goals (Ashmos,
McDaniel & Duchon, 1990; Wooldridge & Floyd, 1990). At the organizational level, so-
cial control is represented by structural characteristics such as an overall decentralization
of decision-making authority to lower organizational levels (Aiken & Hage, 1966; Pugh,
Hickson, Hinings & Turner, 1968).

While decentralization may reside at the core of many contemporary practices and
research, the extent to which organizational-level performance gains are actually achieved
via decentralized decision-making authority remains unclear. As early as 1965, Porter
and Lawler concluded that research on organizational decentralization has provided little
unequivocal support for the positive influence of decentralization on performance out-
comes, such as financial gain and improvements in organizational output. Though some
researchers have empirically related decentralization to positive attitudinal and employee
morale outcomes (i.e., subjective outcomes; Hodson, 1985; Knoke, 1981), evidence of posi-
tive influences on more objective indices (e.g., financial performance) has been much harder
to obtain (Wagner, 1994; Wagner, Leana, Locke & Schweiger, 1997).

Because of the equivocal results regarding its influence on organizational outcomes, some
have argued that the primary benefit of decentralization and its related practices is not orga-
nizational but attitudinal and, as such, have come to question its practical benefits (Knoke,
1981; Wagner, 1994). In other words, decentralization may primarily serve to make em-
ployees feel good about their jobs, selves, and organizations, but do little to enhance the
financial position of an organization. It is possible, though, that the relationship of decen-
tralization to organizational outcomes is more complex than has typically been portrayed
in the literature.

Much research has treated decentralization—in any of its forms—as a “best practice,”
uniformly expected to result in positive effects (e.g., Aiken & Hage, 1966; Cohen et al., 1996;
Morse & Reimer, 1956; Ouchi, 1977). Though the notion of “best practices” is appealing
in its parsimony, it is yet to receive blanket support in any domain of the organizational
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sciences. That is, the value of most approaches to managerial control is circumscribed
by various boundary conditions that either enhance or limit their effectiveness. Perhaps
more importantly, the theoretical literature also suggests that decentralized decision making
authority, especially at the organizational level, is not likely to be a panacea for improved
performance.

Drawing on the Pfeffer and Salancik (1978, p. 1) argument that “organizations are
inescapably bound up with the conditions of their environments,” Ranson, Hinings and
Greenwood (1980) use contingency theory rationale to assert that the design of an effective
organization must be adapted to deal with the circumstances of its internal and external envi-
ronment. More recently, Wagner et al. (1997, pp. 57–59) suggested that the findings casting
doubt upon the practical efficacy of certain forms of decentralized decision-making perhaps
stemmed from past researchers’ failure to consider the favorableness of the context in which
decentralization was implemented. Also using a contingency rationale, Wagner et al. (1997)
challenged future researchers to seek out conditions in which decentralized decision-making
may be embedded and which act to support or undermine decentralization’s influence upon
outcomes, particularly objective ones such as those describing organizational performance.

We interpret this challenge as positing that direct effects upon objective indices of organi-
zational performance may be too simplistic—masking the reality that decentralization may
only exert influences under certain conditions and may actually have a negative impact under
other circumstances. Thus, we examine whether the relationship between decentralization
and organizational outcomes is contingent on contextual organizational characteristics.

We begin with an overview of the conceptual premises underlying decentralization. We
then examine financial performance and develop hypotheses regarding the impact of de-
centralization on this outcome. The goal is to show that only examining the direct effects of
decentralization may result in misleading conclusions and that sound reasons exist to postu-
late a moderated influence of decentralization upon objective indices of short-term financial
performance. We examine these expectations in a sample of behavioral health treatment cen-
ters. Treatment centers as the units of analysis are particularly apt in this role. In response
to turbulent and uncertain environmental conditions and the increasingly scarce resources
associated with them (D’Aunno & Sutton, 1992), many treatment centers face growing pres-
sures to more effectively use their human capital (Blum, 1998), and healthcare researchers
have begun advocating that centers do so by moving toward decentralized decision-making
(Ashmos et al., 1990). Continued public concern about the quality of healthcare also requires
these organizations to perform more effectively overall (Scheid & Greenley, 1997).

Decentralization and Effectiveness

Over the years, many related methods have been proposed for providing employees with
greater decision-making authority. While distinctions between these methods can be made,
their common foundation (i.e., the belief that greater employee decision-making authority
is associated with performance outcomes) has resulted in confusion about how they dif-
fer (Glew, O’Leary-Kelly, Griffin & Van Fleet, 1995; Leana, 1986). As Leana points out,
each of these methods can be located on a continuum of processes by which employees
can be involved in decision-making. This continuum ranges from completely autocratic
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decision-making to processes that provide employees with maximum authority, such as
the complete delegation of decisions to employees. Falling between these two extremes are
processes such as participation and decentralization. Whereas participation is commonly de-
fined as joint decision-making between supervisors and subordinates (Locke & Schweiger,
1979), decentralization can be broadly defined as “a dynamic participative philosophy of
organizational management that involves selective delegation of authority to the operational
level” (Przestrzelski, 1987).

Our focus is on the general notion of employees’ access to decision-making at the organi-
zational level, which we broadly refer to and measure as internal structural decentralization.
We specifically examine Aiken and Hage’s (1966) hierarchy of authority dimension of de-
centralization. According to these authors, this dimension of decentralization is the “extent
to which members are assigned tasks and then provided with the freedom to implement
them without interruption from supervisors” (Aiken & Hage, 1966, p. 498). Because of the
existing confusion in the literature, similar concepts have been referred to as both participa-
tion and delegation in other work (Glew et al., 1995; Locke & Schweiger, 1979). As such,
we draw on the participation, delegation, and decentralization literatures.

For decades, the primary expectation has been that decentralization will positively influ-
ence organizational functioning as indicated through both subjective (e.g., collective satis-
faction) and objective (e.g., organizational financial) indices (Aiken & Hage, 1966; Morse &
Reimer, 1956; Ouchi, 1977). The reasoning behind this expectation is the premise that, “The
properties of structural frameworks have important consequences for the organization’s ef-
fectiveness: the extent of. . . centralization. . . will influence the effectiveness of control (cf.
Ouchi, 1977), adaptability, and member motivation. . . ” (Ranson et al., 1980). In terms of
objective outcomes, decentralization is treated as “a means for realizing the larger goals of
the organization and its management” (Leana & Florkowski, 1992, p. 245) and assumes that
employees have information managers lack (Miller & Monge, 1986). In complex, dynamic
environments—such as the health care environment—upper-level managers may be faced
with more information than they are capable of processing on their own (Ashmos et al.,
1990; Wooldridge & Floyd, 1990). Thus, decentralization allows organizations to reap ben-
efits by taking advantage of the capabilities of lower-level employees whose contributions
are often overlooked in more autocratic, centralized decision environments (Ashmos et al.,
1990; Locke & Schweiger, 1979; Miller & Monge, 1986).

Despite expectations for relationships with objective outcomes, most existing decentral-
ization research has focused on only two issues: (a) the factors resulting in decentralization
or the relationship of decentralization to other structural characteristics (e.g., Aiken & Hage,
1968; Pugh et al., 1968; Pugh, Hickson & Hinings, 1969), and (b) the influence of decen-
tralization on subjective outcomes (e.g., employee attitudes; Hodson, 1985; Knoke, 1981).
The small cadre of empirical work that does consider objective outcomes generally has
examined (a) related practices (e.g., participative decision making, PDM) and their influ-
ence on individual-level outcomes or (b) how involving middle-level managers in strategic
decision-making influences organizational-level performance. Research in the former cat-
egory has not been very encouraging. Meta-analytic reviews of the studies linking PDM to
performance outcomes have shown that such links tend to be small or non-existent (Wag-
ner, 1994; Wagner et al., 1997), leading researchers to call for future work examining the
conditions that may support or undermine decentralization’s influence on performance.
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Research considering the decentralization of strategic decision-making to middle man-
agers has been much more encouraging. Floyd and Wooldridge (1992, 1997) and Wooldridge
& Floyd (1990) conducted a series of studies examining the influence of middle managers
on organizational performance, and their findings indicate that this form of decentralization
can impact the quality of decisions made and, thus, organizational outcomes such as overall
financial performance, return on assets, and growth rate. Wooldridge and Floyd (1990) also
point out, though, that decentralization may not be desirable in all situations. For instance,
when rapid response is required, the time and energy associated with decentralization to
middle managers may outweigh potential benefits. As such, these authors encourage future
researchers to seek out the internal and external environmental conditions that intensify the
need for involvement.

We interpret the results of these two streams of research (PDM and the work of Floyd
and Wooldridge) as indicating that decentralization can positively influence organizational
performance outcomes, but that the relationship between decentralization and objective per-
formance might be dependent upon contextual contingencies that determine the variability
of organizational outcomes (Ranson et al., 1980). Interestingly, much of the initial writing
on decentralization is based on the idea that organizational characteristics interact with one
another to influence the organization (Hickson et al., 1971; Perrow, 1967). Perrow (1967),
for example, suggests that decentralization represents choices among many means, and the
consequences of such choices should not directly influence organizational goals but rather
should indirectly influence goals dependent upon other organizational and environmental
characteristics.

What, then, are the contextual constraints that might circumscribe the decentralization–
performance relationship? Most possible contingencies fall into two broad categories: orga-
nizational characteristics and environmental characteristics. The problem is that researchers
can and have suggested almost an infinite variety of organizational and environmental fac-
tors that may serve as moderators or contingency factors, and there is no one overarching
theory from which a clear set of contingencies or boundary conditions can be derived.
For example, the initial writings of Pugh, Hickson, Hinings and colleagues discuss how
organizational characteristics such as decentralization should fit with other structural char-
acteristics such as formalization, and research has been done in this area. Yet these authors
and others (e.g., work by Aiken and Hage, also Floyd and Wooldridge) also suggest that
there may be many other factors that could be taken into consideration when examining fit
and the influence of fit on outcomes.

The boundary conditions we consider are derived from multiple theoretical literatures.
Specifically, the conditions we examine are (1) the degree of decentralization between a
center and its parent organization; (2) the condition of the center in terms of growth, stability,
or shrinkage; (3) the percentage of professionals employed by the center; (4) the amount of
competition the center faces; and (5) the performance aspirations of the center. Each of these
is associated with key conditions to which modern healthcare organizations must respond.
For example, healthcare organizations must learn to operate in complex environments due
to increased vertical and horizontal integration and competition (Conrad & Shortell, 1996).
Many healthcare centers are entering and leaving the field or changing their own services in
reaction to these changes (Blum, 1998). Likewise, pressure to perform at lower costs is often
forcing these organizations to become more financially oriented and operate effectively with

 at Stephen B. Thacker CDC Library on August 14, 2014jom.sagepub.comDownloaded from 

http://jom.sagepub.com/


222 H.A. Richardson et al. / Journal of Management 2002 28(2) 217–244

reduced resources (D’Aunno & Sutton, 1992). The following paragraphs introduce the five
conditions, the rationale underlying their inclusion as constraints, and related hypotheses.

Parent–center decentralization

The boundary condition of parent–center decentralization parallels the contingency fac-
tor that Pugh et al. (1969) refer to as dependence on a parent organization. Aiken and Hage
(1966, 1968) distinguish this factor from an organization’s internal decentralization (i.e.,
decentralized decision-making authority within a given treatment center) in terms of the
autonomy the organization has from other organizations. Modern healthcare organizations
face increased complexity due to horizontal integration among hospitals and independent
centers, vertical integration of treatment providers with HMOs, and strategic interorganiza-
tional alliances among a variety of healthcare providers (Conrad & Shortell, 1996). These
conditions suggest that many treatment centers may find themselves in relationships with
larger parent organizations that constrain the centers’ ability to pursue various management
styles or develop certain organizational structures. Thus, it is reasonable to consider the
authority given to a center as a whole by the parent organization, or parent–center decen-
tralization, as distinct from the authority the center gives to its own internal employees (i.e.,
the primary decentralization construct of this study, internal decentralization).

The concept of coupling (Weick, 1976) suggests that some degree of simultaneous
centralization–decentralization among organizations and their parents may be desirable.
Centralization between a center and its larger parent organization can serve to buffer the
center from environmental turbulence, enabling the center to achieve dependability and
avoid excessive internal disorder. At the same time, the turbulent environment in which
centers operate necessitates some degree of decentralization in order to achieve flexibility
and adaptability. Research (Jansen & Chandler, 1994) supporting this notion suggests that
tightly coupling centers with their parent organizations (e.g., centralization; providing a
center with little general autonomy in terms of making decisions about how it is run) may
serve to buffer the centers from the environment, creating reliable administrative and struc-
tural order. Concurrently providing the employees throughout a center with the authority
to take independent action within the order created by parent–center centralization may
result in responsiveness and flexibility at the point of service delivery without unnecessary
irregularity (Jansen & Chandler, 1994; Lawler, 1996).

Work by Brown and Eisenhardt (1998) also supports the concept of simultaneous de-
centralization and centralization at different levels of an organization. According to these
authors, the most successful organizations should be those that are neither sostructuredand
rigid as to encourage little to no action, nor sounstructuredas to prevent purposive action.
The reason behind this logic is that, without any structure, there are too many possible actions
and inaction is likely. Yet, with too much structure, action becomes less effective and organi-
zations lose their ability to be flexible and to adapt to the changing demands of competition.
Thus, the optimal situation would be one in which there is more structure in at least one
level of the organization, but less structure at other levels. Therefore, our first hypothesis is:

Hypothesis 1:Parent–center decentralization will moderate the relationship between
internal decentralization and center financial performance such that for centralized
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parent–center relationships the internal decentralization–financial performance relationship
will be positive and for decentralized parent–center relationships the internal decentrali-
zation–financial performance relationship will be negative.

Organizational Condition

Pugh et al. (1969) point out that an organization’s historical condition, which may mani-
fest itself in terms of changes in the range of products and services offered, is an important
contextual characteristic to consider when also considering aspects of an organization’s
structure. As such, we suggest that the success of internal decentralization may also depend
on whether the treatment center is in a period of growth, shrinkage, or stability (Lawler,
1996). Researchers (e.g., Ashmos, Duchon, Hauge & McDaniel, 1996; D’Aunno & Sut-
ton, 1992) suggest that organizational reductions in staff and services lead to increased
disorder—making it increasingly important for remaining staff to broaden their roles and
to innovatively provide competitive services with reduced resources. Supporting the need
for decentralized decision-making during difficult organizational times, Ashmos, Duchon
and McDaniel (1998) found hospitals with poorer past performance tended to bring more
people into decision situations and use them in more decision situations.

Additionally, D’Aunno and Sutton (1992) described leaders facing shrinkage as experi-
encing high levels of personal anxiety, with greater anxiety limiting the leaders’ abilities to
process the vast amounts of ambiguous information on which key organizational decisions
and activities are often based. As mentioned, the expectation for decentralization’s influence
on organizational outcomes is based on the assumption that, in turbulent environments, bet-
ter decisions will be made when decisions are made by those most capable of making them
rather than only by top managers (Ashmos et al., 1990; Floyd & Wooldridge, 1992, 1997).
Work by Floyd and Wooldridge (1992, 1997) and Wooldridge & Floyd (1990) provides
some support for this assumption. For example, their 1990 study shows that performance
improves when lower-level managers are involved in strategic decision-making and that
the benefits of decentralized decision making stem from the complexity of current business
environments.

By implication, these findings and existing theory suggest that, in less complex or dy-
namic environments, decentralized decision-making may be less crucial. It follows, then,
that decentralization might actually have proportionally greater positive impact on orga-
nizational outcomes in shrinking firms than in firms where organizational effectiveness is
inherently augmented by other key factors (e.g., robust growth or a strong, stable market po-
sition) and where the time and effort associated with decentralized decision-making might
outweigh the additional benefits that decentralization can bring to an organization already
performing well. For these reasons, the following is hypothesized:

Hypothesis 2:Organizational condition will moderate the relationship between internal
decentralization and financial performance such that for shrinking organizations the internal
decentralization–financial performance relationship will be positive and strong, while for
growing organizations the internal decentralization–financial performance relationship will
be positive and weak.
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Workforce Characteristics

A basic premise of decentralized authority is that benefits can be gained from providing
employees with greater opportunities to make quality decisions on behalf of their organiza-
tions (Floyd & Wooldridge, 1997; Locke & Schweiger, 1979; Miller & Monge, 1986). For
instance, decentralization is intended to increase decision-making authority among employ-
ees who would typically not be given such authority under more bureaucratic structures,
but who may have a great deal to contribute to certain decisions.

Historically, organizations such as treatment centers have been considered what Pugh
et al. (1969) referred to as “personnel bureaucracies.” They were organizations staffed by
large numbers of professional employees that were characterized by high concentration of
authority, but low structuring of work centers. Professional employees in these organizations
were generally hired because their knowledge and training allowed them to effectively
work with relative autonomy at the operational level. This was particularly true in the
treatment industry, where skilled professionals such as nurses and licensed counselors were
largely responsible for service delivery. The importance of providing these professionals
with authority over work tasks is often considered a necessity because they are the employees
with treatment expertise. Research by Ashmos et al. (1998) also indicates that involving
professionals in strategic, as opposed to only bureaucratic, decisions can positively influence
hospital performance.

Recently, however, pressures to reduce costs have led many centers to increasingly rely on
non-professional employees (e.g., unlicensed counselors, clinical technicians) for service
delivery. Logically, though still knowledgeable, these employees should not have the need
for autonomy or expertise that professionals do. While decentralization may still be useful
in organizations employing a low percentage of professionals, it may be less necessary and
valuable to those organizations. Based on the arguments, our third hypothesis is as follows:

Hypothesis 3:The proportion of professional workers (i.e., nurses and licensed coun-
selors) employed by a center will moderate the relationship between decentralization and
financial performance such that for organizations with a low proportion of professionals
the internal decentralization–financial performance relationship will be positive and weak,
while for organizations with a high proportion of professionals the internal decentralization–
financial performance relationship will be positive and strong.

Competitive environment

Individual centers experience varying degrees of competition from other centers or treat-
ment providers. A common argument found in some decentralization literature is that the
highly competitive nature of the modern marketplace requires successful organizations to
develop human resources who are proactively involved in the organization and who are
capable of moving beyond the boundaries and tasks of traditionally defined jobs (Koch &
McGrath, 1996; Lawler, 1996). Theory also suggests that decisions in predictable, stable
(e.g., less competitive) environments should also be predictable and stable (Mintzberg &
Waters, 1985). This proposition led Wooldridge and Floyd (1990) to suggest that decentral-
ization should be deliberately pre-empted in such conditions in order to avoid potentially
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negative consequences. It follows that, in highly competitive environments, centers adopting
decentralization should perform more successfully than those that do not. Under conditions
of low competition, the greater workforce utilization associated with decentralization would
be unnecessary and provide no discernable advantages for a center. The cost and effort of
establishing decentralization under conditions of low competition may negatively impact a
center’s performance. Therefore, the fourth hypothesis is as follows:

Hypothesis 4:The nature of the competitive environment in which a center operates
will moderate the relationship between internal decentralization and financial performance
such that for centers in highly competitive environments the internal decentralization–
performance relationship will be positive, while for centers in relatively non-competitive
environments the internal decentralization–performance relationship will be negative.

Performance Aspirations

It has been argued that organizational performance and initiatives intended to improve
performance can only be realistically considered in the context of organizational objec-
tives (Rogers & Wright, 1998). The focal point of the present study is the relationship
between decentralization and organizationalfinancialeffectiveness, and it is believed that
decentralization can positively influence organizational effectiveness when used within cer-
tain boundary conditions. Thus, this study relies heavily on the assumption that improved
financial effectiveness is an important goal or objective for treatment centers.

Strong financial performance aspirations, however, are not necessarily characteristic of
all treatment centers. For instance, the primary performance aspiration for some centers
might be outstanding customer service or mere survival. Among centers that do not em-
phasize financial effectiveness as an organizational objective, there may be little value
in extensively pursuing an initiative like decentralization that is intended to improve fi-
nancial performance. Similar to the argument for competitive environment, the effort and
expense of decentralization in an organization that is not pursuing financial performance
may not be worthwhile and may even be detrimental. Accordingly, our final hypothesis is as
follows:

Hypothesis 5:A treatment center’s performance aspirations will moderate the rela-
tionship between internal decentralization and financial performance such that for centers
with strong financial performance aspirations, the decentralization–financial performance
relationship will be positive, while for centers with low financial aspirations the decentrali-
zation–financial performance relationship will be negative.

Method

Sample

Data for this study were collected at two time periods. Time 1 data were gathered in 1995
and 1996 as the first phase of the “National Treatment Center Study.” Time 2 data, from
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which the follow-up financial performance measure was derived, were collected in 1997
(for those centers where Time 1 data were collected in 1995) and 1998 (for those centers
where Time 1 data were collected in 1996). The centers represented a national sample
of private-sector behavioral healthcare treatment programs. Centers were drawn from a
stratified random sample of geographic areas throughout the United States, and the data
constituted a random sample of for- and not-for-profit behavioral healthcare and substance
abuse treatment centers. Overall, 450 centers participated in the study, resulting in an 89%
response rate for Time 1.

For each participating center at Time 1, the program administrator (i.e., the top position
in the center) was identified as the primary respondent and on-site interviews were con-
ducted with him/her by one of a team of full-time interviewers. The average administrator
respondent was white (87.9%), was male (57%), was between the ages of 40 and 49 (45%),
and held at least a master’s degree (64%). Fifty-five percent had been educated either in
social work, medicine (including nursing), psychology, or counseling, while 14% had been
educated in business and 8% held degrees in multiple fields. Fifty-nine percent of the ad-
ministrators were clinically licensed. Average center tenure was about 7 years and average
position tenure was 5 years.

In addition to the on-site interviews, questionnaires were left with the administrators
to be completed and returnedvia mail. The response rate for the questionnaires was 89%
(n = 401) of the respondents at the 450 participating centers. Of these centers, 383 agreed to
participate at Time 2, resulting in an 85% response rate. Time 2 data were also collectedvia
on-site interviews with the administrators. Listwise deletion of cases with missing data on
the variables included in the analyses resulted in a maximum usable sample of 280 centers
at Time 1. At Time 2, listwise deletion of data resulted in a maximum usable sample size
of 211.

Because the usable samples represented little more than half of the original sample, we
conducted mean difference tests between the included centers and the excluded centers on
both the dependent and independent variables. There was no significant mean difference on
the financial performance index at Time 1 (F[1,314] = .05; n.s.) or at Time 2 (F[1,236] =
.93; n.s.). The only significant differences among the independent variables excluded for
missing financial performance data at Time 1 were for centers located in hospitals or on
hospital campuses and for parent–center decentralization. The usable centers were slightly
less likely to be located in a hospital (F[1,449] = 15.28;p < .001;µ for included centers=
.67; µ for excluded centers= .80) and reported slightly higher levels of parent–center
decentralization (F[1,361] = .01;p < .05;µ for included centers= 4.71;µ for excluded
centers= 4.50). For centers excluded for missing financial performance data at Time 2,
there were also two significant differences. Excluded centers were slightly more likely to
be non-profit (F[1,449] = 8.53;p < .01; µ for included centers= .30; µ for excluded
centers= .42) and reported slightly higher levels of competition (F[1, 435] = 5.53;p <

.05; µ for included centers= 6.01;µ for excluded centers= 6.63). In order to maximize
our usable sample, we used mean replacement with the regression imputation technique
recommended by MacDonald, Thurston and Nelson (2000) on those independent variables
for which there were greater than 50 cases missing. Replacement was used on internal
decentralization (85 cases), parent–center decentralization (87 cases), and performance
aspirations (86 cases).
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Measures

The constructs operationalized in the current study were internal decentralization, parent–
center decentralization, organizational condition, percentage of professionals, competition,
performance aspirations, financial performance, and a number of control variables. All
measures except financial performance were administered either during the Time 1 on-site
interviews with administrators or in the Time 1 administrator questionnaires. Financial
performance data were derived from organizational records at both Times 1 and 2.

Internal decentralization. Internal decentralizationwas measured using a 5-item subset
of Aiken and Hage’s (1966) centralization scale completed as part of the administrator
questionnaire. Originally developed and used in a sample of social welfare and healthcare
organizations (see Aiken & Hage, 1966, 1968), this measure has been found to be reliable and
valid at the organizational level (Dewar, Whetten & Boje, 1980). Items had an organizational
frame of reference and asked center administrators to assesswhat it is generally like for
employees to work at their centersby rating five statements according to how reflective each
was of working at their centers. The five statements were: (1) there can be little action taken
until a supervisor approves a decision; (2) people who want to make their own decisions
would be quickly discouraged; (3) even small matters must be referred to someone higher
up for approval; (4) employees must ask their supervisors before doing almost anything;
and (5) any decisions employees make must have their bosses’ approval. Responses were
on a 7-point Likert scale ranging from “not at all true” to “definitely true” and were coded
such that higher scores represented greater decentralization. The average across items was
used in the analyses. The internal reliability coefficient was .87.

Boundary conditions.It was necessary to operationalize five boundary conditions or
moderators of the decentralization–effectiveness relationship. The first condition was
parent–center decentralization. One way of conceptualizing parent–center decentraliza-
tion is as the amount of authority given to center leadership by the parent organization or, as
Aiken and Hage (1968) refer to it, organizational autonomy. Parent–center decentralization
was measured using a scale derived from Khandwalla (1977). Each administrator was asked
how much autonomy his/her center’s on-site administration is given by the parent orga-
nization to make decisionsregarding raising capital for new investments; determining the
center’s operating budget; developing, marketing, and pricing treatment services; hiring, fir-
ing, and disciplining senior personnel; allocating excess revenue; opening/closing satellite
facilities; and setting compensation policies. Thus, while the internal decentralization items
emphasized decentralization as it is applied to employees throughout a center, this measure
emphasized decentralization as it is applied to a center’s top management by a larger par-
ent organization. All responses were on a 7-point Likert scale anchored on one end with
“no authority” and the other with “complete authority.” The mean of these items was used
to create the decentralization construct. Higher scores represented greater parent–center
decentralization, while lower scores represented greater parent–center centralization. The
internal reliability coefficient for the measure was .92.

The second boundary condition,organizational condition, was operationalized through
two interview items asking administrators if there were imminent or in-progress plans for
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their centers to either expand or decrease staff, services, or the number of clients treated.
Responses to these questions were coded to create a variable where growth (1); stability
(0); shrinkage (−1). Growth indicated those centers planning expansion but not planning
any decreases. Shrinking centers were those centers planning reductions but no expansion.
Stable centers were those planning (a) neither expansion nor reduction (n= 161) and (b)
those planning expansions in some areas but reductions in others (n= 19).

The third boundary condition,proportion of professional workers, was operationalized
as the total number of nurses and licensed counselors divided by the total number of center
employees. This proportion ranged from .00 to 1.00 with an average proportion of .47.
The fourth condition,competitive environment, was operationalized with a single question
asking respondents how much overall competition their centers faced at that time of the in-
terview. Responses for this item ranged from 1 (no competition) to 10 (intense competition),
with a mean response of 6.35. The final boundary condition,performance aspirations, was
measured as the mean of five items taken from the administrator questionnaire and adapted
from Khandwalla (1977). These items asked respondents the degree to which their orga-
nizations focused on generating average revenues, maintaining below average operating
costs, maintaining high rates of growth, and securing high, above average financial strength
as primary goals for their organizations. Again, items were on a 7-point agree–disagree
format. Items were averaged to create the scale and coded such that higher responses
represented greater financial performance aspirations. Internal reliability for this scale
was .74.

Financial performance.Organizational effectiveness refers to an absolute level of per-
formance assessed by the degree to which an organization achieves certain goals (Ostroff
& Schmitt, 1993). It is difficult to obtain financial performance data standardized for an
entire sample of behavioral healthcare treatment centers. The primary reason is that smaller
centers often feel vulnerable and are reluctant to provide hard financial data (Kamalesh,
Subramanian & Yauger, 1997). To initiate control and standardization on our measure of
financial performance, we asked administrators during the Times 1 and 2 on-site interviews
to provide total center revenues and total center expenses from the most recent fiscal year.
We used the information to create a measure ofgross total marginat both time periods by
subtracting expenses from revenues, then dividing the resulting number (net incomeTi) by
revenues, i.e. (revenuesTi −expensesTi/revenuesTi) (Tennyson & Fottler, 1997).1 Clement,
D’Aunno and Poyzer (1993) have argued that margin is an excellent indicator of short-term
financial performance in healthcare organizations. While the length of time between Time
1 and 2 is probably too long to be considered purely “short-term,” looking at Time 2 margin
allows us to add a longitudinal dimension to the study that would be missed if we focused
only on Time 1. Because neither the Time 1 nor 2 margin was normally distributed, both
were transformed by taking their natural logs. This transformation reduced margin skew-
ness from−3.22 to−.95 for Time 1 and from−2.58 to−.68 for Time 2. In both cases,
greater logged margin represented greater performance.

Control variables.It is to be expected that variations in financial performance may be
due in part to differences in centers’ sizes, ages in years, profit status, and whether they are
located in or on hospital campuses. Thus, measures of the latter conditions were included
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as control variables. Organizational size and age have both been hypothesized to influence
various organizational outcomes. Size is often associated with increased standardization
and formalization (Scott, 1987), making organizational initiatives more standardized, as
well, and less likely to have a large impact on organizations. Large organizations are also
more likely to report stronger financial results in terms of raw numbers than are smaller
organizations. Similarly, older organizations are also likely to be standardized and routinized
(Scott, 1987), again making their performance generally stable and less susceptible to a
liability of newness. For this study,sizewas measured as the total number of FTE employees
working for a center in the year immediately prior to the on-site interview.Agewas measured
as the year of the interview minus the year of a center’s founding. Analyses indicated that
size and age were not normally distributed, so these variables were transformed by taking
their natural logs. The log transformation reduced skewness from 3.83 to−.07 for size and
from 3.24 to−.94 for age.

Profit status and whether the center was hospital-based were also used as controls. Though
for-profit and non-profit organizations both face the need to perform well (Dees, 1998),
for-profit organizations might face greater pressures for achieving higher profit margins
than non-profit organizations. While some argue that a shared interest in the bottom-line
and increased competition have narrowed the differences between profit and non-profit
healthcare providers (Flower, 1997; Dees, 1998), we felt it would be safest to control for
status.Profit statuswas measured with a single question asking administrators whether their
centers were organized as for- or not-for-profit under the guidelines provided by the U.S.
Department of Treasury, Internal Revenue Service. For profit centers were coded 1, while
not-for-profit centers were coded 0. Research has also shown that when larger corporations
form subsidiaries there is a positive effect on financial performance (e.g., Clement et al.,
1993). Further, profit margin may benefit from resource exchanges (e.g., client referrals) in
units that are on larger organizational campuses. Thus, a single item assessingcenter setting
was included as a control. Centers located on a hospital campus or located in a hospital
setting were coded 1, while centers neither owned by hospitals nor located in hospitals were
coded 0.

Analytical Procedures

Hierarchical moderated regression was used to test the hypotheses. Testing each hypothe-
sis required forming the interaction between internal decentralization and a given boundary
condition. In all cases, the multiplicative term was used to represent the interaction in the
analyses. Two regression equations were tested: one with Time 1 margin as the dependent
variable and one with Time 2 margin as the dependent variable. In both, the independent
variables were entered in three steps. The control variables were entered first, followed by
the main effects for decentralization and all of the boundary conditions. The final step en-
tered all of the two-way interaction terms. Decentralization and all of the boundary condition
variables were centered about their respective means (Cohen & Cohen, 1983). Moderation
existed if an interaction term was significant and if the block of interaction terms accounted
for significant residual variance in the dependent variable after the inclusion of the con-
trol variables and main effects. Observed significant interactions were plotted graphically
(Cohen & Cohen, 1983).
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Results

Correlations, means, and standard deviations are presented in Table 1. Results from
the regression analyses are presented in Tables 2 and 3, and the plots of observed in-
teractions are presented in Figures 1 and 2. Time 1 analyses demonstrated support for
most of our hypotheses. As shown in Table 2, the controls (5%), main effects (8%),
and interaction effects (5%) explained 18% of the total variance in performance (p <

.001). The main effect of internal decentralization by itself was not significantly associated
with Time 1 performance (β= −.03; n.s.). There were, however, statistically significant
main effects for condition (β= .11; p < .05), percentage of professionals (β= .21;
p < .001), competition (β= −.12; p < .05), and performance aspirations (β= .16;
p < .01). Most important, though, the adjustedR2 increased from 13 to 18% when
the set of interaction terms was entered into the equation. Thus, as expected, boundary
conditions play a major role in explaining the relationship of decentralization to Time 1
performance.

Specifically, expectations from Hypothesis 1 were that internal decentralization would
interact with parent–center decentralization to influence the internal decentralization–
performance relationship. As indicated in Table 2 and seen in Figure 1, this hypothe-
sis was supported. Centers experiencing more centralized relationships with their parent

Table 2
Regression results with Time 1 margin as the dependent variable

Step 1 Step 2 Step 3

Size .07 .10 .06
Age .00 .05 .04
Profit status .13 .13∗ .07
Hospital based .28∗∗∗ .22∗∗ .16∗
Internal decentralization .04 −.03
Parent–center decentralization .02 .00
Condition .10+ .11∗
Percentage professionals .22∗∗∗ .21∗∗∗
Competition −.16∗∗ −.12∗
Performance aspirations .13∗ .16∗∗
Internal decentralization× parent–center

decentralization
−.16∗

Internal decentralization× condition −.12∗∗
Internal decentralization× professionals −.08
Internal decentralization× competition −.05
Internal decentralization× performance

aspirations
.13∗

AdjustedR2 .05 .13 .18
F 4.83∗∗∗ 4.98∗∗∗ 5.00∗∗∗
F-change,N = 280 4.81∗∗∗ 4.41∗∗∗

+ p < .10.
∗ p < .05.
∗∗ p < .01.
∗∗∗ p < .001.
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Table 3
Regression results with Time 2 margin as the dependent variable

Step 1 Step 2 Step 3

Size .07 .05 .07
Age −.06 −.06 −.03
Profit status .29∗∗∗ .25∗∗∗ .30∗∗∗
Hospital based .28∗∗∗ .28∗∗∗ .31∗∗∗
Internal decentralization .02 .04
Parent–center decentralization −.05 −.06
Condition −.06 −.06
Percentage professionals −.07 −.09
Competition .01 −.02
Performance aspirations .13+ .13+
Internal decentralization× parent–center

decentralization
.07

Internal decentralization× condition .19∗
Internal decentralization× professionals .14∗
Internal decentralization× competition .07
Internal decentralization× performance

aspirations
.08

AdjustedR2 .10 .10 .13
F 6.72∗∗∗ 3.23∗∗∗ 3.15∗∗∗
F-change,N = 211 .91 2.71∗

+ p < .10.
∗ p < .05.
∗∗∗ p < .001.

organizations exhibited stronger margins when they also had high internal decentralization.
Centers with high internal decentralization and low parent–center decentralization exhib-
ited much stronger margins than internally decentralized centers with high parent–center
decentralization.

Hypothesis 2, which stated that the effects of decentralization on organizational financial
performance would be greatest in shrinking centers, was partially supported. Looking at
Time 1 margin in Table 2, the interaction was statistically significant (β= −.12; p <

.01). However, as seen in Figure 1, while organizations that were shrinking exhibited
slightly higher margins when they also reported high levels of decentralization, growing
organizations with high levels of decentralization reported lower levels of performance
than did growing centers with low levels of decentralization. In fact, high decentraliza-
tion in growing organizations was associated with about the same level of performance
as shrinking organizations with high decentralization. Thus, decentralization appeared to
be an enhancer for shrinking organizations, yet detrimental in growing organizations at
Time 1.

Hypothesis 3 stated that the decentralization–financial performance relationship would
be strongest for centers with many professional employees. This expectation was not sup-
ported in that the interaction between decentralization and percentage of professionals was
not significantly associated with Time 1 margin (β= −.08; n.s.). Hypothesis 4 was not sup-
ported either. The interaction between decentralization and competition was not statistically
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Figure 1. Plots of significant interactions with margin at Time 1.

significant (β= −.05; n.s.). Thus, neither percentage of professionals nor competitive en-
vironment served as boundary conditions for decentralization’s relationship with Time 1
financial performance in the current sample.

Finally, Hypothesis 5 stated that the impact of high competition on the decentralization–
performance relationship would be positive and the impact of low competition would be
negative. As expected, the interaction between decentralization and aspirations was signifi-
cantly associated with performance (β= .13;p < .05). The plot of the interaction (Figure 1)
indicated that centers with high financial performance aspirations exhibited much higher
Time 1 margins when they also reported high levels of decentralization, while low aspiration
centers with high decentralization performed relatively worse.
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Figure 2. Plots of significant interactions with margin at Time 2.

Results for Time 2 margin were not as strong as those for Time 1, but nonetheless are
interesting—especially given that Time 2 margin information was collected 2 years after
that of Time 1 margin. Among the interaction terms, those with condition and percentage
of professionals were both significant. This time, results for condition (β= .19;p < .05)
were contrary to those with Time 1 margin as the dependent variable and Hypothesis 1. As
shown in Figure 2, growing centers performed better at Time 2 when they had high rather
low decentralization. Likewise, shrinking centers performed better at Time 2 when they had
low rather than high decentralization. Though, the results for percentage of professionals
were not significant at Time 1, they were significant at Time 2 (β= .14; p < .05). These
results were also contrary to Hypothesis 2. Over time, organizations with a high percentage
of professionals performed slightly worse with high internal decentralization than with
low internal decentralization. Much as was argued for parent–center decentralization, it is
possible that a high percentage of professionalsand decentralization is simply too much
freedom without a buffer.

Because decentralization is most commonly associated with employee attitudes, aspost
hocanalyses, we also examined how the five boundary conditions influenced the relation-
ship of internal decentralization with employees’ perceptions of organizational commitment
and job satisfaction. These two attitude variables were collectedvia questionnaires from
a sample of counselors at each center at Time 2. Commitment was measured using the
7-item version of the organizational commitment questionnaire from Porter, Steers, Mow-
day and Boulian (1974). Job satisfaction was measured with three items from Hackman
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and Oldham’s measure of general job satisfaction. Responses for both constructs were
on a 7-point Likert scale ranging from “strongly agree” to “strongly disagree,” and items
for both were averaged so that higher scores represented greater organizational commit-
ment and job satisfaction, respectively.2 Internal reliability for organizational commitment
was .80. For job satisfaction it was .92. Commitment and satisfaction were regressed
onto the controls, main effects, and interaction terms using the same procedures used for
margin.

Results for the two regression equations with the attitudes are presented in Table 4 and
Figure 3. Beginning with the results for organizational commitment, Table 4 shows that,
unlike the results for margin, the main effect for internal decentralization was positively
associated with employees’ organizational commitment (β= .15; p < .05). Three of the
interaction terms were worth discussing. The strongest of the interactions was between in-
ternal decentralization and percentage of professionals (β= .15;p < .05). The interactions
with condition (β = −.13; p < .10) and performance aspirations (β= −.13; p < .10)
were both marginally significant. As shown in the plots in Figure 3, high decentralization
was associated with better organizational commitment for all three boundary conditions.
However, the relationship of decentralization to commitment was enhanced under conditions
of shrinkage, high percentage of professionals, and low performance aspirations.

Table 4
Regression results with Time 2 attitudes as the dependent variables

Organizational commitment Job satisfaction

Step 1 Step 2 Step 3 Step 1 Step 2 Step 3

Size −.18∗∗ −.18∗ −.17∗ −.10 −.09 −.12
Age .00 .01 .04 −.02 −.02 .02
Profit status −.17∗ −.15+ −.16∗ −.09 −.06 −.08
Hospital based −.23∗∗ −.21∗∗ −.21∗∗ −.18∗ −.16∗ −.16∗
Internal decentralization .09 .15∗ .05 .10
Parent–center decentralization .00 −.03 .03 .01
Condition −.04 −.04 −.08 −.08
Percentage professionals .03 .01 .06 .02
Competition −.14∗ −.14∗ −.05 −.06
Performance aspirations −.01 .06 −.05 .00
Internal decentralization× parent–center

decentralization
−.02 −.03

Internal decentralization× condition −.13+ −.10
Internal decentralization× professionals .15∗ .17∗
Internal decentralization× competition .01 .13+
Internal decentralization× performance

aspirations
−.13+ −.08

Adjusted-R2 .05 .06 .09 .01 .00 .04
F 4.13∗∗ 2.32∗∗ 2.39∗∗ 1.70 1.06 1.58+
F-change,N = 221 1.10 2.38∗ .65 2.54∗

+ p < .10.
∗ p < .05.
∗∗ p < .01.
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Figure 3. Plots of significant interactions with organizational commitment and job satisfaction at Time 2.
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Results for job satisfaction were somewhat different. The main effect of decentraliza-
tion on satisfaction was not significant (β= .10; n.s.); however, the interaction between
decentralization and professionals was significant (β= .17; p < .05). Satisfaction was
strongest for high, as opposed to low, decentralization for both low and high percentages of
professionals, but the benefit of high decentralization was slightly greater for organizations
with a high percentage of professionals. The interaction between decentralization and com-
petition was marginally significant (β= .13;p < .10). Figure 3 indicates that, in terms of
satisfaction, high decentralization was particularly beneficial in organizations with strong
competition. The overall equation was only marginally significant (F= 1.58;p < .10).

Discussion

This study examined the boundary conditions that circumscribe decentralization’s re-
lationship with financial performance. Consistent with expectations, the relationship of
decentralization with both Time 1 and Time 2 financial performance was moderated by
multiple key organizational and environmental variables, indicating that the relationship
between decentralization and outcomes is not the same in all situations. In the present
sample, the high performing organizations at Time 1 included those with simultaneous de-
centralization and centralization at two levels of the organization. Findings indicated that
high internal decentralization was associated with lower concurrent financial performance
for treatment centers that were decentralized from their parent organizations. As such, the
findings were congruent with the loose–tight coupling notion that there is no single appro-
priate approach for organizations in turbulent environments, and such organizations can
benefit from simultaneous centralization and decentralization across different levels of the
organization (Brown & Eisenhardt, 1998; Jansen & Chandler, 1994; Weick, 1976). That
is, decentralizing decisions can be important in achieving immediate gains, but organiza-
tions also need buffering from the environment to achieve some level of order (Jansen &
Chandler, 1994).

It is important to point out, though, that because Time 1 data were cross-sectional, an
alternative explanation for the moderating effect of parent–center decentralization ispost
hocrationalization by respondents. Financial performance could have caused decentraliza-
tion or how respondents perceived decentralization. When current financial performance
was high, administrators may have taken credit by claiming more parent–center decentral-
ization and less internal decentralization (i.e., performance was due to my great decisions).
Similarly, when current financial performance was low, administrators may have shifted
blame elsewhere by claiming high parent–center centralization or high decentralization
to subordinates (i.e., performance was due to the poor decisions of others). Because the
interaction between internal decentralization and parent–center decentralization was not
significant at Time 2, it was impossible to determine whether the buffering explanation or
the rationalization explanation was correct.

In terms of organizational condition, the highest level of concurrent financial performance
was achieved for growing centers withlow decentralization, whereashighdecentralization
in growing organizations was associated with lower concurrent financial performance. For
shrinking centers, concurrent performance was worst for those with low decentralization, but
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high decentralization was associated with only slightly better Time 1 performance. Again,
the causal relationship between decentralization and performance, as moderated by center
condition, could be interpreted two ways. It could be, for example, that low decentralization
resulted in greater financial performance for growing centers. Alternately, it could be that
administrators in high-performing, growing organizations were more likely to attribute
performance to themselves (low decentralization) than to others (high decentralization).

Interestingly, Time 2 financial performance results for organizational condition coun-
tered thepost hocrationalization explanation and suggested that decentralization may have
caused financial performance. In this case, decentralization had a slight detrimental effect
for shrinking centers, while growing, high-decentralization centers exhibited much stronger
margins at Time 2 than did growing, low-decentralization centers. As shown in Figure 2,
though, the direction of this significant moderation was opposite from both Time 1 and
the hypothesized direction. So why was high decentralization associated with lower, rather
than higher, margin for shrinking centers at Time 2? One explanation is that decentralized
decision-making requires a great deal of both resources and effort (Floyd & Wooldridge,
1997), simply making it too costly for shrinking organizations to pursue. Similarly, while
decentralization may be appealing to leaders who need to alleviate immediate anxiety and
decision-making overload (Ashmos et al., 1998), it may also add additional turbulence and
too much complexity to the internal environment, making the effects of decentralization
across time negative in shrinking centers. For these centers, it may be better to expend more
effort on immediate, pressing issues (e.g., fiscal concerns) rather than devoting resources
to managerial issues such as decentralized decision-making.

While the percentage of professionals did not moderate the relationship between decen-
tralization and Time 1 financial performance, it did for the relationship between decentral-
ization and margin at Time 2. However, much like the results with condition, the effect
of the percentage of professionals employed was somewhat different than we anticipated.
While centers with a high percentage of professionals reported slightly worse financial
performance with high decentralization than with low decentralization, centers with a low
percentage of professionals performed similarly at Time 2 regardless of their decentraliza-
tion. It seems decentralization did little to offset the possible negative performance effects
associated with hiring small numbers of professional clinical staff in a healthcare setting.

Finally, decentralization interacted positively with performance aspirations to influence
the decentralization–financial performance relationship. Once again, though, because the
moderator was only significant at Time 1, little can be inferred about the causal direction
of this relationship. Whether organizations with high decentralization and low performance
aspirations tend to perform more poorly or whether poorly performing organizations with
high decentralization are more likely to claim low performance aspirations remains unclear.

Overall, what do the different findings at Time 1 and Time 2 tell us about the relationship
between decentralization and financial performance? At the very least, the results from
Time 1 give an idea of what types of organizations may use or claim to use decentraliza-
tion. In particular, organizations with high internal decentralization were those with high
financial performance, with high parent–center centralization, that were shrinking, and that
reported high performance aspirations. Organizations with high internal decentralization
were also those that exhibited poorer financial performance, reported high parent–center
decentralization, were growing, and had low financial performance aspirations.
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The results from Time 2, on the other hand, indicated that the equivocal impact of de-
centralization often reported in the decentralization literature (e.g., Porter & Lawler, 1965;
Wagner, 1994; Wagner et al., 1997) may have been a function of previous research ap-
proaching decentralization’s relationship to outcomes from too simplistic and narrow a
perspective. The Time 2 results clearly indicated that decentralization could improve orga-
nizational financial performance but only under certain conditions. That is, depending on
the boundary conditions in place, high levels of performance could be achieved under both
low and high decentralization conditions. Decentralization specifically was associated with
relatively stronger Time 2 performance when organizations were growing and when they
employed a low proportion of professionals. Time 2 results also indicated that the relation-
ship between decentralization and employee attitudes varied according to an organization’s
boundary conditions. In this case, percentage of professionals, performance aspirations, and
competitive environment had the effect of enhancing or detracting from decentralization’s
relationship to satisfaction and commitment.

It is clear that the relationship of decentralization to a variety of outcomes is much more
complex than typically hypothesized, and this study raises many additional questions. The
present results, however, must be considered in light of the study’s limitations. First, we only
had one measure of performance and were only able obtain data for this measure at one point
in time after we collected the data regarding decentralization. It will be very important for
researchers to explore the bounded relationship of decentralization with multiple indices
of organizational performance (Rogers & Wright, 1998) over time and also to consider
changes in decentralization and boundary conditions over time.

Another limitation was that our measure of decentralization reflected the perceptions
of each center’s highest employee—the center administrator. We chose this measure be-
cause we were surveying top managers and attempting to capture an overall measure of
decentralization throughout each organization. Though the instructions asked administra-
tors to consider their centers as a whole (rather than their own jobs), it is possible the
administrators’ perceptions of decentralization were not representative of the perceptions
of lower-level employees. We believe several factors mitigate this limitation, however. First,
the average size of the centers in our sample was relatively small (48 full-time equivalent
employees). As such, administrators in these organizations may have had better perceptions
of their employees’ beliefs than top managers in larger organizations. Additionally, the ma-
jority of the administrators (n= 308) in our sample had education and continued experience
in behavioral healthcare provision (e.g., as social workers, psychologists, counselors), also
suggesting they may have been more in-touch with their employees’ perceptions than the
average top manager.3

While it is true that administrators may perceive their centers partly as a function of their
roles and, thus, be more likely to perceive decentralization when in fact little or none exists
in the minds of employees, a recent study found that the various subgroups within healthcare
organizations tend to agree aboutwhoparticipates in the decision-making process in their
organizations (Ashmos et al., 1990). Likewise, the self-fulfilling prophecy (SFP) literature
argues that managers’ perceptions influence how they treat their subordinates and, ulti-
mately, the performance of those subordinates (Eden, 1990). While most of the support for
this argument has occurred at the individual level, Eden (1990) proposes that the processes
by which manager perceptions influence performance can occur at the organizational-level.
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It will be extremely valuable for future research to simultaneously consider decentralization
from the perspectives of top managers, middle managers, and operational-level employees
(Ashmos et al., 1990; Floyd & Wooldridge, 1997). Finally, because our sample was limited
to organizations in a single industry our results may not generalize to organizations in all
industries. While they may be inappropriate for more traditional manufacturing organiza-
tions, however, the results should generalize to the larger healthcare industry and to other
service organizations.

To conclude, the results indicate a pattern in which decentralization is not universally
beneficial and in which it tends to be most positively related to financial performance when
used in organizations with certain attributes. At the same time, the results suggest that
decentralization can be very detrimental to organizations with other characteristics. Given
that high levels of performance are also associated with low decentralization under certain
conditions, organizations wanting to improve their performance have many options. Because
of the notorious difficulty of achieving large-scale cultural change (Schein, 1992), some
alternatives to decentralization may be easier to achieve than successful decentralization.

Does this mean it would be best and easiest for all managers to avoid decentralized
decision-making? We argue the answer to this question is “No.” Managers and researchers
alike must recognize that decentralization (and likely its related practices), is a very complex
phenomenon (Ashmos et al., 1990). When used in conjunction with organizational charac-
teristics that enhance its effects, decentralization can be quite beneficial to an organization.
However, these benefits may not immediately materialize and the effects of decentraliza-
tion can be negative as well. Thus, simply not pursuing decentralization does not guarantee
acceptable performance either, for the benefits of low decentralization are also dependent
upon organizational and environmental conditions.

Further, for almost all organizations, decentralization can be a positive influence on
employee attitudes. This influence is most pronounced for shrinking organizations, those
with a high percentage of professionals, those with low performance aspirations, and those
experiencing high competition. Using these results as our guide, we suggest that, before
attempting to implement a decentralized organizational structure and related management
practices, an organization should carefully consider its most important long- and short-term
goals, its other characteristics, and how these goals and characteristics are likely to change
in the future.

Our results indicate that there was a strong need in the literature to examine decentral-
ization at both the organization level and in terms of the boundary conditions in which it
may be embedded. Prior research, which addressed decentralization more narrowly, pre-
sented only a partial picture of the decentralization–outcome relationship and may have led
some researchers and practitioners to prematurely “close the book” on decentralization as
a means of achieving performance gains as well as to overlook the conditions under which
decentralization can be both beneficialanddetrimental. The research presented here, how-
ever, indicates that the impact of decentralization on organizational outcomes can be fairly
strong—in both a positive and a negative sense. Indeed, the relationship of decentralization
to financial performance appears to be much more complex than has been traditionally
conceived. The present study contributes to our understanding of decentralization by be-
ginning to define the general context for which confident conclusions regarding the effects
of decentralization can be made.
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Notes

1. Where net incomeTi represents net income at Timei; revenuesTi represents revenues
at Timei, and expensesTi represents expenses at Timei.

2. In order to bring these individual attitudes to the organizational-level, it was necessary
to aggregate organizational commitment and job satisfaction across counselors within
each center. ICC(2) was calculated as the reliability of means at the aggregate level
(Ostroff & Schmitt, 1993), ICC(2) scores for organizational commitment ranged from
0.90 to 0.92, and for job satisfaction they ranged from 0.57 to 0.82.

3. As a further test of the possibility that our results were a function ofwho our re-
spondents were (as opposed to actual decentralization), we examined the influences
of administrators’ individual differences on our results. All regression equations were
rerun controlling for administrators’ level and field of education, position tenure, cen-
ter tenure, previous administration experience, age, and gender. No significant results
were found for any of these variables, and including them did not change the pattern
of findings.
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