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BUILDING A MICROFOUNDATION ON THE BASIS OF THE UPPER 
ECHELON THEORY 
 
Abstract:  
 
The upper echelon (UE) theory is a strategic management strand in which the individual is 
explicitly placed in focus, in order to explain firms’ strategic choices and outcomes. Despite 
the UE’s emphasis on the psychological characteristics of individuals in determining strategic 
choice, demographic characteristics have often been used as substitutes. Here this common 
practice of substitution is questioned while adhering to the call for considering demographics 
as antecedents to psychological characteristics of individuals. With a base in the upper 
echelon theory, a conceptual model is presented integrating elements from the intervening 
process theory and the theory of planned behavior.  
 
Keywords – demographic characteristics, intervening process theory, psychological 
characteristics, strategic choice, theory of planned behavior, upper echelon 
 

1. Introduction 
 

The internal and external environment of firms is inherently dynamic (Wiersema and Bantel, 
1992) which stipulates that in order to survive and prosper firms have to be able to change. 
Change situations necessitate the making and implementation of timely strategic decisions, 
and such decisions are made by individuals (Child, 1972; Andrews, 1971). Just as two 
individuals do not understand the contextual setting of their firms in exactly the same way, 
they necessarily do not make and implement identical strategic choices (Hambrick, 1989). 
Thus, what sets one firm apart from another when it comes to its ability to change can be 
attributed to one particular firm resource, namely that of individuals. In other words, 
individuals should be seen as a key differentiating factor (Felin and Foss, 2006) when it 
comes to explaining strategic choices and firm outcome due to the heterogeneity of 
individuals (Felin and Hesterly, 2007). A long line of research stands behind this statement. 
For example Teece (2007) acknowledges the importance of individuals in that 
“entrepreneurial managerial capitalism” is a must in order for a firm to deliver successful 
performance. Penrose (1995) place the managers in the center of attention by arguing that 
among all human and nonhuman resources found within a firm, the managerial resources are 
of greatest importance (Pitelis, 2007). Developed in the vein of RBV, the managerial rents 
model also posits that the main building block for rents generation of firms is managerial 
human capital (Castanias and Helfat, 2001). Felin and Hesterly (2007) take it one step further 
by stating that the most important determinant of firm level outcome is the human capital. 
Having a micro-foundation when explaining firm behavior means standing on a solid base in 
developing robust research (Abell, Felin, and Foss, 2008).  
 
Though it would clearly be unfair to suggest that strategic management scholars have fully 
ignored the individuals that constitute the entities of firms (see Andrews, 1971; Chandler, 
1962; Cyert and March, 1992; March and Simon, 1993), micro-level explanations to firm 
outcomes have been the exception rather than the norm (Felin and Foss, 2006). The reason for 
this has been pointed out to be the unease in which researchers manage to bridge the micro- 
and macro-levels (Foss, 2009). As a result, a gap has emerged related to how to use 
individuals as a starting point in explaining firm behavior (Felin and Foss, 2006), which 
necessarily means investigating what happens below the surface of the firm (Felin and 



 

Hesterly, 2007). A particular strand of strategic management research which explicitly lends 
itself to dealing with the micro- and macro-level dilemma is the Upper Echelon (UE) theory.  
 
In this paper the broad aim is to propose a microfoundation for firm behavior by building on 
the upper echelon theory. In order to meet this aim the following theoretical building blocks 
are considered: the upper echelon theory; the intervening process theory, and the theory of 
planned behavior. The fusion of these building blocks results in a conceptual model which is 
followed by conclusions and suggestions for further research.   
 

2. Theoretical framework 
2.1 The Upper echelon theory 
The Upper Echelon has at its core the connection between individuals, i.e. top leaders and top 
management teams, and the making of strategic choices and ultimately firm performance 
(Hambrick and Mason, 1984). Thus, the UE offers a microfoundation constructed on a 
psychological basis in that the characteristics of individuals’ impact and explain the behavior 
of the firm. However, how individuals come to impact the behavior of a firm is naturally a 
complex process (Hambrick and Mason, 1984) due to basic assumption that an individual 
understands “reality”, and thus make decisions, using a filter encoded by his or her own mind 
(Hodgkinson and Sparrow, 2002). Measuring “the mind” of a person is not an easily 
accomplished task which is why past experience and background characteristics typically 
have been used as substitutes for psychological characteristics of individuals. As a result, and 
in order to encourage non-psychologists to investigate how firm leaders impact their firms, 
Hambrick and Mason (1984) suggested that demographic characteristics, should be 
considered appropriate while rough, replacements of psychological characteristics of 
individuals in order to detect overall tendencies. This encouragement apparently took root as 
the predominant portion (Markoczy, 1997) of the UE research treat demographics as 
sufficient substitutes for other critical, but often loosely defined (Lawrence, 1997) individual 
characteristics, i.e. psychological characteristics (Hambrick and Mason, 1984). This has led to 
the creation of a “black box”, also referred to as the “black box of cognition” (Markoczy, 
1997, pp. 1228), in which the content is indistinct, untested theories (Lawrence, 1997). Thus, 
to unreflectively adhere to this praxis of “black boxing” is unfruitful and deceiving 
(Lawrence, 1997) and as such no longer enough to advance strategic management research.  
 
While the majority of UE research has used demographics as substitute for management 
cognition, the remaining research has failed to present consistent results (Hodgkinson and 
Sparrow, 2002). This is not surprising as the cognitive leg of strategic management research 
at best can be described as embryonic (Hodgkinson and Sparrow, 2002) or in an infant state 
(Hodgkinson and Maule, 2002) and thus in desperate need of research attention. 
Contemplating particularly promising avenues for future research, Hodgkinson and Sparrow 
(2002) focus on the UE’s cognitive base (Hambrick and Mason, 1984). In particular 
investigation of the antecedents of psychological characteristics of individuals, i.e. managerial 
cognition, as well as the impact of such managerial cognition on strategic choice and firm 
outcome are highlighted.  
 
While several researchers have stressed the urgency of placing the cognitive aspect of the 
individual in the spotlight, few (Markoczy, 1997 being an exception) express a need to 
entirely deport demographics as explanatory components of the UE theory. Thus, despite the 
critique directed at the use of demographics as substitutes for psychological variables in 
explaining strategic choice and firm outcome, the time might not have come to entirely 
abandon demographics as explanatory variables (Hodgkinson and Sparrow, 2002; Lawrence, 



 

1997). In other words, while demographics might not have to be removed from the research 
setting all together, it is pertinent that they are not given unbalanced attention (Lawrence, 
1997). Carpenter, Geletkanycz, and Sander (2004) are also open for the idea of including both 
demographics and psychological characteristics, and see these two types of measures as 
complementary to each other. Simsek et al. (2005) suggest researching the complex 
relationship between cognitive variables, firm outcome, and demographics as this could allow 
for answering the question of how individuals matter to firm behavior.  
 
In an attempt to decipher how demographics and cognition can coexist within the UE 
framework, basic notions of the intervening process theory and the theory of planned behavior 
are exploited. This approach lies in line with the encouragement of marrying strategic 
research with psychological and cognitive theories (Felin and Foss, 2006; Hiller and 
Hambrick, 2005). Considering the UE theory, with its existing but comparably 
underdeveloped psychological base, it should be particularly promising to continue to fuse 
with the field of social psychology.   
 
2.2 The intervening process theory  
A major problem with using demographic variables as substitutes in explaining firm outcome 
has to do with the interpretation (Lawrence, 1997). Or put differently, one must guard against 
setting interpretation aside for predictive models of high explanatory power. In light of the 
importance of relevant interpretation, i.e. an ability to answer why and how questions while 
avoiding haphazard conclusions, Lawrence (1997) introduces the intervening process theory. 
Stipulated by the intervening process theory is that the impact of the demographic predictor 
on firm outcome is insignificant as subjective cognitive concepts are taken into consideration. 
Thus, the direct impact of demographic predictors on firm outcome vanishes as subjective 
variables, i.e. psychological variables, enter the equation. Instead the demographic variables 
are foremost treated as antecedents to the subjective concepts which in turn are antecedents to 
the outcome of the firm. Knight, et al. (1999) also approach the dilemma as to the impact of 
demographics, specifically as related to strategic consensus found among top management 
team (TMT). In so doing two intervening process models, i.e. the partially mediating and the 
fully mediating models, were evaluated with the result that the partially mediated model made 
the better fit. This suggests that demographics might have both a direct and indirect effect on 
strategic issues which can be tied to what Sutton and Staw (1995) have to say about the 
creation of rich, solidly anchored theories: that it often necessitates exposure of intervening 
processes. Applying the intervening process structure to the UE theory appears fruitful and 
researchers (see Cho and Hambrick, 2006; Knight, et al. 1999) have already begun to open up 
to such an approach.  
 
2.3 The theory of planned behavior 
There are clear indications that the task of enriching strategic management research using 
insight from psychology are already underway. For example Hodgkinson and Sparrow (2002) 
describe the emergence of the sub-fields of psychology of strategic management, also referred 
to as the managerial cognitive perspective. Felin and Foss (2006) mentions psychological 
aspects of individuals to be a strategic management research priority that despite its 
importance has been largely neglected. One theory from the field of social psychology that 
has been pointed out as particularly attractive by researchers within the sphere of the UE, is 
the theory if planned behavior (Priem, Lyon, and Dess, 1999; Sommer, 2010). 
 
The basic premise of the theory of planned behavior is that certain background factors, e.g. 
personality, intelligence, age, education, experience and knowledge, impact beliefs. Beliefs in 



 

turn determine attitude, subjective norm, and perceived behavioral control (Ajzen, 1991). 
These three factors impact a person’s intention, i.e. motivation for behaving in a particular 
way, which together with perceived behavioral control, is theorized to determine behavior, 
e.g. making strategic choices (Ajzen, 2005). From this it is clear that the theory of planned 
behavior coincide with the intervening process theory in that demographics are primarily to 
be treated as antecedents to the psychological characteristics of an individual. However, in 
social psychology the importance of demographics also appears unclear. For example Ajzen 
(2005) concludes that factors such as age, gender, and experience, though they may have a 
direct impact on behavior, usually do have an indirect impact (Ajzen, 2005).  
 
From a strategic management perspective, what has been pointed out to be particularly 
appealing with the theory of planned behavior is the elaboration on intentions. Priem, Lyon, 
and Dess (1999) push for the importance of measuring intensions as they see a danger in 
assuming that a particular outcome, in fact, is the result of a choice. Also Sommer (2010) 
advocates for the importance of bringing intentions into the picture, as intentions bridges 
attitudes and behavior. Though a promising area, few studies appear to include intentions in 
the strategic decision-making picture. One recent exception is Cavazos (2013) who studied 
how beliefs impact attitude, subjective norm, and perceived behavioral control. However, the 
conceptual model tested by Cavazos stops short of the relationship between intentions and 
strategic choice while also leaving the “background variables” out.   
 
2.4 A  proposed model 
Shedding a light into the black box of cognition means scrutinizing “the underlying casual 
mechanism” (Felin and Foss, 2006, pp. 258) found on the micro-level of an organization. 
Focusing on what happens on the individual level and building on the above discussion, a 
conceptual model is presented, see Figure 1. Obvious from this figure is that only selected 
portions of the theory of planned behavior have been incorporated into the proposed model. In 
particular, the focus is placed on attitudes, while subjective norm, perceived behavioral 
control, and beliefs have not been included. One reason for this is the indication that attitudes 
have a stronger effect on intentions to make a particular strategic choice as compared to social 
norm and perceived behavioral control (Cavazos, 2013). As a result Cavazos (2013) suggest 
that more research focus on this particular research area.  
 
Further, in the proposed model, demographic characteristics are treated both as antecedent to 
strategic choice as well as to attitudes, due to disagreement among researchers as to the direct 
impact of demographic characteristics on strategic choice. To signal the tentative nature of the 
direct relationship between demographics and strategic choice, this arrow is dashed. Attitude 
is included as an antecedent to intentions and strategic choice, drawing on the upper echelon 
theory and the theory of planned behavior respectively. In order to ensure that a particular 
firm behavior in fact is the result of a strategic choice, intentions are included as a moderator 
between attitudes and strategic choice.  
 
 



 

 
Figure 1: The proposed model is a fusion of the Upper Echelon theory, the intervening 
process theory, and the theory of planned behavior.   
 

3 Conclusions and further research  
 

3.1 Conclusions  
In order to understand the behavior of firms, the individuals that make up the firm entity must 
first be understood. Thus, creating a microfoundation for firm behavior has been highlighted 
as important due to the appealing solidity of such a base. The microfoundation proposed here 
has its base within the upper echelon theory while incorporating ideas from the intervening 
process theory and the theory of planned behavior. The intervening process theory enriches 
the UE theory through the understanding that demographics should not simply be treated as 
substitutes for cognitive variables such as attitude. Supporting arguments for this is also found 
in the theory of planned behavior in which demographics are treated as “background factors” 
with potential impact on individuals’ attitudes. With the marriage between the theory of 
planned behavior and the UE theory, intention enters the pictures. The importance of 
including intentions relates to the relationship that is believed to exist between intentions and 
behavior, e.g. making particular strategic decisions. Overall, the proposed model encourages 
researchers to penetrate deep under the surface of the firm into the mind of individuals, in 
order to contribute with an answer to how individuals matters to firms. Further, the answer to 
how to build micro-foundations for explaining firm outcome is likely to crystallize as more 
researcher is conducted within this strand of research.  
 
3.2 Further research 
From the result of this study, fertilizing the UE theory using particular elements from 
psychology seems attractive as this will help unravel what happens below the surface of the 
firm.  However, the proposed model is not exhaustively elaborated but should be viewed as an 
initiative to enrich the strategic management field using insight from other disciplines in order 
to build a microfoundation. This leaves room for suggestions for further research. Considering 
the scope of this paper, at least two promising directions for further research should be 
mentioned. First, the proposed model can appear in different variations, that is to say that it is 
not fully comprehensive in its nature. In other words, while in the proposed model attitudes 
are placed in focus, it might also be of great interest to highlight social norms and perceived 
behavioral control. Another interesting approach would be, in accordance with the theory of 
planned behavior, to let beliefs form a bridge between the demographics and attitudes. In 
essence, future research might chose to incorporate the theory of planned behavior more in its 
entirety.  
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Secondly, the proposed model needs to be evaluated empirically. In order to do so while 
avoiding tautological issues longitudinal studies should be preferred. However, it could also 
be valuable to test the different relationships of the model quantitatively.   
 

Reference list 
 

Abell, P., Felin, T., and Foss N. (2008) Building Micro-foundations for the Routines, 
Capabilities, and Performance Links, Managerial and Decision Economies, 29. 
pp. 489-502 

Ajzen, I. (2005) Attitudes, personality and behavior, Maidenhead: Open University Press 
Ajzen, I. (1991) The Theory of Planned Behavior, Organizational Behavior and Human 

Decision Processes, 50, pp. 179-211 
Andrews, K. (1971) The Concept of Corporate Strategy, Homewood: Dow Jones-Irwin, Inc 
Carpenter, M., Geletkanycz, M., and Sanders, G. (2004) Upper Echelons Research Revisited: 

Antecedents, Elements, and Consequences of Top Management Team 
Composition, Journal of Management, 30, pp. 749-778 

Castanias, R, and Helfat, C. (2001) The managerial rents model: Theory and empirical 
analysis, Journal of Management, 27, pp. 661-678 

Cavazos, C. (2013) Entering into strategic alliances: an empirical test of the direct and 
interaction effects of managers’ attitudes, subjective norm, and perceived 
behavioral control, Journal of Strategic Marketing, 21, pp. 3-24 

Chandler, A. (1962) Strategy and Structure: Chapters in the History of American Enterprise, 
Cambridge: MIT Press 

Child, J. (1972) Organizational Structure, Environment and Performance: The Role of 
Strategic Choice, Sociology, 6, pp. 1-22 

Cho, T., and Hambrick, D. (2006) Attention as the Mediator Between Top Management Team 
Characteristics and Strategic Change: The Case of Airline Deregulation, 
Organization Science, 17, pp. 453-469 

Cyert, R., and March, J. (1992) A behavioral Theory of the Firm, Cambridge: Blackwell 
Publishers Inc.  

Felin, T., and Foss, N. (2006) Individuals and Organizations: Thoughts on a Micro-
foundations project for strategic management and organizational analysis, 
Research Methodology in Strategy and Management, 3, pp. 253-288 

Felin, T., and Hesterly, W. (2007) The Knowledge-based view, nested heterogeneity, and new 
value creation: philosophical considerations on the locus of knowledge, 
Academy of Management Review, 32, pp. 195-218 

Foss, N. (2009) Alternative research strategies in the knowledge movement: From macro bias 
to micro-foundations and multi-level explanation, European Management 
Review, 6, pp. 6-28 

Hambrick, D. (1989) Guest Editor’s Introduction: Putting Top Managers Back in the Strategy 
Picture, Strategic Management Journal, 10, pp. 5-15 

Hambrick, D., and Mason, P. (1984) Upper Echelons: The Organization as a Reflection of Its 
Top Managers, Academy of Management Review, 9, pp. 193-206 

Hiller, N., and Hambrick, D (2005) Conceptualizing executive hubris: The role of (hyper-) 
core self-evaluations in strategic decision-making, Strategic Management 
Journal, 26, pp. 297-319 

Hodgkinson, G., and Sparrow, P. (2002) The Competent Organization, Buckingham: Open 
University Press.  

Hodgkinson, G., and Maule AJ. (2002) The Individual in the Strategy Process: Insights from 
Behavioral Decision Research and Cognitive Mapping, In Mapping Strategic 



 

Knowledge, Huff, A. and Jenkins, M (eds.), London: SAGE Publications Ltd, 
pp. 196-219 

Knight, D., Pearce, C., Smith, K., Olian, J., Sims, H., Smith, K., and Flood, P. (1999), Top 
Management Team Diversity, Group Process, and Strategic Consensus, 
Strategic Management Journal, 20, pp. 445-465 

Lawrence, B. (1997) The Black Box of Organizational Demography, Organizational Science, 
8, pp. 1-22 

March, J., and Simon, H. (1993) Organizations, Cambridge: Blackwell Publishers 
Markoczy, L. (1997) Measuring beliefs: Accept no substitutes, Academy of Management 

Journal, 40, pp. 1228-1242 
Penrose, E. (1995) The theory of the growth of the firm, Oxford: Oxford University Press 
Pitelis, C. (2007) A Behavioral Resource-Based View of the Firm: The Synergy of Cyert and 

March (1963) and Penrose (1959), Organization Science, 18, pp. 478-490 
Priem, R., Lyon, D., and Dess, G. (1999) Inherent Limitations of Demographic Proxies in Top 

Management Team Heterogeneity Research, Journal of Management, 25, pp. 
935-953 

Simsek, Z., Veiga, J., Lubatkin, M., and Dino, R. (2005) Modeling the Multilevel 
Determinants of Top Management Team behavioral Integration, Academy of 
Management Journal, 48, pp. 69-84 

Sommer, L. (2010) Internationalization processes of small- and medium-sized enterprises- a 
matter of attitude? Journal of International Enterprise, 8, pp. 288-317 

Sutton, R., and Staw, B. (1995) What Theory is Not? Administrative Science Quarterly, 40, 
pp. 371-384 

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

Wiersema, M. and Bantel, K. (1992) Top Management Team Demography and Corporate 
Strategic Change, The Academy of Management Journal, 35, pp. 91-121 


