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ABSTRACT

Despite important advances in recent years, no agreement exists concerning what
constitutes management excellence. Specific knowledge of how managerial beha-
viour is perceived and evaluated by others will help to resolve unsettled questions
about what is meant by management excellence and improve the actual decisions
of managers. This article examines the determinants of managerial excellence as
perceived by corporate CEOs, directors, and financial analysts in Fortune magazi-
ne’s annual survey of the best-managed American firms in 33 industries. While
the firms perceived to be best managed are more profitable and less risky, and
grow faster and reward their stockholders more than less well-managed firms,
these variables explain only about 30 per cent of the variance in management
ratings. The firms perceived to be best managed have more involvement in
international markets and research and development, while large firm size and
firm diversification reflect negatively upon perceived managerial quality. The
relative inability of conventional financial measures of firm performance to
explain perceptions of managerial excellence underlines the complex nature both
of these perceptions and strategic behaviour. The results support Varadarajan
and Ramanujam’s conclusion that excellent management depends upon a diverse
set of competencies and values, as well as Chakravarthy’s contention that the
most important characteristic of firm performance is management’s ability to
transform the firm and adapt to a rapidly changing environment. By contrast,
litle support is found for the maximization of stockholder wealth criterion of
Rappaport.

INTRODUCTION
Quality . . . you know what it is, yet you don’t know what it is. But that’s self-

contradictory. But some things are better than others, that 1s, they have more
quality . . . but when you try to say what the quality is . . . it all goes poof . . .
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but if you can’t say what quality is, how do you know what it is, or how do
you know that it even exists? (Pirsig, 1974, pp. 163—4).

Evaluating management performance is fundamental to strategic management
practice and research (Venkatraman and Ramanujam, 1987). Yet, surprisingly
little empirical information is available on what is being measured or evaluated
when it is asserted that a firm is well managed. Management performance is an
illusive notion; as Cameron and Whetton (1983), Chakravarthy (1986), and Var-
adarajan and Ramanujam (1990) have observed, no consensus exists concerning
either its attributes or its measurement. For example, Woo and Willard (1983)
analysed 14 performance measures in an attempt to isolate factors critical to
management success and concluded that rate of return on investment was the
most important. Nonetheless, Chakravarthy (1986) and Venkatraman and Rama-
nujam (1987, 1990) caution against utilizing a single performance measure to-
evaluate management excellence. They reflect the consensus view that multiple
criteria must be employed if one wishes to reflect accurately the subtleties of
management performance.

The most prestigious and well-known evaluation of management excellence is
carried out each year by Forfune magazine. Fortune surveys financial analysts and
industry managers concerning the overall management excellence of firms in the
industries with which they are connected. The result is a highly publicized
summary rating score that reflects the expert opinion of the respondents con-
cerning the overall quality of management of the rated firms. The survey
provokes questions such as, what do these experts mean when they say a firm 1s
well managed? Do the evaluations of experts reflect current theory and empirical
evidence concerning management excellence and strategy? What strategic man-
agerial choices are most likely to improve the perception of experts concerning
the management excellence of a firm?

This article is directed at answering the above questions. Of course, the fact
that one view of the determinants of management excellence may predominate
does not demonstrate that this view is correct. However, when management
excellence is discussed, perceptions (however inaccurate) can influence reality if
the perceptions in question are those of financial analysts who make portfolio
recommendations that sway the investors who determine the value of a firm’s
stock. Thus, this study constitutes much more than an intellectual exercise. It
describes an important link between the recorded performance of firms and how
knowledgeable observers evaluate that performance.

A REVIEW OF THE LITERATURE

In recent years, many studies have analysed one strategic aspect of firm beha-
viour and its effects upon firm performance. The most attention has been paid
to the effects of diversification upon firm performance. Rumelt’s (1974, 1982)
important work is the best example of this genre and stimulated a host of
additional studies that either extended or quarrelled with his conclusions.
These studies, however, have not focused upon questions of overall manage-
ment quality, although they have increased vastly the knowledge we have con-























































