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N THEIR DECISION-MAKING ACTIVITIES, MANAGERS NEED TO TREAD A FINE LINE BE-

TWEEN ILL-CONCEIVED, ARBITRARY DECISIONS (“EXTINCTION BY INSTINCT”) AND AN
unhealthy obsession with numbers, analyses, and reports (“paralysis by analysis”).
The author examines the over- and underuse of formal analysis and describes its un-
derlying motives. She identifies three types of situations that lead to excessive analysis
and three that lead to insufficient analysis. She concludes that, since the causes are
frequently structural, simply exhorting managers to be more or less analytical is un-
likely to solve the problem. Attention must be given to deeper structural and cultural
issues. Moreover, because the obvious solution to one problem may drive the organi-
zation to the opposite one, rational yet efficient decision making is a complex balanc-
ing act that requires frequent diagnosis and realignment. %
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R —

I come from an environment where, if you see a snake, you
kill it. At GM, if you see a snake, the first thing you do is
go hire a consultant on snakes. Then you get a committee
on snakes, and then you discuss it for a couple of years. The
most likely course of action is — nothing. You figure the
snake hasnt bitten anybody yet, so you just let him crawl
around on the factory floor.” — Ross Perot!

s time passes, old management formulas become
Aoutmoded and are replaced by new ones, but the

underlying message is often the same: formal
analysis — the systematic study of issues — can help or-
ganizations make better decisions. This seemingly plau-
sible hypothesis is supported by an extensive literature in
cogpitive psychology that shows convincingly that unaid-
ed human judgment is frequently flawed.” For example,
people seem to be unduly influenced by recent or vivid
events, consistently underestimate the role of chance, and
are often guilty of “wishful thinking.” Formal analytical
techniques are a way to avoid such problems.

- However, the “rational” approach has also had some
influential detractors.” For example, Peters and Waterman
condemn formal analysis for its bias toward negative re-
sponses, its degree of abstraction from reality, its inability
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' to deal adequately with nonquantifiable values, its inflex-

ibility and bias against experimentation, and finally its
tendency to lead to paralysis. In fact, most of us are fa-
miliar with “paralysis by analysis.” If we have not experi-
enced it in our own working environment, we have cer-
tainly seen it in the unending parade of studies, inquiries,
papers, and reports of all shapes, sizes, and colors emerg-
ing from government agencies. And, as the opening quo-
tation shows, large private corporations are also a fertile
breeding ground for this disease.

Thus managers need to navigate between two deadly
extremes: on the one hand, ill-conceived and arbitrary
decisions made without systematic study and reflection
(“extinction by instinct”) and on the other, a retreat into

 abstraction and conservatism that relies obsessively on
| numbers, analyses, and reports (“paralysis by analysis”).
| But why do some organizations become bogged down
" in analysis? Why are certain decisions insufficiently ana-
| lyzed? How can rationality and efficiency be combined?
. These are the issues I explore in this article.

A first glance, one plausible explanation for the over-

. use and underuse of formal analysis is that it depends on

cognitive styles — i.e., individual aptitudes and prefer-
ences for analytical or intuitive thinking. In this case,

LANGLEY 63

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



paralysis by analysis would be associated with people
who are naturally drawn to numbers, while the reverse
(extinction by instinct) would be associated with impul-
sive managers with intuitive cognitive styles. However,
as I show here, the fundamental forces that cause an or-
ganization to do too much or too little analysis in mak-
ing a decision are frequently more complex: they relate
to the patterns of participation, power, opinion, and
leadership surrounding issues.

I base my argument partly on examples taken from
the professional and scientific literature and partly on my
empirical study of the role of formal analysis in three dif-
ferent organizations: a public service firm, a hospital, and
an arts organization. This qualitative study involved more
than eighty interviews with senior and middle managers,
analysts, and professionals.’ In each organization, in col-
laboration with the CEO, I identified from eight to ten
strategically important issues. I then inventoried all inci-
dences of formal analysis carried out on these issues
(based on the presence of a written analysis). I then clas-
sified the formal studies into four categories of complexi-
ty ranging from “armchair analyses” to “major studies”
and traced the studies’ role in decision making through
interviews, documents, and observations. In the next
section, I draw on this data to examine the purposes of
formal analysis. This helps define several situations in
which analysis is overused or underused. Examples from
the business literature show that these phenomena are
not restricted only to the three organizations I studied.

Why Formal Analysis Is Used

To examine the use of formal analysis, it is important to
understand the range of motives behind it. March and
Feldman pointed out that people in organizations often
tend to collect more information than strictly necessary
for decision making, partly to influence others and partly
to be seen as “rational.” Based on my research, I defined
four broad categories of purpose behind analysis: infor-
mation, communication, direction and control, and
symbolism. Similar categories have emerged in other dis-
cussions in the literature.®

* Information. ‘7 want some information to base decisions
on around bere.” Information relieves uncertainty. Infor-
mation gathering may be proactive as people use analysis
to help them reflect on an issue. At other times, it is re-
active, as people seek information to verify others’ ideas.
* Communication. ‘7 prepared the report because I knew
we had to justify the project.” People often initiate formal
analysis when they have few doubts, but use analysis to
make their views known or persuade others.
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* Direction and control. “But they have to meet their ob-
Jectives.” Managers sometimes initiate analysis to solve a
problem or implement a decision. They may ask subor-
dinates, a staff person, consultant, or task force to pro-
duce the reports, often by specific deadlines.

* Symbolism. ‘It gives the impression that weve concerned.”
Formal analysis may symbolically convey rationality,
concern, and willingness to act, even when, in reality,
the initiator of the analysis is either impotent or indif-
ferent to the issue. Analysis also postpones decisions,
consumes energy that needs to be redirected, or occu-
pies otherwise idle people.

Thus formal analysis would be less necessary if people
could execute their decisions themselves and nobody had
to convince anybody of anything. In fact, the more strate-
gic decision-making power is shared among people who
cannot quite trust each other, the more formal analysis
may become important. I do not imply here that formal
analysis is a purely political tool and should therefore be
categorically and cynically ignored. I simply focus on its
dual role in decision making. When used for gathering
information, it may help determine and improve the
substance of decisions directly, as most of the literature
indicates. But it can also help bind individuals’ decisions
together to create organizational decisions through com-
munication, direction and control, and symbolism. The
second, political, role should not be automatically de-
spised. On the contrary, when different organization
members do not necessarily have the same goals or the
same information sources, analysis helps to improve de-
cisions indirectly by ensuring that ideas are thoroughly
debated and verified, and that errors in proposals are de-
tected before implementation. Thus almost all formal
analysis is potentially useful, as frequently (but not al-
ways) happened in the three organizations I studied.

I now look more specifically at the five factors that can
stimulate organizations to do more or less formal analysis.
I then examine in detail the situations in which paralysis
by analysis and extinction by instinct occur and provide
examples of these situations and possible solutions.

Contextual Factors That Affect Use of
Formal Analysis

The first factor influencing the amount of analysis is the
breadth of participation. Because analysis is often used
in interactions with others, the more an issue requires
the participation of people at different levels and func-
tions, the more likely it will be formally analyzed.

The distribution of power is a second critical factor.
Power enables individuals to do what they want without
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having to convince others. The more that power over an
issue is dispersed within an organization, the greater the
tendency to use formal analysis. Power is often associat-
ed with authority, but expertise may also be a major
source of power, especially in professional organizations,
high-tech firms, or multidivision corporations.”

The range of opinions on an issue can also influence
the amount of analysis. A manager may use formal analy-
sis when uncertain or when already convinced but want-
ing to influence others. But if all participants think the
same way, analysis may seem unnecessary — there is no
one left to convince.?

The first three factors are structural in many ways.
However, two individual factors can also affect the quan-
tity of analysis. The first is leadership style. For example,
in a disagreement between functional managers, both
parties might do an analysis to convince the top leader.
For the reasons I described earlier, this process can be ex-
tremely useful — as long as the leader is ready to both
examine the information seriously and, at the same time,
come to a decision or propose a solution. On the other
hand, a highly directive leader will ignore the studies, in-
sisting on his or her own viewpoint. In the long term,
this leadership style will discourage analyses. At the op-
posite extreme, a more cautious, passive, or highly con-
sensual leader may encourage many studies and analyses
that simply increase the decision maker’s confusion.”

The second individual factor is a difference in cogni-
tive style: some people are naturally intuitive, while oth-
ers are more analytical. Thus, even when one individual
retains exclusive decision-making power, the quantity of
analysis depends on that individual’s cognitive style."

These factors suggest conditions that may favor exces-
sive or insufficient use of analysis (see Figure 1). Thus
the risk of paralysis by analysis is highest for issues in

Figure 1 Factors That Affect the Quantity of Analysis
Produced
Risk of Extinction Risk of Paralysis
by Instinct by Analysis
Limited @— 2PN o \Wjidespread
Concentrated Power P Diffuse
Convergent <€ 0pinions/Motivations> Divergent
Autocratic €— Ladership Style P Consensual/Passive
Intuitive «¢ Cognitive Style P Analytical
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which participation is widespread, power is dispersed,
opinions diverge, leadership is passive, and cognitive
styles are analytical. At the opposite extreme, the risk of
extinction by instinct is highest when participation is
limited, power is concentrated, opinions converge, lead-
ership is autocratic, and cognitive styles are intuitive.

I now discuss six typical pathological situations based
on my research results: three showing paralysis by analy-
sis and three, extinction by instinct. Each situation is
characterized by a different configuration of the contex-
tual factors I have described.

Paralysis by Analysis

The three situations in which organizations carry out
excessive formal analysis are labeled the “dialogue of the
deaf,” the “vicious circle,” and the “decision vacuum.”

The Dialogue of the Deaf

“The issue was completely blocked; it became a dia-
logue of the deaf.”

In this situation, an organization engages in a seemingly
interminable exchange of documents and reports berween
hierarchical levels, which fundamentally disagree. Some
people believe they know what to do and carry out analy-
ses to justify their project, but they are unable to force the
issue onto the organizational agenda because participants
at other levels are either indifferent or opposed. Repetitive
analyses lead nowhere because the parties simply do not
understand each other. In fact, cognitive psychologists’
studies have shown that formal analysis has litde influence
on people who are already strongly committed." However,
because analysis is often the primary route to obtain ap-
proval and communicate their convictions, people contin-
ue to prepare reports even though they suspect they will
be ignored. At the same time, managers at other levels
may sometimes find it easier to ask for more data than to
reject proposals categorically.

For example, the large teaching hospital in my research
needed sophisticated medical equipment. The project
passed several internal levels, but when it reached an ex-
ternal government agency, it met with opposition. One
manager commented:

We presented the project as a priority, but they thought we
were committed in advance to this choice, and they didnt
appreciate our criteria. They thought we had other motives.
So we had to produce all kinds of statistics and explanations.

The blockage cascaded down as doubt grew in the
minds of managers who had previously approved the
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project. They commissioned further studies and became
very demanding in their concerns not only to make the
right decision but also to ensure its approval and restore
their credibility. At the same time, the original pro-
posers resented wasting time on analyses thar seemed
completely futile.

In multi-tiered organizations, in which power and

expertise are not necessarily concentrated at the top, the
futile dialogue is often endemic, paralyzing communica-
tion between levels and creating universal frustration.
While some managers complain of the time wasted in
preparing studies, others decry the lack of rigor or imag-
ination. The structure of interactions surrounding pro-
ject initiations and approval tends to perpetuate a prob-
lem that results less from cognitive style than from a
lack of trust among people at different levels.
* Treatment and Prevention. What can be done to
avoid this common situation? Clearly, where a person is
located in the hierarchy affects his or her ability to pre-
vent it or make corrections. While those at the bottom
may be unable to modify the structure of approval mech-
anisms, they may be able to adjust how they influence
upper management. A first step could simply be devel-
oping greater sensitivity to top management’s concerns.
For example, one organization I studied made consider-
able progress on a project after the requesting depart-
ment assigned a new member to prepare the report. A
manager remarked:

What [ liked was that, for the first time, we got an un-
emotional analysis of the issue. The new guy made an effort
to put together all the information. And even if he arrived
at the same conclusion as before, I didn't mind, because he
looked at it objectively.

However, beyond this, Bower (on capital budgeting),
Burgelman (on intrapreneurship), and Dean (on the ac-
quisition of new technology) have shown that, while ra-
tional appeals are usually necessary, their effect can be
greatly enhanced by measures such as coalition building."
In other words, stronger, more credible analysis needs to
be combined with informal sources of influence.

People at mid-level have an interesting role in vertical
communications because, as gatekeepers to higher levels,
their own credibility depends partly on the quality of the
projects they support.” It is not surprising therefore that
they sometimes demand more information to make a
decision; they need to be certain that they can respond
to any question without necessarily understanding the
project as well as its original promoters. Paradoxically,
middle managers who fail to demand high standards in
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project preparation may indirectly generate even more
paralysis as their projects are resisted at higher levels.
Requests for more information may cascade up and
down the hierarchy, accompanied by considerable frus-
tration and disillusionment. In an illustration of the
critical role of leadership, middle managers weakness
does not help either project promoters in formulating
their proposals adequately or others who are trying to
understand the project’s merits.

At the top of the organization, the problem can be at-
tacked at the structural level. Top management needs to
ask whether decisions are made at the appropriate level and
whether all the current levels are necessary. Bureaucratic ex-
cesses created by the need for communication between nu-
merous levels have often been cited as a reason for the de-
clining competitiveness of such large corporations as IBM
and GM in the late 1980s and early 1990s; “dismantling
of the hierarchy” has become a popular management fad. '
The business press suggests that firms like Xerox and
Becton-Dickinson are improving their response time by
replacing traditional hierarchies with more fluid structures
in which project teams make the decisions.” This may be
one way to eliminate useless and time-consuming dia-
logues between levels. However, as I will show later, fluid
structures can generate their own problems.

The Vicious Circle

“Studies were simply the ammunition in a battle.”
The second mode of paralysis by analysis is manifested
in persistent paper fights between people at the same
level. It usually occurs when there is wide participation
and a diffuse power structure. The two main elements
are horizontal conflict (i.e., between different functions or
organizational subunits) and uncertainty, ambiguity, or
hesitation at the top. Each side generates large amounts of
formal analysis as it tries to convince the other and per-
suade uncommitted top managers. Senior management, in
turn, may also initiate analysis, hoping that it may bring
about a consensus, clarify the direction, or at least postpone
the problem. One interviewee described such a process:

There was internal disagreement. People were trying to
block. And if somebodly is going to block something, theyve
got to come up with a reason. So both people are probably
doing some kind of study — a study to cause the block and
a study to unblock the block. And if the block is unblocked,
then theres a new block, and you've got to have a study to
unblock that, and so it goes on.

Unfortunately, because of top management’s uncer-
tainty, all this analysis is unlikely to clarify the situation
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and may even enhance divergence. Previously committed
people are not easily persuaded, and uncommitted people
become even more confused by conflicting analyses from
opposing factions; the situation becomes a vicious circle.

A vivid illustration is the arts organization I studied,
which planned to enter a new market. A planning ana-
lyst initially convinced the CEO that the idea was worth
considering, but the marketing manager had different
views, and opinions among the other functional areas
were divided. After the planner initiated several analyses,
the board of directors tentatively decided to proceed and
set up a committee of all functional managers.

From the start, the committee members could not
agree on the decision’s meaning. Without the CEQ’s
clear direction, the committee worked at CIOSS-pUrposes,
with different members pursuing their own objectives
and undermining their colleagues’ analyses. They hired
various consultants to analyze parts of the project, but
not everyone accepted their validity. A consensus to do a
pilot test was further weakened by dissension among
board members. A new committee (excluding some of
the fiercest protagonists) was chosen to design the test,
but its members still disagreed on what it should encom-
pass, and it collapsed. After senior management set up
another committee, which also fizzled, a much smaller
team hired more consultants to analyze the finances and
consolidate the previous work into a board presentation.
Meanwhile, the CEO’s preoccupation with other prob-
lems, combined with the consultant’s somewhat negative
evaluation and managements growing disillusionment,
led to the project’s eventual demise.

My data and reports of other studies in the literature
support the conclusion that top management’s uncer-
tainty, ambiguity, division, or passivity contribute signifi-
cantly to the vicious circle.' In some organizations, the
problem seems endemic, relating to the dispersion of de-
cision-making power. A manager at the arts organization
commented: “There’s a kind of ‘participation’ ideology
here that dates from the sixties. There’s also the possibili-
ty of role reversal. So nobody dares tell anyone else what
to do.”

Demolishing hierarchical structures as a way to elimi-
nate dialogues of the deaf may inadvertantly creare some
of these problems, as I suggested in the previous section.
Fluid structures with multidisciplinary teams bring deci-
sions closer to the action, but, without clearly defined re-
sponsibilities, they can be as paralytic in conflict as the hi-
erarchies they replace.” For example, Dumaine describes
the difficulty of the changes implemented at Becton-
Dickinson; marketing and engineering team members
were unable to agree on a new product design, and the
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team leader (an engineer) had insufficient authority to
impose his views, thus slowing the process down consid-
erably.” While several large U.S. firms are struggling to
break down their traditional hierarchies to improve the
speed of decision making, reports in the business press
have suggested that Honda has initiated a transforma-
tion in the opposite direction, at least partly for the
same reason!"

However, organizational structure cannot be blamed
in all instances of the vicious circle. Even in organiza-
tions with strong hierarchies, passive leadership can have
similar effects. A manager in a traditionally structured
firm commented:

Our previous CEQ didn’t make decisions, so we stopped
sending him things because he would always send them to
the board. We were always doing studies, mountains of
analysis to justify things, and it had to be absolutely obvi-
ous that it was the right decision. If the board wasn't unan-
imous, we had to go back to work. With the new CEQ, its
completely different — hes the one who makes decisions.
The problem is that we hired a lot of analysts, and now we
don’t know what to do with them.

* Treatment and Prevention. How can an organization
avoid vicious circles or escape from them once they are
established? Again, a person’s available courses of action
depend on where he or she is located in the organization.
The problem is at least partly outside the direct control of
those at the bottom — i.e., the people who initiate and do
most of the analysis. The structural aspects of the situa-
tion (wide participation, diffuse power, divergent opin-
ions, and passive leadership style) naturally encourage
them, and in this context, they may find it practically
impossible to avoid an ongoing analysis war even if they
know that such wars are usually unconstructive. How-
ever, a first step out of the impasse is adequate diagnosis.
Since vicious circles tend to feed on themselves (with
opinions becoming more and more irreconcilable as
hostilities escalate), the earlier the diagnosis, the more a
satisfactory resolution may be possible diplomatically.
Both sides need to consider whether their debate really
focuses on facts or on fundamental values and objectives.
Deaft et al. distinguish between situations of “uncertainty”
(in which facts are unclear) and situations of “equivocali-
ty’ (in which values and objectives are unclear).” They
argue that while “hard” information sources (statistics or
reports) can relieve uncertainty, “softer” but “richer” ap-
proaches (face-to-face discussions) are needed to relieve
“equivocality.” Thus, in these situations, the ping-pong
battle of irreconcilable analyses should be set aside in
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favor of richer forms of debate. Mitroff et al. have sug-
gested a formal structure for this that they call “dialectic
inquiry.”*" Aided by independent facilitators, the various
groups formally identify the essential assumptions behind
their options, and all participants then attempt to find a
negotiated solution — either a compromise or, preferably,
a “synergistic” synthesis that integrates different view-
points. All these initiatives may fail, however, if leaders in-
tentionally or unintentionally encourage the perpetuation
of equivocality, which brings us to consider the leader’s
role in resolving vicious circles.

Most of the literature on the efficacy of various kinds of
leadership styles supports the theory that laissez-faire or
passive styles enhance conflict.”? In my research, more di-
rective leadership prevented diverging opinions from de-
generating into vicious circles; this did not necessarily
mean acceptance of one side or the other, but could mean
the development of an acceptable compromise so issues
did not fester unresolved. In the case of persistent disagree-
ment, those with power to decide must decide, preferably
after listening to others’ views. In her research on decision
making in “high velocity” computer firms, Eisenhardt ex-
amined the effects of various kinds of leadership style on
decision-making speed (and indirectly on organizational
performance).” She noted the superiority of “qualified
consensus,” in which top managers first attempt to devel-
op consensus among interested parties, air all views, and
then impose a decision that accounts for these views.
Styles in which agreement was sought at all costs or dead-
lines determined decisions were much slower and also
more political. Barnes and Kriger’s study of leadership in a
variety of organizations imparts much the same message.

Unfortunately, adopting a new leadership style is diffi-
cult, even if a person recognizes the limitations of his or
her current behavior. Thus sometimes the leader may need
to be replaced. The vicious circle may most easily be bro-
ken if those at a level above the principle participants (the
board, if the leader is a chief executive) intervene. Repeated
buck-passing, conflict, bypassing hierarchy in lower ranks,
mountains of paper, and frequently postponed decisions
are signs that such action should be considered.

The Decision Vacuum

“We did a study right out of the textbook. The only
problem is we haven't done anything yet.”

In the third situation of paralysis by analysis, analysts
become theoreticians isolated in their ivory towers, cut
off from reality. A manager remarked: “They were there
to collate a lengthy report, which I thought was much
too long. They did an enormous amount of work on it
and got into a whole lot of theoretical nonsense.”
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A decision vacuum has a number of specific charac-
teristics: a professional analyst, consultant, or staff group
with a mandate for a wide-ranging study; an imprecise
deadline and lack of immediacy; and top management’s
uncertain direction of the analysis.”* Often, the analysts
are not really to blame for the vacuum; management has
provided no clear vision for their work. For example,
one organization explored the issue of diversification; it
hired a full-time analyst to design a strategy and identify
possible areas for development. The analyst hired con-
sultants and, for two years, accumulated a mass of infor-
mation. Yet, the link between the data and the sub-
stance of the decisions was always unclear. Because the
analysis had been delegated to someone other than the
decision maker and was so broadly focused, the decision
maker’s thinking was often out of phase with the analyt-
ical work being done.

In theory, formal analysis should help to reduce un-
certainty by providing information. However, my re-
search suggests that analysts who have no direction or
structure will invent their own — and there is no guar-
antee that it will correspond to managers’ interests.
Strategic planning exercises can easily fall into this trap,
as one manager commented:

One danger is that the people who do the analysis aren’t
necessarily those with a sufficiently broad personal vision
— or they don’t have sufficient authority to impose their
personal vision. So theres some distortion in the whole exer-
cise. A lot of papers get written, but when you reach the
top, it doesn't necessarily correspond to what I would call a
strategic choice.

Every popular new management approach is suscepti-
ble to the vacuum, whether strategic planning, manage-
ment-by-objectives, total quality management, or business
process reengineering. As techniques become fashionable,
avant-garde firms want new groups of staff specialists to
implement them. However, unless organizations are
careful when setting priorities, the groups can easily grow
out of control, creating rituals that justify their size and
importance but with limited impact. Hammonds and
DeGeorge describe how Florida Power & Light found it-
self with a quality improvement staff of seventy-five peo-
ple that the parent company’s new CEO labeled “a bu-
reaucratic organization that was outliving its usefulness.”
One activity that created the bureaucracy was the firm's ap-
plication for the prestigious Deming award for quality,
which required managers to compile hundreds of pages of
analysis; “employees [were] trundling mountains of data
stored in milk crates around headquarters.””
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Why do people initiate analytical work in decision

vacuums? Sometimes it simply ensures that someone is
dealing with a long-term problem that, while impor-
tant, is not immediately threatening (as in the diversifi-
cation example). At other times, the study may be initi-
ated for symbolic rather than substantive value. For
example, one organization in my study hired consul-
tants to demonstrate that it was addressing its adminis-
trative problems. Since the impetus for the study came
from outside the organization, the managers were de-
fensive and had difficulty defining the focus of the anal-
ysis, leaving the consultants to grope about desperately.
In other cases, analysts themselves initiate the studies, at
least partly to justify their existence. Finally, analysts
sometimes have a statutory position (e.g., internal audi-
tors in public corporations or program evaluators in gov-
ernment); because the managers who mandated their
presence do not necessarily devote a great deal of time
to them, the analysts may find that no one is interested
in their work.
* Treatment and Prevention. What can a staff group
do if it senses that it has lost top management’s attention,
or that it is making work rather than solving problems?
The group needs to review its market and resources; for
some, the solution may be to seek clients elsewhere, either
at different levels or even outside the organization (e.g;,
Florida Power & Light quality improvement group, which
spun off into a successful consultancy).® Other groups
may need to reevaluate their skills. And others, which
may have been overtaken by another unit’s expertise, may
need to reintegrate in the organization.

Ideally, however, organizations need to create flexible
structures and incentives that enourage its staff groups to
remain responsive to management needs. To minimize
decision vacuum situations, it may be preferable to main-
tain only small nuclei of key people within any formal
staff unit, but to enrich this as required by managers tem-
porarily detached from line units for specific mandates.

I have made two general observations about the three
modes of paralysis by analysis. First, formal analysis is
rarely the real cause of paralysis — in fact, it is almost the
reverse. Paralysis is often generated by a specific pattern of
participation, power, and opinion that stimulates the ex-
cessive, unproductive use of formal analysis. Second,
since the forces that create the problems are partly struc-
tural, to solve them, managers must often look beyond
short-term, specific actions. I have suggested a number of
possible solutions, but care must be taken not to go to the
opposite extreme, because limited participation, central-
ized power, and decisive leadership can sometimes create
even more serious problems.
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Extinction by Instinct

In a study of public policy decision fiascoes (e.g., the Bay
of Pigs), Janis identified “groupthink” as a major cause of
poor decision making.? As he describes it, groupthink
occurs when decision makers who work closely together
develop a high degree of solidarity that clouds their vi-
sion, leading them to suppress negative feelings about
proposals. I have identified three situations in which
there was insufficient analysis, two of which bear some
relationship to Janis’s groupthink phenomenon. A com-
mon element underlies these cases: weak checks and
balances in the decision-making process. The power or
willingness to challenge choices is absent or temporarily
suspended, and the organization converges too rapidly
on a unique vision, leading to extinction by instinct.

The Dominant Leader
“If the CEO is not on the right track, it is difficult for
someone under him to say, ‘Whoa...’”
Warren Hathaway, chairman of Berkshire Hathaway, Inc.,
has remarked, “Because the CEO dispenses all favors, his
biggest problem is to avoid being treated like God. Second
is to avoid thinking he is God.”® Indeed, in many organi-
zations, it is not easy to contradict or argue too vigorously
with the boss. As a respondent in my study suggested,
even when managers feel they know more than a superior,
they may suppress doubts because of career considera-
tions, “Senior managers were convinced. They believed in
it, because it’s believe or die, no more, no less.”
Deliberately or not, the CEO in an organization with
a traditional structure can easily dampen opposition. Fear,
respect for authority, and even admiration may make
skeptics hesitate when confronted with a confident CEO.
An interviewee commented: “With him, everyone wait-
ed to see what he would say because, in any case, he
would have already considered all sides of the issue.”
Extinction by instinct is caused by the combination of
narrow participation in decisions, centralized power, and
a highly directive leadership style (see Figure 1). This is less
a problem if the leader acts in the organization’s interests,
understands the firm, and has strong ethics and cognitive
capabilities to make decisions. However, if a2 manager does
not force serious questioning, a leader will sometimes
make mistakes. Colleagues will become “yes” people, and
groupthink will take over decision making. And a domi-
nant CEO may not discover his or her mistakes (not to
mention others)) because fearful employees withhold in-
formation. It may be particularly difficult for a successful
CEO to admit the possibility of error.”’

® Treatment and Prevention. What can lower-level
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managers do about the boss who has lost touch with re-
ality and seems to be driving the organization in the
wrong direction? Hirschman discusses three different
strategies that members can adopt: “exit” (leave the orga-
nization), “voice” (attempt to force changes from with-
in), and “loyalty” (accept things the way they are).®* Each
individual can evaluate the risks and benefits of each
strategy. However, if the organization is really on the
wrong track, true loyalty requires an attempt to commu-
nicate reservations and concerns to the leader.

How can a confident, independent CEO in a tradi-
tional organization avoid the pitfalls and temptations of
absolute power? The obvious (but difficult) answer is to
make sure that power is never absolute, surround oneself
with other confident, independent people, and encour-
age dissension and debate on every decision. Some sug-
gest using devil's advocates for all major decisions by as-
signing one individual or subgroup to argue against the
dominant view.* The “dialectics” approach of Mitroff et
al. could also be used in this way.* These formal (and ana-
lytical) approaches may sensitize managers to the risks of
proposed actions and generate better decisions.

A company can also protect itself from the risks of dom-
inant leadership with an independent, competent board of
directors that takes its role seriously. In each of the three or-
ganizations I studied, the board had questioned at least one
major internal decision — in one case, on profitability, in
another, strategy, and in the third, because the decision by-
passed normal priority-setting procedures. Two cases in-
volved decisions that were the CEO’s “baby” — a pet
project that had not been subjected to the analytical
scrutiny that the CEO normally would have insisted on if
the promoter had been someone else. Fortunately, the
board provided a safety net by asking critical questions
and offering guidance. However, some boards are domi-
nated by insiders and can be easily manipulated by senior
management. Others simply do not adequately represent
the firm’s shareholders. Pearce and Zahra have shown that
firms with more powerful boards tended to perform better
than those with less powerful ones. Moreover, interestingly,
CEO:s seemed to prefer more powerful boards: “Powerful
boards convey to shareholders at large an image of effective
checks and balances that helps to assure shareholders that
their interests are well protected.”

Parallel Power

“The project would have passed anyway. We could
have done some more work, but we couldn’t have
stopped it.”

In complex organizations, people at various levels may
have power over certain types of decisions. Parallel power
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is a situation in which individuals or groups low in the
hierarchy are powerful enough to do what they want,
even when contrary to organizational objectives. Such
power may be based on privileged access to external or
internal support that enables individuals to bypass nor-
mal decision-making channels. It may also come from
specialized expertise, as in the case of a physician in rela-
tion to a hospital administrator (here, the authority rela-
tionship may be denied entirely) or a division head in re-
lation to the head office of a diversified corporation.

In fact, as organizations become more complex, they
face increasing control and coordination problems. Lead-
ers do not have the time or knowledge to personally man-
age everything and must therefore trust others not only
for executing decisions but also for innovating and devel-
oping. And despite many attempts, no one has yet in-
vented a perfect system of incentives and rewards to en-
sure that a manager’s actions will always be consistent
with organizational objectives.*

Parallel power can lead to extinction by instinct in at
least two ways. First, senior managers may accept ideas
from lower-level managers that are not necessarily in the
company’s interests, either because they have insufficient
information to ask the right questions, or because opposi-
tion would not seem legitimate. For example, in the hos-
pital I studied, an administrator could not easily question
a physician’s decision to prescribe treatment for a particu-
lar patient — even if the treatment had major political,
strategic, and financial implications. Thus demands for
analysis in such situations could only be symbolic, since
the medical staff held the balance of power. In another
case, a physician unilaterally found a donor for some ex-
pensive medical technology that was not necessarily a top
priority. This problem seems to occur most often in the
public sector where certain members are largely immune
from sanctions (like doctors in hospitals) and where spe-
cial interest groups may be most easily mobilized.

Second, top managers may make decisions without all
the necessary information because subordinates do not
provide it. For example, in one case in my research, a
CEO was attempting a turnaround that required drastic
cuts in certain areas and major staff transfers between
units. Although the CEO was clear about his goals, he
lacked the knowledge to define them in detail. He was
therefore forced to rely at least partly on different func-
tional managers, some of whom were unhappy about the
change. Since their proposals did not always satisfy his re-
quirements, the CEO ended up imposing his own ideas
and running the risk that, with inadequate information,
the changes would be poorly conceived, leading to errors.
Some lower-level managers may have even hoped for this.
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These difficulties partly underlie several well-known

failures of unrestrained, unrelated diversification. For ex-
ample, Miller documents the rise and fall of such firms as
Litton Industries, Automatic Sprinkler, and Investment
Overseas Services, which were developed rapidly by ac-
quiring companies in sectors far removed from their orig-
inal base.”” Their control systems were overwhelmed by
the complex task of managing the diverse businesses.
Parallel power became endemic.
* Treatment and Prevention. Privileged access to decision
influences is one factor underlying parallel power. Man-
agers naturally want to obtain information from many
possible sources, but when access is unequal and political
games systematically begin to control decisions, objec-
tives are subverted, decisions are arbitrary, and formal de-
cision-making procedures become empty rituals. Once
this pattern is established, it feeds on itself, as people who
might have played by the rules see that the only success-
ful route is through backroom politics. Thus the best
way to prevent access abuse is for top managers to make
their own decision-making procedures transparent. Al-
though, as I showed, the hospital I studied was certainly
not immune from parallel power, the CEO was indefati-
gable in defending the integrity of the formal peer review
for decision making and avoiding the appearance of ced-
ing to informal pressure. A senior physician suggested
that, despite the occasional breach, he generally succeed-
ed, “In general, I like the way decisions are taken. They
may be decisions with which you do not agree. But at
least there’s some intelligence brought to bear, a certain
consultation before making a decision.”

Another cause of parallel power is the information
gap between managers at different levels.*® An experi-
enced manager who is deeply in touch with his or her
own organization and its environment is less likely to fall
victim to extinction. However, in large, complex firms,
this deep intuitive understanding is often beyond many
managers’ capabilities. Their visceral response is to de-
mand more formal analysis for direction and control as a
substitute for informal tacit knowledge. Various plan-
ning techniques have been developed for precisely this
purpose (from the portfolio matrices of the 1970s and
early 1980s to the “shareholder-value-based” planning of
the late 1980s and early 1990s).

Harold Geneen, the charismatic builder of ITT, a di-
versified, once highly successful conglomerate, favored an
aggressive form of control by analysis. Geneen has com-
mented, “The drudgery of the numbers will set you
free.”” His “freedom” may look like slavery to most of us
when we read that he personally pored over the numbers
until 10 or 11 p.m. every night. Moreover, control by
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analysis can be counterproductive if pushed too far, cre-
ating a climate of escalating distrust as lower-level man-
agers increase the subtlety of control avoidance in paral-
lel with growing demands for information from above.
One interviewee remarked, “We know from one year to
another that the influence we had on the strategic plan
may land us with obligations wed rather not have, so
people do not always collaborate fully. When you know
a system, you abuse it.”

In fact, we are back full circle to the dialogue of the deaf.
Exclusively relying on formal approaches to fill the infor-
mation gap may drive an organization to the worst of both
worlds: paralysis by analysis and extinction by instinct —
piles of analyses and reports but little useful information.

Next is the third element behind parallel power: the
misalignment of personal and organizational objectives.
If incentives and rewards systems are designed so that
autonomous decisions generally reflect organizational
goals, there are fewer risks with parallel power. However,
in the case of professional groups with crucial expertise,
this is difficult. For example, the hospital in my study
had limited control over rewards to the medical staff
people because they were not on its payroll. Beyond for-
mal systems, however, an alternative approach binds peo-
ple to the company, not by economic interest but by
commitment to a value system or organizational culture.®
An inspiring mission (e.g., healing the sick), promotion
from within, and charismatic leadership may help devel-
op such a culture. Loyalty to the organization rather
than to a limited function may also be stimulated by en-
suring that managers rotate between different units and
positions, a strategy that the hospital CEO favored. But
a strong culture is difficult to achieve, especially in a
large company, and is not without drawbacks, as indi-
cated in the next section.

Natural Unanimity

“I made a presentation at the management committee.
Everyone applauded.”

When everyone in power instinctively shares the same
opinion on an issue, the wise manager should be wary.
Unanimity is unlikely to lead to an objective evaluation
of options, and normal checks and balances may be
short-circuited. Unanimity may mean that a proposal
has strong value, but it may also be symptomatic of a
disturbing trend, i.e., a uniformity in which members
share values and beliefs and that excludes deviation
from the decision-making process. Obviously, a strong
culture has many advantages, but when the organization
is faced with discontinuities, this same culture becomes
a liability, as common beliefs become invalid, ultimately

LANGLEY 71

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



leading to extinction by instinct. IBM, praised during
the 1970s and 1980s for its motivating culture, is a
striking example. The same culture, dominated by val-
ues that worked well for marketing mainframes, later
became a barrier to the company’s success in new mar-
kets."” This phenomenon has confronted several major
firms and industries in the 1980s and 1990s, leading to
cultural changes, or “paradigm shifting,” i.e, the adapta-
tion to fundamentally new rules.®

Natural unanimity may also occur when a corporate
head office or a government agency invests in an area for
strategic reasons but then fails to apply normal control cri-
teria to the specifics of resource use. Because the decision
seems to be in everyone’s interest, there is no counter-
weight. Hammermesh describes this problem at Memorex
following its use of portfolio planning matrices; certain
business units received a mandate for growth that became
virtually a blank check for investment.® In my own re-
search, a new government directive led the arts organiza-
tion to rapidly promote a previously rejected project. One
manager remarked:

The new policy said we should develop in this area. It
was like a magic word — everyone leaped on it. Manage-
ment needed some content, so they looked around to see
what there was. Theyd looked at this old project in the past
and said there was no chance.

In this case, the proponent of the project had done a
good deal of analysis earlier. However, the urgency to
produce something — anything — to satisfy an outside
requirement was certainly not conducive to thoroughly
analyzed proposals.

Finally, natural unanimity may also occur on a small
scale within subgroups that have evolved narrow view-
points unsynchronized with the rest of the organization.
Dividing a firm into distinct functional groups invites
this kind of parochialism. Interviewees described the
arts organization I studied as a set of fortresses or self-
sufficient Byzantine fiefdoms. Given the strongly held,
shared beliefs in each unit, it is not surprising that inter-
action between them often resulted in all-out war (the
vicious circle I discussed carlier).

* Treatment and Prevention. What I have described is
an inward-looking organization detached from its envi-
ronment. In the extreme, escape from this predicament al-
most certainly requires a fresh perspective that can come
only from outside: new managers and/or outside consul-
tants. IBM eventually took this route. Ideally, however, or-
ganizations should avoid this situation through systems of
checks and balances by tolerating deviance, using devil’s
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advocates, and doing appropriate independent analysis.
As for staft analysts, the professional literature for plan-
ners and analysts stresses the importance of developing
mutual understanding and harmonious relationships with
line management. Based on my research, however, I sug-
gest that the need for good relationships has been greatly
overemphasized. Managers in my study were often inter-
ested in analysts’ work precisely because of its ability to
challenge existing approaches. One remarked, “Pete was
seen as a far-out guy, and Fred wanted to see what a far-
out guy would make of it.” And as one consultant put it:

1 would say 90 percent of consultant studies are not im-
plemented. It has to be that way. If I were a manager, [
wouldn’t implement them either. The manager has to use
his judgment; he bas to live with the thing. Analyses only
serve as a challenge.

Overemphasis on staff-line cooperation and imple-
mentation may lead to a situation in which it is in the
analyst’s interest to be co-opted by the line managers.
The easiest way to ensure implementation is to recom-
mend only those actions that the line managers agree
with. But this is not necessarily useful to an organiza-
tion and may lead to mutual admiration and, ultimate-
ly, natural unanimity. The effectiveness of the staff-line
dichotomy depends on maintaining a certain tension
between the two. When the tension disappears, the staff
may not be doing its job.

The idea of creating a capacity for challenge can obvi-
ously be extended beyond the traditional staff versus line
activities. For example, in the public service organization
[ studied, the CEO frequently set up task forces so that
someone outside the functional area nominally responsi-
ble was assigned team leadership. He commented:

The best came out of it because one group worked on the
problem, while another had responsibility for the project.
They didn like this very much, but got involved. They
came to all the meetings, generated ideas, and worked hard,
but it was somebody else who reported to management.

This approach also provides for second opinions without
an elaborate staft bureaucracy and forces discussion among
functional groups. Pascale points out that contention can
be constructive if harnessed at the right time to ensure va-

riety in thinking*

Toward Equilibrium

In the previous sections, I have looked at several deci-
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Table 1

Toward Equilibrium: Solution Paths (and Their Nemeses)

Technical Solutions

Structural Solutions

Cultural Solutions

Leadership Style
Solutions

Dialogue of the Deaf

Performance outcome
controls rather than
behavioral contrals
{ —» parallel power)

« Eliminate levels of
hierarchy

« Decentralize
decision making

{ —» parallel power;
vicious circle)

Stronger socialization
to common values

{ —» natural
unanimity)

Set broad objectives
but greater delegation
of details to line and
less reliance on staff
{— parallel power;
natural unanimity)

Vicious Circle

Conflict resolution
techniques; dialectic

Centralization,
clarification of

Stronger socialization
to common values

More directive,
less consensual

inquiry; soft systems hierarchical { —» natural leadership style
analysis, etc. responsibilities unanimity) { ~—® dominant leader)
( —» natural { —» dominant leader;

unanimity, amplified dialogue of deaf)

vicious circle)

Decision Vacuum Require staff workto | Reduce size of staff Develop Less delegatory style
be sponsored and groups, create action-oriented with respect to staff
budgeted by line temporary staff culture groups
departments mandates { —» all forms of { —» dominant leader)
{ —» parallel power; | ( —»dominant leader;| extinction by instinct)
dialogue of deaf; parallel power)

vicious circle)

Dominant Leader

Forced questioning
techniques

(e.g., devil's advocacy)
{ —»vicious circle;
dialogue of deaf)

« Decentralization of
decision making

« Division of top job
( —» parallel power;
vicious circle)

Develop participative
management culture
{ —® vicious circle;
dialogue of deaf)

More consensual,
less directive
leadership style

{ —» vicious circle)

Parallel Power

More stringent
approval requirements
{e.g., planning

formats, value-based
evaluation of
strategies)

{ —» dialogue of deaf)

« Development of
corporate staff groups
{ —®decision vacuum,
dialogue of deaf)

« Priority selection by
peer evaluation

{ = vicious circle)

Stronger socialization
to common values
{—» natural
unanimity)

Mare internally
informed, less
detached leadership
(e.g., promotion from
within)

(—» natural
unanimity)

Natural Unanimity

« Forced questioning
techniques
(e.g., devil's advocacy)

Enhance role of staff
and especially outside
consultants

Develop culture
tolerant of
deviance, conflict,

More externally
informed leadership
{e.g., promgtion

« More stringent { —»vicious circle; competition, etc. from outside}
approval requirements | dialogue of deaf: { — vicious circle; { —» dialogue of deaf:
: { —» vicious circle; decision vacuum) dialogue of deaf) parallel power)
i dialogue of deaf)
|
\
\
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sion-making pathologies associated with either excessive
or insufficient formal analysis and examined how the
problems can be corrected or avoided. I now draw these
diverse elements together, beginning with a brief sum-
mary of the strategies and concluding with two general
observations (see Table 1).

Avoiding Extinction by Instinct

The key element of any strategy for avoiding extinction by
instinct is to instill checks and balances into the system so
that people must think through their ideas. Formally, this
can be done through cross-functional teams, staff advisers,
or procedures like “devil’s advocacy.” Informally, managers
must learn to tolerate dissidence and encourage their col-
leagues to express doubts about proposals. External con-
sultants and board members can also improve decision
making. In addition, the legitimacy and integrity of the
decision-making system needs to be protected. Proposi-
tions from various parts of the organization need to be
treated transparently, equitably, and consistently to avoid
arbitrary, ultimately indefensible decisions based on privi-
leged access rather than mature reflection.

Avoiding Paralysis by Analysis

In paralysis by analysis, checks and balances have become
so dominant that it is virtually impossible to get anything
done. In environments where speed to market is an im-
portant competitive advantage, this is a major problem.
Efficient arbitration is needed to produce rapid, rational
decisions. As I indicated earlier, this may mean reexam-
ining where decisions are made in the hierarchy and
whether all levels are necessary. In addition, while listen-
ing to dissident opinions, leaders must be prepared to
make up the organization’s mind. And staff groups can-
not remain isolated, detached from immediate decision
making. Finally, although commitment to common val-
ues and overarching goals may become a problem if the
environment changes dramatically, it is a very powerful
asset in responding to routine ongoing challenges.

%

Although formal analysis is a purely technical activi-
ty, the factors that stimulate its use (or nonuse) are very
often political or interpersonal. Therefore I argue that if
we want to influence the way organizations reason, we
must look at the context in which people make deci-
sions. To stimulate both rationality and efficiency in de-
cision making, we need to design organizations and ap-
proaches that combine constructive checks and balances
with effective ways to arbitrate.
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Given the apparent contradiction between these goals,
achieving both rationality and efficiency in decision mak-
ing is far from easy. In fact, almost all the solutions I pro-
pose contain the seeds of their own defeat: if pushed too
far, they will send the organization from one pathological
situation to its opposite (see Table 1). We can observe this
phenomenon in the way managerial fads and fashions
come and go, with the excesses of one trend serving as
points of departure for the next (e.g., from scientific man-
agement to human relations, from strategic planning to
organizational culture to process reengineering). Man-
agement is a dialectic process in which cycles of diagnosis
and readjustment never end. When decisions are consis-
tently driven either by irrational impulse or by obsessive
number crunching, a new cycle of diagnosis and adjust-
ment is overdue. ¢
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