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Abstract

As the main strategic decision makers, the top management team plays an
important role in the development of the enterprise. High echelon theory
provides a theoretical basis for the research of top management team. The
original idea of the top management team is cognitive orientation, but the
previous researches focus on the demographic characteristics and Hetero-
geneity of individual team members, ignore the social characteristics of the
top management team as a team. At the same time, the results are unstable
and contradictory. Furthermore, the cognitive process of top management
team has always been a difficult problem in the academic circles, but has not
found an effective way. Based on the upper echelons theory and shared mental
model, this paper analyses systematically and summarizes the relevant re-
search literatures, and reviews the domestic research literatures about the in-
fluence mechanism of TMT on strategic decision making, then proposes the
suggestions that develop the Chinese context research and related western
theories. In conclusion, the research results have great value to promote do-
mestic scholars getting involved in this frontier research field, then keep up
with the pace of international related theories development.
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1. Introduction

With the development of economic globalization, enterprises are facing more

and more complex environment, which brings new challenges to the ability of
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enterprises to deal with various problems, and also puts forward new challenges
for enterprise managers. In 1984, Hambrick and Mason put forward the theory
of “Upper Echelons Theory”, which provided the theoretical basis and direction
for the top management team [1]. Subsequently, many researchers analyzed the
related issues of TMT based on different perspectives. The domestic research of
the top management team began in 2000. At first, in view of the objective demo-
graphic characteristics, domestic scholars explored the direct influence of TMT
demographic characteristics and its heterogeneity, such as age, education back-
ground, occupation experience, on business strategy and performance. But those
studies did not yield consistent results. Zhou Jian, Li Xiaoqing, Yang Shuai
(2015) believed that TMT is the main maker of enterprise strategic decisions,
and enterprise strategy formulation process is essentially a cognitive integration
process of top management team [2]. Reviewing the upper echelon theory, based
on TMT cognitive perspective, this theory shows different cognitive basis, values
and insight as well as their operation process among TMT members influence
the strategic decision and performance (Hambrick, 1984) [1]. In the existing li-
terature, however, few scholars examined the influence of TMT on corporate
strategic decision and behavior from the perspective of cognitive dimension, and
ignored the intermediate process of the relationship between TMT and organi-
zational output.

Based on the shared mental models and upper echelon theory, this article re-
views and sorts out related literature, and then discusses the internal mechanism
about the effect of top management team on enterprise’s strategic decision from
the perspective of shared cognition. Finally, we propose the future research

trends, and research directions in domestic context.

2. The Concept and Theoretical Basis of Top Management
Team Shared Cognition

2.1. The Concept of Shared Cognition

What is sharing? Many scholars defined the “sharing” from the point of view of
team process (Cannon-Bowers & Salas, 1993; Cole, 1991) [3] [4]. Cole (1991) be-
lieved that “sharing” have two meanings: one refers to common, such as the
common knowledge and understanding to the use of company equipment, laws
and regulations that team members have; the other refers to its distribution,
such as team members shared tasks and duties [4]. Cannon-Bowers and Salas
(1993) held that sharing means knowledge and overlap of each other expecta-
tions, rather than simply the pursuit of common consensus and views [3]. In
other words, team members with their own mental model achieve the common
expectations of corporate strategy and development through communication
and exchange interaction.

Furthermore, Cannon-Bowers and Salas (1993) defined shared cognition as a
collective belief, shared understanding [3]. Cannon-Bowers and Salas (2001)

further generalized its compatible, complementary, overlapping knowledge
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owned by team members, which helps members to make more accurate expecta-
tions on team performance, and then take a collaborative work to complete the
task [5]. At the same time, shared cognition is an effective index to predict team
performance, which can help managers diagnose the problems existing in the
team and provide solutions.

Next, how to measure it? In previous studies, scholars used a variety of differ-
ent methods to measure shared cognition. Some scholars used internal rater re-
liability to measure shared cognition among team members. Although this me-
thod reflects the consistency of judgment among team members to some extent,
there are many problems, this is, the reliability may increase with the increase of
the number of evaluators, which cannot examine the influence of team size. In
addition, the internal rater reliability coefficient reflects the correlation, but it
cannot reflect the degree of sharing. Meanwhile, some others investigated shar-
ing degree among members by measuring the structure and content of shared
knowledge (Cannon-Bowers and Salas, 2001) [5]. But sharing knowledge is only
a part of shared cognition, thus it cannot describe the sharing level of members
accurately.

In general, belonging to the cognitive concept of team level, shared cognition
is difficult to measure. More significantly, however, many researchers believe
that the strategic decision and behavior of an enterprise must reflect the particu-
lar behavioral and psychological characteristics of its team by the communicat-
ing and interacting between team members with long-term effects. Consequent-
ly, questionnaire survey is an appropriate measuring method to ask team mem-

bers some questions related to perception.

2.2. The Theoretical Basis of Top Management Team
Shared Cognition

2.2.1. Upper Echelons Theory

In 1984, Hambrick and Mason first proposed the “upper echelons theory” based
on the perspective of limited rationality hypothesis and cognitive psychology,
the theory that the objective environment and top management team characte-
ristics (psychological characteristics and observable characteristics) affect the
strategic decision of the executive team, then the executive team will make stra-
tegic decisions consistent with their cognitive psychological model. Hambrick
and Cho (1996) perfected this theory, which summarized the top management
team into three aspects, namely, team composition, team process and team
structure [6]. Team composition and structure mainly refer to the demographic
characteristics and authority structure of top management team members. And
the team operation process means coordination, communication, conflict han-
dling and motivation among team members. Moreover, the team members’
characteristics and team operation process influence strategic decision, and then
affect organizational performance and strategic choice. The biggest difference
from the original model is introduced the team process, which is a leap forward

development of upper echelons theory. Carpenter et al (2004) introduced the
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agency theory to integrate a more complete analysis framework, which better
explain the relationship mechanism between top management team and organi-
zational strategy, performance [7]. This analysis framework changed the pre-
vious research paradigm of TMT and corporate performance, and prompted
more scholars to begin to explore the intermediate mechanism between top
management team and organizational outcomes. Hambrick (2007) pointed out
that the TMT demographic characteristics is the objective property of TMT, that
simply analysing the impact of objective characteristics on organization behavior
cannot effectively explain the role of decision maker in the decision-making
process, neglected the middle top management team psychological factors [8].

In conclusion, previous studies mainly focus on “team characteristics directly
affecting the organization”, regarded the output process as a “black box”. But to
a greater extent, the authentically causal relationship depends on the cognition
and mental process among top management team members (FINKELSTEIN &
HAMBRICK, 1997) [9]. However, recent studies added into the mediating fac-
tors, explore how top management team characteristics act on the middle
process, such as communication, conflict and decision making, further ulti-
mately affect the firm performance and development(Carpenter, 2004; Ham-
brick, 2007) [7] [8].

2.2.2, Shared Mental Model

Cannon-Bowers and Salas (1990) advanced the concept of shared mental model,
extending mental models from individual to team level [10]. Actually shared
mental model refers to the knowledge structure shared by team members, it al-
lows the team members to form a correct understanding and expectations for
the task, so as to coordinate their behavior to the team and other team members
demand.

Importantly, a core idea of the shared mental model is that the team can func-
tion efficiently if members have consistent understanding and expectations of
the internal and external environment, tasks, and business decisions they face.
Klimoski and Mohammed (1994) considered that shared mental model is a
unique mental representation, which team members collectively show consistent
views and actions on team specific situations, as illustrated in Figure 1 [11].In a
word, the formation of shared mental model depends on team processes, in-
cluding team communication, leadership and team management, coordination,
which, in turn, facilitate communication and interaction among members, the-

reby contributing to team performance.

3. Research Status of the Relationship between Top
Management Team and Strategic Decision Making

3.1. TMT Research Stages
The academic research on TMT comes from the “upper echelons theory”, which

is based on the cognitive perspective, and considers organizational performance

as the result of TMT cognition. But the initial research used objective demographic
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Figure 1. Framework for explaining the role of team mental models in team performance.

characteristics instead of cognition, which led to the failure of the top manage-
ment team to form a consensus. Accordingly, later researchers have been work-
ing on the “black box” (Finkelstein & Hambrick, 1997) in the top management
team study [9]. In summary, research on top management team has gone
through two stages.

The first stage of the study regards the TMT demographic characteristics as a
substitute of cognitive characteristics. Compared with cognitive psychological
factors, demographic variables are more objective, direct, lower cost and easier
to measure. Accordingly, the researchers examined the impact of demographic
variables, such as executive background, age, tenure, education level, on organi-
zational strategy and performance. Actually, domestic research on top manage-
ment team started relatively late, which a few simple studies were beginning to
come up around 2002. Wei Liqun, Wang Zhihui (2002) held that TMT educa-
tion background, occupation, experience heterogeneity have no significant effect
on performance, but there is a significant positive correlation between TMT av-
erage age and performance, which may have close relationship with the Chinese
network [12]. Sun Haifa and Yao Zhenhua (2006) believed that TMT size, aver-
age tenure have a positive effect on the firm’s short-term performance, and TMT
average education is beneficial to long-term performance, but team size is more
detrimental to long-term performance [13]. In terms of TMT heterogeneity,
Ouyang Hui, Zeng Deming and Zhang Yunsheng (2003) considered that the he-
terogeneity of TMT composition has a positive impact on organizational strate-
gy and organizational performance [14]. Liu Jun ef al. (2007) argued that the he-
terogeneity of TMT composition negatively influences organizational strategy
and organizational performance [15].

It can be seen that the relationship between TMT demographic characteristics,
heterogeneity and strategic decision-making and organizational performance is
not stable or even contradictory. As a result, some scholars are trying to find
new research directions and ways to better explain the stable relationship be-
tween TMT and organizational output.

Based on Hambrick and Cho (1996), Carpenter et al (2004) theoretical
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perspectives, the second stage studies thinks that there is a intermediate mechan-
ism between TMT characteristics and organization output, namely, team mem-
bers act on the intermediate process, thereby affect the team decision-making
and performance [6] [7]. On the one hand, domestic scholars begin to investi-
gate the influence of team processes (such as communication, conflict, behavior
integration) as a intermediate variable on organizational output. For instance,
Ma Fuping ef al. (2010) deemed that there is a significantly positive relationship
between TMT heterogeneity and technological innovation performance, specifi-
cally through the intermediate mechanism of integration of behavior (commu-
nication and interaction among team members and so on),the positive impact of
TMT heterogeneity on the performance of technology innovation will increase
[16]. Yao Zhenhua, Sun Haifa (2011) showed that team communication fre-
quency plays an important role, during the relationship mechanism between
TMT composition characteristics and organizational performance, namely, by
increasing the frequency of communication, team members increase team per-
formance and organizational performance [17].

On the other hand, some scholars try to explain TMT studies from other
perspectives, such as conflict, cohesion, attention. Wang Chongming and Liu
Xuefang (2007) examined the influence of TMT cohesion on the succession per-
formance, further found that the high TMT cohesion plays a positive role on the
succession performance [18]. Through a case study of HUAWEI Company, Wu
Jianzu and Bi Yusheng (2013) found enterprise internationalization strategy is a
result about its executive team attention selective allocation, when the TMT fo-
cus more on technology developed and mature market, the firm tends to choose
the international strategy of natural expansion [19].

3.2. The Influence of TMT Shared Cognition on Enterprise
Strategic Decision Making

As the main makers of enterprise strategic decisions, TMT members’ mental
models affect the strategic decisions they make (Walsh, 1995) [20]. The increa-
singly complex external environment has put forward higher requirements on
top management team. On the one hand, the uncertainty requires companies to
build a more heterogeneous top management team, which helps to get more di-
verse information and resources. On the other hand, heterogeneity can lead to
conflicts between members, which result in an increase in internal coordination
costs and a reduction in decision-making efficiency (Xue Youzhi, Li Guodong,
2009) [21]. Most importantly, the introduction of shared cognition makes up for
this problem. Specifically, during the process of making strategic decisions, top
management team shared cognition can bring about multifarious views and
plans from each member, meanwhile, can effectively reduce the time costs
caused by conflicts that each member has a common expectation on the devel-
opment of enterprises.

More concretely, Shi Shenglin and Chen Qi (2010) investigated the effect of

TMT cognitive preference to the enterprise competition strategy, and agreed
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that top management team tends to analytic cognitive style in the implementa-
tion of low cost strategy of the enterprise, while TMT has two kinds of cognitive
styles in the implement of differentiating strategy of the enterprise [22]. They
further deemed that team is more inclined to analytic cognitive style both the
implementation of low cost and differentiating strategy. Liu Hong, Wei Wenbin
et al. (2012) showed that top management team cognitive conflict of private en-
terprise is conducive to improve the quality of decision-making, decision com-
mitment and firm performance, simultaneously, decision commitment and deci-
sion quality play a significant intermediary role [23]. In view of cognitive need
and team climate, Jiang Zexu et al. (2014) examined how top management team
of state-owned enterprises improves the quality of decision-making. The result
found that TMT cognitive need positively affects the enterprise decision-making
quality, at the same time, team climate (team identity and team trust) has an
Moderating effect on the relationship between those two [24].

It can be seen from the existing literatures, domestic studies on TMT cogni-
tion are still relatively lacking. Mostly studies base on the cognitive characteris-
tics, while ignore the interaction process mechanism based on members’ cogni-
tion. As a result, those studies are not forming a complete theoretical system,
and lack of unified stable conclusion and theoretical basis. The most important
problem is lack of the exploration and development of the psychological dimen-
sion that domestic scholars still use the demographic variables instead of subjec-

tive cognitive variable.

4. Conclusion and Future Research Directions

With the development of existing research, more and more scholars pay atten-
tion to cognitive research, however, not only domestic existing studies on team
cognition are still relatively few and scattered, but also the research conclusions
are not stable and consistent, even exist contradictory situation. Therefore, based
on the conclusions of this study, current research limitations and the current

situation in China, this paper proposes future research directions.

4.1. Conclusion

Based on reviewing and sorting out the domestic literature, we can draw the fol-
lowing conclusion, that is, shared cognition is an important factor that affects
the TMT strategic decision. On the one hand, shared cognition reflects the un-
derstanding and agreement of the decision-making team towards organizational
goals and strategies, which can directly affect the organizational decision they
make. On the other hand, shared cognition does not mean that there is no hete-
rogeneity and conflict, but effectively resolves conflicts through effective interac-
tion and communication between different members, thus improves team effi-
ciency.

The significances of this research are mainly embodied in the theoretical value

and enterprise practice. In the aspect of theoretical conception, summarized the
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TMT research from the perspective of shared cognition, this study provides new
ideas for future research, which facilitates to capture the team interaction factors
influencing the enterprise performance. In practice, this paper provides new
ideas for the construction of high-performance teams. Specifically, strengthening
the knowledge sharing among team members, and improving the cognitive con-
sistency of members to enterprise strategy further improve the efficiency of team
decision-making.

The contributions of this study include the following two aspects. Firstly, in-
troducing TMT cognition into the study of enterprise strategic decision helps to
open the “black box”, where TMT demographic characteristics have an unstable
impact on corporate performance. To a certain extent, it helps to enrich the up-
per echelons theory, simultaneously develop the research category of enterprise
strategic decision. Secondly, we discuss in detail the concept of shared cognition,

which provide research direction for the future TMT research.

4.2. Limitations of Existing Studies

From the above-mentioned literature review, we can see that the existing studies
have some limitations in theoretical and empirical research.

First, previous research is focused on foreign mature market economies. The
basic theory of the top management team is based on the business environment
and management practices of the mature market economy countries. There is an
important problem, that is, the basic theory may not apply to the enterprise
practice in developing countries.

Second, research variables have limitations. The domestic research variables
on TMT cognition are relatively simple, and most studies are focused on the
TMT demographic variables. In other words, domestic scholars seldom explain
the existing problems from subjective cognitive perspective, instead, simply de-
scribe the objective characteristics. This may be due to the domestic research on
TMT starting late, and existing immature applicable theory.

Third, there is a lack of interdisciplinary research. The domestic studies on
TMT mostly follow the upper echelon theory, but rarely combine with other
fields. For example, many foreign studies discuss the relationship between TMT

and international strategic decision, while domestic related research is still scarce.

4.3. Future Research Directions

However, the existing research has laid a solid foundation for the follow-up re-
search, and the future research is also gradually explored. Therefore, domestic
research can be carried out in the following aspects.

First, strengthening the research of TMT cognition under different cultural
environment. As is an emerging market economy, China has a cultural envi-
ronment which is different from the mature market. Accordingly, exploring the
cognitive research in different cultural backgrounds is more conducive to the
persuasiveness and consistency of domestic research results.

Second, developing some studies about TMT cognitive characteristics, opera-
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tion process and team effectiveness in different industries. Due to domestic pre-
vious research results being inconsistent, exploring different industries studies
will be more conducive to the improvement and stability of relevant manage-
ment theories.

Third, future research can further search the cognitive process, and directly
measure the cognition variable. Currently, most domestic studies use objective
measured variables instead of cognition, which may be biased because cognition
is the subjective thought formed in the human brain. Consequently, future re-
search can be carried out from the following variables, such as cognitive conflict,
shared strategic awareness, team cohesion, cognitive differences. In a word, dis-
cussing thoroughly cognitive connotation, characteristics, methods of measure-
ment and operation process more help to explain the existing problems, and

then make use of cognitive research to solve the enterprise practical issues.
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