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Abstract: Artificial Intelligence (AI) is dramatically changing organizational environments. It is 

changing how we think about how leaders make decisions. This article will examine the effects 

of AI on modern organization's leader decision-making behaviors and how they incorporate AI 

generated insights into their strategic, operational, and ethical decision-making. We will draw on 

theories such as Bounded Rationality Theory, Strategic Leadership Theory, and Sociotechnical 

System Theory to conceptually investigate the evolving role of the leader in an environment 

characterized by growing numbers of algorithmic outputs and increasing amounts of data. 

Our results indicate that AI increases the speed of decision-making, increases the accuracy of 

predictions based on available data, and provides immediate access to large amounts of 

information. At the same time, AI creates several challenges for decision-makers. One challenge 

includes becoming too reliant on the output generated by algorithms. Another challenge relates to 

increased ambiguity regarding ethical responsibilities. Finally, there is the decreased ability to 

apply judgment when using AI generated data. Thus, leaders must find ways to effectively 

manage the trade-off between being able to efficiently utilize large amounts of data and being 

able to apply contextual, ethical, and strategic reasoning. 

Additionally, organizations that do not have clearly defined governance structures, run the risk of 

having inconsistent or poorly aligned decision-making practices. In conclusion, our study 

demonstrates the value of strategic leadership in facilitating successful AI integration within an 

organization. Our study suggests that organizations need to create clearly stated policies, 

established standards for ethics and morality, and need to be organized around a common set of 

values. Furthermore, our study indicates that successful leaders will not only use AI as a support 

mechanism in their decision-making processes but will also help to create the organizational 

climate in which AI can be successfully applied. 
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Introduction 

The integration of Artificial Intelligence (AI) into organizational processes represents one of the 

most significant technological transformations in modern business. Unlike prior technologies that 

primarily enhanced efficiency or communication, AI systems actively generate insights and 

recommend actions—functions traditionally associated with leadership decision-making 

(Davenport & Ronanki, 2018). 
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As organizations increasingly deploy AI-driven tools across functions such as finance, marketing, 

operations, and human resources, leaders are required to interpret and act upon algorithmically 

generated information. This shift raises critical questions: To what extent should leaders rely on 

AI in decision-making? How does AI influence the nature and frequency of decisions? What are 

the implications for organizational accountability and effectiveness? 

While existing research has examined AI from technological and operational perspectives, limited 

attention has been given to its influence on leadership behavior and decision-making processes. 

Leadership involves not only making decisions but also shaping the environment in which 

decisions occur (Kezar & Holcombe, 2020). As AI adoption increases, leaders must reconcile 

data-driven insights with human judgment and ethical considerations. 

This study develops a theoretical framework by integrating Bounded Rationality Theory, Strategic 

Leadership Theory, Sociotechnical Systems Theory, and Dynamic Capabilities Theory. It 

positions AI as a transformative force that reshapes both cognitive processes and organizational 

systems, offering a deeper understanding of evolving leadership decision-making in modern 

organizations. 

Literature Review 

Artificial Intelligence in Organizations 

From a special purpose technological device to an integral component of an organization's overall 

strategy, Artificial Intelligence has developed significantly over recent years. Today's AI systems 

are able to process massive volumes of data, identify patterns and generate predictive analyses 

that inform a wide range of decision-making activities (Davenport & Ronanki, 2018). 

Increasingly, organizations are relying on AI to forecast trends and analyze customer behaviors 

and to optimize their operational performance. 

Leadership Decision-Making 

Historically, leadership decision-making has been described as a process that involves some 

combination of rational analysis, experience and intuition (Simon, 1977). Strategic leadership 

theory describes the role of leaders in analyzing complex information and in linking 

organizational decisions to an organization's strategic objectives (Finkelstein et al., 2009). 

However, decision-making is often impacted by a number of factors that limit an individual's 

cognitive abilities. Examples include limited information availability and environmental 

uncertainty. 

Theoretical Perspectives Relating to AI and Leadership Decision-Making 

There are at least two different theoretical frameworks that can be utilized to understand the 

relationship between Artificial Intelligence (AI) and leadership decision-making. Those include 

bounded rationality theory and strategic leadership theory. When combined with sociotechnical 

systems theory these two provide a complete perspective to explain how AI changes the way both 

the process and context of decision-making evolve in today's organizations. 

Bounded Rationality Theory and Decision-Augmentation 

Herbert Simon's (1977) theory of bounded rationality states that decision-makers are operating 

under limits created by limited information availability, limited cognitive abilities and limited 

time. Although AI expands these limits by providing greater access to information and expanding 

an individual's analytical abilities relative to themselves (or others), AI does not eliminate 

bounded rationality; instead, AI redefines it. That is, leaders now have to interpret the outputs 

generated by algorithms and decide whether to trust or reject those outputs in order to produce a 

hybrid cognitive system (Jarrahi, 2018). 

 

 



 

 Vol. 3 Issue 2 | page: 35-39 | e-ISSN: 3064-7258 

Available online: https://eminentpublishing.us/index.php/IJLIM  

 

The International Journal of Leadership and Innovative Management (IJLIM)  37 

Strategic Leadership Theory and Organizational Alignment 

Strategic leadership theory emphasizes that leaders guide organizational direction and that leaders 

create systems for making organizational decisions (Finkelstein et al., 2009). In an environment 

enabled by AI systems, leaders must define how they wish to use AI systems, assure alignment 

with their organizational strategy and create governance structures. If strategic leadership does not 

exist then AI systems will likely be implemented haphazardly and without consistency. 

Sociotechnical Systems Theory 

Sociotechnical systems theory explains that organizational performance results from interactions 

between technology and social systems. Similarly, decision-making using AI is dependent on 

technical functionality as well as how people perceive and respond to the outputs produced by the 

algorithms. Failures often relate to lack of alignment among social systems rather than failures 

relating to technical limitations (Kezar & Holcombe, 2020). 

Dynamic Capability Theory and Organizational Learning 

The dynamic capability framework addresses the importance of adapting to technological change 

(Teece et al., 1997). Organizations using AI require developing capabilities in areas including data 

governance, decision integration and continuous learning. Leaders are critical to building these 

capabilities. 

A Hybrid Approach Toward Understanding Decision Making Using AI 

Together these theories suggest that AI transforms decision-making into a hybrid process where 

AI generates analytical information and leaders add judgmental input, ethical guidance and 

strategic input/interpretations. This hybrid approach presents many conflicts for leaders including 

balancing efficiency with accountability as well as balancing automation with human oversight. 

Methodology 

Conceptual studies are designed to describe theoretically what exists in reality. Conceptual studies 

are typically written in a formative manner, i.e., attempting to build new knowledge. For example, 

articles describing what "leadership" means today would be examples of conceptual studies. They 

attempt to answer questions such as "what is?" "how does it happen?" or "why does it happen?" 

Given this definition of conceptual studies, this study uses a conceptual-integrative methodology. 

Conceptual studies are designed to synthesize literature from an identified area. A thematic 

analysis approach was used to identify themes across three dimensions: 1) decision-making 

efficiency; 2) Human-AI interaction; and 3) Ethical implications. 

Using this method allows us to create a theoretical model explaining how AI affects decision-

making in organizations. 

Discussion/Findings 

Decision Efficiency Improvements Through Use of Predictive Analytics 

Use of predictive analytics enables faster and more accurate decision making based on data inputs 

(Davenport & Ronanki, 2018). 

Increased Dependence On Data Driven Decisions 

Leadership is transitioning from an intuitive decision-making style toward one influenced heavily 

by data. 

Leader Over-Dependence On Algorithmic Outputs 

Leaders may rely so heavily on algorithmic outputs that they lose sight of the potential negative 

implications associated with relying on algorithms for decision making. 
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Ethics/Governance Issues Created By Algorithms 

Algorithms introduce ethical issues such as bias/transparency/responsibility (Brynjolfsson & 

McAfee, 2017). Leaders must ensure their organization adheres to established ethical standards. 

Leader Influence On Organization Climate 

Leaders have a tremendous amount of influence over how their organization utilizes AI and 

establishes policies governing its usage. 

Theory Based Contributions 

Our study extends Herbert Simon's (1977) bounded rationality theory because we show that rather 

than eliminating limitations imposed by cognitive capabilities; AI has redistributed them. Leaders 

must now assess the validity of algorithmic-generated data before acting upon it. 

Our study supports Finkelstein et al.'s (2009) strategic leadership theory by portraying leaders as 

architects designing systems for making decisions within organizations using AI. 

Our study validates sociotechnical systems theory by illustrating that the effectiveness of AI use 

within organizations is contingent upon the degree of organizational alignment -- not solely upon 

technical capabilities (Kezar & Holcombe, 2020). 

Finally, our study extends Teece et al.'s (1997) dynamic capabilities theory by highlighting AI-

integration as an essential capability for organizations that necessitates continued adaption. 

Conclusion 

Artificial Intelligence is revolutionizing how leadership makes decisions in modern organizations. 

Although AI greatly assists with increasing efficiency and enabling the creation of analytic 

models used for predicting future events, it also poses serious risks such as increased dependence 

on algorithms for decision-making as well as ethics/governance concerns. 

Therefore, leaders should view AI as a tool for supporting their own decision-making -- NOT 

replacing human judgement. Successful leaders will not only utilize AI in their decision-making; 

but will also assist in defining the organizational climate in which AI can function properly. 

Ultimately, the impact of AI will depend entirely upon how well leaders can use it in conjunction 

with ethical responsibility/accountability; human judgment; strategic oversight. 

Future researchers should seek to empirically test theories derived from the application of AI 

within leadership contexts. 

Implications for Practice 

This study provides organizational leaders with practical implications. To do so, leaders must 

develop governance structures to determine where AI will fit within their decision-making 

processes. Additionally, organizations should be investing in educational opportunities to assist 

leaders in understanding how to evaluate and objectify AI outputs. Furthermore, it is essential for 

leaders to include ethics within their organizations' systems that use AI. This can help prevent 

potential biases from being embedded into the system; as well as allow organizations to maintain 

transparency with respect to what information has been used to create AI output. Finally, 

organizations need to foster an environment that supports both decision-making based on data as 

well as decision-making based on humans. 
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