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This paper examines how employee compensation and managerial personnel practices
affect employee well-being and firm performance among a special group of firms — those that
applied to the Great Place to Work® Institute competition to become one the “100 Best
Companies to Work For in America” that Fortune magazine publishes each year. Our 100 best
data set include firms that made the list and those that applied but did not make the list, and the
firm and employee surveys that are part of the application process, none of which was available
to earlier studies of 100 best companies (Edmans, 2011; Faleye and Trahan, 2011). Because
applicants to the 100 best list view their workplace policies and practices as exemplary, estimates
of the link between those practices and worker and firm outcomes in this data set are likely to be
biased downward compared to estimates that one would obtain from a random sample of firms.
Thus, the data provide a high hurdle for claims that particular compensation policies and
practices improve outcomes.

The Great Place to Work (GPTW) data set contains information on the 780 firms that
applied for the 100 best list in 2005-2007. The firms tend to be large. About half are public
firms that in 2007 employed about 6 million workers or around 5% of the private sector
workforce. Information on the firm's compensation policies and turnover rates comes from the
firm's application to be considered for the list. Information at the individual level about work
practices and workplace culture comes from a survey that the Great Place to Work® Institute
conducts among 200-300 randomly chosen workers within the workforce of every applicant
company. We obtain additional data for the economic performance of public companies from
Standard and Poor's Compustat file.

The GPTW dataset allows us to examine the link between three forms of compensation
that tie employee earnings to the performance of the firm — employee stock ownership, profit and
gain sharing, and broad-based stock options, which we have labeled elsewhere as shared
capitalist compensation (Kruse, Freeman, Blasi, 2010) — and worker reports on managerial
practices and workplace culture. We estimate the link from shared capitalist compensation, work
practices, and workplace culture to worker and firm outcomes.

We find that:

1) There is great variation among the applicants to the “100 best companies to work for”
list in their use of group incentive systems of pay, in workplaces practices, and in worker
assessment of workplace culture.

2) The firms that use shared capitalist modes of compensation have policies that allow
greater employee participation in decisions and greater information sharing than other firms, and
have a more positive workplace culture than other firms.

3) The combination of group incentive pay and policies that empower employees and
create a positive workplace culture increases employee intent to stay with a firm, lowers
voluntary turnover, and raises return on equity.

The next section places our study in the context of the large extant body of literature on
group incentive pay and worker and firm performance. We then describe the GPTW sample and
document the substantial differences in the use of shared capitalist modes of pay and work
practices even among these self-selected good employers. The following sections present our
estimates of the linkages between modes of compensation and work practices and workplace
culture and our estimates of the impact of these factors on economic outcomes. We conclude
with a summary of results and discussion of outstanding issues.
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The study of “shared capitalist” compensation and practices

There are over 100 studies of the relation between group incentive pay and related
personnel practices and firm and worker performance. Most of the studies compare firm
performance of firms with and without these forms of pay in cross-section data.* Some studies
examine firms before and after their adoption of a group incentive compensation scheme, or
control in other ways for selection bias.> Meta-analyses analyzing the combined results of
studies show statistically significant positive associations of employee ownership and profit-
sharing with firm performance.?

There is also a wide dispersion in the magnitude of estimated effects within and across
studies. Many analysts and practitioners interpret this dispersion as indicating that the context in
which management establishes a group compensation system affects its success. Firms cannot
simply institute a program that links worker pay to the firm performance and expect the firm to
do better as if the method of pay was a technological fix to some engineering problem.* “To get
the productivity-enhancing effects, something more may be needed—something akin to
developing a corporate culture that emphasizes company spirit, promotes group cooperation,
encourages social enforcement mechanisms, and so forth” (Weitzman and Kruse, 1990: 100).
Bundling equity and profit sharing with financial information and participation in decision

For reviews of the employee ownership literature see Blasi 1988; Doucouliagos, 1995, Kruse and Blasi, 1997,
Kaarsemaker, 2006, Freeman, 2007, and Kruse, Freeman, and Blasi 2010. For a review of the broad-based stock
option literature see Blasi et al., 2003. For reviews of the profit sharing and gain-sharing literatures see
Weitzman and Kruse, 1990, Bullock and Tubbs, 1990, Kruse, 1993, OECD, 1995, Doucialiagos, 1995,
Welbourne and Mejia, 1995.

One field study implemented random assignment of profit sharing at 3 of 21 establishments within a firm,
finding that the performance of those establishments improved relative to the control group (Peterson and
Luthans, 2006); A laboratory experiment among subjects organized into employee-owned “firms” found higher
productivity (Frohlich et al., 1998). Our study using an employee survey before and after the introduction of a
profit sharing plan found an increase of anti-shirking behaviors. (Freeman, Kruse, and Blasi 2010: 31). Two
studies find that average worker quality based on observables did not change as compensation changed from
individual to group incentives, while average worker performance improved (Weiss, 1987; Hansen, 1997).

Doucialiagos, 1995; Kruse and Blasi, 1997; Weitzman and Kruse, 1990.

Our 2010 analysis (Kruse, Freeman, and Blasi) of two nationally representative surveys and over 41,000
employee surveys in companies with shared capitalist modes of compensation found that the effects of these
plans on performance-related attitudes and behaviors was greatest in firms that also trusted employees to work
well without close supervision, paid base wages at or above market, and offered good job security, training, and
employee involvement in decisions. This suggests that the dispersion in results around the positive average in the
literature may be due in part to policies that accompany the incentive systems. Pendleton and Robinson (2010)
find that employee ownership appears to interact with formal employee involvement programs in affecting
performance when a minority of employees participate in employee ownership but that ownership affects
performance directly when a majority of employees participate.
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making can enhance worker contributions to the firm by creating employment relationships
based on congruent psychological contracts. Such a bundle can form the basis of trust and
aligned interests between workers and the employer (Rousseau and Shperling 2003: 564-565).

One likely reason why a group incentive system needs support from other practices to
improve outcomes is that it must overcome the free rider or 1/N problem that plagues all forms
of collective action. In an incentive plan with N workers, the payoff to the individual from his or
her effort is diluted because each individual receives only 1/Nth of the reward from their work.

It is rational to free ride on the effort of others, but if most workers do that, the group incentive
system fails. In theory, workers can solve the free rider problem by establishing and enforcing
work norms for high effort (Axelrod, 1984; Fudenberg and Maskin, 1986) but neither theory nor
empirical studies specify what it takes to overcome the 1/N problem in different settings.> On
the employers' side, one interpretation of successful programs is that they work like a “gift
exchange” (Akerlof, 1983) from the employer to employees in which the plans draw on feelings
of reciprocity that help establish norms for greater effort and cooperation. On the workers' side,
some workers may step up and monitor fellow employee efforts to enforce the work norm. New
empirical work indicates that proportionately more workers in establishments with group
incentive systems than workers in establishments without such incentives intervene with fellow
employees to improve performance (Freeman, Kruse, Blasi, 2011: 77-104). This demonstrates
that worker self-monitoring is a real channel for policing a group incentive system. But it pushes
the free rider question back a stage rather than eliminating it, for it raises the free rider question
of why some workers undertake the monitoring activity rather than “letting Joe do it”.

The GPTW data set provides a new way to illuminate the effects of group incentive
compensation systems and accompanying policies and practices on economic outcomes, and to
assess the complementarity among shared capitalist forms of compensation and particular ways
of operating a firm. To our knowledge it is the largest sample of firms and workers in the United
States that contains data on shared compensation practices, workplace practices, worker attitudes
and responses to policies, and measures of firm performance. But it is a highly non-
representative sample. Only firms that view themselves as having sufficiently good labor
practices to make the 100 best list are likely to take the time and resources to apply to the Great
Place to Work® Institute for consideration in the competition.

It is usual to regard a non-representative sample as inferior to a representative sample, but
in this case the fact that the sample come from the upper tail of those with good labor practices is
a strength. One weakness of most studies that link shared capitalist pay and practices to outputs,
including our own earlier work, is that there is always the potential that some unobservable
characteristic of the employer, workplace, or situation of the firm overcomes the 1/N problem so
that the group incentive pay system succeeds. If firms debating whether or not to introduce these
modes of compensation cannot replicate that unique attribute or find their own way to overcome

Laboratory experiments show that cooperation occurs more often than predicted by models of self-interest, and is
more likely when participants form a group identity by talking with each other before making their choices
(Dawes and Thaler, 1988; Kahneman, Knetsch, and Thaler, 1991). Empathy with co-workers through
communication can help develop and enforce norms that support higher performance (Kandel and Lazear, 1992;
Lazear, 1992).



the 1/N problem, they are unlikely to have the same success with group incentive pay as firms
that have succeeded by adopting those forms of pay and practices. Having a sample of firms that
view their labor practices as exemplary allows us to sign the likely selection bias as a downward
bias.

To see this, consider a comparison of two applicants to the 100 best competition under
the assumption that firms apply only if their workplaces exceed some level of good practice, P*.
Firm A has a group incentive compensation policy (and/or other shared capitalist modes of
operating) so that it produces a workplace with good practice Pa, with Pa > P*. Firm B does not
have such a policy but has other attributes that leads it to view its workplace practices Pb as
making it exemplary, Pb >P*. Firm B's positive unobservable characteristic/policy makes it
comparable to firm A with its shared capitalist mode of pay. If both the good workplace
practices of firm A and the unobservable characteristics of firm B produce better economic
outcomes, comparisons of A and B would yield smaller differences in outcomes than would
comparisons of A with some randomly drawn firm from the population of firms.

The empirical task for the rest of this study is twofold: 1) to see whether there are
substantial differences in the use of group incentive modes of pay and related personnel policies
and practices within the select group of GPTW firms that will allow us to study the relation
between these ways of operating the firm's business and worker and firm outcomes; and 2) to
estimate whether within this group those modes of pay work separately or in combination with
other practices to affect worker and firm outcomes.

The “100 Best Companies to Work For ” Applicant Data Set

The data come from two surveys collected by the Great Place to Work® Institute: 1) the
“Culture Audit” survey of workplace practices that representatives of companies fill out when
they apply for selection to the 100 best list, and 2) the employee survey that the Institute gives to
200-300 representative employees in each company, in order to measure employee attitudes and
perceptions of the company. The Institute gave us access to the surveys for the firms that made
the 100 best list and those that applied and did not make the list under a confidentiality
agreement which allowed us to link the data to other data sources and to analyze it on an Institute
server.

The Institute developed the Culture Audit from intensive fieldwork with corporations
over the last fifteen years. It contains information on the availability of shared capitalism plans,
and other work practices and performance outcomes. About 400 companies supply Culture
Audit and employee survey data each year as part of their application to be considered one of the
“100 Best Companies to Work For in America.” Our sample contains 780 companies over the 3-
year span 2005-2007. It has 1312 company-year observations (reflecting applications in multiple
years by some of the companies). Three hundred seventy five of the companies are public,
which allowed us to add measures of their economic performance from Standard & Poors'
Compustat to the data set. The remaining firms are privately-held, for which we do not have
information on performance. The publicly owned companies are large companies traded on the
NYSE and the NASDAQ. Based on Compustat data, our public company sample captures a
substantial proportion of US public company activity: 10% of total sales, 10% of total
employment, and 20% of the market value of all publicly traded corporations in 2007.

The employee surveys provide information on 305,339 employees or an average of 232
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surveys per company-year. While firms can be tracked over time, individual employees cannot
be tracked over time.

Our data are multilevel. Some are at the firm level. Some are at the individual level
within firms, which can be aggregated to firm level. Data on compensation policies and turnover
come from management responses on the Culture Audit. Data on firms’ financial performance,
which is limited to public companies, come from the linked Compustat data file. These two
sources of data allow us to examine the effect of firm practices on firm outcomes in a different
way than the two studies that have used the publicly available list of “100 best places to work”
firms to assess the effects of good labor practices on firm performance. Edmans (2011) and
Faleye and Trahan (2011) compare the stock market returns of firms that make the “100 best list”
to the returns of industry and size-matched firms that are not on the list. They both find that
companies on the 100 best list have higher shareholder returns, at least over some time periods.®
We complement their studies by comparing performance among applicant firms with different
human resource management policies that allows us to assess the impacts of particular policies.

Information on employee empowerment and workplace culture comes from the employee
responses to the randomly distributed surveys administered by the Institute. In some calculations
we average individual reports to the company level, which allows us to test the potential
mediating effects of employee reported patterns on the relation between modes of compensation
and policy on firm outcomes. The individual responses also allow us to examine the relationship
of worker reported measures of employee empowerment and workplace culture on individual-
level outcomes, such as the intent to stay with the firm, and to link those outcomes to firm-level
compensation policies.

Having data from both employees and managers and objective measures about firm
performance avoids the problem of common method bias that often plagues studies with data
from a single source or respondent, be it workers or managers With only a single source, there
is a danger of spurious covariance in variables due to the respondent’s report on different
attributes having a common base. For example, workers who report high trust in management
may also report that they are more likely to stay with the firm, producing a strong relation among
individuals, but if high trust workers are randomly distributed among establishments there may
be no relation between trust and likelihood of staying at the establishment level. The manager
may report positively on practices that he or she believes are being implemented and view the
firm's performance positively, while workers may have a different view on how the firm actually

Using only those corporations designated as the Best Companies, the Edmans study constructs both a value-
weighted and an equal-weighted portfolio from 1984-2009, both of which have better long-run stock returns
above the risk-free rate with the findings robust to controls for industries and outliers. The study hypothesizes
that “employee satisfaction” as determined by a firm’s appearance on the Best Company list, plays a key role in
this linkage, noting that two-thirds of the ranking for the list is based on the random employee surveys of
employees. The Faleye and Trahan study also examines only the companies designated Best Companies from
1998-2005 and finds a statistically significant average abnormal stock price reaction to the announcement of the
Fortune list. In addition, the Best Companies outperform comparable firms on measures of employee
productivity, firm-level total productivity, profitability and firm value with highly robust results. The study
hypothesizes that “labor-friendly” policies play a key role in this linkage and tests these ideas using a separate
independent measure of “labor-friendly” policies using a different corporate social responsibility data set.
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operates on the ground, and company financial data may give yet a different picture of how the
firm is performing. Having information from three sources provides a test of whether patterns
found with one type of data hold in others. In the case of turnover, we have manager-reported
data on company voluntary turnover as well as employee reports of their intent to stay at the firm
that allows us to check whether relations found at the worker level are also found at the firm
level.

Table 1 provides detail on the group incentive compensation systems used by firms in the
data set over all company-years. The table demonstrates one key fact — that there is substantial
variation in the compensation systems among firms in the GPTW data. Approximately one-sixth
of firms (17.6%) report that they have an Employee Stock Ownership Plan (ESOPs), 18.1%
report cash profit/gain-sharing plans, and 22.3% report deferred profit sharing plans. Given the
widespread use of stock options to reward executives, the most common form of group incentive
pay is granting stock options, which 44.5% of firms report. While most publicly-traded firms
give stock options to some subset of their top managers or employees, this lower incidence in the
sample reflects the large segment of the sample made up of closely-held firms which do not
utilize employee stock options to the same extent.

There is also substantial variation in the attributes of the group incentive plans among
firms that use these modes of pay. Of the companies with an ESOP, the mean proportion of
shares held by the ESOP is 17.4%,. The median proportion is a much lower 5.9% — a divergence
due to the fact that 9.1% of the firms are majority employee owned with over 50% of the shares
held by the ESOP. Of the companies with profit or gain sharing plans, the average cash plan
provided to an employee is 7.2% of annual pay while the average deferred profit sharing plan
provided a contribution equaling 6.5% of employee pay, on top of the base pay. In both cases the
distribution is concentrated below the mean so that the median payout or contribution is notably
smaller than the mean. Finally, of the companies with stock options, the average percent of
employees granted stock options was 20.6% while the median was 6.5%. Three quarters of the
firms gave options to less than 25% of employees while 16.4% of the companies were broad-
based in that they granted stock options to more than half of their employees.

In sum, the table shows a wide variation among firms in both the presence of different
modes of group incentive pay and in the extent of such pay. This variation is necessary for us to
make any inferences about the effects of shared capitalist modes of pay and accompanying
practices on outcomes from the GPTW sample.

Because the Culture Audit provides information on the details of compensation systems
that reflect the extent to which the systems offer incentives to representative groups of workers,
which creates a host of variables, for ease of analysis we combine the compensation measures
into a single statistic. This is a thermometer-style index focusing on the extent of shared
capitalist forms of pay, where we give high scores to firms whose compensation system rewards
more workers through group incentive pay and/or where incentive pay is a potentially larger
share of worker earnings. The index is a summated rating of eight items that accord one point
each for 1) Having an Employee Stock Ownership Plan (ESOP), 2) Having an ESOP owning
50% or more of the company, 3) Having a stock option plan that covers 25% or more of
employees, 4) Having a stock option plan that covers 50% or more employees, 5) Having a
cash profit/gain-sharing plan, 6) Having a cash profit/gain sharing paying more than the
median percent of pay, 7) Having a deferred profit sharing plan, and 8) Having a deferred
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profit sharing with a contribution above the median percent of pay. With eight items the
range of the scale is 0 to 8.

Table 2 gives the distribution of firms by this measure and some summary statistics for
this “shared capitalist compensation index”. Over half of the firm-year observations meet none
of the eight criteria and thus have a score of zero. In these cases, the firms have no shared
capitalism in the specified years. They are effectively the firm B “control group” for inferring the
effects of shared capitalist modes of incentive pay on outcomes within the GPTW sample. Six
percent of the observations have scores of 3 or more, with a maximum score of 5. They are
effectively the firm A “treatment group” for inferring the effects of shared capitalist pay. In the
ensuing analysis we relate the index to work practices and measures of workplace culture and
economic outcomes and report in the appendices on the link between the components of the
index and relevant outcomes.

Other policies and practices

Table 3 provides descriptive statistics on the measures of workplaces practices and
workplace culture on which we focus.

With respect to workplace practices, we examine three variables that theory and prior
research suggest are complementary to shared capitalism’: high-trust supervision, high
participation in decisions, and high information sharing. These are highly correlated variables
that we averaged to form a single index which we label “employee empowerment” (alpha=.890).
For workplace culture we use six measures: workers assessments of team or family feeling,
employee cooperation, employee willingness to give extra to their work, the feeling that one
receives a fair share of company profits, the Great Place to Work Trust Index©, and the
perception that this is a great place to work. The Institute developed the Trust Index®© as a
summary measure of employee perceptions of the company. It includes all items from the
employee survey, grouped into five dimensions and averaged across the dimensions.? It provides
a broad measure of company culture.

Table 3 also presents descriptive statistics for our individual-level measure of intent to
stay and company-level performance measures of voluntary turnover and return on equity
(ROE).

Turnover is one of the most important measures of worker satisfaction with how a firm
operates. The ubiquitous finding from studies of job satisfaction is that low satisfaction is
associated with high quits, which makes up most voluntary separation (retirement being the other
part of voluntary separation). The question to workers on intent to stay with the firm is forward-
looking and subjective while the company-level measure of voluntary turnover is backward-
looking and objective. Aggregating the worker reports on intent to stay gives us a firm-level

7
See, for example, Dube and Freeman (2010); Conyon and Freeman (2004).

The five dimensions are labeled camaraderie (10 items, alpha=.94), credibility (13 items, alpha=.96), fairness (12
items, alpha=.93), pride (8 items, alpha=.93), and respect (13 items, alpha=.94). The Trust Index®© that averages
these five dimensions has an alpha of .970. We exclude the “intent to stay” item since we examine the
relationship between the Trust Index© and intent to stay in Table 7.
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measure that we have correlated with the firm-level measure of turnover. To the extent that the
practices or conditions that produce high or low turnover are stable over the period, the two
measures should be negatively related. Their correlation is -.245.

Turning to firm outcomes, the most widely used financial measure of the performance of
firms is return on equity (ROE), which reflects the value of the firm to shareholders. But ROE
varies across industries depending on riskiness and other factors. We have “adjusted” ROE from
a robust regression of ROE on forty industry dummies and firm size, separately by year, for the
entire Standard and Poor’s Compustat data set. With this method we have effectively controlled
for industry-specific risk factors that may vary over time. The resulting value represents the
company’s performance relative to public companies of the same size in the same industry in the
same year. There were some extreme values in ROE among the GPTW companies after this
adjustment, so we ran all regressions both with and without trimming the upper and lower 1% of
ROE within the GPTW sample. The basic results were similar; here we present the results using
the trimmed measure. The mean value of .039 for adjusted ROE indicates that the applicants had
an average ROE that was 3.9 percentage points higher than the industry-year average for firms of
the same size, consistent with the idea that these are better-performing firms in general.’

Shared Capitalist Compensation and Complementary Workplace Practices

As noted, a key issue in the analysis of group incentive systems is the extent to which
they are accompanied by other work practices and workplace culture, presumably due to the
complementarity of the pay and workplace operations.’® Table 4 summarizes the results of
analyzing the relation between group incentive modes of pay and workplace practices and
culture in the GPTW data set. It records the coefficients from regression of workers' reports on
each of the measures of workplace empowerment and culture on the shared capitalist index
variable.

The regressions show that employees in companies with higher values on the shared
capitalist index are more likely to report high-trust supervision, participation in decisions,
information sharing, and more favorable outcomes on all of the culture measures. The
calculations in appendix table A, which replace the index with its underlying components —
namely, dummy variables for presence or absence particular forms of pay and continuous
variable measures of its extent — show that ESOP variables are most consistently significantly

9
This is higher than Edmans’ (2011) estimate of an excess return of 2.1% annually over the 1984-2009 period for a
portfolio made up of Best Company winners relative to a portfolio of same-industry firms.

10

In our 2010 book we analyzed two nationally representative surveys and over 41,000 employee surveys in shared
capitalism companies, finding that these plans have the most positive effects on performance-related attitudes and
behaviors when they are combined with high-trust supervision (trusting employees to work well without close
supervision), base wages at or above market, and high-performance policies (job security, training, and employee
involvement in decisions). Without these policies these plans can have no or negative effects, indicating that the
dispersion in results across the 100+ studies we have reviewed may be explained in part by the types of policies that
do or do not accompany shared capitalism. Other recent studies finding evidence of complementarities between
shared capitalism and workplace policies include Jones et al. (2010) and Pendleton and Robinson (2010).
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positively related to the practices and attitudes, with deferred profit-sharing as the second most
significantly related. It appears that managers tend to have supportive cultures where shared
capitalism practices are prevalent.

Model Specifications and Results

Standard regression analysis is an appropriate tool to estimate the links from the
compensation and workplace practice variables on outcomes in each of the three years of our
data set taken independently. But because many firms apply to the Great Place To Work
competition in more than one year, we can do better than simple OLS in an analysis that pools
the data over the three years: the existence of the same firm in two or three of the years allows us
to take account of firm-specific factors. In the 2005-2007 GPTW data set, 480 companies applied
to the competition once in this period, 168 applied twice, and 182 applied three times, which
creates a distinct structure to the error terms associated with an individual establishment. To
exploit this pattern, we use a random effects specification of the model that uses both within-firm
and between-firm variation to estimate the parameters linking variables.

First we examine the overall relationship of shared capitalism to the other outcomes using
the following equations:

(1) Y1 =a+bI*SC +b2*X1 +b3*X2 +b4*R +e

(@ Y2, =a+bI*SC +b2*X1 +Db3*X2 +ba*R +e

(3) Y3 =a+Dbl1*SC_+b2*X2 +hb3*R +e

jt jt jt i
where
Y1ijt = perception of empowerment and culture for individual i, firm j, year t

Y2ijt = intent to stay for individual i, firm j, year t

Y3jt = firm performance measure for firm j, year t

SCJ_t = shared capitalism measure(s) for firm j, year t

Xlijt = employee-level controls for individual i, firm j, year t
ijt = company-level controls for firm j, year t

R,- = firm-level random effect for firm j

eijt = error term for individual i, firm j, year t

e = error term for firm j, year t
J

The X1 controls include individual-level employee demographic information (gender
dummy, full-time dummy, 6 dummies for race/ethnicity, 5 dummies for age category, 7 dummies
for occupation, 6 dummies for tenure category) and the X2 controls include company-level
characteristics (defined benefit pension plan dummy, natural logarithm of total employment,
unionized percent of workforce, whether publicly-held, age of company, dummies for services
and manufacturing, and natural logarithms of average hourly pay for largest hourly-paid group
and average salary for largest salaried group).

In the next stage of analysis we examine the potential moderating effects of
empowerment and culture by using interactions with shared capitalism.
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(4) Y2 =a+bl*Y1_ +Db2*SC_+Db3*(Y1 *SC )+ b4*X_ +Db5*R +e_
ijt ijt jt ijt jt jt j ijt

(5) Y3 =a+b1*Y1l +p2*SC_+b3*(Y1 *SC)+b4a*X +b5*R +e,
jt jt jt jt it jt J It
where

Y1 - _ o
jt mean of Y1 variable across individuals in firm j, year t

The b3 coefficients will indicate whether empowerment and culture moderate the effects of
shared capitalism.

Our model for the avenues through which shared capitalism may affect worker and firm
outcomes is presented in Figure 1.

Effects on Turnover

We next examine the links among intent to stay, voluntary turnover, the shared capitalist
index of rewards, and the complementary work practices and workplace culture.

Panel A of Table 5 summarizes calculations of the effect of shared capitalist
compensation and the empowerment measure of workplace practices and the Trust Index®©,
introduced separately and interactively with the shared capitalist index on the worker level
turnover measure of intent to stay. The figures in line 1 show that the index of shared capitalist
pay by itself is moderately related to turnover behavior: it raises intent to stay. But its impact is
dwarfed by the employee empowerment measure of work place practices in line 2 and by the
Trust Index© measure in line 4. At the individual level these factors have an overwhelming
impact on turnover, which makes the shared capitalist index insignificant. This is due in part to
the “common source” bias that individuals who are personally well-treated or have trust in the
firm are more likely to stay with it whereas workers who feel the opposite at the same workplace
are less likely to stay. What is critical to the complementarity story is that the interaction terms
are also positive and significant.

The more relevant level of analysis for assessing firm personnel practices is the level of
the firm. Panel B of Table 5 summarizes calculations of the effect of shared capitalist
compensation and the firm-level averages of the empowerment measure of workplace practices
and the Trust Index®© on the firm-level measure of voluntary turnover. At this level, the shared
capitalist variable obtains a negative coefficient by itself that remains substantial with the
addition of the empowerment measure in line 7 and the Trust Index®© in line 9. Those variables
have significant effects on turnover but they do not “dominate” the calculations as they did in
panel A. In the firm-level analysis the interaction terms show the powerful moderating impact of
the empowerment measure and the Trust Index© on behavior. The interactions are sufficiently
strong as to flip the sign on the shared capitalism measure so that it is associated with high
voluntary turnover at low levels of worker empowerment or trust, and low turnover at high levels
of empowerment or trust.

11
The model in Figure 1 allows for the effects of shared capitalism on worker and firm outcomes to be both
mediated and moderated by employee empowerment and culture. We have also tested mediation (results
available on request), and the results point toward a richer story of moderation in analyzing the effects of shared
capitalism
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These results are illustrated in Figure 2, which is based on regression 8 in Table 5.'2
“Low” empowerment is defined as the empowerment score for the firm at the 10" percentile,

while “high” empowerment is the score at the 90" percentile. In a firm without any shared
capitalism, voluntary turnover is predicted to drop slightly from 15.3% to 14.4% as a firm moves
from low to high empowerment. In a firm with high shared capitalism (the maximum observed
score of 5 on the index), voluntary turnover is predicted to drop from 17.6% to 6.3% as a firm
moves from low to high empowerment. Our interpretation is that employees may react badly to
shared capitalism when they are closely supervised and not given the tools to improve
performance (“we want you to be inspired by the shared rewards, but we’re still going to keep a
close eye on you and follow a control-oriented management system”); in this case the shared
capitalism may be seen primarily as shifting financial risk onto employees. Kruse, Freeman, and
Blasi (2011: 87-88, 94, 96, 152-157) found similar results for the interaction of supervision and
high-performance practices.

Finally, panel C presents a comparable analysis that uses the employee-reported intent to
stay aggregated to the firm level. The results match the pattern in panels A and B, indicating that
shared capitalist pay interacts with the empowerment and trust measures to decrease turnover
whether turnover is measured at the employee or firm level, or with a forward-looking or
backward-looking measure.

Effects on company financial performance

Table 6 examines the effect of shared capitalist compensation and the empowerment
measure of workplace practices and the Trust Index®©, introduced separately and interactively
with the shared capitalist index, on the adjusted return on equity measure that reflects the value
to shareholders of these modes of operation. Edmans (2011) found that the firms on the 100 best
list had returns on the order of 2 percentage points or so higher than comparable firms, while
Faleye & Trajan (2011) found that “companies selected for the list subsequently outperform
comparable firms in terms of long-run stock returns.”* The calculation in line 1 shows that in a
sample that includes not only the firms that made the list but those that did not make the list,
shared capitalist forms of pay produced significantly higher ROE as well. Addition of the
employee empowerment index in line 2 and of the Trust Index®© in line 4 show that those
measures of workplace practices and culture are also associated with higher returns while barely
impacting the estimated coefficient on shared capitalist compensation index. But again, the key
finding is that it is the interactive effects of the variables that matter. At low levels of employee
empowerment, shared capitalist modes of pay reduce ROE whereas at high levels of
empowerment, shared capitalist modes of pay raise ROE. Similarly, at low levels of trust shared
capitalist modes of pay reduce ROE whereas at high levels of trust, they raise it. We find similar
results when empowerment and trust are broken into four dummy variables, allowing non-

12
A very similar figure is created when empowerment is replaced with the Trust Index®© (not shown but available).

13
See Edmans (2011: 628) and Faleye and Trahan (2010: 33).
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linearities (results available on request). Shared capitalism affects ROE most strongly among
firms with values in the top quarter of the Trust Index®©.

Conclusion

Our analysis of the GPTW data set finds that shared capitalist forms of pay are associated
with high-trust supervision, participation in decisions, and information sharing, and with a
variety of positive perceptions of company culture. At the firm level, shared reward forms of pay
are associated with lower voluntary turnover and higher ROE. But it is the interaction between
the mode of compensation and work practices and workplace culture that dominates the impact
of shared capitalist pay on turnover and ROE. These results confirm the overall findings from
prior studies and point to the value of further research on how shared capitalist practices interact
with other workplace policies, particularly policies that give workers the means to make a
difference in the workplace and help engender a climate of cooperation, as offering the best
explanation for the dispersion of results around positive average effects in the literature.
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Table 1: Group Incentive Compensation Plans in GPW Database, 2005-2007

Combining all company-years (n=1312)

Plan and characteristics Percentage Percentage of firms with attribute if
of firms they have compensation form (s.d.
with plan  in parenthesis)

Employee Stock Ownership Plan 17.6%
Of those with, mean % of company owned by plan 17.4% (26.9)
Median % of company owned by plan 5.9%
Percentage with >50% of company owned 9.1%
Cash profit/gain sharing plan 18.1%
Of those with, mean payout as % of pay 7.2% (10.5)
Median payout as % of pay 4.7%
Deferred profit-sharing plan 22.3%
Of those with, mean contribution as % of pay 6.5% (8.7)
Median contribution as % of pay 3.9%
Stock options granted in past year 44.5%
Of those with, mean % of employees granted 20.6% (29.1)
Median % of employees granted 6.50%
Percentage < 25% of employees granted 74.50%
Percentage > 50% of employees granted 16.40%
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Table 2: Summary index of the extent of “shared capitalist” modes of compensation

Distribution of Company-Year  Percentage of firms
observations (n=1089)

52.3%
20.9%
20.4%
4.0%
2.0%
0.4%

o A W N B O

Mean and Standard deviation ~ 0.835 (1.05)

Note: Index defined as in text, with one point for 1) an Employee Stock Ownership Plan (ESOP), 2) an ESOP owning 50% or
more of the company, 3) a stock option plan covering 25% or more of employees, 4) a stock option plan covering 50% or
more employees, 5) a cash profit/gainsharing plan, 6) a cash profit/gainsharing plan paying more than the median

percent of pay, 7) a deferred profit sharing plan, and 8) a deferred profit sharing with a contribution above the median

percent of pay.
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Table 3: Measures of Employee Empowerment, Workplace Culture, and Firm Performance

Sample

Var. name Variable definition/survey statement” Mean (S.d.) size
Employee empowerment

High-trust Management trusts people to do a good job without watching over their 4.246 (0.96) 303928

supervision shoulders.

Participation in Management involves people in decisions that affect their jobs or work 3.821 (1.09) 302608

decisions environment.

Info sharing Management keeps me informed about importantissues and changes. 4.026 (1.02) 303855
Culture

Team There is a "family" or "team" feeling here. 4.215 (0.99) 303517

Cooperation You can count on people to cooperate. 4.116 (0.88) 303232

Give extra People here are willing to give extra to get the job done. 4.200 (0.88) 303503

Fair share | feel | receive a fair share of the profits made by this organization. 3.671  (1.21) 299067

Trust Index© Great Places to Work Trust Index© 4.180 (0.72) 305339

Great place Taking everything into account, | would say this is a great place to work. 4.351 (0.95) 304160
Intent to stay | want to work here for along time. 4.266 (1.04) 302863
Company performance

Voluntary turnover Voluntary separations (excluding retirements) of full-time employees as 0.139 (0.12) 1258

proportion of full-time employment (company-reported)
ROE Return on equity (from S&P Compustat) 0.053 (0.40) 415
ROE adjusted Return on equity controlling for year, industry, and firm size (upper and 0.039 (0.15) 406

lower 1% trimmed)

A All employee survey items scored on 1-5 scale (1="almost always untrue", 5="almost always true")
Survey statements are protected by copyright by Great Place to Work® Institute
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Table 4: Summary of Regressing Workplace Practices and Culture on Shared Capitalist Modes

of Pay

Coefficients and T-Statistics from random-effects maximum likelihood multilevel model estimates.
Each row represents results from one regression. See Appendix Table A for fuller results and control

variables.

Coefficient, t
statistic in
parenthesis

Workplace Practice
High trust supervision .019(3.07)***

Participation in work decisions 012 (2.12)**
Management shares information  .015(2.09)**

Workplace Culture/Attitudes

Team feeling 015 (2.07)**
People cooperate 012 (2.12) **
Do extra to get job done .020 (3.33)***
Fair share of profits 073 (6.29)***

Great Place to Work Trust Index© .069 (2.34)**

All in all, great place to work .022(3.03)***

** n<.05 *** p< 01
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Wald chi-
square
(38)
3663.5

7299.8

6390.4

6675.6
5136.1
7054.4
8825.5
9910.2

4860

n

241564

240507

241499

241227

240999

241241

237488

242587

241751

Compensation with most
significant impact, followed
by compensation with 2"
most significant

ESOP, Deferred profit
sharing

ESOP, Deferred profit-
sharing

ESOP, Deferred profit-
sharing

ESOP, Deferred profit-
sharing

ESOP, Deferred profit-
sharing

ESOP, Deferred profit-
sharing

ESOP, Deferred profit-
sharing

ESOP, Deferred profit-
sharing

ESOP, Deferred profit-
sharing



Table 5: Summary of Regressing Turnover Behavior on Workplace Practices, Culture, and
Shared Capitalist Modes of Pay

Panel A: Worker level “intent to stay at company”

Shared Capitalism Employee empowerment Interaction N
Index index in lines 2 and 3; Trust
Index in lines 4 and 5

1 .012(.007)* 240715
2 .006(.004) .7365(.002)*** 240550
3 -.03(.008) 0.73(.002)*** .0076(.002)*** 240550
4 -0.003 (0.003) 1.115(.002)*** 240714
5 -0.047(.008)***  1.106(.003)*** 0.011(.002)*** 240714

Panel B: Employer level, voluntary turnover rate for firm

Shared Capitalism Employee empowerment Interaction N
Index index in lines 7 and 8; Trust
Index in lines 9 and 10

6 -0.008(.004)** 1011
7 -0.007(0.004)* -0.044(0.016)** 1011
8 0.1374(.056)** -0.016(.020) -0.036(0.014)*** 1011
9 -0.007 (.004)* -0.054(0.019)** 1011
10 0.154(.065)** -0.023(0.023) -0.039(0.016)** 1011

Panel C: Employer level, aggregated worker “intent to stay at firm”

Shared Capitalism Employee empowerment Interaction N
Index index in lines 12 and 13; Trust
Index in lines 14 and 15

11 0.014(.007)** 1024
12 -0.003(0.004) 1.012(0.019)*** 1024
13 -0.142(.066)** 0.985(.023)*** 0.033(0.016)** 1024
14 -0.001 (.004) 0.810(0.020)*** 1024
15 -.125(.067)* 0.786(0.024)*** 0.031(0.014)* 1024

In Panel A, all regressions are run using a random-effects maximum likelihood multilevel model,
with random effects both at the company-year level and the company level. Company-level
control variables include defined benefit pension, In(total employment), In(avg. hourly pay),
In(avg. salaried pay), company age, whether publicly-held, manufacturing, services, and percent
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of employees who are unionized. Individual-level control variables include gender,
race/ethnicity (7 dummies), age (5 dummies), tenure (7 dummies), and occupation (7 dummies).
In Panels B and C, all regressions use random effects with correction for autogression. Control
variables include defined benefit pension, In(total employment), In(avg. hourly pay), In(avg.
salaried pay), company age, whether publicly-held, manufacturing, services, and percent of
employees who are female, black, Hispanic, Asian, other race, age 26-34, age 35-44, age 45-54,
age 55+, and unionized.
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Table 6: Summary of Regressing Adjusted Return on Equity on Workplace Practices and
Culture, and Shared Capitalist Modes of Pay

Coefficients and T-Statistics from random-effects maximum likelihood multilevel model
estimates. Each row represents results from one regression.

Shared Capitalism Employee empowerment Interaction Wald chi-sq
Index index in lines 4 and 5; Trust
Index in lines 8 and 9
1 0.019(.008)** 26.1
2 0.018(.008)** 0.112(0.041)*** 34.5
3 -0.146(0.126) 0.067(0.053) 0.041(0.032) 36.2
4 0.017(.008)** 0.161(0.047)*** 39.1
5 -0.214(.144) 0.101(.060)* 0.056(0.035) 41.7

All regressions use random effects with correction for autoregression. Control variables include
defined benefit pension, In(total employment), In(avg. hourly pay), In(avg. salaried pay),
company age, whether publicly-held, manufacturing, services, and percent of employees who are
female, black, Hispanic, Asian, other race, age 26-34, age 35-44, age 45-54, age 55+, and
unionized.
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Appendix Table A: Predicting Workplace Practices, Culture, and Intent to Stay under Shared Capitalism

Workplace practices Culture
Dep. var.:|High-trust supervisi Part. in decisions Info sharing Family Cooperation
(1) (2) (3) (4) (5)
Shared capitalism index 0.019 (3.07) *** 0.012 (2.12) ** 0.015 (2.09) ** 0.015 (2.07) ** 0.012 (2.12) **
n 241564 240507 241499 241227 240999
Wald chi-sq. (38) 3863.5 7299.8 6390.4 6675.6 5136.1
Elements of index
Stock options 1-25% -0.005 (0.27) -0.015 (0.67) -0.022 (1.04) -0.026 (1.28) 0.000 (0.01)
Stock options 25-49% 0.029 (1.03) 0.038 (1.04) 0.016 (0.47) 0.012 (0.38) 0.030 (1.14)
Stock options 50%+ 0.015 (0.55) 0.011 (0.30) -0.021 (0.61) -0.020 (0.61) 0.017 (0.63)
ESOP 1-49% of co. 0.076 (3.36) *** 0.066 (2.31) ** 0.071 (2.69) *** 0.066 (2.56) ** 0.038 (1.83) *
ESOP 50%+ of co. 0.149 (2.74) *** 0.128 (1.82) * 0.109 (1.69) * 0.139 (2.22) ** 0.114 (2.23) **
Def. PS <4% of pay 0.050 (2.08) ** 0.035 (1.15) 0.042 (1.51) 0.034 (1.23) 0.041 (1.82) *
Def. PS 4%+ of pay 0.082 (3.49) *** 0.081 (2.72) *** 0.061 (2.24) ** 0.053 (1.97) ** 0.064 (2.95) ***
Cash PS/GS <5% of pay -0.013 (0.71) -0.006 (0.27) -0.005 (0.23) -0.007 (0.34) -0.016 (0.92)
Cash PS/GS 5%+ of pay -0.011 (0.53) -0.011 (0.41) 0.002 (0.08) 0.006 (0.26) -0.018 (0.91)
n 241564 240507 241499 241227 240999
Wald chi-sq. (45) 3888.7 7311.9 6402.2 6686.5 5153.8
Continuous variables
Any stock options -0.005 (0.28) -0.019 (0.80) -0.024 (1.11) -0.029 (1.40) -0.003 (0.18)
% of ees. given options 0.000 (0.87) 0.001 (1.39) 0.000 (0.69) 0.000 (1.06) 0.000 (1.36)
ESOP 0.066 (2.71) *** 0.060 (1.93) * 0.066 (2.31) ** 0.058 (2.09) ** 0.032 (1.42)
% of co. owned by ESOP 0.001 (1.70) * 0.001 (1.10) 0.001 (0.83) 0.001 (1.35) 0.001 (1.62)
Deferred PS plan 0.048 (2.14) ** 0.038 (1.33) 0.033 (1.27) 0.026 (1.02) 0.029 (1.39)
Def. PS as % of pay 0.266 (1.41) 0.322 (1.32) 0.294 (1.32) 0.268 (1.23) 0.371 (2.11) **
Cash PS/GS plan -0.007 (0.41) -0.009 (0.44) -0.006 (0.31) -0.001 (0.07) -0.017 (1.11)
Cash PS/GS as % of pay -0.001 (0.95) 0.000 (0.10) 0.000 (0.38) 0.000 (0.17) 0.000 (0.07)
n 241564 240507 241499 241227 240999
Wald chi-sq. (45) 3890.8 7312.2 6404.4 6690.1 5158.8

* p<.10 sk k p<.05 ok >k % p<.01
Each column has three regressions: 1)with the shared capitalism index, 2) breaking out the elements of the shared capitalism
index, and 3) using the continuous variables underlying the shared capitalism index. All regressions are run using a random-effects
maximum likelihood multilevel model, with random effects both at the company-year level and the company level. Company-
level control variables include defined benefit pension, In(total employment), In(avg. hourly pay), In(avg. salaried pay), company
age, whether publicly-held, manufacturing, services, and percent of employees who are unionized. Individual-level control
variables include gender, race/ethnicity (7 dummies), age (5 dumr:l’i‘es), tenure (7 dummies), and occupation (7 dummies).
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Appendix Table A (cont.)

Culture Intent to stay
Dep. var.:|Give extra Fair share Trust Index© Great place
(6) (7) (8) (9) (10)
Shared capitalism index 0.020 (3.33) **=* 0.073 (6.29) *** 0.069 (2.34) ** 0.022 (3.03) *** 0.012 (1.73) *
n 241241 237488 242587 241751 240715
Wald chi-sq. (38) 7054.4 8825.5 9910.2 4860 7958.6
Elements of index
Stock options 1-25% -0.003 (0.17) 0.022 (0.66) -0.024 (0.29) -0.007 (0.32) 0.006 (0.28)
Stock options 25-49% 0.048 (1.83) * 0.074 (1.48) 0.158 (1.23) 0.050 (1.58) 0.043 (1.37)
Stock options 50%+ 0.069 (2.56) ** 0.083 (1.59) 0.037 (0.28) 0.001 (0.04) -0.017 (0.52)
ESOP 1-49% of co. 0.041 (1.90) * 0.160 (3.83) *** 0.264 (2.50) ** 0.067 (2.56) ** 0.056 (2.22) **
ESOP 50%+ of co. 0.097 (1.88) * 0.305 (3.02) *** 0.584 (2.29) ** 0.159 (2.53) ** 0.175 (2.86) ***
Def. PS <4% of pay 0.045 (1.93) * 0.078 (1.72) * 0.166 (1.46) 0.025 (0.88) 0.009 (0.33)
Def. PS 4%+ of pay 0.075 (3.30) *** 0.237 (5.42) *** 0.317 (2.87) *** 0.085 (3.10) *** 0.063 (2.35) **
Cash PS/GS <5% of pay -0.024 (1.35) 0.007 (0.22) -0.101 (1.17) -0.022 (1.04) -0.026 (1.21)
Cash PS/GS 5%+ of pay -0.013 (0.62) 0.100 (2.56) ** -0.029 (0.29) 0.025 (1.01) 0.005 (0.19)
n 241241 237488 242587 241751 240715
Wald chi-sq. (45) 7077.7 8843.6 9928 4877.5 7978.4
Continuous variables
Any stock options -0.008 (0.49) 0.019 (0.57) -0.032 (0.39) -0.007 (0.34) 0.006 (0.30)
% of ees. given options 0.001 (3.58) *** 0.001 (1.70) * 0.002 (1.16) 0.000 (0.99) 0.000 (0.17)
ESOP 0.036 (1.57) 0.134 (2.99) ***  0.230 (2.03) ** 0.056 (1.99) ** 0.043 (1.56)
% of co. owned by ESOP 0.001 (1.31) 0.002 (2.04) ** 0.004 (1.42) 0.001 (1.67) * 0.001 (2.11) **
Deferred PS plan 0.031 (1.45) 0.110 (2.59) *** 0.166 (1.56) 0.023 (0.88) 0.021 (0.81)
Def. PS as % of pay 0.447 (2.49) ** 0.773 (2.18) ** 1.186 (1.33) 0.495 (2.25) ** 0.233 (1.09)
Cash PS/GS plan -0.024 (1.54) 0.029 (0.96) -0.073 (0.95) -0.004 (0.22) -0.012 (0.64)
Cash PS/GS as % of pay 0.000 (0.53) 0.002 (1.26) -0.001 (0.15) 0.000 (0.07) 0.000 (0.27)
n 241241 237488 242587 241751 240715
Wald chi-sq. (45) 7087.3 8840.4 9927.7 4874.2 7973.4

* p<.10 ** p<.05 *** p<.01
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Appendix Table B: Predicting Firm-level Outcomes with Shared Capitalism

Dep. var.:|Voluntary turnover, Return on equity
full-time workers
(1) (2)
Shared capitalism index -0.008 (0.004) ** 0.0149 (0.008) *
R-squared 0.34 0.107
n 1011 406
Elements of index
Stock options 1-25% 0.004 (0.011) -0.013 (0.023)
Stock options 25-49% -0.025 (0.018) -0.007 (0.034)
Stock options 50%+ -0.012 (0.018) -0.017 (0.034)
ESOP 1-49% of co. -0.015 (0.012) 0.0253 (0.024)
ESOP 50%-+ of co. 0.036 (0.034) na
Def. PS <4% of pay 0.029 (0.013) **  -0.001 (0.030)
Def. PS 4%+ of pay -0.018 (0.013) 0.0553 (0.033)
Cash PS/GS <5% of pay -0.013 (0.011) 0.055 (0.035)
Cash PS/GS 5%+ of pay -0.023 (0.013) * 0.0379 (0.029)
R-squared 0.353 0.109
n 1011 406
Continuous variables
Any stock options 0.003 (0.011) -0.016 (0.024)
% of ees. given options 0.000 (0.000) 0.0003 (0.000)
ESOP -0.020 (0.014) 0.0293 (0.028)
% of co. owned by ESOP 0.001 (0.000) -5E-04 (0.003)
Deferred PS plan 0.019 (0.012) 0.0035 (0.037)
Def. PS as % of pay -0.225 (0.109) ** 0.4801 (0.605)
Cash PS/GS plan -0.015 (0.010) 0.0496 (0.034)
Cash PS/GS as % of pay 0.000 (0.001) -7E-04 (0.003)
R-squared 0.343 0.11
n 1011 406

* p<.10 ** p<.05 *** p<.01 (s.e. in parentheses)

All regressions use random effects with correction for autogression.
Control variables include defined benefit pension, In(total
employment), In(avg. hourly pay), In(avg. salaried pay), company age,
whether publicly-held, manufacturing, services, and percent of
employees who are female, black, Hispanic, asian, other race, age 26-
34, age 35-44, age 45-54, age 55+, and unionized.

30





