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ABSTRACT

THE IMPACT OF EMPLOYEE STOCK OWNERSHIP PLANS ON INDIVIDUAL MOTIVATION, 

PEER GROUP BEHAVIOR AND ORGANIZATIONAL PERFORMANCE

BY

STEPHEN G. FRANKLIN, SR.

Committee Chairman; D r. L arry  K. M ichaelsen

The prim ary purpose of th i s  re se a rc h  was to in v e s t ig a te  the  r e l a t io n ­
sh ip s  between adop tion  of ESOP and m easures of f in a n c ia l  perform ance, 
employee m o tiv a tio n , p eer le a d e rsh ip  and group p ro c e sse s , and th e  e x te n t 
to  which th e se  v a r ia b le s  a re  c o n d itio n ed  by changes in  m anageria l le a d e r ­
sh ip  and o rg a n iz a tio n a l c lim ate . The prim ary q u estio n s  th e  study 
attem pted  to  answer were:

1. What a re  the  re la t io n s h ip s  between th e  in tro d u c tio n  of an ESOP 
and f in a n c ia l  perform ance, employee m o tiv a tio n , peer le a d e rsh ip  
and group p rocess  m easures o f firm s?

2. What a re  th e  s tre n g th s  o f r e la t io n s h ip s  between 1) changes in  
m anagerial lead e rsh ip  and o rg a n iz a tio n a l c lim a te  and 2) changes 
in  employee m o tiv a tio n , p e e r  lead e rsh ip  and group processes 
fo llow ing  ESOP adoption?

A d d itio n a l in q u iry  focused on th e  r e la t io n s h ip s  between 1) th e  ex ten t to  
which employees perceived  ESOP a s  a  v a lu a b le  b e n e f it  and understood i t s  
a f f e c t  on them and 2) th e  b eh av io ra l dependent v a r ia b le s  mentioned above 
in  Q uestions 1 and 2.

The su b je c ts  were 242 employees from seven American firm s loca ted  
in  C a lifo rn ia , M issou ri, Nebraska, Texas and Washington rep re sen tin g  
seven d i f f e r e n t  in d u s tr ie s .  F in a n c ia l  performance d a ta  were obtained 
from th ese  firm s and each employee com pleted a survey q u e s tio n n a ire  
developed to  s o l i c i t  employee p e rc e p tio n s  of the o rg a n iz a tio n a l env iron­
ment p r io r  to  and fo llow ing  th e  ad o p tio n  of ESOP.

The r e s u l t s  were analyzed by u t i l i z i n g  Pearson c o r r e la t io n  c o e f f i ­
c ie n ts ,  the S tu d e n t 's  _t t e s t  and M u ltip le  reg re ss io n  a n a ly s is  a t  P̂  < .0 5 . 
No s ig n if ic a n t  changes in  f in a n c ia l  perform ance were e x h ib ite d  in  two 
y ears  fo llow ing  the adoption  of ESOP. There were s ig n i f ic a n t  p o s it iv e  
changes in  employee m o tiv a tio n , p eer in te ra c t io n  f a c i l i t a t i o n  and group 
p rocesses fo llow ing  ESOP adoption . M easures of peer su p p o rt, peer goal 
emphasis and peer work f a c i l i t a t i o n  e x h ib ite d  p o s it iv e  changes approach­
ing s ig n if ic a n c e , bu t f a i le d  to  ach iev e  s t a t i s t i c a l  s ig n if ic a n c e  a t  ^  < 

.05. There were no s ig n if ic a n t  changes in  any of th e  m easures of 
m anagerial le a d e rsh ip  or o rg a n iz a tio n a l c lim ate  fo llow ing  ESOP adop tion . 
However, th e re  were s ig n if ic a n t  p o s i t iv e  re la t io n s h ip s  w ith in  the  sample
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between changes in  1) m anagerial le a d e rsh ip  and o rg a n iz a t io n a l  c lim ate  
and 2) changes in  employee m o tiv a tio n , peer le a d e rsh ip  and group pro­
c e sse s . The d a ta  suggested th a t  a s u b s ta n t ia l  p ro p o r tio n  o f th e  v a r i ­
ance th a t  occurred  in  term s of changes in  employee m o tiv a t io n , peer 
in te ra c t io n  f a c i l i t a t i o n  and group p ro cesses  could be ex p la in e d  by 
concurren t changes in  m anageria l le a d e rsh ip  and o rg a n iz a t io n a l  c lim a te , 
but a s ig n i f ic a n t  p ro p o rtio n  of th e  v a rian ce  in  the dependent b e h a v io ra l 
v a r ia b le s  appeared to  be d i r e c t ly  r e la te d  to  ESOP a d o p tio n .

The most s ig n if ic a n t  con c lu sio n s  of t h i s  study su g g es ted  th a t  com­
pan ies  w ishing to  achieve maximum le v e ls  o f employee m o tiv a tio n  and p e e r  
group perform ance must 1) p rov ide p o s it iv e  and su p p o rtiv e  m anagerial 
le a d e rsh ip  and a fav o rab le  o rg a n iz a tio n a l c lim a te , 2) p ro v id e  employees 
th e  o p p o rtu n ity  to  own "a p iece  o f th e  a c tio n "  through a n  ESOP and
3) make su re  th a t  the  ESOP is  com pletely , c le a r ly  and e f f e c t iv e ly  com­
m unicated to  th e  employees w ith reg a rd  to  what i t  i s ,  w hat i t  can do f o r  
them and the  c r i t i c a l  im portance o f th e i r  u n ite d  e f f o r t  to  make the 
company a success fo r  everyone.

v i x x



THE niPACT OF EMPLOYEE STOCK OWNERSHIP PLANS ON INDIVIDUAL 

MOTIVATION, PEER GROUP BEHAVIOR AND 

ORGANIZATIONAL PERFORMANCE

CHAPTER I  

INTRODUCTION

Bring on th o se  t i r e d ,  la b o r-p la g u e d , com petition-w eary companies, 
and ESOP w i l l  b rea th e  new l i f e  in to  them. They w i l l  f in d  ESOP 
b e t te r  th an  G e r i to l .  I t  w i l l  r e v i t a l i z e  what i s  wrong w ith  cap­
i ta l i s m . I t  w i l l  in c re a se  p r o d u c t iv i ty .  I t  w i l l  im prove lab o r 
r e l a t io n s .  I t  w i l l  promote economic j u s t i c e .  I t  w i l l  save the 
economic system . I t  w i l l  make our form o f government and our 
concept o f  freedom p re v a i l  over those  who d o n 't  agree w ith  us 
(Burck, 1976, p . 129).

This somewhat overblown r h e to r i c  d e liv e re d  by Senator R u s se ll  B. 

Long, Chairman of th e  Senate F inance Committee, to  an a t t e n t iv e  audience 

o f tax  e x p e r ts  d o u b tle ss  was used somewhat in  j e s t .  Much th e  same 

rh e to r ic  was u sed , however, in  a  M innesota law encouraging th e  use of 

ESOP, su g g e s tin g  th e  e s s e n t ia l  s e r io u sn e ss  expounded by th e  g l ib  s ta t e s ­

man (M innesota S ta tu te s ,  1973). L ong 's s ta tem en t a lso  su g g e s ts  the 

panacean n a tu re  which has been a t t r i b u t e d  to  ESOP and r e f e r s  to  some 

s p e c if ic  e lem en ts  upon which t h i s  s tudy  fo cu ses .

E x tensive  access  to  and ow nership of p ro p e rty  i s  a fo u n d a tio n  stone  

of the American economic system . The l a s t  s e v e ra l  decades have w itnessed  

the  growth o f many in s t i t u t i o n s  designed  to  a s s i s t  American c i t iz e n s  in  

acq u irin g  and p ro te c tin g  p ro p e rty  o f d i f f e r e n t  ty p es . The Homestead 

A cts , F ed era l D eposit Insurance C o rp o ra tio n , c r e d i t  un ions, c o o p e ra tiv e s .
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and a id  to  sm all and m in o rity  b u s in ess  e n te rp r is e s  a re  developm ental 

examples o f e f fo r t s  to  broaden ownership o f p ro p erty  among th e  average 

c i t iz e n r y  (Conte and Tannenbaum, 1977, Note 1) .

Employee Stock Ownership P lans (h e re a f te r  r e fe r r e d  to  a s  ESOP) a re  

one of th e  most recen t v a r ia t io n s  to  emerge in  th is  development of 

expanding ow nership. An ESOP enab les employees to  a cq u ire  up to  100 per 

cen t of th e  eq u ity  of the  firm  f o r  which they  work, which in c reases  t h e i r  

r e a l  p ro p e rty  ownership as in d iv id u a ls .

With an ESOP, th e  company provides sh a re s  of s to c k  to  th e  employees, 

in s te a d  o f  cash , and can deduct as  an expense an amount equal to the 

f a i r  m arket o r derived  v a lu e  of th e  s to ck . This reduces th e  company’s 

income ta x e s  and s h i f t s  more ownership of th e  company to  employees, 

p rov id ing  them a g re a te r  s tak e  in  the p ro d u c tiv ity  and p r o f i t a b i l i t y  of 

the  o rg a n iz a tio n .

T ra n s fe r  of ownership i s  accom plished by an Employee Stock Owner­

sh ip  T ru s t (ESOT), which i s  th e  h e a r t  of th e  ESOP. The s to ck  co n trib u ted  

to  the employees goes in to  the  ESOT, which ad m in is te rs  in d iv id u a l 

accounts f o r  each p a r t ic ip a t in g  employee. Stock i s  a l lo c a te d  and v ested  

according  to  c e r ta in  company form ulas. D ividends may be d is t r ib u te d  to 

in d iv id u a l accounts o r added to  th e  va lue  o f n o n -a llo c a te d  s to c k  in  th e  

t r u s t .  V oting r ig h ts  fo r  th e  s to c k  may be assigned  to  a board  of 

t ru s te e s  appoin ted  by the  company (which i s  u su a lly  th e  case) o r passed 

through to  employees as they a re  v es ted . Companies th a t  tak e  advantage 

of an a d d i t io n a l  1 p e rcen t investm ent tax  c r e d i t  a ffo rd ed  by ESOP adop­

tio n  a re  re q u ire d  to  pass through vo ting  r ig h t s  to  employees.
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Upon te rm in a tio n  of employment o r r e t ire m e n t, an employee can take 

p o ssess io n  of h is  s to ck , s e l l  i t  back to  th e  company or a ttem pt to  s e l l  

i t  on th e  open m arket. Some ESOPs con ta in  a  r ig h t  of f i r s t  r e fu s a l  on 

s to c k  ex-employees a re  w ishing  to  s e l l ,  so as  to  c o n tro l d iv e s t i tu r e  of 

ow nership .

In  s p i te  of the  in c re a sed  emphasis and in t e r e s t  in  expanding owner­

sh ip  in  g e n e ra l, and ESOP in  p a r t ic u la r ,  th e  m a jo rity  of ESOP l i t e r a t u r e  

d e a ls  w ith  the  pros and cons o f ESOPs as f in a n c in g  to o ls ,  how to  imple­

ment an ESOP, or genera l d e s c r ip tio n s  of com panies' experiences w ith 

ESOP. Very l i t t l e  em p irica l re se a rch  has been conducted to  determ ine 

r e la t io n s h ip s  between ESOP and o rg a n iz a tio n a l c lim a te , behavior and per­

form ance.

ESOPs a re  a lso  co rp o ra te  financing  to o ls  u t i l i z e d  fo r  new co rpo rate  

c a p i t a l  form ation  and expansion . Indeed, most of th e  con troversy  and 

l i t e r a t u r e  surrounding ESOP h as involved th e  leveraged  v a r ie ty  of ESOPs 

which allow s companies to  f in a n c e  growth w ith  p re - ta x  ea rn in g s , both 

p r in c ip a l  and in te r e s t  being  d ed u c tib le . T h is study p rim arily  i s  con­

cerned  w ith  th e  former a sp ec t of ESOP, b u t does no t wish to d im inish  

th e  im portance and s ig n if ic a n c e  of the l a t t e r .

S ta tem ent of the Problem

Adoption and im plem entation of ESOPs a r e  expensive because of man 

h o u rs , reso u rces  and le g a l  a s s is ta n c e  re q u ire d . C urrent l i t e r a t u r e  

surveys suggest th a t  an e s tim a ted  1000-1500 companies rep re sen tin g  numer­

ous in d u s t r ie s  have adopted ESOP (Koepnick, 1975). For the most p a r t ,  

ESOPs have been accepted as d e s ira b le  and expected  to  improve



employee m o tiv a tio n  and peer group perform ance s ince  th ey  provide 

th e  employees "a p ie ce  of the a c t io n ."  To d a te , however, th e  impact 

o f ESOP has n o t been em p irica lly  te s te d  in  a wide or even lim ite d  range 

o f firm s.

O b jec tiv es  of the  Study

The prim ary  o b je c tiv e  of t h i s  study was to  in v e s t ig a te  the  r e l a ­

tio n sh ip  between ESOP and o rg a n iz a tio n a l perform ance, behav io r and 

c lim ate  fo r  s e v e ra l  d if f e r e n t  ty p e s  of American f irm s . Secondary 

o b je c tiv e s  in c lu d ed :

1. To determ ine i f  firm s e x h ib i t  s ig n i f ic a n t ly  improved 

o rg a n iz a tio n a l perform ance (as  measured by s e v e ra l  g en e ra lly  

accep ted  performance m easures) a f t e r  an ESOP i s

adopted.

2. To determ ine i f  employee m o tiv a tio n , peer le a d e rsh ip  and 

group p ro cesses  measures s ig n i f ic a n t ly  improved fo llow ing 

adop tion  of ESOP.

3. To determ ine the  s tre n g th s  of r e la t io n s h ip s  between 1) changes 

in  m anageria l le a d e rsh ip  and o rg a n iza tio n a l c lim a te  and

2) changes in  employee m o tiv a tio n , peer lead e rsh ip  and group 

p ro c e sse s .

O rganization  o f th e  D is se r ta t io n

Subsequent c h ap te rs  of the d i s s e r ta t io n  a re  organized in  a system ­

a t i c  manner to  accom plish the above o b je c tiv e s  by (1) d isc u ss in g  r e l e ­

v an t l i t e r a t u r e  p e r ta in in g  to  ESOP, (2) d esc rib in g  the scope and d e ta i l s  

o f the e n t i r e  p r o je c t ,  (3) p re se n tin g  r e s u l t s  and co nclusions of th e
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s t a t i s t i c a l  a n a ly s is  o f th e  c o l le c te d  d a ta , and 4) p ro v id in g  p r a c t ic a l  

im p lic a tio n s  fo r  b u s in ess  o rg a n iz a tio n s  and making su g g es tio n s  fo r  

fu tu re  re f in e d  re se a rc h  in  th e  t o p ic a l  a re a .

C hapter I I  p rov ides a survey o f  th e  re le v a n t l i t e r a t u r e  p e r ta in in g  

to  ESOPs. Comparisons a re  made w ith  p r o f i t  sh arin g  p la n s ,  advantages 

and d isad v an tag es of ESOPs a re  p re se n te d , r e la te d  e m p ir ic a l s tu d ie s  a re  

d iscu ssed  and r e s u l t s  o f  a "p io n e e rin g "  ESOP study  a r e  provided as  an 

im petus fo r  th e  p re se n t s tu d y .

C hapter I I I  p re se n ts  th e  re s e a rc h  model and hypotheses and d isc u sse s  

the scope o f th e  s tu d y , perform ance m easures, developm ent of the survey  

in s tru m en ts , d a ta  c o l le c t io n  p ro ced u res  and methods o f d a ta  a n a ly s is .

C hapter IV p re se n ts  th e  s t a t i s t i c a l  r e s u l t s  of th e  research  d a ta .

C hapter V prov ides a summary, conclusions and im p lic a tio n s  of th e  

re se a rc h  fin d in g s  fo r  management and suggests recommendations fo r  fu tu r e  

ESOP re s e a rc h .



CHAPTER I I  

SURVEY OF RELEVANT LITERATURE

This ch ap te r d e l in e a te s  th e  d iffe re n c e s  between p r o f i t  sh arin g  plans 

and ESOP. I t  t ra c e s  th e  e v o lu tio n  of employee ownership from " d ire c t"  

to  " b e n e f ic ia l"  type p lans and d e sc rib e s  re c e n t l e g i s l a t io n  and o th e r  

c a ta ly t ic  elem ents th a t  have c o n tr ib u te d  to  th e  surge in  ESOP adoption  

in  American f irm s . P o te n t ia l  o rg a n iz a tio n a l advantages and d isadvantages 

o f ESOP a re  c i te d  and the  r e la t io n s h ip  o f ESOP to  employee m o tiv a tio n  is  

d iscu ssed  a t  le n g th .

P r o f i t  Sharing P lan s; A B r ie f  Overview

I t  has long been though t th a t  employees who fe e l  t h a t  they  own a 

"p ie ce  of th e  a c tio n "  w i l l  be m otivated  to  be more p ro d u c tiv e  and com­

m itted  to  th e  o rg a n iz a t io n 's  o b je c t iv e s .  P r o f i t  sharing  p la n s  were one 

of th e  f i r s t  a ttem p ts  to  g e n e ra te  and develop th i s  employee devotion  and 

perform ance.

The e a r l i e s t  form al reco rd s  of p r o f i t  sh a rin g  p lans d a te  back to  

n in e te e n th  cen tu ry  France (P igo rs  and Myers, 1977, p. 373). The 

In te rn a t io n a l  C ooperative Congress in  1897 form ulated  th e  f i r s t  p re c ise  

d e f in i t io n  of a  p r o f i t  sh a rin g  p lan : "An agreement f r e e ly  en te red  in to ,

by which th e  employees re c e iv e  a sh a re , f ix e d  in  advance, o f  the p r o f i t s "  

CSchloss, 1898, p . 242). Today th e re  a re  over 100,000 1RS approved 

p r o f i t  sh a rin g  p lan s  in  th e  U nited S ta te s  (M etzger & C o l l e t t i ,  1971,

p . 28).

6
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There a re  two b a s ic  ty p es  o f p r o f i t  sh a rin g  p la n s : (1) cash , or

c u rre n t d i s t r ib u t io n  and (2) d e fe rre d , o r t r u s t  d i s t r ib u t io n .  Cash p lan s  

u su a lly  d i s t r i b u t e  monetary b e n e f i ts  to  th e  employee p a r t ic ip a n ts  a t  the  

end of each  y ea r i f  the  company r e a l iz e s  a p r o f i t  or saves on expenses. 

D eferred  p lan s  p lace  the p r o f i t s  each y ear in to  a t r u s t  fund and the  

b e n e f i ts  a re  d is t r ib u te d  upon employee re tire m e n t or in  th e  event of 

death  o r d i s a b i l i t y .  Some companies combine these  two ty p es  of p lans 

and d i s t r i b u t e  some cash each y ear w hile p lac in g  th e  rem aining p r o f i t s  

in to  t r u s t  (F rench, 1974).

A dvocates o f p r o f i t  sh a rin g  contend th a t  i t :

1. e f f e c t s  an in c re a se  in  p ro d u c tiv e  e f f ic ie n c y  th rough  reducing 

c o s ts  and in c re a s in g  ou tpu t

2. improves employee m orale and reduces labor management s t r i f e

3. p ro v id es  fo r  employee s e c u r i ty  in  th e  event o f  d ea th , r e t i r e ­

ment o r d i s a b i l i t y

4. c o n s t i tu te s  a mechanism o f employee economic ed u ca tio n

5. reduces turnover

6. improves p u b lic  r e la t io n s

7. draws la b o r and management c lo s e r  to g e th e r

D e lin ea tio n  o f  P r o f i t  Sharing Plans and ESOP:

An I l l u s t r a t i o n

Most au th o rs  include ESOP in to  t h e i r  g en e ra l d isc u s s io n  of in c e n tiv e  

system s, drawing no s ig n i f i c a n t  d i s t in c t io n  between p r o f i t  sharing  p lans 

and ESOP. I t  i s  the c o n te n tio n  of th i s  au th o r th a t  th e  two are  no t 

id e n t ic a l  and th a t  the "ow nership" f a c to r  s ig n i f ic a n t ly  d i f f e r e n t ia te s
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ESOP from p r o f i t  sh a rin g  p lans and even some asp ec ts  of " d i r e c t"  s tock  

p lan s  (which w i l l  be d escrib ed  l a t e r ) . The follow ing example w i l l  

a ttem pt to  c l a r i f y  th e  d iffe re n c e  to  the  re ad e r.

When an in d iv id u a l  re n ts  an autom obile fo r  u se , he i s  n o t l ik e ly  to 

ca re  fo r  i t  as w e l l  as he would h is  own autom obile. For exam ple, he 

probably w il l  n o t be as c a re fu l about avoiding po tholes in  th e  road , 

rubbing t i r e s  a g a in s t  th e  curbing when park ing , d riv ing  f a s t  over bumpy 

d i r t  roads, s p i l l i n g  food o r d rinks on th e  u p h o lste ry  or p ark in g  c lo se  

to  another car w here an opened door can s c ra tc h  the  p a in t .

However, i f  an in d iv id u a l must pay fo r  the  g aso lin e  used in  th e  

ren ted  c a r , he p robab ly  w i l l  want to  purchase th e  most inexpensive  

g aso lin e  and o b ta in  the  most economical m ileage from the autom obile 

because th a t  money comes ou t of h is  pocket as a v a r ia b le  expense. 

T herefo re , i f  he i s  economy-minded he most l ik e ly  w il l  n o t " rev "  or 

"goose" the eng ine  or d r iv e  a t  e x cessiv e ly  h igh  ra te s  of speed which 

consume more g a s o lin e . He a lso  w i l l  choose the  most d i r e c t  ro u te s  to  

save m ileage charges ( i f  th e re  a re  any) and to  reduce g a so lin e  consump­

tio n  and expense.

When a person  owns h is  autom obile, h e , as w e ll as th e  one who re n ts ,  

w i l l  be concerned about gaso line  and m ileage expenses. However, he w il l  

in  ad d itio n  be concerned about avoid ing  p o th o le s , d riv in g  slow er on 

bumpy d i r t  roads and in  genera l e lim in a tin g  a l l  a c tio n s  such as  those  

mentioned above which would have a d e s tru c t iv e  e f f e c t  on h is  autom obile.

P r o f i t  sh a rin g  i s  analogous to  being c a re fu l  w ith  th e  g a so lin e  and 

m ileage expenses. I f  employees a re  economical w ith  m a te r ia ls  and work 

e f f i c i e n t ly ,  they  can he lp  the company in c re a se  p r o f i t s  (g e t b e t t e r
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m ileage and reduce gas consumption) and th e re fo re  re c e iv e  some percen tage 

of th a t  g a in  in  cash o r o ther b e n e f i ts  (keep more money in  the pocket by 

spending l e s s  on gas and m ileag e ).

Being econom ical and g e t t in g  good gas m ileag e , however, i s  n o t the 

same as ovnaing th e  autom obile and does no t p rov ide  th e  same psycho log ica l 

attachm ent and care  fo r  the c a r  as  does a c tu a l ly  owning the  v e h ic le . 

L ikew ise, t h i s  au tho r contends th a t  p r o f i t  sh a rin g  i s  n o t the  same as 

owning th e  o rg a n iz a tio n  and does no t provide th e  same p sy ch o lo g ica l 

a ttachm ent fo r  th e  company as an ESOP has the  p o te n t ia l  to  do.

Employee Ownership; An E vo lu tion  

While p r o f i t  sh arin g  p lans have abounded in  number and d iv e r s i ty ,  

they c e r ta in ly  have n o t been th e  "panacea" many had hoped fo r  and 

expected . Many companies w ith  p r o f i t  sharing  p lan s  experience  th e  same 

problems o f  m o tiv a tio n , lo y a lty  and commitment to  c o rp o ra te  goals as do 

firm s w ith o u t p r o f i t  sharing  p la n s .  Meanwhile, fo r  many years th e re  has 

been a s te a d i ly  p rog ressing  movement among s u b s ta n t ia l  numbers of firm s 

w herein a c tu a l  ownership is  t r a n s f e r r e d  to  th e  employees; o r , u s in g  our 

i l l u s t r a t i o n ,  they a re  giving th e  car to  th e  employees in s tea d  o f ju s t  

encouraging economical d r iv in g . Granted, the  p e rcen tag e  of ownership 

among employees to  d a te  i s  very  sm all; n e v e r th e le s s , i t  i s  in c rea s in g  

s ig n i f ic a n t ly  and has the  p o te n t ia l  fo r  rap id  expansion w ith  fu tu re  le g is ­

l a t i v e  and m anagerial developm ents.

D ire c t Stock Plans 

Most " d i r e c t"  s to c k  p lans a re  e s ta b lish e d  whereby employees can buy 

s to c k  d i r e c t ly  from the  company a t  a reduced r a te  o r management g ives
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th e  s to c k  d i r e c t ly  to  the  employees as a bonus or g i f t ,  w ith  o r  w ith o u t 

any r e la t io n s h ip  to  p r o f i t s  o r  earn ings o f th e  employee. The employee 

owns sh a re s  of s to ck  in  th e  company j u s t  l i k e  any o th e r  s to ck h o ld e r in  

a  j o i n t  s to c k  company.

A N atio n a l I n d u s t r ia l  Conference Board (NICE) survey re p o rte d  th a t  

389 firm s in  which a la rg e  p ro p o rtio n  of th e  s to c k  was d i r e c t ly  owned by 

employees were e s ta b lis h e d  in  th e  U nited S ta te s  by 1928 (NICE, 1928).

" I t  i s  e s tim a ted  a t  the  p re se n t time (1928) th a t  upwards of a m il l io n  

r e c ip ie n ts  o f wages of s a l a r i e s  in  the U n ited  S ta te s  . . . own o r have 

su b sc rib ed  f o r  over one b i l l i o n  d o l la r s ' w orth  o f s e c u r i t ie s  o f the  

companies by which they  a re  employed" (NICE, 1928, p . 71).

I n te r e s t in g ly ,  the  NICE re se a rc h e rs  a s c e r ta in e d  th a t  th e re  were 

f iv e  b a s ic  reasons company management o f fe re d  s e c u r i t i e s  to  em ployees:

1. As a reward fo r  s e rv ic e

2. To s tim u la te  i n t e r e s t  in  the  company

3. To encourage t h r i f t

4. To secure  in c reased  c a p i ta l

5. Im ita tio n  o r fa sh io n

Two y e a rs  p r io r  to  th e  NICE pub lished  r e p o r t ,  a group of academi­

c ian s  and businessm en p u b lish ed  a book e n t i t l e d  P r o f i t  Sharing and S tock 

Ownership fo r  Employees (Jam es, e t  a l . , 1926). This was a fo llow -up 

in v e s t ig a t io n  on an e a r l i e r  work and sought to  analyze the scope of 

p r o f i t  sh a rin g  and sto ck  ow nership fo r  em ployees, to  determ ine th e  l im i­

ta t io n s  and r e s u l t s  which m ight be expected from th e  use of e i t h e r  o r  

b o th  p lan s  and to  d isco v er th e  most e f f e c t iv e  ways of applying th e  p r o f i t  

p a r t ic ip a t io n  in c e n tiv e  to  a l l  company em ployees. Commenting on the
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v a rio u s  purposes fo r  e s ta b lis h in g  " s to c k  purchase schemes" o r  "s to ck

bonus schem es," the  au tho rs  pen the  fo llo w in g  rem arks:

There i s  a g re a t  d iv e r s i ty  of purpose , and e s p e c ia lly  o f the 
minor o r  in c id e n ta l  pu rposes, in  th e se  schemes. Some p la n s  have 
been in s ta l l e d  w ith  th e  so le  purpose of secu ring  g re a te r  i n t e r e s t  
in  th e  company and more lo y a l e f f o r t  from the  group to  which the 
s to ck  was so ld . Other p lan s  were s ta r t e d  because th e re  was a 
demand on th e  p a r t  of th e  employees fo r  an opportu n ity  to  in v e s t 
in  th e  s to c k  o f the  company and th e  d i r e c to r s  d id  not se e  any 
harm in  i t  (James, _et a l . ,  1926, p . 71).

One of th e  b e s t  known companies c i te d  in  th i s  re p o rt was the  Dennison

M anufacturing Company, a firm  in  which a  la rg e  p a r t  of the  s to c k  was

owned and th e  e n t i r e  o rg a n iza tio n  was managed by th e  em ployees. In  1911

a l l  th e  o u ts tan d in g  common s to ck  of th e  company was c a lle d  and re issu ed

as n o n tra n s fe ra b le  common s to c k  to  200 management employees. In  1917,

Dennison i n i t i a t e d  a  p r o f i t  sh a rin g  p lan  and by 1919, a l l  employees who

had been w ith  th e  company a t  l e a s t  two y e a rs  shared  in  p r o f i t s .

"M anagerial i n d u s t r i a l  p a r tn e rs "  rece iv ed  v o tin g  s to ck  and "employee

in d u s t r ia l  p a r tn e rs "  rece ived  non-vo ting  s to c k . Dividends on both

c la s se s  of s e c u r i t i e s  were p a id  to  th e  in d iv id u a l employees in  cash.

Dividends could no t exceed o n e -h a lf  th e  n e t  p r o f i t s  a f t e r  p re fe r re d

div idends were paid  (NICE, 1928, p. 22 -23 ).

Dennison d is t r ib u te d  to  h is  employees th e  s to ck  and p r o f i t s  of the

company and should be recognized  as an e a r ly  p ioneer in  i n i t i a t i n g  and

developing th e  concept of employee ow nership.

Most o f th e  men and women who s e l l  and make Dennison goods are  
l ik e  p a r tn e rs  sh arin g  in  both management and p r o f i t s .  The con­
t r o l  o f  th e  company i s  w holly in  th e  hands of those  who a re  d a ily  
connected w ith  i t s  i n t e r e s t s ;  th o se  who a re  only in v e s to rs  have 
no v o ice  in  i t s  a f f a i r s  (James, e t  a l . , 1926, p . 260).
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B e n e f ic ia l  S tock Plans 

"B e n e f ic ia l"  s to ck  p la n s  have been lab e led  such  by f in a n c ia l  w r i te r s  

because th e  employees " b e n e f i t"  w ith o u t having to  o u tla y  money fo r  com­

pany s to c k . S tock i s  a l lo c a te d  to  them on a  re g u la r  b a s is  through a 

t r u s t  acco rd in g  to  some company form ula. The s to ck  may o r may no t 

possess v o tin g  r ig h ts  and th e  employees do no t tak e  a c tu a l  po ssessio n  of 

the s to c k  u n t i l  te rm in a tio n  o r re tire m e n t.

The b e n e f ic ia l  s tock  p la n  concept has e x is te d  s in c e  th e  1930's  and 

th e re  have been l e g i s l a t iv e  p ro v is io n s  in  th e  I n te rn a l  Revenue Code 

p e rm ittin g  q u a l i f ic a t io n  o f such p lan s  s in c e  1942. P r io r  to  1973, 

however, t h e i r  ro le  in  U. S . in d u s try  was r a th e r  in s ig n i f i c a n t ,  w ith  an 

estim ated  few er than 500 b e n e f ic ia l  s to ck  plans o p e ra tio n a l  as compared 

to  over 100,000 approved d e fe rre d  p r o f i t  sharing  p lan s  (Todd,, 1974).

Employee Stock Ownership P lans 

The b e n e f ic ia l  s to ck  p la n  concept developed in c re a se d  in te r e s t  w ith  

the  passage  o f two im portan t p ieces  o f l e g i s la t io n  in  1974. I t  was 

during t h i s  p erio d  th a t  b e n e f ic ia l  s to ck  p lans came to  be known and pop­

u la r iz e d  as "ESOP" and th i s  fa sh io n a b le  term  was in c o rp o ra ted  in to  th e se  

l e g i s l a t i v e  a c ts :

1. The Employee R etirem ent Income S ecu rity  Act (ERISA) of 1974, 

exempted ESOP from d iv e r s i f ic a t io n  of investm ent requirem ents 

and provided them w ith  some a d d it io n a l  ex c lu s iv e  b e n e f i ts .

W ith th e  passage o f  th is  a c t ,  th e  only type of t r u s t  which may 

le g a l ly  accommodate la rg e  amounts of investm ent by employees 

in  th e i r  company's s to ck  i s  th e  ESOT.
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2 . The Tax Reduction. Act (TRA) of 1975 was perhaps th e  most 

im portant l e g i s l a t i o n  a f fe c tin g  ESOP. I t  in c reased  the  

investm ent ta x  c r e d i t  to  10 percen t f o r  1975 and 1976, and 

allowed an a d d i t io n a l  1 p ercen t c r e d i t  fo r  co rp o ra tio n s  

adopting ESOP (Reum, 1976).

The acknowledged "F a th e r"  of ESOP, and th e  person most re sp o n s ib le  

fo r  th e  expansion and p o p u la r ity  of th e  term and concept, i s  Louis K elso , 

San F rancisco  a tto rn e y , investm ent banker and la y  economist (Reade, 1974).

K elso has long been a  proponent fo r  broadening  s tock  ownership w ith  

ESOP as th e  major v e h ic le  to  accomplish th is  g o a l.  He has long b e lie v e d  

th a t  th e  Keynesian economic d o c trin e  of f u l l  employment as th e  p r e s c r ip ­

t io n  f o r  n a tio n a l p ro s p e r i ty  has f a i le d  and i s  im p ra c tic a l.  Kelso 

argues th a t  no la b o re r  g e ts  r ic h  by working on a  job  and th a t  la b o r  

accounts fo r  a s te a d ily  d im in ish ing  percen tage o f p roduction  in  our 

s o c ie ty .  "With ra re  e x ce p tio n , i t  i s  c a p i ta l  t h a t  produces a f f lu e n c e , 

w hile  la b o r ,  in  a f re e  m arket, can a t  b e s t norm ally  produce only sub­

s is te n c e "  (Burck, 1976, p . 131). The la b e l  K elso employs to  th is  

c r i t iq u e  of lab o r and c a p i t a l  i s  h is  " tw o -fa c to r  theory o f econom ics."

The h e a r t  of K e lso 's  tw o -fac to r theory  em phasizes th a t  whoever owns 

th e  c a p i t a l ,  to o ls  and machines of p roduction  o b ta in s  r e a l  w ealth .

The only way to  c lo s e  the  chronic gap betw een p roduction  and 
consumption . . .  i s  n o t through heavy ta x in g  and government 
spending—as the K eynesians claim —but by p rov id ing  jo b  h o ld e rs  
th e  chance to  own, n o t  e x is tin g  a s s e ts ,  b u t newly formed ones 
w hich stem d i r e c t ly  from c a p i ta l  expansion (Thomas, 1975, p . 5 ) .

K elso contends th a t  ESOPs tu rn  workers in to  c a p i t a l i s t s ,  broaden

w ealth  w ithou t tak ing  away from the r ic h  to  compensate th e  poor, and

w i l l  broaden the tax  base  because of growing w ea lth  and w i l l  g en era te
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g re a te r  government revenues in  th e  long run  (Thomas, 1976).

For many y e a rs  K elso 's  id eas and co n v ic tio n s  rem ained dormant, bu t 

in  th e  l a s t  s e v e ra l  y ears  numerous f a c to r s  r e la t in g  to  th e  d e te r io ra t io n  

of th e  U. S. economy have sparked a  d ram atic  in c re a se  in  i n t e r e s t  in  

ESOP. These f a c to r s  include the  s to c k  m arket d e c lin e  which has made i t  

d i f f i c u l t  fo r  b u s in e sse s  to  r a is e  c a p i t a l  through s a le  o f s e c u r i t i e s ,  

t i g h t  money c o n d itio n s , in f la t io n ,  d isc o v e r ie s  of ESOP by l i f e  in su rance 

companies as a fav o red  method fo r  th e  s a le  o f l i f e  in su ran ce  and, as 

a lread y  c i te d ,  l e g i s l a t i o n  fav o rin g  ESOP, the  l a t t e r  r e s u l t in g  la rg e ly  

from K e lso 's  p io n ee rin g  e f f o r t s .  In  1973 he in flu e n c ed  S enato r R u sse ll 

Long, Chairman o f  th e  Senate F inance Committee, to  push fo r  l e g i s l a t io n  

fav o rin g  ESOP. Through Kelso and L ong 's e f f o r t s  th e  ESOP method o f 

broadening c o rp o ra te  ownership among employees re ce iv e d  encouragement in  

a d d it io n a l s ig n i f ic a n t  p ieces of l e g i s l a t i o n ;

1. The R egional R a il R eorgan iza tion  Act of 1973, au th o riz e d  

C onso lidated  R a il C orporation  to  in v e s t ig a te  th e  p o s s ib i l i t y  

of ESOP fin an c in g .

2. The F o re ig n  Trade Act o f 1974, provided a $1 b i l l i o n  f e d e ra lly  

guaran teed  loan  program through  th e  Department of Commerce to 

guaran tee  up to  25 p e rc en t of loans by co n v en tio n a l len d e rs  to  

companies in  a reas h u r t by fo re ig n  com petition  th a t  adopted an 

1RS approved leveraged ESOP.

3. The Tax Reform Act of 1976 extended the  1 p e rc e n t ESOP tax  

c r e d i t  th rough  1980, and c re a te d  an a d d it io n a l  ta x  c r e d i t  of 

up to  o n e -h a lf  of 1 p e rc e n t to  th e  e x te n t th a t  i t  i s  matched 

by employee c o n tr ib u tio n s . This would mean a 12 p e rc e n t ta x
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c r e d i t  fo r  companies t h a t  c o n tr ib u te  th e  e x t r a  allow ance to  

an ESOP. However, because the  companies m ust pass through f u l l  

v o tin g  r ig h ts  to  employees having sh ares  in  th e  ESOP, most 

companies a re  n o t y e t c la im ing  the bonus 2 p e rc e n t ta x  c r e d i t .  

Most companies s t i l l  seem h e s i ta n t  about g iv in g  employees 

v o tin g  r ig h ts  which r e s u l t  in  lo s s  of management c o n tro l.  The 

bonus can r e s u l t  in  m il l io n s  of d o l la r s  of sav in g s  fo r  some 

companies—a f a c t  which may ev en tu a lly  a l t e r  t h e i r  philosophy 

on th i s  m a tte r  (S u lliv a n , 1977; U .^. News and World R ep o rt, 

August 16, 1976; Newsweek. September 13, 1976; H a rris ,

1975) .

Among o th e r  b i l l s  th a t  K elso , Long and o th e rs  on C ap ito l H i l l  are  

pushing i s  th e  A ccelera ted  C a p ita l Formation A ct, w hich would remove 

employer l im ita t io n s  on c o n tr ib u tio n s  to  an ESOP and make d iv idends paid 

on ESOP-held s to ck  ta x  d ed u c tib le  to  em ployers. The passage o f th a t  a c t 

could c re a te  a snow balling e f f e c t  f o r  ESOP (Burck, 1976, p. 60 ).

The in te r a c t io n  of th ese  environm ental f a c to rs  and rig o ro u s  e f fo r ts  

by K elso , Long and o th e rs  has g iven  r i s e  to  a d ram atic  growth in  ESOP 

s in c e  1974. E stim ates range from 1500 p lus new p la n s  s in c e  1974, w ith  

one w r i te r  su g g estin g  a growth r a t e  of 10 new ESOPs a day (Benzer, 1975) .

S im i la r i t ie s  W ith P r o f i t  Sharing P lan s

An ESOP i s  e s s e n t ia l ly  one form of q u a l i f ie d  re tire m e n t p la n , 

s im ila r  in  s e v e ra l re sp e c ts  to  q u a l i f ie d  p r o f i t - s h a r in g  p la n s . The 

Employee R etirem ent Income S e c u rity  Act (ERISA) of 1974, d e fin e s  ESOP 

in  th e  fo llow ing  term inology:
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The term "employee s to c k  ownership p lan" means an in d iv id u a l 
account p lan  (A) which i s  a s to ck  bonus p la n  which i s  q u a l i f ie d ,
o r a s to ck  bonus p lan  and money purchase p lan  both of which a re
q u a lif ie d  under S ec tio n  401 of th e  In te rn a l  Revenue Code of 1954, 
and which i s  designed to  in v e s t p r im a r ily  in  q u a lify in g  employer 
s e c u r i t i e s ,  and (B) which meets such o th e r  requirem ents as the  
S ecre ta ry  of th e  T reasury  may p re sc r ib e  by re g u la tio n .

ERISA defin es  "q u a lify in g  employer s e c u r i t i e s "  as e i th e r  company s to ck  

o r a m arketable debt in stru m en t, such as a bond. The stock  may be 

v o tin g , non-vo ting , p re fe r re d  or common. The requirem ent th a t  in v e s t­

ment be "p rim arily "  in  q u a lify in g  employer s e c u r i t ie s  i s  s t i l l  a q u estio n  

of in te rp r e ta t io n .  Some le g a l  a u th o r i t ie s  a re  assuming th a t  "p rim a rily "

i s  defined  as over o n e -h a lf , which would s t i l l  a llow  up to  49 p e rcen t

fo r  o th er investm en ts , such as l i f e  in su ran ce  o r o th er company s to ck .

The proposed Javits-H um phrey le g i s la t io n  i s  a ttem p tin g  to  r e s t r i c t  ESOP 

to  ho ld ings of no more than  30 percen t of i t s  a s s e ts  in  company s to c k , 

thus encouraging broader investm ent. However, most ESOPs c u r re n tly  a re  

in v e s tin g  90-95 percen t in  employer s to c k  (Reum, 1976).

ESOPs a re  in  the  same fam ily  as p en sio n , p r o f i t  sharing  and s to ck  

bonus p lan s . However, they  a re  q u a l i ta t iv e ly  d i f f e r e n t  from th e se  o th e r 

types of p lans in  concept and a p p lic a tio n . "Because of i t s  in h e re n t 

f l e x i b i l i t y ,  . . . a b i l i t y  to  f a c i l i t a t e  and enhance co rp o ra te  growth 

. . . and se p a ra te  s ta tu s  under the Pension  Reform Act, the  ESOP possesses 

an assortm ent o f unique advantages n o t possessed  by o ther q u a l i f ie d  

p lan s  . . . (.and) i s  d e s tin e d  to  become an in c re a s in g ly  popular form of 

employee b e n e f i t  p lan "  (Menke, 1975, p . 31 ).

Since ESOP and p r o f i t  sharing  p lan s  possess sev e ra l s im i l a r i t i e s  i t  

w i l l  be h e lp fu l to  compare th e i r  im portan t lik e n e sse s  and d if fe re n c e s .  

Among the  b a s ic  s im i l a r i t i e s  between ESOP and p r o f i t  sharing  p lan s  a re  

th e  fo llow ing;
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1. Both, a r e  q u a lif ie d  p lans under I n te rn a l  Revenue Code 401(a) 

with, id e n t ic a l  ru le s  fo r  e l i g i b i l i t y ,  v e s tin g  and nondiscrim ­

in a t io n .  This means employer c o n tr ib u tio n s  a re  d ed u c tib le  when 

made, t r u s t  earn ings a re  tax-exem pt and p a r t ic ip a n ts  a re  no t 

taxed u n t i l  th e i r  b e n e f i ts  a re  a c tu a l ly  d is t r ib u te d  to  them.

A ll f u l l - t im e  employees must be e l ig ib le  a f te r  age 25 and one 

y ear o f  s e rv ic e , and a p a r t i c ip a n t 's  v e s tin g  r ig h t s  must 

s a t i s f y  one of th re e  s ta tu to r y  requ irem ents.

2. Both u se  in d iv id u a l accounts f o r  p a r t ic ip a n ts  f o r  th e  a llo c a ­

t io n  o f  employer c o n tr ib u tio n s .  These a l lo c a t io n s  norm ally are  

d is t r ib u te d  in  p ro p o rtio n  to  employee com pensation.

3. Both, p e rm it annual v a r ia t io n s  in  the amounts to  be c o n trib u ted  

by th e  employer. C o n trib u tio n s  to  b o th  may be made dependent 

on p r o f i t s .

4. Both p erm it a maximum deduction  by th e  employer fo r  c o n trib u ­

tio n s  to  th e  p lan  of 15 p e rc en t of p a y ro ll ,  w ith  up to  25 percen t

fo r  a  "compound" ESOP or a d efin ed  c o n tr ib u tio n  pension  p lan .

A compound ESOP i s  a s to ck  bonus plan in co rp o ra ted  w ith  a 

"money purchase p lan" which re q u ire s  th a t  employer co n tr ib u ­

tio n s  must be f ix e d  or d e term inab le , w ithou t r e la t io n s h ip  to  

p r o f i t s ,  and f o r f e i tu r e s  by te rm in a tin g  p a r t ic ip a n ts  must be 

used to  reduce fu tu re  employer c o n tr ib u tio n s , r a th e r  than be 

r e a l lo c a te d  among th e  accounts of rem aining p a r t ic ip a n ts .

5. Both can be in te g ra te d  w ith  S o c ia l S ecu rity .

6. For b o th  p lan s , annual a d d itio n s  to  a p a r t i c ip a n t 's  account,

in c lu d in g  c o n tr ib u tio n  carry o v ers  and f o r f e i tu r e s ,  may not
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exceed the le s s e r  o f  $25,000 o r 25 p e rcen t of th e  p a r t ic ip a n t 's  

compensation.

D ifferences With P r o f i t  Sharing P lans

ESOP d i f f e r s  from p r o f i t  sh arin g  p lans In  th re e  veiry c r i t i c a l  

re sp e c ts  ;

1. The amount of c o n tr ib u tio n s  to  p a r t ic ip a n ts  need not be depen­

den t on p r o f i t s .  Employers may make c o n tr ib u tio n s  to  the ESOP 

In  cash  or stock In  a year when th e re  a re  no p r o f i t s .  P r o f i t  

sh a rin g  plans make no c o n tr ib u tio n s  when th e re  a re  no p r o f i t s .

This d if fe re n c e  Is  n o t a s  Im portan t as th e  fo llow ing  ones but the 

ESOP p rov ides fo r  con tinual d i s t r ib u t io n  of ownership among employees 

reg a rd le ss  o f annual p r o f i t a b i l i t y  whereby b e n e f i ts  of p r o f i t  sharing  

a re  co n tin g en t on p r o f i t a b i l i t y  of th e  firm .

2. B e n e fits  must be d i s t r ib u ta b le  In  th e  form of employer stock  

and th e  ESOP must In v e s t  p r im a rily  In  company s e c u r i t ie s .

P r o f i t  sharing p la n s , by law, can In v e s t no more than 10 percen t 

in  employer s e c u r i t i e s .

This d if fe re n c e  Is  of key s ig n if ic a n c e  because I t  s e ts  fo r th  the 

major avenue through which ownership I s  d is t r ib u te d  and broadened among 

employees. In  o rder to be In  a p o s it io n  to  d i s t r ib u te  employer stock  to  

te rm inating  p a r t ic ip a n ts ,  th e  company must In v e s t h eav ily  In  I t s  own 

sto ck . ESOP proponents I n s i s t  th a t  t h i s .  In  tu rn ,  m o tiva tes  employees 

to  put f o r th  maximum e f fo r t  In  Improving p ro d u c tiv ity , e f f ic ie n c y  and 

p r o f i t a b i l i t y  of the firm  so as to  In c rease  th e  v a lu e  of th e i r  personal 

ownership and w ealth .
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3. Due to  the fa v o ra b le  l e g i s l a t io n ,  ESOPs a re  considered to  be 

im portant c o rp o ra te  f in an c in g  to o ls .  P r o f i t  sharing  p lan s  do 

n o t possess th e  same f in a n c ia l  a s p e c ts .

The c la s s ic  example o f a leveraged  ESOP i s  as fo llow s: Suppose a

company needs $1 m ill io n  to  b u ild  a new f a c i l i t y .  The employees form an 

ESOP which, borrows $1 m il l io n  from a bank and tu rn s  i t  over to  th e  com­

pany in  r e tu rn  fo r $1 m il l io n  of th e  company's c a p i ta l  s tock . The ESOP 

can p ledge th e  s tock  to  th e  bank as  s e c u r i ty  fo r  th e  loan w ith  th e  

company guaran teeing  th e  loan . This p ro v id es th e  company w ith  in c reased  

working c a p i ta l  and n e t w orth and i t  uses th e  money to  b u ild  th e  f a c i l i t y .  

Each, year th e  company can c o n tr ib u te  up to  15 p e rcen t of the t o t a l  pay­

r o l l  to  th e  ESOP t r u s t  w ith  p re tax  p r o f i t s  from th e  new f a c i l i t y  fo r  

which i t  re c e iv e s  a ta x  deduction . The ESOP uses th ese  p re tax  co n tr ib u ­

t io n s  by th e  company to  repay the  bank lo a n . When th e  loan i s  p a id  o ff  

com pletely , u su a lly  in  5-10 y ea rs , th e  company owns the  f a c i l i t y ,  the 

employees own a s u b s ta n t ia l  amount o f s to c k  in  th e  company and th e  bank 

has been pa id  in  f u l l  w ith  normal i n t e r e s t  on th e  lo an . To extend the

example a b i t  f u r th e r ,  suppose th e  company has a p a y ro ll  of $2 m ill io n

an n u a lly . The company repays th e  loan  w ith  annual co n tr ib u tio n s  to  the 

ESOP of $240,000, Ccould be 15 p e rcen t of p a y ro l l  o r $300,000), th e  ESOP 

pays th e  bank and th e  bank re le a se s  shares  o f s to ck  to  the ESOP on a

p ro p o rtio n a te  b a s is .  At 8 percen t sim ple i n t e r e s t  (h y p o th e tic a l) , the

bank loan  would be re p a id  in  f iv e  y ears  w ith  a t o t a l  expenditu re  o f $1.2 

m ill io n . I f  the company were in  th e  50 p e rc e n t ta x  b ra c k e t, th e  t o t a l  

exp en d itu re  would be $2 .2  m illio n  had the  lo an  been made co n v en tio n a lly  

and been rep a id  out of a f t e r  tax  ea rn in g s . With th e  ESOP arrangem ent,
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b o th  p r in c ip a l  and in t e r e s t  a re  d e d u c tib le  and p a id  w ith  p re ta x  d o l la r s ,  

whereas w ith  th e  conven tional p la n  only i n t e r e s t  i s  d e d u c tib le  and 

p r in c ip a l  i s  p a id  w ith  a f t e r  ta x  ea rn in g s  (Linden, 1976).

This d if f e re n c e  r e la te s  c lo se ly  to  the  second in  th a t  i t  behooves 

employees to  e x e r t  op tim al perform ance in  o rder to  maximize the company's 

borrow ing s tr e n g th .  This can r e s u l t  in  g re a te r  company grow th, expan­

s io n  and w orth , w hich in  tu rn  makes each em ployee's in d iv id u a l s to ck  

ownership more v a lu a b le .

As was m entioned in  C hapter I ,  the  "leveraged" ESOP i s  n o t th e  

focus of th i s  re se a rc h , b u t i t  can have an impact on em ployees' a t t i tu d e s  

toward th e  o rg a n iz a tio n . For example, i f  employees p e rce iv e  th a t  th e  

on ly  reason management adopted th e  ESOP was fo r  f in an c in g  purposes, th e  

p o te n t ia l  p o s i t iv e  impact of th e  ESOP could be d im in ished .

These th re e  d if fe re n c e s ,  in  a d d it io n  to  th e  c h a r a c te r is t i c s  c i te d  

by Menke, d is t in g u is h  the  un iqueness of ESOP among employee b e n e f it  p la n s .

O rg a n iza tio n a l F eatures

In  a d d it io n  to  the e a r l i e r  m entioned environm ental and l e g i s l a t i v e  

re a so n s , many companies a re  adop ting  ESOP because they b e lie v e  the p lan  

p ro v id es s e v e ra l  d i s t i n c t  f e a tu re s  th a t  many of the  proponents of ESOP 

view  as advantages to  the  o rg a n iz a tio n  because of th e  p o s i t iv e  e f f e c t s  

on employees.

1. An ESOP a c tu a lly  t r a n s f e r s  ownership of th e  o rg a n iz a tio n  to  

employees w ithou t re q u ir in g  matching p a r t ic ip a t io n  on th e i r  

b e h a lf .  Management g ives th e  employees v e s te d  in t e r e s t  in  

im proving co rp o ra te  p r o f i t a b i l i t y  by sh a rin g  p r o f i t s



21

and ow nership. The underly ing  theory h e re  i s  th a t  when employ­

ees a re  g iven  "a  p iece  of the a c tio n ” th ey  w i l l  be m otivated  to  

g re a te r  p ro d u c tiv ity , h ig h er m orale and commitment, le s s  tu rn ­

over, absenteeism , g rievances and w aste. S ev era l companies 

have p u b lic ly  s ta te d  th a t  t h e i r  major reaso n  fo r  adopting an 

ESOP i s  to  b e n e f i t  employees and improve m o tiv a tio n  and produc­

t i v i t y .  Louis E. D olan, v ic e -p re s id e n t o f Gamble-Skogmo, a 

la rg e  M inneapolis r e t a i l e r ,  commented, "W e're n o t using i t  (ESOP) 

to  r a is e  c a p i ta l  f o r  th e  company, but to  b e n e f i t  our em ployees, 

who w i l l  g e t the  s to c k  a t  th e  p r ic e  we p a id  f o r  i t "  (Business 

Week, March 1 , 1976). E-System s, I n c . ,  a  g ia n t  D allas-based  

e le c tro n ic s  firm , adopted an ESOP in  1974. "We wanted to 

in c re a se  employee m o tiv a tio n  and p ro d u c tiv i ty ,  and w ith  the  

help  of in te n s iv e  communications programs , we th in k  we are  

succeed ing ,"  says H arry L. Thurmon, v ic e -p re s id e n t  and t r e a s u r e r  

(Business Week, March 1 , 1976). Although i t  i s  d i f f i c u l t  to  

p in  down in  q u a n t i ta t iv e  terms ex ac tly  what e f f e c t  ESOPs a re  

having, E-Systems re p o rte d  th a t  s in ce  th e  in tro d u c tio n  of i t s  

ESOP, tu rnover and absen teeism  went down 50 p e rc e n t, employee 

suggestions have doubled and p r o f i t s  fo r  1975 were up 64 p e r­

cen t over 1974 (Burck, 1976).

2. Employees can gain more from ESOP than s ta n d a rd  p r o f i t  sh a rin g  

p lans because the company's c o n tr ib u tio n s  to  ESOP a re  u su a lly  

15-20 p e rcen t of p a y ro ll  as opposed to  th e  7 p e rcen t r a te  

ty p ic a l  of most b e n e f i t  p la n s . In  p r o f i t  sh a rin g  p lans th e re  

must be p r o f i t s  to sh a re  in  o rd e r  fo r  a c o n tr ib u tio n  to  be made;
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not so fo r  ESOP. A lso, ESOP can p ro v id e  cu rren t as w e ll a s  

d efe rred  income to  employee sh a reh o ld e rs  by dividend p ass­

throughs (Koepnick, 1975, Note 2 ).

3. Proponents o f ESOP contend th a t  they improve labo r r e la t io n s

by a lig n in g  em ployees’ s e l f  in t e r e s t  w ith  management. (A ll f iv e  

unions a t  E-Systems " c o rd ia lly "  accep ted  the  p lan .)  Employees 

gain a b e t t e r  understand ing  of th e  o v e ra l l  market e n te r p r is e  

system, i f  communications a re  good, by sharing  the  rewards and 

r is k s  o f c a p i ta l  ownership (C richton  and Manley, 1976).

4 . Management can p re se rv e  company c o n tro l  by appointing a Board 

of T ru stees  who h o ld  and manage th e  v o tin g  r ig h ts  fo r  th e  ESOP 

shares of s to c k  (excep t f o r  the  p o r tio n  re la t in g  to u t i l i z i n g  

the  investm ent ta x  c r e d i t ,  which must be passed through to  th e  

em ployees). In  a  sen se , th e  ESOP goes p u b lic  " in te r n a l ly ,"  

among i t s  own employees. Many managers contend th a t  th i s  i s  

much b e t t e r  than going p u b lic  as f a r  a s  management c o n tro l i s  

concerned because th e  employees w i l l  be more s e n s it iv e  and 

r a t io n a l  in  understand ing  m anagerial d ec is io n s  (Reum, 1976) .

ESOP Opponents and D isadvantages

There are numerous c r i t i c a l  a n a ly s ts  and opponents of ESOP, a s  might 

w e ll  be expected o f  any c u r re n t popu lar to p ic . These "n o n -b e liev e rs"  

c i t e  th e  fo llow ing c h a r a c te r is t i c s  as d i s t i n c t  disadvantages fo r  f irm s  

adop ting  ESOP;

1. Although company appoin ted  t ru s te e s  v o te  the ESOP sh ares  o f 

s tock  h e ld  by th e  t r u s t  ( in  most com panies), the Employee



23

R etirem ent Income S e c u rity  Act (ERISA) demands th a t  they be 

governed by th e  "prudent man ru le "  and th a t  they ad m in is te r the 

ESOP " fo r  th e  ex c lu s iv e  b e n e f i t  o f the  employee" (Burck, p. 131). 

An employer must g ran t v o tin g  r ig h ts  to  employees fo r  th a t  por­

t io n  o f s to c k  issu ed  in  o rd er to  tak e  advantage of th e  

investm en t ta x  c re d it  bonus. Some have argued th a t  t h i s  propor­

t io n a te  change of company ownership in to  the hands of employees 

cou ld  cause lo s s  of management c o n tro l,  which many companies 

f e a r  C i-e ., n o t many companies have taken advantage o f the  

investm en t tax  c re d it  bonus, which could save them m illio n s  of 

d o l la r s  in  tax es) (U. News & World R eport, Aug. 16, 1976).

2. ESOP assumes th a t  a l l  (o r most) companies w i l l  con tinue  to

o p e ra te  p ro f i ta b ly ,  b u t many firm s f a i l  fo r  reasons o th e r than 

w orking c a p i ta l ;  i . e . ,  poor management and d e c is io n  making, 

changing technology, in c re a se d  com petition , e tc .  However, a 

company could do poorly  making th e  value of th e  issu e d  ESOP 

s to c k  q u estio n ab le  thereby  causing  employee m orale , m o tiv a tio n , 

and p ro d u c tiv ity  problems (T riad , 1975, Note 3 ) .

S ince  ESOPs must be p r im a r ily  in v ested  in  company s to ck , 

employees have " a l l  t h e i r  eggs in  one b a sk e t,"  so to  speak, 

s in c e  s a la r ie s  and re tire m e n t s e c u r i ty  depend on th e  performance 

of th e  company and i t s  s to ck . D ilu tio n  can haunt th e  employee 

p a r t ic ip a n t  i f  payouts p er sh a re s  a re  worth l e s s  than  a n t ic i ­

p a te d . Furtherm ore, d i s s a t i s f a c t io n  w ith  company an d /o r stock  

perfomnance could lead  to  employee and/or l e g i s l a t i v e  p ressu res  

fo r  some guaranteed minimum requirem ent from companies.
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For example, B u rlin g to n  In d u s tr ie s  r e c e n tly  paid  re tire m e n t 

employees c o n tr ib u tio n s  to  a p r o f i t  sh a rin g  p lan  p lu s  th e  

bank, sav ings r a te  on c o n tr ib u tio n s  because th e  market value  

o f company s to ck  had decreased  s ig n i f i c a n t ly .  I f  a company 

ex p erien ces  complete d i s a s te r  C i»e., G ra n t 's ,  Penn C e n tra l) ,  

th e  employees q u ite  l i t e r a l l y  a re  l e f t  "ho ld ing  the  b ag ."

3. B u rck 's  Fortune a r t i c l e  suggests  th a t  some "m o tiv a tio n a l 

e x p e r ts "  say th a t  employees do n o t come to  reg ard  them selves 

as  p a r tn e rs  w ith  management in  an ESOP arrangem ent and th e re ­

fo re  claim  only m odest, i f  any, improvement in  m o tiv a tio n , 

m ora le , p ro d u c tiv ity , reduced absen teeism , tu rn o v e r, e tc .

The "m o tiv a tio n a l e x p e r ts "  b e lie v e  r e a l  wages, time o f f  and 

work co n d itio n s  a re  g r e a te r  m o tivating  elem ents than s to c k  own­

e r s h ip .  Hallmark and E-System s, though they  brag of in c rea se d  

m ora le , e t c . ,  have so f a r  provided ( in  th e  " e x p e r ts '"  minds) 

l i t t l e  ta n g ib le  ev idence of improvement. T his i s  a d i f f i c u l t  

argum ent to  s e t t l e  because the above re fe re n ce d  a r t i c l e  does 

n o t c i t e  any p a r t ic u la r  s tu d ie s  o r " e x p e r ts"  (Burck, 1976).

4. Many c r i t i c s  argue th a t  most unions a re  opposed to  ESOP. " I t ' s

a  phony and r is k y  f r in g e  b e n e f i t ,"  d e c la re s  an ÂFL-CIG spokesman. 

"The money gained could be bargained  fo r  in  s a fe r  ways" (U.

News and World R eport, August 16, 1976, p. 6 8 ). O ther union 

le a d e rs  f e e l  i t  makes th e  worker le s s  a p p re c ia tiv e  o f and r e l a t e  

l e s s  to  the unions and th e  " f r u i t s "  o f c o l le c t iv e  b a rg a in in g .

5. Government may c lo se  th e  door on ESOP, c re a tin g  tremendous 

problem s in  o rg a n iz a tio n a l ad justm ents and changeovers, employee
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m ora le , e t c .  The U. S. T reasu ry  w i l l  lo se  $210 m il l io n  in  tax  

revenues due to  ESOP in  f i s c a l  y ea r 1977, and $325 m il l io n  in  

f i s c a l  1978. I t  i s  e s tim a te d  th a t  i f  a l l  " e l ig ib le "  co rpora­

t io n s  im m ediately  adopted ESOP, th e  T reasury  would lo s e  $700 

m il l io n  th i s  y e a r . Many c r i t i c s  argue th a t  ESOP i s  j u s t  ano ther 

s p e c ia l  i n t e r e s t  ta x  lo o p h o le  c o rp o ra tio n s  a re  e x p lo i t in g ,  and 

i t  w i l l  soon be plugged (B usiness  Week, March 1 , 1976).

O v e ra ll ,  how ever, ESOPs a re  growing a t  an im p ressiv e  r a t e .  Most 

ESOPs have been adopted by sm all to  r e g io n a l  s iz e  com panies, b u t some 

" g ia n ts "  have a ls o  fo llow ed s u i t :  H allm ark C ards, 9 ,000 em ployees;

Gamble-Skogmo, 18,000 employees; Ralph M. Parsons Company, 4 ,000 employ­

ees ; E-System s, 10,000 employees ; M obil O il;  W eyerhauser; A tla n t ic  

R ic h f ie ld ;  and AT&T i s  f l i r t i n g  w ith  th e  id e a  (Newsweek, S ep t. 13, 1976).

ESOP and Employee M otiva tion  

A fte r  rev iew ing  th e  c u r re n t  ESOP l i t e r a t u r e ,  one can r e a d i ly  a sc e r­

ta in  th a t  ad v o ca tes  contend th i s  commonsense approach to  expansion  of 

employee ow nership w i l l  improve o v e r a l l  o rg a n iz a tio n a l e f fe c t iv e n e s s  

p r im a r ily  th rough  in c re a se d  employee m o tiv a tio n . S ince th e re  i s  l i t t l e  

d i r e c t  e m p ir ic a l su p p o rt f o r  th is  t e n e t ,  i t  i s  a p p ro p ria te  to  review  

r e la te d  e m p iric a l evidence th a t  a d d re sse s  th e se  to p ic s . These in s ig h ts ,  

coupled w ith  th e  c u r re n t ESOP l i t e r a t u r e  p ro p o sa ls , w i l l  p ro v id e  a sub­

s ta n t iv e  b a s is  upon which to  fo rm u la te  ta n g ib le  re se a rc h  h y p o th eses.
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M o tiv a tio n a l B asis  For O rgan iza tional Behavior

O rgan izations perform  a t  h ig h  le v e ls  of e f fe c t iv e n e s s  fo r  many 

d i f f e r e n t  re a so n s , bu t the  focus o f concern fo r  th is  s tu d y  i s  th e  impact 

of th e  m o tiv a tio n  of th e  people in  th e  o rg an iza tio n . Katz and Kahn 

(1966) p rov ide  a framework fo r  m easuring and p re d ic tin g  o rg a n iz a tio n a l 

e f fe c tiv e n e s s  in  terms which s p e c ify  th e  types of in d iv id u a l behavior 

req u ired  fo r  o rg a n iz a tio n a l e f f e c t iv e n e s s ,  d if f e r e n t  le v e ls  and p a tte rn s  

of m o tiv a tio n  which can evoke e f f e c t iv e  behav io r, and o rg a n iz a tio n a l 

c o n d itio n s  which enhance th i s  ty p e  behav io r. T heir framework s i g n i f i ­

c a n tly  r e l a t e s  to  what e f f e c ts  ESOP w i l l  have on w o rk ers’ and 

management's a t t i tu d e s  toward each  o th e r and the  o rg a n iz a tio n , m otiva­

t io n ,  m orale , p ro d u c tiv ity  and a d d i t io n a l  a sp ec ts  of a tte n d a n t b ehav io r.

Katz and Kahn l i s t  and d isc u s s  th re e  types of a c t i v i t y  an o rgan iza­

t io n  must g en era te  i f  i t  i s  to  m eet the  e ffe c tiv e n e s s  c r i te r io n  of 

s u rv iv a l .  F i r s t ,  people must be r e c ru i te d  and r e ta in e d  w ith in  the 

o rg a n iz a tio n a l system in  o rd er to  fu n c tio n  and accom plish i t s  o b je c tiv e s . 

Turnover and absenteeism  a re  on ly  p a r t i a l  measures o f o rg a n iz a tio n a l 

e f fe c tiv e n e s s  because p h y s ic a l p resen ce  does no t n e c e s s a r i ly  in d ic a te  

p sy ch o lo g ica l presence of a p p l ic a t io n .  Secondly, th e re  must be "depend­

ab le  a c t iv i ty "  th a t  meets some a c c e p tab le  le v e l  of q u a l i t a t iv e  and 

q u a n t i ta t iv e  perform ance s ta n d a rd s . T h ird ly , an o rg a n iz a tio n  must 

somehow s tim u la te  i t s  employees to  c re a t iv e ,  in n o v a tiv e , spontaneous 

a c tio n  which w i l l  r e s u l t  in  accomplishment of o rg a n iz a tio n a l g o a ls .

Katz and Kahn contend th a t  th i s  i s  e s s e n t ia l  to o rg a n iz a tio n a l su rv iv a l
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and e f fe c tiv e n e s s . An id e a l  s i tu a t io n  i s  where employees w i l l  go 

"beyond the l in e  o f duty" to  o f fe r  suggestions fo r  improving p ro d u ctio n  

o r  maintenance methods and procedures. "An o rg an iza tio n  th a t  can stim u­

l a t e  i t s  members to  c o n tr ib u te  ideas fo r  o rg a n iz a tio n a l improvement i s  

l i k e ly  to  be more e f f e c t iv e ,  s in ce  people who a re  c lo se  to  o p e ra tin g  

problems can o fte n  fu rn is h  in fo rm ative  su ggestions about them which would 

n o t occur to  those more d i s ta n t  (Katz and Kahn, 1966, p. 339).

W ill ESOP be an a t t r a c t io n  and re te n t io n  fe a tu re  fo r  an o rg an iza tio n ?  

W ill they encourage "dependable behavior"? W ill they induce su g g estio n s  

and a c tio n s  beyond th e  l in e  of duty? W ill they encourage w orkers to  

s e lf -e d u c a tio n  and improvement so as to  assume h ig h er r e s p o n s ib i l i t i e s  

in  th e  o rg a n iz a tio n , th e re fo re  becoming e l ig ib le  fo r  more s to c k  ownership? 

W ill ESOP c re a te  a fa v o ra b le  image fo r  the company in  the community which 

su rrounds i t ,  thus making rec ru itm en t, and perhaps product d is p o s a l ,  

e a s ie r?  These a re  some p e r t in e n t  questions to  which su b s ta n tia te d  

answers need to  be p rov ided .

Katz and Kahn f u r th e r  argue th a t  th ese  th re e  ca teg o rie s  of b eh av io r 

a r e  m otivated by d i f f e r e n t  p a tte rn s  of needs and d r iv e s . Four headings 

o f m o tiv a tio n a l p a t te rn s  a re ;

1. Legal com pliance, which involves o b ta in in g  acceptance of r o le  

p re s c r ip t io n s  and o rg an iz a tio n a l c o n tro ls  on the b a s is  of t h e i r  

leg itim acy  ;

2. Use of rew ards f o r  inducing req u ired  b eh av io r, which can 

include system -w ide rew ards, in d iv id u a l rew ards, " in s tru m e n ta l 

id e n t i f ic a t io n "  w ith  o rg a n iz a tio n a l le a d e rs ,  or a f f i l i a t i o n  

w ith peers to  secu re  s o c ia l approval;
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3. I n te rn a l iz e d  p a tte rn s  of s e lf -d e te rm in a tio n  and s e l f  ex p ress io n  

b ro u g h t about by worker ex p ress io n  of t a l e n t s  and a b i l i t i e s ;

4, I n te rn a l iz e d  values and s e lf - c o n c e p t ,  where p e rso n a l and 

o rg a n iz a t io n a l  goals a re  in c o rp o ra te d  and r e f l e c t  p e rso n a l 

v a lu e s  or s e l f  concept.

ESOPs As System Rewards

The l in k in g  of e x te rn a l rew ards to  d e s ire d  b eh av io r i s  done w ith  

th e  a n t ic ip a t io n  th a t  as  rewards in c re a se  th e re  w i l l  be accompanying 

in c re a se d  m o tiv a tio n  f o r  g re a te r  perform ance o r  p ro d u c t iv i ty .  Rewards 

can be of fo u r  types (Katz and Kahn, 1966):

1. System rew ard s , which a re  earned m erely  by membership in  th e  

o rg a n iz a tio n  and in c re a se d  by s e n io r i ty .  These in c lu d e  f r in g e  

b e n e f i t s ,  c o s t- o f - l iv in g  r a i s e s ,  s ic k  le a v e , and o th e r  a c ro ss -  

th e -b o a rd  wage in c re a s e s .

2. In d iv id u a l rew ards, which a re  based on in d iv id u a l  m e r it  and 

perform ance— u su a lly  m onetary , such as a p ie c e - r a te  system  or 

bonus fo r  v a lu a b le  su g g e s tio n .

3. A pproval, which i s  re c e iv e d  from s u p e r io r s .

4. S o c ia l ap p roval of o n e 's  p e e r  group, which can f a c i l i t a t e  o r

im p air accomplishment of o rg a n iz a tio n a l g o a ls ,  depending upon

th e  norms of th e  group.

Although in d iv id u a l  monetary rew ards p ro p e rly  a d m in is te red  can 

a t t r a c t  and r e t a in  people in  an o rg a n iz a tio n  and m o tiv a te  them to  exceed 

q u a n t i ta t iv e  and q u a l i t a t iv e  s ta n d a rd s  of perform ance, th e  im pact i s  

l im ite d  and a p p l ic a t io n  i s  d i f f i c u l t  in  la rg e  mass p ro d u c tio n
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o rg a n iz a tio n s  where so many people do th e  same ty p e  work. Because of 

these  d i f f i c u l t i e s ,  many o rg a n iz a tio n s  have moved toward system  rew ards. 

However, in d iv id u a l monetary rewards can be very  e f f e c t iv e  i f  they meet 

the fo llow ing  c r i t e r i a  (Scanlan, 1976);

1. The employee must be compensated on th e  b a s is  o f th e  r e s u l ts  

he ach ieves in  terms of some predeterm ined s ta n d a rd  or objec­

t iv e .

2. Wage d i f f e r e n t i a l s  must adequate ly  d is t in g u is h  d o lla r-w ise  

between two people perform ing e s s e n t ia l ly  th e  same job  but a t  

d i f f e r e n t  le v e ls  of e f f ic ie n c y .

3. S ize of wage in c re a se s  must be s ig n i f i c a n t ,  g iven  v o lu n ta r i ly ,  

and earned  in  the  sense  th a t  i t  t ru ly  r e f l e c t s  h ig h  le v e ls  of 

accom plishm ent.

4. Employees must p e rce iv e  t h a t  wage in c re a se s  are  in  f a c t  awarded 

on th e  b a s is  of perform ance, and as e q u ita b le  by th e  m ajo rity  

of system  members.

I f  th e se  c r i t e r i a  can be met, in d iv id u a l rew ards can le a d  to 

in c reased  and improved p ro d u c tiv ity . O bservations by McGregor (1960) 

and M a rr io tt  (1957) in d ic a te  th a t  most o rg a n iz a tio n s  have n o t been suc­

c e s s fu l in  im proving q u a li ty  and q u a n ti ty  of p ro d u c tio n  by in d iv id u a l 

in c e n tiv e  m ethods.

"System rew ards a re  most e f f e c t iv e  fo r  h o ld in g  members w ith in  the 

o rg a n iz a tio n  . . . |_butQ . . . w i l l  n o t lead  to  work of h ig h e r  q u a lity  

or g re a te r  q u a n tity  than i s  req u ired  to  s tay  in  th e  o rg a n iz a tio n "  (Katz 

and Kahn, 1966, p . 355). Two excep tions to  th is  a r e :
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1. W hen/if employees "develop a l ik in g "  fo r  th e  o rg a n iz a tio n  and 

j u s t  decide to  cooperate  in  ach iev in g  o rg a n iz a tio n a l g o a ls .

2 . W hen/if they  want th e  company's image in  th e  community, which 

r e f l e c t s  on them, to  be s tro n g  and resp ec ted .

System rewards must be uniform ly ap p lied  to  a l l  employees o r p la u s ib le  

m ajor groupings o f employees in  the o rg a n iz a tio n . S tud ies  have shown 

th a t  i f  members p e rc e iv e  the system  rew ards to  be unevenly ad m in iste red , 

resen tm ent and i n f e r io r  perform ance r e s u l t .  However, uniform  d is t r ib u ­

t io n  o f system  rew ards " . . .  w i l l  lead  some people to  id e n t i f y  w ith  

th e  la rg e r  o rg a n iz a tio n , b u t more fundam ental changes in  o rg a n iz a tio n a l 

s t r u c tu r e  and ro le s  make id e n t i f i c a t io n  w ith  the  la rg e r  o rg a n iz a tio n  

more l ik e ly .  S p e c if ic a l ly ,  th i s  means broadening th e  ro le  o f members 

o f th e  subgroups and g iv in g  them membership in  some subsystem  which is  

c e n t r a l  to  th e  m iss io n  of th e  o rg a n iza tio n "  (Katz and Kahn, 1966, p. 359).

ESOPs c la s s i f y  a s  system  rew ards. Based upon Katz and K ahn's con­

te n t io n s ,  perhaps they  would do no th ing  more than a t t r a c t  and r e ta in  

em ployees. There i s  no in d ic a tio n  th a t  th ey  would improve m o tiv a tio n  

and p ro d u c tiv ity , which i s  counter to  th e  rh e to r ic  voiced by ESOP 

p ro p o n en ts .

Managers surveyed by th i s  au tho r look  upon ESOPs as in d iv id u a l and 

system -w ide reward in  th e  sense th a t  th e  company i s  g iv ing  employees 

th e  o p p o rtu n ity  to  sh a re  in  th e  ow nership, growth and p r o f i t a b i l i t y  of 

th e  company, which in  most cases can make many employees q u i te  w ealthy 

upon re tire m e n t. N a tu ra lly , th e se  managers hope th a t  th is  "rew ard" w il l  

induce g re a te r  commitment and lo y a lty  on b e h a lf  o f th e  employee which 

w i l l  r e s u l t  in  improved o rg a n iz a tio n a l perform ance and e f fe c t iv e n e s s .
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Group P rocesses and Peer L eadership

The ap p ro v a l of peers i s  an o th e r type of rew ard in  th e  o rg a n iz a tio n .

S o c ia l  su p p o rt from peers  can add to  the  a t t r a c t iv e n e s s  of the 
subsystem  and can be a f a c to r  in  th e  re d u c tio n  of absen teeism  
and tu rn o v e r . I t  w i l l  le a d  to  in c re a sed  p ro d u c tiv i ty  and q u a l i ty  
o f  work, however, only i f  the  norms of th e  peer group san c tio n  
such  perform ance (Katz and Kahn, 1966, p. 362).

The Hawthorne S tu d ies  (Mayo, 1933) rev ea led  th a t  in fo rm al group 

norms, o r  th e  e x te n t o f cohesion  w ith in  the g roup , could  a f f e c t  produc­

t i v i t y  p o s i t iv e ly  o r n e g a tiv e ly ,  depending upon th e  e x te n t  to  which the  

group norms were in  harmony w ith  th e  o v e ra l l  g o a ls  o f th e  la rg e r  

o rg a n iz a tio n .

L i k e r t 's  (1961) ex te n s iv e  survey  o f the re se a rc h  in  t h i s  a rea  in c lu d ­

ing Lewis (1958), Z a lezn ik , C h ris te n so n  and R o e th lisb e rg e r  (1958) and 

Seashore (1954), concludes th e  fo llo w in g  :

Work groups which have h ig h  p eer-g roup  lo y a l ty  and common goals  
ap p ear to  be e f f e c t iv e  in  a c h iev in g  th e i r  g o a ls .  I f  t h e i r  go a ls  
a r e  th e  achievem ent o f h ig h  p ro d u c tiv i ty  and low w as te , th ese  
a r e  th e  g o a ls  they  w i l l  accom plish . I f ,  on th e  o th e r  hand, th e  
c h a ra c te r  o f t h e i r  su p e rv iso r  causes them to  r e j e c t  th e  ob jec­
t iv e s  o f th e  o rg a n iz a tio n  and s e t  goals a t  v a r ia n c e  w ith  th ese  
o b je c t iv e s ,  the  goals they  e s ta b l i s h  can have s t r i k in g ly  adverse  
e f f e c t s  upon p ro d u c tiv ity  (L ik e r t ,  1961, p. 30).

W ill ESOP b r in g  about a common g o a l of h ig h e r  p ro d u c tiv ity ?  W ill 

employees sen se  a genuine f e e l in g  of p a r tn e rs h ip  in  th e  c o n tex t of 

c o l le c t iv e  ow nership , thus prom oting h ig h e r p ee r cohesio n , lo y a l ty  and 

su p p o rt th a t  w i l l  le a d  to  g r e a te r  p ro d u c tiv i ty  and improved o rg an iza­

t io n a l  perform ance? ESOP proponents c e r ta in ly  th in k  they  w i l l  p ro v id e  

p o s i t iv e  answ ers to  th e se  im p o rtan t q u e s tio n s .
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R ela tio n sh ip  of ESOP to  I n te rn a l iz a t io n  

of Corporate O b jectives 

"Value expression  and s e l f - id e a l iz a t io n  le a d  to  the in te rn a l iz a t io n  

of o rg a n iz a tio n a l goals. The goals of the  group become in co rp o ra ted  as 

p a r t  of the in d iv id u a l 's  va lue  system  or as p a r t  of h is  concep tion  of 

h im se lf"  (Katz and Kahn, 1966, p. 345). The com plete in te rn a l iz a t io n  of 

o rg a n iz a tio n a l g o a ls , o r goal in te g ra tio n , u su a lly  occurs only a t  the  

upper ex ecu tiv e  le v e ls  o f o rg an iza tio n s  except f o r  vo lun teer o rg an iz a ­

t i o n s ,  where i t  extends to  lower le v e ls .  " P a r t i a l "  in te r n a l iz a t io n  i s  

more f a m ilia r  wherein a worker may in te rn a l iz e  o rg an iza tio n  purposes 

which a re  n o t unique to  th e  firm  ( i . e .  s c i e n t i s t  committed to  f in d in g  a 

cu re  fo r  some d isease) o r he may in te r n a l iz e  th e  va lues of h is  own sub­

group w ith in  th e  o rg an iz a tio n , which may o r may n o t co n trib u te  tow ards 

ach iev in g  o rg a n iz a tio n a l goals  most e f f i c i e n t ly .  The l a t t e r  i s  a  more 

f re q u e n t occurrence in  o rg a n iz a tio n s , and subgroup in te rn a l iz a t io n  of 

o rg a n iz a tio n a l o b jec tiv es  can occur only when agreement and harmony 

e x i s t s  between group norms and o rg a n iz a tio n a l g o a ls  (B a rre tt, 1970).

The prim ary fa c to rs  which c o n tr ib u te  to  in te rn a l iz a t io n  of group 

o b je c tiv e s  in c lu d e  p a r t ic ip a t io n  in  e s ta b lis h in g  group o b je c tiv e s  and 

d e c is io n  making s t r a te g ie s ,  c o n tr ib u tin g  to  group performance in  a 

m eaningful way and sharing  in  the f r u i t s  of group achievement. These 

f a c to r s  may be summarized under th e  genera l term  o rg a n iz a tio n a l "c lim ate"  

as i t  i s  used by Katz and Kahn (1966), L itw in  and S tr in g e r  (1968), 

F rie d la n d e r  and M argulies (1969), and o th e rs . Reasonable outcomes th a t 

can be expected from in te r n a l iz a t io n  of co rp o ra te  goals and commensurate 

improved o rg a n iz a tio n a l c lim ate  a re  reduced tu rn o v e r and absen teeism .



33

spontaneous and innovative  behav io r and in creased  p ro d u c tiv ity  on behalf 

of em ployees.

Would ESOP b ring  abou t in te r n a l iz a t io n  of o rg a n iz a tio n a l o b je c tiv e s  

a t  a l l  le v e ls  o f the o rg an iza tio n ?  Would "ownership" cause middle and 

lower le v e l  employees to  view co rp o ra te  growth and p r o f i t s  as a component 

of th e i r  own personal g o a ls  of in c rea sed  dividends and s to ck  va lue , 

th e re fo re  n e t  worth, thus causing in d iv id u a l and sub-group e f f o r t s  to 

y ie ld  g re a te r  m otiva tion , e f f ic ie n c y ,  m orale and p ro d u c tiv ity ?  Would 

th i s  r e s u l t  w ithout any o rg a n iz a tio n a l s t r u c tu r a l  or decision-m aking 

changes? Many managers in te rv iew ed  by th i s  re se a rc h e r  b e lie v e  (hope) 

employee ownership w il l  in te g ra te  p e rso n a l and o rg a n iz a tio n a l goals to  

the  e x te n t th a t  the in d iv id u a l employee’s goal of f in a n c ia l  s e c u rity  and 

se lf -e s te e m  w i l l  be r e f le c te d  through th e  success of th e  company. 

C e rta in ly  th e  popular l i t e r a t u r e  would have us answer th e se  questions 

in  th e  a f f irm a tiv e ,  but th e  e m p iric a l support i s  n o tic e a b ly  lack ing .

In summary, th is  s e c t io n  has reviewed re la te d  e m p iric a l l i t e r a tu r e  

th a t  a ttem p ts  to  provide ex p lan a tio n s  fo r  changes ( i f  th e re  a re  any) in  

employee m o tiv a tio n , o rg a n iz a tio n a l c lim ate  and o v e ra l l  o rg a n iz a tio n a l 

perform ance follow ing th e  adoption  of an ESOP. The b a s ic  question  

becomes, " I f  th e re  are  p o s i t iv e  changes in  th e  above f a c to r s ,  to  what 

e x te n t i s  i t  due to  expanded ownership and to  what e x te n t i s  i t  due to 

changes in  o rg a n iz a tio n a l s tru c tu re ? "  (S tru c tu re  here  r e f e r s  to the 

q u a li ty  of re la tio n s h ip s  between management and su b o rd in a tes  involving 

employee p a r t ic ip a t io n  in  goal s e t t i n g ,  d ec is io n  making, e tc . )  Katz and 

Kahn's f in d in g s  would su g g est th a t  any p o s it iv e  changes occurring  subse­

quent to  th e  adoption of an ESOP would r e s u l t  from changes in  the
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o rg a n iz a tio n  ra th e r  th an  changes in  th e  reward s tr u c tu r e  due to  

expanded ownership. "O bviously , th e  co n d itio n s  fo r  secu ring  h ig h er 

m o tiv a tio n  to  produce, and to  produce q u a l i ty  work, invo lve changes in  

o rg a n iz a tio n a l s t r u c tu r e .  . . ." (K atz  and Kahn, p. 364). I f  th e se  

conclusions a re  accep ted , one could assume th a t  ESOP w i l l  have no 

d i f f e r e n t  impact th an  any p r o f i t  sh a rin g  o r re tire m e n t p lan , u n le ss  

accompanied by major o rg a n iz a tio n a l and m anageria l changes which would 

c a l l  fo r  g re a te r  p a r t ic ip a t io n  a t  a l l  le v e ls  of th e  firm . Under th e se  

changing co n d itio n s  one could n o t a s c e r ta in  th e  s o le  impact o f th e  ESOP. 

However, th e  one unique dim ension of th e  ESOP i s  th e  v a r ia b le  th a t  may 

be th e  most im portan t b a s is  and j u s t i f i c a t i o n  fo r  a  d i s s e r ta t io n  s tudy  

concerning ESOPs—expanded ow nership. W ill expanded employee ownership 

make a d iffe re n ce ?  W ill ESOP be perce iv ed  as something more than  a 

p r o f i t  sh a rin g  or re tire m e n t p lan  by the  workers? I f  so , w i l l  t h i s  p e r ­

cep tio n  r e s u l t  in  improved m o tiv a tio n  and p ro d u c tiv ity ?  An exam ination 

of two r e la te d  s tu d ie s  w i l l  p rov ide  a d d it io n a l  in s ig h ts  in to  th e se  

q u e s tio n s .

Scanlon P lan  and Employee M otivation  

The Scanlon P la n , developed in  1938, i s  one of th e  b e s t examples in  

American in d u stry  of worker p a r t ic ip a t io n  in  goal s e t t in g  and d e c is io n  

making w ith in  the o rg a n iz a tio n . Many managers and academic au th o rs  

co n sid e r th e  Scanlon P lan  a p r o f i t - s h a r in g  p la n , b u t in  p ra c tic e  th e  

p lan  provided workers w ith  a bonus fo r  ta n g ib le  sav ings in  lab o r c o s ts .  

In  i t s  e a r l i e s t  s ta g e s  of in tro d u c tio n , many acco lades d esc rib in g  i t  

sounded much l ik e  th o se  being w r i t te n  about ESOP in  c u rre n t l i t e r a t u r e ;
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" e n te rp r is e  fo r  every man, in d u s t r ia l  democracy, every man a c a p i t a l i s t "  

(Scanlon, 1950, pp. 5 2 -5 9 ). The fo llow ing  c h a r a c te r is t ic s  of th e  Scanlon 

P lan  d is t in g u is h  i t  from a  common p r o f i t  sh a rin g  p lan ;

1. J o in t  management and union committees were e s ta b lis h e d  to  

d iscu ss  and propose lab o r sav ing  techn iques and o th e r  re g u la r  

d ec is io n s  of th e  firm . Most o f th e  red u c tio n  in  p rod u ctio n  

co s ts  were p a id  as bonuses to  th e  employees, depending on 

o v e ra ll  su ccess  o f the  firm .

2. I t  was n o t a p r o f i t  sh a rin g  p la n , per s e , because i t  d id  no t 

e s ta b l is h  any f ix e d  percen tage  of p r o f i t s ,  b u t w orkers as a 

group shared  in  reduced c o s ts .

3. The p lan  was implemented w ith in  th e  con tex t of th e  c o l le c t iv e  

b arg a in in g  agreem ent between union and management.

4 . Scanlon contended th a t  h is  p lan  c re a ted  "a genuine sense  of 

p a rtn e rsh ip  by bo th  p a r t ie s "  (Scanlon, 1950).

In  a d d itio n , th e  Scanlon P lan  fe a tu re d  some b a s ic  s t r u c tu r a l  changes 

in  th a t  the power s t r u c tu r e  was s ig n i f ic a n t ly  a l te re d  by e le c t io n  of 

p rod u ctio n  committees by workers in  each departm ent. The committee 

could implement any changes in  p rod u ctio n  technique which would n o t a l t e r  

a c t i v i t i e s  of o th e r  departm en ts, o r which would no t r e q u ire  m ajor f in a n ­

c i a l  ex p en d itu res . Workers a lso  e le c te d  re p re s e n ta tiv e s  to  se rv e  on a 

company-wide committee which performed ex ecu tiv e  le v e l  fu n c tio n s  as did 

th e  departm ent com m ittees. As one can se e , a u th o r ity  and d ec is io n  

making was moved downward in  th e  o rg a n iz a tio n , which fo r  most companies 

re p re se n ts  m ajor fo rm al changes in  o rg a n iz a tio n a l s t r u c tu r e .
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Reward s tr u c tu r e  changes were a ls o  a  r e s u l t  of th e  Scanlon Plan.

The form ula f o r  bonuses was worked out by the  com m ittees, and most p lan s  

r e su lte d  in  average bonuses o f 25 p e rc e n t of wages a f t e r  one to  two 

years  in  o p e ra tio n . The bonuses were pa id  by sep a ra te  check on a monthly 

b a s is  when c o s t  red u c tio n s  were computed.

Scanlon rep o rted  on th re e  firm s w herein attem pts were made to  imple­

ment h is  p lan  on a company-wide b a s is .  Two of the th re e  companies 

f a i le d  in  t h e i r  a ttem pts  to  s u c c e s s fu l ly  in troduce th e  p lan . One was 

an attem pt to  purposely  keep w orkers from jo in in g  a un ion ; b u t

. . .  a s y n th e tic  o rg an iz in g  th r e a t  developed w ith in  th e  ranks 
of the  employees. . . . The Board of D irec to rs  a lre a d y  decided 
th a t  th e  company had experienced  a good year and th e  bonus was 
p a id . . . .  No sense of p a r tn e rs h ip ,  no jo in t  p a r t ic ip a t io n  in  
an e f f o r t  to  in c re a se  e f f ic ie n c y ,  no e f f o r t  to  improve th e  p r o f i t -  
making p o s s i b i l i t i e s  or th e  co m p etitiv e  p o s itio n  o f  the company 
had been developed. The p lan  was founded in  h y p o crisy  and bad 
f a i t h  and had degenerated  in to  a s u b tle  game o f w its  (Scanlon,
1948, p . 60).

In  th e  second c a se , management announced th e ir  w illin g n e ss  to  adopt 

the  p lan  fo u r weeks a f t e r  a s t r i k e  s e ttle m e n t. Although the  suggested 

Scanlon P lan t ru ly  rep re sen ted  a s in c e re  change in  management's p h il­

osophy, th e  workers were su sp ic io u s  and d id  not have th e  d e ta i l s  of the  

p lan  c le a r ly  communicated to  them. The poor tim ing, poor communication, 

u n i l a t e r a l  a c t io n  on b e h a lf  of management and lack of m utual t r u s t  and 

confidence k i l l e d  th e  p lan .

The firm  th a t  su c c e ss fu lly  adopted th e  p lan  did so by developing 

th e  p lan  through j o i n t  management—w orkers ' r e p re s e n ta tiv e s  com mittees.

I t  was n o t in tro d u ced  in  a p e rio d  of c r i s i s ,  and m utual t r u s t  and c o n fi­

dence between management and employees was engendered through c le a r  

communications.
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The changes in  power and rew ard s tru c tu re  b rough t about by the 

Scanlon P lan  has im pact upon o th e r  a reas  of o rg a n iz a tio n a l o p e ra tio n s . 

Reaching "form ula" agreem ents and implementing employee suggestions 

re q u ire  s u b s ta n t ia l  changes in  a  f i m 's  communication s tru c tu re .

Worker committees must have access  to  in form ation  p rev io u sly  r e s t r i c t e d  

to  management (co sts  o f p ro d u c tio n , com petition  perform ance, e t c . ) .

This downward communication i s  balanced  by in c re a s in g  upward communica­

t io n  tra n sm itte d  through departm ental and company w ide committees.

These committees a lso  e f f e c t  changes in  p o licy  and decision-m aking, which 

i s  ev iden t i n i t i a l l y  in  the c re a t io n  o f the  committee s tru c tu re ,  ag ree­

ment com pletion and form ula s e t t in g .

Katz and Kahn conclude th a t  the  Scanlon P lan succeeds by:

. . . Producing an in te r n a l iz a t io n  of o rg a n iz a tio n a l o b je c tiv e s  
among a l l  members in c lu d in g  the  ra n k -a n d - f ile  . . . [whicbT)not 
only c o n tr ib u te s  to  in c reased  q u a li ty  and q u a n ti ty  of ro le  p e r fo r ­
mance and to  reduced absenteeism  and tu rn o v er, [ b u t ]  a lso  c a r r ie s  
th e  in d iv id u a l on to  the many s p e c if ic  spontaneous ac tio n s  
n ecessary  fo r  o rg a n iz a tio n a l s u rv iv a l and the h ig h e s t le v e l o f 
system perform ance. . . .  In  s h o r t ,  the  Scanlon Plan appears as 
a c re a t iv e  s o lu tio n  to  many of the  problems which have become 
t r a d i t io n a l  in  la rg e  o rg a n iz a tio n s . I t  adds s tro n g  p o s itiv e  
fa c to rs  to  the u su a l a rs e n a l of "m o tiv a to rs ,"  and i t  adds no 
p e n a l t ie s .  There i s  a form al en lis tm en t of th e  peer group v ia  
the  r e p re s e n ta tiv e  committee s tru c tu re ,  and such groups are  
s treng thened  through the c lo se  lin k ag e  of reward to  group and 
super-group c o n tr ib u tio n s  to  system e ff ic ie n c y . The job of the  
in d iv id u a l worker i s  en la rg ed  and enhanced by th e  reco g n itio n  and 
encouragement o f in n o v a tiv e  c o n tr ib u tio n s , and th e  model of le a d e r ­
sh ip  which i s  c a l le d  fo r  comes much c lo se r  to  th e  values of 
dem ocratic p r a c t ic e  as they  e x is t  in  our c u l tu re  and in s t i tu t io n s  
o u ts id e  in d u s try  (Katz and Kahn, 1966, p . 388).

Thus i t  would ap pear, based upon Katz and K ahn's o b se rv a tio n s , th e  

success of th e  Scanlon P lan was n o t due to  the  f in a n c ia l  d is t r ib u t io n s  

in  savings r e a liz e d  by th e  employees, b u t ra th e r  to  th e  concomitant 

changes in  o rg a n iz a tio n a l c lim a te . Can ESOP b rin g  about in te rn a l iz a t io n
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of g o a ls , th e re fo re  g re a te r  m o tiv a tio n , p ro d u c tiv i ty ,  m orale, and jo b  

s a t i s f a c t io n  w ithou t such concom itant changes? S urely  i t  deserves 

in v e s t ig a t io n  s in ce  th e  comparison i s  n o t id e n t ic a l .

C o lle c tiv e  Ownership and Employee M otivation

A r e la te d  s tudy  conducted by Tannenbaum, e t  a l .  (1974) looks a t  

the  e f f e c ts  of d i s t r ib u t io n  o f power, p a r t ic ip a t io n  and c o l le c t iv e  owner­

sh ip  on employee m o tiv a tio n  and o v e ra ll  o rg a n iz a tio n a l perform ance. The 

re se a rc h e rs  s tu d ied  o rg an iz a tio n s  in  c o u n tr ie s  w ith  g re a tly  d i f f e r e n t  

degrees o f  c e n tr a l iz a t io n  and d is t r ib u t io n  of power. For in s ta n c e , the  

Kibbutzim f a c to r ie s  in  I s r a e l  a re  c h a ra c te r iz e d  by wide d i s t r ib u t io n  of 

power, w h ile  f a c to r ie s  in  I t a ly  and A u s tria  a re  more c e n tra liz e d  th a n  

most American f a c to r i e s .  Kibbutzim and Y ugoslavian p la n ts  a re  ch a ra c ­

te r iz e d  by ex ten s iv e  worker p a r t ic ip a t io n  in  d ec is io n  making and o th e r  

o p e ra tio n a l asp ec ts  o f  the  o rg a n iza tio n . For example. Workers C ouncils 

a re  e s ta b lish e d  to  e q u a liz e  a u th o r ity  and they have f in a l  a u th o r i ty  on 

many b a s ic  d ec is io n s  such as h ir in g  and f i r i n g  m anagers, s e t t in g  p r ic e s  

o f p roducts and a l lo c a t in g  and in v es tin g  p r o f i t s .  I n te r e s t in g ly ,  no 

employee in  the K ibbutz rece iv es  monetary payment, b u t a l l  sh are  in  

m a te r ia l rewards a s  needed.

A main fin d in g  o f the  re sea rch  confirm s em p iric a lly  th a t  in  th e  

more p a r t ic ip a t iv e  o rg a n iz a tio n s , l ik e  th e  Kibbutzim and Y ugoslavian 

p la n ts ,  h ie ra rch y  i s  le s s  d i f f e r e n t ia te d  than  in  le s s  p a r t ic ip a t iv e  

p la n ts ,  l i k e  those in  A u s tr ia , America and I t a l y .  D iffe ren ces  betw een 

le v e ls  on dimensions such as a u th o r ity , in flu e n c e  and rew ard, and demo­

graphic  f a c to rs  such  as age and education  a re  f l a t t e r  in  the  more
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p a r t ic ip a t iv e  o rg a n iz a tio n s . Sex was the only excep tion  to  th e  demo­

graph ic  f a c to r s .  Women a re  lo c a te d  m ostly a t  th e  bottom  of th e  h ie ra rch y  

in  Kibbutzim  and Yugoslavian p la n ts ,  as i s  th e  case in  o th e r  c o u n tr ie s .

D iffe re n c es  between le v e ls  on dimensions such as job  s a t i s f a c t io n ,  

i n i t i a t i v e  and m otivation  were n o t as s teep  as a u th o r ity  and rew ards.

The au th o rs  contend th a t  th i s  d if fe re n c e  i s  a r e s u l t  of th e  f a c t  th a t  

a t t r i b u t e s  such as job  s a t i s f a c t io n ,  i n i t i a t i v e  and m o tiv a tio n  a re  n o t, 

by d e f in i t io n ,  p a r t  of the h ie ra rc h y  and th e re fo re  n o t a f fe c te d  by i t .

On th e  o th e r  hand, a u th o r ity  and reward a re  e x p l i c i t ly  o r im p lic i t ly  

a s so c ia te d  w ith  h ie ra rc h ic a l  p o s it io n  o r o f f ic e .

I t  was no ted , however, t h a t  " in form al" p a r t ic ip a t io n  tak es  p lace  in  

many American p la n ts  (su p e r io rs  t r e a t in g  su b o rd in a te s  as e q u a ls , provid­

ing su p p o rtiv e  r e la t io n s h ip s ,  e t c . )  and has a somewhat m itig a tin g  e f f e c t  

on h ie ra rc h y . A lso, form al p a r t ic ip a t io n  does no t com pletely  e lim in a te  

e f f e c ts  o f h ie ra rc h y  in  o rg a n iz a tio n s . P o s i t io n , fo r  in s ta n c e , makes 

le s s  d if fe re n c e  to  Kibbutz and Y ugoslavian p la n ts ,  b u t i t  does make some 

d if f e re n c e . A ll systems show some degree o f h ie r a rc h ic a l  e f f e c t .  "Even 

where th e re  i s  c o l le c t iv e  ownership of a fa c to ry , h ie ra rch y  e x is ts  and 

can have n eg a tiv e  e f fe c ts  u n le ss  accompanied by su p p o rtiv e  in te rp e rs o n a l 

r e la t io n s h ip s "  (Tannenbaum, e t  a l . , 1974, p . x v i ) .

Thus Tannenbaum’s f in d in g s  suggest th a t  employee ownership w i l l  n o t 

a l t e r  m o tiv a tio n  or p ro d u c tiv ity  le v e ls  u n le ss  accompanied by more p ar­

t i c i p a t i v e  management p ra c t ic e s  and a tte n d a n t o rg a n iz a tio n a l r e s t ru c tu r in g .  

This would tend to  negate  some o f the popular underly ing  assum ptions 

about ESOP, namely:
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1. The most im portan t underly ing  assum ption o f ESOP i s  th a t  i f  

workers own a "p ie ce  of the  a c t io n ,"  every th ing  w i l l  g e t b e t t e r ;  

in creased  p ro d u c t iv i ty ,  e f f ic ie n c y , p r o f i t a b i l i t y ,  m orale, 

a t t i tu d e s  of w orkers toward management, s a t i s f a c t io n ,  f in a n c ia l  

perform ance, and decreased  absenteeism , tu rn o v e r, g rievances 

and p roduction  w aste . The r a t io n a le  behind i t  i s  common sense: 

You take b e t t e r  c a re  o f your own c a r than  a ren ted  c a r .

2. A c lo se ly  r e la te d  assum ption i s  th a t  ESOP w i l l  p rov ide employees 

w ith  a s u b s ta n t ia l  "second income," which w i l l  add to  th e i r  

s e c u r ity  bo th  c u r re n tly  and in  re t ire m e n t, and w il l  r e s u l t  in  

the same p o s it iv e  b e n e f i ts  mentioned in  % above.

3. The assum ption i s  th a t  ESOP w i l l  improve labor-management 

r e la t io n s  by a lig n in g  employees' s e l f - i n t e r e s t s  w ith  management. 

By sharing  in  th e  rewards and r is k s  of c a p i ta l  ow nership, 

employees should  be more s e n s i t iv e ,  em pathetic  and understand ing  

towards management’s re q u e s ts ,  d ec is io n s  and ex p ec ta tio n s .

I t  should move them away from r e s t r i c t i o n  of ou tpu t, unnecessary  

g riev an ces, a n ta g o n is t ic  co o p era tio n , in fringem ent upon manage­

ment’s r ig h ts  and d i f f i c u l ty  in  c o l le c t iv e  b arg a in in g .

4. ESOP makes th e  assum ption th a t  th e  company w i l l  con tinue  to  be 

f in a n c ia l ly  s u c c e ss fu l and p r o f i ta b le .  Should a company f a i l ,  

i t  assumes th a t  the  reason p rim a rily  would be of a f in a n c ia l  

n a tu re .

5 . The assum ption i s  made th a t  ESOP w i l l  work fo r  any type  organ­

iz a t io n ,  re g a rd le s s  of s iz e ,  s t r u c tu r e ,  type of in d u s try  or 

any o th e r o rg a n iz a tio n a l/m an a g e ria l elem ent.
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Regarding m o tiv a tio n  and o rg a n iz a tio n a l e f fe c t iv e n e s s ,  Tannenbaum

acknowledges th a t  "top-managed" c o rp o ra tio n s  a re  very  e f fe c t iv e  and

w orkable, as  a re  membership-managed companies. "For th o se  of us who

p la c e  g re a t  v a lu e  on e q u a li ty ,  th e  K ibbutz system, and perhaps th e

Yugoslav, i s  the model of su ccess . The American model looks b e t te r  to

th o se  of us who v a lu e  in d iv id u a l achievem ent." P a r t ic ip a t io n  appears

to  be th e  wave of th e  fu tu re ,  bu t Tannenbaum contends th a t  p a r t ic ip a t io n

in  p r iv a te ly  owned companies:

. . . w i l l  always be a l im ite d  compromise w ith in  a  b a s ic a l ly  
a u th o r i ta r ia n  s t r u c tu r e ,  r a th e r  than  the  c e n tra l  and guiding te n e t 
of o rg a n iz a tio n a l management t h a t  i t  can be in  s o c i a l i s t  e n te r ­
p r is e s .  The re a so n , in  the  M arxian view, i s  ow nership . Workers, 
i f  they  a re  to  p a r t ic ip a te  f u l l y ,  must make d e c is io n s  about the  
a l lo c a t io n  of p r o f i t— d ec is io n s  they cannot make under the  p r iv a te  
system . I f  they  d id , what would be l e f t  fo r  th e  owners? Such 
d e c is io n s  a re  e s s e n t ia l  fo r  f u l l  p a r t ic ip a tio n  because of t h e i r  
im p lic a tio n  fo r  d ec is io n s  concerning investm ent, p roduction  p lan ­
n in g , m odern ization , wages, and many o th e r i s s u e s .  L im iting the 
p re ro g a tiv e s  o f w orkers w ith  r e s p e c t  to  p r o f i t  th e re fo re  l im i ts  
them w ith  re sp e c t to  most im p o rtan t d ec is ions (Tannenbaum, e t  a l . , 
1974, p . 227).

Is  w ithho ld ing  v o tin g  r ig h ts  a  " lim ite d  compromise?" I f  v o tin g  

r ig h ts  a re  passed th rough , w i l l  w orkers want to  make d e c is io n s  and exer­

c is e  th e i r  r ig h ts  concerning a l lo c a t io n  of p ro f it?  Does " f u l l  

p a r t ic ip a t io n "  in  o rg an iz a tio n s  mandate ESOP or employee-owners? These 

q u es tio n s  m e rit s e r io u s  thought and re sea rch .

E m pirical F ind ings on ESOP and 

Employee M otivation 

The on ly  em p irica l re sea rch  concerning ESOP d iscovered  by th i s  

re se a rc h e r  i s  th a t  d ire c te d  by th e  Survey Research C en ter a t  the  Univer­

s i t y  of M ichigan (1977, Notes 1 and 4) . The Economic Development
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A dm in istra tion  (1977, Note 4) funded the  I n s t i t u t e  fo r  S o c ia l Research (ISR) 

to  conduct re se a rc h  concerning whether newer forms of employee ownership, 

such as ESOP, a re  r e l ia b le  to o ls  fo r  business redevelopm ent to  o f f s e t  

unemployment, underemployment and /o r economic downturn. Two major 

q u estio n s  were posed fo r  ISR to  add ress:

1 . Can f a i l i n g  business firm s be saved?

2. W ill a re a s  which have r e s is te d  o th e r forms of development 

in c e n tiv e s  be s tim u la ted  in to  growth and new work opportun­

i t i e s  by expanded ownership devices?

T h e ir  study i s  the response to  th ese  and o th e r  r e la te d  questions 

" . . .  and re p re s e n ts ,  we b e lie v e , a  p ioneer e f f o r t "  (Conte and 

Tannenbaum, 1977, p . i i .  Note 1 ) .

D e ta iled  in fo rm ation  was c o lle c te d  from 98 firm s by means of t e l e ­

phone by su rvey ing  a m anagerial re p re se n ta tiv e  o f each f irm . Of those 

surveyed, 68 had ESOPs and 30 had d i r e c t  ownership p la n s . P ro f i t  d a ta  

was o b ta in ed  from 30 of those  companies. A ttitu d e s  o f managers toward 

the ownership p lan  were measured as was th e i r  judgment about the p la n ’s 

e f f e c t  on company p ro d u c tiv ity  and p r o f i t .

The most prom inent reasons given by managers fo r  having e s ta b lish e d  

an ESOP were in c e n tiv e s  i t  provided to  employees and ta x  advantages i t  

a ffo rd ed  th e  company. C rea tio n  and maintenance of employees were 

reasons o ffe re d  m ostly by managers of d i r e c t  s to ck  p lan  companies.

Managers a re  in  g en era l very  supportive  of ESOP and d e f in ite ly  

b e lie v e  they c o n tr ib u te  to  in c reased  p ro d u c tiv ity  and p r o f i t a b i l i t y  o f 

the f irm . The 30 firm s fo r  which f in a n c ia l  d a ta  was c o lle c te d  revea led  

a h ig h er le v e l  o f  p r o f i t  than s im ila r  firm s in  th e i r  re sp e c tiv e  indus­

t r i e s  .
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Conte and Tannenbaum’s most s ig n i f ic a n t  con clu sio n  was th a t  th e  

s in g le  most im portant c o r re la te  of p r o f i t a b i l i t y  among a l l  30 f irm s was 

th e  percen t of the company's eq u ity  owned by non-m anagerial employees. 

The more e q u ity  owned by non-m anagerial em ployees, th e  g re a te r  th e  

p r o f i t a b i l i t y  o f the  f irm .

The au thors emphasize th a t  th e i r  f in d in g s  a re  n e c e s sa r i ly  t e n ta t iv e ,  

because th e  h is to ry  of ESOP i s  too b r ie f  fo r  a b so lu te  conclusions to  be 

drawn.

The r e s u l t s  of th e se  a n a ly se s , however, a re  s u f f ic ie n t ly  encour­
aging to  j u s t i f y  a  d e ta ile d  lo n g itu d in a l ( h is to r ic a l )  s tudy  o f a 
number of firm s over a period  o f y e a rs . Such a study should 
in c lu d e  measures o f the  a t t i tu d e s  and m o tiv a tio n s  of a l l  employees 
w ith in  th e  firm s as  w e ll as measures o f perform ance of th e  f irm  
CConte and Tannenbaum, 1977, Note 1, p. 38 ).

The concluding ch a llen g e  and appeal of Conte and Tannenbaum ' s 

p io n eerin g  e f f o r t  i s  a  f i t t i n g  r a t io n a le  fo r  th i s  re sea rch  e f f o r t .  On 

th e  one hand, proponents of ESOP argue th a t  g iv in g  employees "a  p ie c e  

o f  th e  ac tio n "  w i l l  r e s u l t  in  in c reased  m o tiv a tio n  and perform ance.

On th e  o th e r  hand, th e  re la te d  em p irica l l i t e r a t u r e  suggests t h a t  i f  

ESOPs have a p o s it iv e  e f f e c t  i t  w i l l  be because of th e  changes in  th e  

way the  o rg a n iza tio n  i s  run , not because o f th e  d is t r ib u te d  f in a n c ia l  

b e n e f i ts  of ownership.



CHAPTER I I I  

RESEARCH MODEL, HYPOTHESES AND METHODOLOGY

T his ch ap te r d esc rib e s  th e  th e o r e t ic a l  model underly ing  th i s  study  

and s ta t e s  th e  a s so c ia te d  hypotheses and th e i r  r a t io n a le .  S t a t i s t i c a l  

m easures a re  d esc rib ed  along w ith  th e  sample and d a ta  c o l le c t io n  pro­

cedures and in s tru m e n ts .

Research Type and Model

As evidenced in  Chapter I I ,  th e  v a s t  m a jo rity  of ESOP re se a rc h  and 

l i t e r a t u r e  has been d e s c r ip t iv e .  The only em p irica l s tudy  d iscovered  by 

th i s  re se a rc h e r  (Conte and Tannenbaum, 1977, Note 1) i s  d e sc rib e d  by i t s  

au tho rs  as  a "p io n eerin g  e f f o r t"  and they p o in t to  the  la c k  of and need 

fo r  em p irica l ev idence r e la t in g  the  e f f e c ts  of ESOP on em ployees.

S o c ia l sc ie n c e  re se a rc h e rs  c a te g o r iz e  em p irica l re se a rc h  methods 

in to  ex p erim en ta l and e x p lo ra to ry  s tu d ie s .  Experim ental s tu d ie s  re q u ire  

some degree of c o n tro lle d  environment and invo lve  th e  m an ip u la tio n  and 

c o n tro l o f one or s e v e ra l  v a r ia b le s  in  o rder to  observe th e  e f f e c t  on a 

second v a r ia b le .  A problem w ith  experim ental s tu d ie s  i s  th a t  they 

re q u ire  a h igh  degree of co o p era tio n  by o rg an iza tio n s  in  o rd e r  to  produce 

changes in  some v a r ia b le s  w hile c o n tro ll in g  o th e rs .  E x p lo ra to ry  s tu d ie s  

a re  ^  p o s t fa c to  in q u ir ie s  of th e  r e la t io n s h ip s  and in te r a c t io n s  among 

se v e ra l v a r ia b le s  in  s o c ia l  s t r u c tu r e s .  They u su a lly  do n o t e n ta i l  

changes o r a l t e r a t io n s  produced by th e  ex p e rim e n te r/re se a rch e r  (K erlin g er, 

1973).

44
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The p re sen t study  i s  ex p lo ra to ry  re se a rc h  because 1) i t s  o b je c t iv e  

i s  to  d isco v e r r e la t io n s h ip s  among s p e c if ic  v a r ia b le s ,  2) i t  i s  an  ex 

p o s t fa c to  in q u iry  o f r e la t io n s h ip s  among v a r ia b le s ,  and 3) the  e x te n t 

of coopera tion  and m an ipu la tion  of v a r ia b le s  req u ired  fo r  r ig o ro u s  

experim ental s tu d ie s  d id  no t seem fe a s ib le  in  experim enting w ith  ESOPs.

The m ajor weakness o f an ex p lo ra to ry  study  i s  i t s  i n a b i l i t y  to  

prove d i r e c t ly  th e  e x is te n c e  of cause and e f f e c t  r e la t io n s h ip s .  However, 

t h i s  approach can determ ine r e la t io n s h ip s  among v a r ia b le s  a t  a g iv en  

p o in t in  tim e . I f  s ig n i f ic a n t  p o s it iv e  r e la t io n s h ip s  a re  d iscovered  

between th e  adoption  o f ESOP and p o s it iv e  changes in  employee m o tiv a tio n  

and o rg a n iz a tio n a l perform ance m easures, t h i s  would o f f e r  c o n s id e rab le  

support fo r  Implementing ESOPs; i t  does n o t ,  however, prove a cause  and 

e f f e c t  r e la t io n s h ip .  In  a d d itio n  to  d isco v e rin g  r e la t io n s h ip s  among 

v a r ia b le s ,  e x p lo ra to ry  re sea rch  la y s  th e  groundwork fo r  more sy stem a tic  

and r ig o ro u s  h y p o th esis  te s t in g  in  the fu tu r e  (K erlin g e r, 1973).

Model and Hypotheses

The q u estio n s  and conclusions p re sen ted  in  Chapters I  and I I  provided 

th e  b a s is  fo r  th e  p re se n t study . The prim ary q u es tio n s  th a t  t h i s  re se a rc h  

attem pted  to  answer w ere: What a re  the  r e la t io n s h ip s  between 1) th e

in tro d u c tio n  o f an ESOP and 2) employee m o tiv a tio n , peer le a d e rsh ip , 

group p ro cesses  and f in a n c ia l  perform ance o f  a firm ? What a re  th e  

s tre n g th s  o f r e la t io n s h ip s  between 1) changes in  o rg a n iz a tio n a l c lim a te  

and m anagerial le a d e rsh ip  and 2) changes i n  employee m o tiv a tio n , peer 

le a d e rsh ip  and group p ro cesses  fo llow ing th e  adop tion  o f an ESOP?
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Model

The expected r e la t io n s h ip s  between ESOP and the  above f a c to rs  a re  

in d ic a te d  in  th e  model i l l u s t r a t e d  in  F ig u re  1.

M anagerial Leadership
O rg an iza tio n a l Clim ate

Employee M otivation  
Peer Leadership 
Group Processes

-S
F in an c ia l

Performance

Hypotheses and R atio n a le

Four p r in c ip a l  hypotheses formed th e  ra t io n a le  fo r  th e  model. They 

a re  p resen ted  in  th e  fo llow ing pages w ith  corresponding s p e c if ic  em pirica l 

p re d ic tio n s  to  be te s te d .

ESOP and F in a n c ia l Performance

H ypothesis 1 ; A company’s f in a n c ia l  performance w i l l  s ig n if ic a n t ly  
improve subsequent to  th e  adoption of an ESOP.

This h y p o th esis  r e s t s  on two th e se s . F i r s t ,  as workers beg in  to  own 

a "p iece  of th e  a c tio n "  they w il l  be m otivated  to  be more p ro d u c tiv e , 

e f f i c i e n t  and committed to  co rp o ra te  p r o f i t  m axim ization. I t  assumes 

th a t  i f  a l l  employees, from salesman to  assem bly l in e  w orkers, a re  

sy s te m a tic a lly  and harm oniously committed to  these goals  then f in a n c ia l  

perform ance w i l l  show s ig n if ic a n t  improvement. Secondly, because of th e  

leveraged  f in a n c ia l  advantages of th e  ESOP, a company m ight fin an ce  

in v en to ry , expansion o r  new c a p i ta l  equipment through th e  ESOP t r u s t  and 

repay w ith  p re - ta x  p r o f i t s ,  thus p o te n t ia l ly  improving f in a n c ia l  performance
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d i r e c t ly  as measured by various r a t i o s  and in d ic a to rs  such as increased  

working c a p i t a l ,  n e t w orth, cash flow , e tc .  The fo llow ing  would be 

expected to  r e s u l t :

lA: Average annual s a le s  growth w i l l  s ig n if ic a n t ly  in c re a se

fo llo w in g  th e  im plem entation of an ESOP.

IB: Average annual earn ings growth w i l l  s ig n if ic a n t ly  in c rease

fo llow ing  th e  im plem entation of an ESOP.

1C: Average annual earn ings to  s a le s  r a t io  w i l l  s ig n i f ic a n t ly

in c re a se  follow ing the  im plem entation of an ESOP.

ID: Average annual earn ings to  t o t a l  c a p i ta l  r a t i o  w i l l  s i g n i f i ­

c a n tly  in c rease  fo llow ing im plem entation of an ESOP.

ESOP and Employee M otivation

H ypothesis 2 : Employees' p e rso n a l m o tiva tion  to  be p ro d u c tiv e  and
work hard w i l l  s ig n i f ic a n t ly  in c rease  fo llow ing  the 
im plem entation of an ESOP.

This p ro p o s itio n  i s  derived d i r e c t ly  from the  c u r re n t ESOP l i t e r a ­

tu re  and a ls o  i s  based on th e  assum ption th a t  as w orkers become "owners," 

n o t " r e n te r s ,"  of the  o rg an iza tio n  and i t s  c a p i ta l  a s s e t s ,  they  w i l l  be 

more committed to  help ing  the  o rg a n iza tio n  accomplish i t s  o b je c tiv e s .

H ypothesis 3 : Employees' m o tiv a tio n  to  encourage and a s s i s t  co­
workers to be p ro d u c tiv e , e f f ic ie n t  and work hard 
w i l l  s ig n i f ic a n t ly  in c re a se  fo llow ing th e  adoption 
of an ESOP.

Derived from cu rren t ESOP l i t e r a t u r e ,  th is  p ro p o s itio n  makes the 

assum ption th a t  as workers become owners, they  w ill  sen se  a g re a te r  

fe e lin g  of f r a t e r n i t y  and mutual i n t e r e s t  and want maximum output 

e f f o r t  from everyone so as to  in c re a se  t h e i r  personal w ealth  and s tak e  

in  the o rg a n iz a tio n . " I t ' s ,  Hey, you 've go t your hand in  my pocket i f
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you d o n 't  do your job" (Time, O ct. 4, 1976, p. 80). Thus, the  fo llow ing  

could be expected to  r e s u l t :

3A: Measures of peer su p p o rt, the e x te n t to which co-workers

a re  f r ie n d ly , a t t e n t iv e  and w il l in g  to  l i s t e n  to each o th e r 's  

problem s, w i l l  show s ig n i f ic a n t  in c re a se s  fo llow ing th e  

adoption of an ESOP.

3B: Measures of peer goal emphasis, th e  ex ten t to  which co-w orkers

encourage each o th e r  to  maximize and m ain ta in  high s tan d ard s 

o f perform ance, w i l l  show s ig n if ic a n t  in c re a se s  fo llow ing th e  

adoption  of an ESOP.

30: Measures of peer work f a c i l i t a t i o n ,  the  e x te n t  to  which co­

w orkers help each o th e r  d iscover improved methods of jo b  

perform ance, a s s i s t  in  p lann ing , o rgan iz ing  and scheduling 

work ahead of tim e and o f fe r  each o ther new ideas fo r  so lv in g  

jo b - re la te d  problem s, w i l l  s ig n if ic a n t ly  improve follow ing 

th e  adoption o f an  ESOP.

3D: Measures of peer in te ra c t io n  f a c i l i t a t i o n ,  th e  ex ten t to

which co-workers w i l l  encourage teamwork, team goals and 

exchange of op in io n s and id e a s , w i l l  s ig n i f ic a n t ly  improve 

fo llow ing th e  ad op tion  of an ESOP.

H ypothesis 4 . Measures of group p ro c e sse s , th e  e x ten t to  which
employees p la n , co o rd in a te  work, make good d e c is io n s , 
so lve  problem s, share im portan t in fo rm ation  and 
s t r i v e  to  reach  o b je c tiv e s  to g e th e r , w i l l  s i g n i f i ­
c a n tly  improve fo llow ing  the  adop tion  of an ESOP.

This p ro p o s itio n  i s  c lo s e ly  r e la te d  to  H ypothesis 3 and i t s  

a tte n d a n t p ro p o s itio n s , b u t was included because i t  r e f l e c t s  th e  

" . . .  p ro cesses  and fu n c tio n in g  of the work group as a group" (Taylor



49

and Bowers, 1972, p . 7 7 ). The re fe re n c e  fo r  H ypothesis 3 i s  in d iv id u a l 

p ee rs  d esc rib in g  behav io r in  which each o th e r engage and th e  re fe ren ce  

fo r  H ypothesis 4 i s  p ee rs  d esc rib in g  r e s u l t s  achieved as â  g roup .

These 4 p r in c ip a l  hypotheses and th e i r  corresponding p ro p o s itio n s  

c o n s ti tu te d  the prim ary focus of t h i s  s tudy .

M oderating E ffec ts

M anagerial le a d e rsh ip  and o rg a n iz a tio n a l c lim a te . In  a d d it io n  to  

th e  main e f f e c ts  c i te d  above, some m oderating e f f e c ts  were analyzed  in  

l i g h t  of th e  c o n te n tio n s  purported by th e  r e la te d  em p irica l l i t e r a t u r e  

reviewed in  Chapter I I .  R eferring  to  th e  model on page 46, m anagerial 

le a d e rsh ip  and o rg a n iz a tio n a l c lim a te  a re  po rtray ed  as p o te n t ia l  

m oderators between 1) ESOP in tro d u c tio n  and 2) employee m o tiv a tio n , 

peer le ad e rsh ip  and group p ro cesses . On one hand the  c u r re n t ESOP 

l i t e r a t u r e  and popu lar rh e to r ic  contend th a t  ESOP d i r e c t ly  m o tiv a tes  

employees because of expanded ownership and provid ing  them w ith  a 

"p iece  o f th e  a c t io n ,"  which in  tu rn  should b rin g  about g re a te r  e f f i ­

c iency  and p ro d u c tiv ity  w ith in  the f irm , and should r e s u l t  in  improved 

f in a n c ia l  perform ance. On th e  o th e r  hand, th e  re la te d  em p irica l 

l i t e r a t u r e  suggests  th e  ex is ten c e  o f stro n g  cau sa l r e la t io n s h ip s  

between 1) m anagerial lead ersh ip  and o rg a n iz a tio n a l c lim a te  and 2) le v e ls  

of employee m o tiv a tio n , peer le a d e rsh ip  and group p rocesses (F ra n k lin , 

1975, L ik e r t ,  1961, Bowers and S eashore, 1964, Katz and Kahn, 1964).

Consequently, i f  any conclusions a re  to  be drawn concerning th e  

p o te n t ia l  e f fe c ts  o f th e  in tro d u c tio n  of ESOP on employee m o tiv a tio n , 

peer le ad e rsh ip  and group p ro cesses , i t  i s  e s s e n t ia l  to  co n s id e r
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concurren t changes in  m anagerial le a d e rsh ip  and o rg a n iz a tio n a l c lim a te , 

i f  such changes do occu r. I t  i s  co n ce iv ab le , a lthough  no t supported 

by th e  l i t e r a t u r e ,  th a t  the in tro d u c tio n  of an ESOP would lead  to 

improvements in  em ployees' p e rc e p tio n s  o f m anagerial le a d e rsh ip  and 

o rg a n iz a tio n a l c lim a te , whether o r n o t th e re  have been a c tu a l  changes 

in  th ese  dim ensions. T herefore , th e  fo llow ing hypotheses a r e  proposed;

H ypothesis 5 : Measures of m anageria l le a d e rsh ip  w i l l  s ig n if ic a n t ly
improve fo llow ing  th e  adoption of an ESOP.

H ypothesis 6 : Measures o f o rg a n iz a tio n a l c lim a te  w i l l  s ig n if ic a n t ly
improve fo llow ing  th e  adoption  of an ESOP.

I f ,  fo llow ing th e  adoption of an ESOP, m anagerial le a d e rsh ip  and 

o rg a n iz a tio n a l c lim a te  measures s ig n if ic a n tly  change along w ith  changes 

in  employee m o tiv a tio n , peer le a d e rsh ip  and group p ro c e sse s , th e re  i s  

no way to  s p e c i f ic a l ly  confirm  th e  s in g le  determ ining f a c to r  fo r the  

improved m o tiv a tio n , p ro d u c tiv ity  and perform ance. The q u es tio n  

becomes, "Did th e  ESOP cause a p o s i t iv e  change in  m anageria l lead e rsh ip  

and o rg a n iz a tio n a l c lim ate  which in  tu rn  caused a p o s it iv e  change in  

employee m o tiv a tio n , peer le a d e rsh ip  and group p ro c e sse s , o r  did th e  

ESOP d i r e c t ly  c o n tr ib u te  to  improved employee m o tiv a tio n , peer lead ersh ip  

and group p rocesses which in  tu rn  c re a te d  changes in  m anagerial le a d e r ­

sh ip  and o rg a n iz a tio n a l c lim ate?"

I f ,  on the o th e r  hand, m o tiv a tio n a l,  peer le a d e rsh ip  and group 

process measures re v e a l a s ig n i f ic a n t  in c rease  fo llow ing  th e  adoption 

of an ESOP w ithou t m anagerial le a d e rsh ip  and o rg a n iz a tio n a l c lim ate  

measures y ie ld in g  sim ultaneous changes, then t h i s  would p ro v id e  substan ­

t i a l  evidence th a t  th ese  b eh a v io ra l dependent v a r ia b le s  a re  d i r e c t ly  

a f fe c te d  by the in tro d u c tio n  of th e  ESOP re g a rd le s s  o f changes in  mana­

g e r ia l  le a d e rsh ip  o r o rg a n iz a tio n a l c lim a te .



51

A d d itio n a l Hypotheses

Even i f  th e re  a re  no s ig n if ic a n t  o v e r a l l  changes in  any of th e  

measures c i te d  above, th e re  s t i l l  may be s ig n i f ic a n t  r e la t io n s h ip s  

e x is t in g  between 1) changes in  m anagerial le a d e rsh ip  and o rg a n iz a tio n a l 

c lim ate  and 2) changes in  employee m o tiv a tio n , peer le a d e rsh ip  and 

group p ro cesses . T h is i s  due to the f a c t  th a t  th e  sample in c lu d es  

employees from seven d i f f e r e n t  companies re p re se n tin g  v a r io u s  o rg an iza ­

t io n a l  c lim a te s .a n d  m anagerial, lead ersh ip  s ty le s ,  some of which may have

changed p o s i t iv e ly  and some n e g a tiv e ly  fo llow ing  th e  ado p tio n  of th e  

ESOP. T h e refo re , i t  i s  im portan t to  examine th e  r e la t io n s h ip s  between 

changes in  th ese  v a r ia b le s .

Based upon th e  e m p iric a l l i t e r a t u r e  reviewed in  Chapter I I ,  th e  

fo llow ing  r e la t io n s h ip s  would be expected between th ese  two s e ts  o f 

v a r ia b le s  :

H ypothesis 7A: There w i l l  be a s ig n i f i c a n t  r e la t io n s h ip  between
changes in  m anagerial le ad e rsh ip  and changes in  
employee m o tiv a tio n .

H ypothesis 7B; There w i l l  be a s ig n i f ic a n t  r e la t io n s h ip  between 
changes in  m anagerial le a d e rsh ip  and changes in  
p eer le a d e rsh ip .

H ypothesis 70; There w i l l  be a s ig n i f i c a n t  r e la t io n s h ip  between 
changes in  m anagerial le a d e rsh ip  and changes in  
group p ro c e sse s .

H ypothesis 8A; There w i l l  be a s ig n i f i c a n t  r e la t io n s h ip  between 
changes in  o rg a n iz a tio n a l c lim ate  and changes in  
employee m o tiv a tio n .

H ypothesis 8B; There w i l l  be a s ig n i f i c a n t  r e la t io n s h ip  between 
changes in  o rg a n iz a tio n a l c lim a te  and changes in  
p ee r le a d e rsh ip .

H ypothesis 80: There w i l l  be a s ig n i f ic a n t  r e la t io n s h ip  between
changes in  o rg a n iz a tio n a l c lim ate  and changes in  
group p ro cesses .
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I f  th e re  a r e  s tro n g  p o s it iv e  r e la t io n s h ip s  between 1) changes in  man­

a g e r ia l  le a d e rsh ip  and o rg a n iz a tio n a l c lim a te  and 2) changes in  employee 

m o tiv a tio n , peer le a d e rsh ip  and group p ro cesses , th e n  th e  form er s e t  of 

m oderating v a r ia b le s  could enhance or depress w hatever m o tiv a tio n a l 

in flu e n c e s  may be due to  ESOP d i r e c t ly .

A dd itional Research Questions

A d d itio n a l is s u e s  examined in  the  p re se n t s tudy  were 1) th e  ex ten t 

to  which ESOP i s  perceived  by th e  employees to  be a  s ig n i f ic a n t  b e n e f it  

and 2) the  e x te n t to  which employees p e rce iv e  th a t  th e  ESOP i s  under­

stood by o th e r  employees and them selves, and how th e s e  two v a r ia b le s  

r e l a t e  to  th e  o th e r v a r ia b le s  in c lu d ed  in  th e  s tu d y . These is su e s  were 

examined as  re se a rc h  q u estio n s because  of 1) the la c k  of e m p iric a l e v i­

dence d i r e c t ly  r e la t in g  ESOPs to  employee m o tiv a tio n , o rg a n iz a tio n a l 

c lim a te  and th e  o th e r v a r ia b le s  inc luded  in  th e  s tu d y , and 2) th e  proba­

b i l i t y  th a t  th e se  v a r ia b le s  would be s ig n if ic a n t ly  r e l a t e d .  For example, 

i t  i s  conceivab le  th a t  ESOP would be more a c c u ra te ly  understood  in  an 

o rg a n iz a tio n  where i t  was p e rce iv ed  th a t  th e re  was good communication 

and in fo rm atio n  flow s. I t  i s  a ls o  im aginable th a t  ESOP would more 

l i k e ly  be perce iv ed  as a s ig n i f i c a n t  b e n e f it  i f  i t  was a c c u ra te ly  under­

stood than  i f  i t  was m isunderstood o r not comprehended a t  a l l .

Q uestion  1 : What v a r ia b le s  included  in  th e  s tu d y  a re  s ig n i f ic a n t ly
r e la te d  to th e  e x te n t to  which employees a c c u ra te ly  
understood the  ESOP?

Q uestion  2 ; What v a r ia b le s  inc luded  in  the stu d y  a re  s ig n i f ic a n t ly
r e la te d  to  th e  e x te n t to  ^ i c h  employees p e rce iv e  ESOP
as a s ig n i f ic a n t  b e n e f it?
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D escrip tio n  of Sample and Data C o lle c tio n

The su b je c ts  in  th i s  study were 242 employees of seven p r iv a te  

b u s in ess  firm s located  in  Texas, Nebraska, W ashington, C a lifo rn ia  and 

M isso u ri. Table 1 summarizes th e  company a lp h a b e tic  d e s ig n a tio n , 

in d u s try  ty p e , approxim ate number of employees, and q u e s tio n n a ire  

resp o n se  r a t e .

The firm s were lo c a ted  w ith  th e  a s s is ta n c e  of Mr. Bob Hoagland, 

P re s id e n t of ESOT, In co rp o ra ted , of Sacramento, C a lifo rn ia ,  and D r.

A rnold Tannenbaum, I n s t i t u t e  fo r  S ocia l R esearch, U n iv e rs ity  of M ichigan. 

A ll seven companies po ssess  a c t iv e  ESOPs rang ing  in  age from a few 

months to  over th re e  y e a rs  o ld . I n i t i a l  c o n ta c t was made by l e t t e r  and 

fo llow -up  phone c a l ls  to  27 ESOP companies. Out of t h i s  number tw elve 

agreed  to  p a r t ic ip a te  in  th e  re se a rc h  w ith in  th e  tim e frame imposed by 

th e  re se a rc h e r .

Nine of th e  twelve firm s were p e rso n a lly  v i s i t e d  by the  re se a rc h e r  

in  January  and February, 1978, and the  survey in stru m en t was e i th e r  

ad m in iste red  and c o lle c te d  on th e  s i t e  or was d is t r ib u te d  to  th e  employees 

w ith  m ailing  in s tru c t io n s  l e f t  w ith  a key c o n ta c t person  in  the company. 

Q u estio n n a ires  were m ailed  to  a co n tac t person  in  th e  rem aining th re e  

f irm s  w ith  s p e c if ic  in s tru c t io n s  provided in  p r in t  and over th e  phone.

The q u es tio n n a ire s  were d is t r ib u te d  to  a l l  employees p a r t ic ip a t in g  in  

th e  company ESOP. At th e  d a te  of t h i s  w r itin g  q u e s tio n n a ire s  from seven 

companies have been c o lle c te d  fo r  a n a ly s is .  F u tu re  c o l le c t io n s  w i l l  be 

in c o rp o ra te d  in to  a fo llow -up study  and subm itted  fo r  fu tu re  p u b lic a tio n  

to  academic and p r a c t i t io n e r  jo u rn a ls .
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T able 1 

ESOP Companies In form ation

Company In d u s try  Type No. o f Employees Response Rate

A Serum Producer 25 56%

B A d v ertis in g  Agency 50 56%

C I n d u s t r ia l  H ydraulic 
Equipment Repre­
s e n ta t iv e

22 68%

D E ngineering Company 200 59%

E E le c t r ic a l  P a rts  
W holesaler 55 58%

F Insurance Company 
(Data C o llec ted  
from 2 O ffices) 57 47%

G T ire M anufacturer 
and D is tr ib u to r 22 41%
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Measurement Instrum ents

Q u a n tita tiv e  F in a n c ia l  Performance Data 

A perform ance d a ta  sheet was developed to  o b ta in  s p e c i f ic  f in a n c ia l  

and o ther perform ance s t a t i s t i c s  from each firm  (see  Appendix 1) . In fo r ­

m ation was req u es te d  fo r  th re e  y ea rs  p r io r  to  th e  adop tion  o f ESOP and 

then  follow ing ESOP so th a t  annual percen tage changes could be analyzed. 

S p ec if ic  in fo rm atio n  was a lso  re q u e s ted  concerning th e  percen tage  of 

employees p a r t ic ip a t in g  in  the  ESOP, percentage of company eq u ity  owned 

by the  ESOP t r u s t  and percen tage of eq u ity  owned by m anageria l and non- 

m anagerial anployees through th e  ESOP t r u s t .  Some a d d i t io n a l  questions 

regard ing  v o tin g  r ig h t s  and management's p e rsp e c tiv e  on th e  ESOP were 

included  and th e  q u es tio n n a ire  was completed by a f in a n c ia l  o f f ic e r  or 

ESOP a d m in is tra to r  of each firm .

Every company except one f a i le d  to  compute p ercen tag e  o f employee 

tu rn o v er, absen tee ism , m a te r ia ls  w aste  or number o f g rie v an ces , so these  

c a te g o rie s  were dropped as c o n s id e ra tio n s  fo r measures of a f irm 's  quan­

t i t a t i v e  perform ance.

B ehavioral R esearch Instrum ent 

The prim ary re se a rc h  q u e s tio n n a ire  was form ulated by in te g ra tin g  

s e c tio n s  from th re e  s tan d ard ized  survey resea rch  in stru m en ts  (see 

Appendix 2 ): 1) Survey of O rg an iza tio n s  (300) (Taylor and Bowers, 1972),

2) O rg an iza tio n a l C lim ate Q u estio n n a ire  (OCQ) (L itw in and S tr in g e r , 1968), 

and 3) Q uality  o f Employment Survey (QES) (Quinn and Shepard, 1974).

The SOO i s  a  q u es tio n n a ire  developed a t  the I n s t i t u t e  fo r  Social 

Research (ISR) a t  th e  U n iv e rs ity  o f  M ichigan. The 1974 e d i t io n  of the 

SOO con ta in s 130 q u es tio n s  covering  a v a r ie ty  of o rg a n iz a tio n a lly
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r e le v a n t  to p ics  in c lu d in g  m anagerial le a d e rs h ip ,  o rg a n iz a tio n a l c lim a te , 

peer le a d e rsh ip , work group processes and s e v e ra l  a reas  o f in d iv id u a l 

s a t i s f a c t io n .

Most q u estio n s in  th e  SOO are  answered by responding  on a 5 p o in t 

L ik e r t  type s c a le  as fo llo w s (un less  o th erw ise  in d ic a te d ) ;

1. To a v ery  l i t t l e  e x te n t

2. To a l i t t l e  e x te n t

3 . To some ex ten t

4 . To a g re a t  e x ten t

5 . To a v ery  g re a t e x te n t

Q uestions re p re se n tin g  a l l  of th e  above o rg a n iz a tio n a l dim ensions 

were inc luded  in  the prim ary resea rch  q u e s tio n n a ire .

The OCQ was developed a t  th e  G eneral E le c t r ic  Company. A len g th y  

developm ental p rocess concluded w ith  an improved c lim a te  measure i n s t r u ­

ment and th e  i d e n t i f i c a t io n  o f n ine dim ensions of o rg a n iz a tio n a l c lim a te ; 

s t r u c tu r e ,  r e s p o n s ib i l i ty ,  rew ard , r i s k ,  warmth, su p p o rt, s ta n d a rd s , 

c o n f l ic t  and id e n t i ty .

Most o f th e  50 q u es tio n s  in  the OCQ a lso  a re  answered by responding 

on a L ik e r t type  sc a le  as fo llo w s:

1 . D e f in ite ly  agree

2. In c lin e d  to  ag ree

3 . In c lin e d  to  d isa g re e

4 . D e f in ite ly  d isag ree

An a n a ly s is  of these  n in e  dimensions and th e  corresponding s p e c i f ic  

q u es tio n s  fo r  each dim ension re su lte d  in  th e  s e le c t io n  and in te g ra t io n  

o f q u e s tio n s  re p re se n tin g  th e  Id e n tity  and R e s p o n s ib i l i ty  s c a le s .
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The OES i s  an ex tensive  q u e s tio n n a ire  a lso  developed a t  th e  I n s t i ­

tu te  fo r  S o c ia l Research. I t  co n ta in s  236 q u es tio n s  covering a v a r ie ty  

of o rg a n iz a tio n a lly  re le v a n t to p ic s  in c lu d in g  q u a lity  of employment, 

labor s tan d ard s problems, jo b  s a t i s f a c t io n  and p h y s ica l consequences of 

job  s t r e s s .  Answer form ats a re  extrem ely v a r ie d , but most a re  answered 

on d if f e r e n t  L ik e tt  type s c a le s .  The fo llow ing i s  an example of one 

sca le  used in  th e  questions in te g ra te d  in to  th i s  s tu d y ’s Survey of 

O rganizations ;

1 . Never

2 . R arely

3. Sometimes

4 . Often

An a n a ly s is  of th is  instrum en t r e s u l te d  in  th e  s e le c t io n  and in te ­

g ra tio n  o f th re e  questions re p re se n tin g  th e  p erso n a l m o tiv a tio n  index .

In  most cases the in d iv id u a l responses were grouped in to  m u ltip le  

item  in d ic e s . An in d iv id u a l score  on such an index was computed by 

summing th e  response values fo r  each item  in  th e  index and d iv id ing  by 

th e  number of item s in  th e  in d ex .

Most of th e  questions had two p a r t s :  1) Now and 2) Before ESOP.

The respondents were asked to  record  th e i r  p e rcep tio n s  fo r  each q u es tio n  

as i t  i s  c u r re n tly ,  and th e  "Before ESOP" p a r t  asked th a t  they  th in k  back 

and reco rd  th e i r  p e rcep tio n s  of th e  o rg a n iz a tio n  b e fo re  th e  in tro d u c tio n  

of the ESOP. This was a s u b s t i tu te  fo r  a tru e  p r e - t e s t  and p o s t - te s t  

experim ental design  and th e  assum ption was made th a t  employees could 

a c c u ra te ly  express d e f in i t iv e  p e rc ep tio n s  of th e  o rg a n iza tio n  p r io r  to  

in tro d u c tio n  of th e  ESOP and could exp ress  p e rcep tio n s  of changes in  the
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o rg a n iz a tio n , i f  any, subsequent to  th e  ad o p tio n  of th e  ESOP. The 

assum ption was a ls o  made th a t  th e se  d e f in i t iv e  p e rce p tio n s  cou ld  be 

expressed  on o rd in a l  re sp o n se  s c a le s  th a t  se rv e  as m easurable su rro g a te s  

f o r  a c tu a l  p e rc e p tio n s  and co n v ic tio n s  by employees.

Measures

This s tu d y  inc lu d ed  m easures of seven dependent v a r i a b l e s . One 

v a r ia b le  i s  1) f in a n c ia l  perform ance, and th e  o th e r  s ix  a re  b e h a v io ra l ly  

o r ie n te d  m easures: 2) employee m o tiv a tio n , 3) peer su p p o rt, 4) p eer

g o a l em phasis, 5) peer work f a c i l i t a t i o n ,  6) peer in te r a c t io n  f a c i l i t a ­

t i o n ,  and 7) group p ro c e s s . A d d itio n a l v a r ia b le  m easures in c lu d ed  

m anageria l le a d e rs h ip , o rg a n iz a t io n a l  c l im a te , ex te n t of p e rce iv ed  

b e n e f i t  and e x te n t of p e rce iv ed  understan d in g  of ESOP. Appendix 3 

summarizes th e s e  m easures and co rrespond ing  q u es tio n  numbers f o r  each 

v a r ia b le .

F in a n c ia l  Perform ance Measures

Four commonly used f in a n c ia l  perform ance c r i t e r i a  were s e le c te d  fo r  

m easuring a l l  firm s p a r t i c ip a t in g  in  th e  s tu d y  (Rue, 1973):

1. S a les  growth i s  c a lc u la te d  as th e  average annual p e rcen tag e  
growth ex p erien ced  over the  l a s t  th re e  y ears  preced ing  th e  
in tro d u c tio n  o f th e  ESOP and i s  c a lc u la te d  accord ing  to  th e  
fo llow ing  fo rm ula;

100 I

Xj. = v a lu e  of n e t  s a le s ,  as d e fin ed  in  s tan d ard  accoun ting  
p r a c t ic e s ,  in  th e  t^ h  y ea r .

This perform ance m easure i s  a p p ro p ria te  fo r  growth consc ious f irm s . 

The use of p e rcen tag e  grow th a llow s fo r  com parison of growth among firm s
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of d i f f e r e n t  s iz e .

2 . E arnings growth i s  c a lc u la te d  as th e  average annual percen tage  
growth experienced over th e  l a s t  th re e  years  p reced ing  th e  
in tro d u c tio n  of th e  ESOP and i s  c a lc u la te d  acco rd in g  to  th e  
fo llow ing  formula:;

100 3
~  ttl ^

= v a lu e  of ea rn in g s  (income) a f t e r  a l l  o p e ra tin g  and non­
o p e ra tin g  income b u t b e fo re  e x tra o rd in a ry  income i s  l i s t e d  
in  company's reco rd s  in  th e  t^ ^  y e a r .

T his measure i s  more a p p ro p r ia te  fo r  companies which a re  more con­

cerned w ith  growth in  p r o f i t s  than  growth in  s a le s  and i s  com parable fo r  

d i f f e r e n t  s iz e  f irm s.

3 . The e a rn in g s /s a le s  r a t i o  i s  c a lc u la te d  as  th e  average  annual 
ea rn in g s  as a p ercen tag e  of s a le s  over th e  l a s t  th re e  years 
p reced ing  th e  in tro d u c tio n  of th e  ESOP and i s  c a lc u la te d  
acco rd ing  to  th e  fo llo w in g  form ula:

100 y \
—  t ! i ^

= earn in g s  in  t^ ^  y ear = s a le s  in  t^ ^  y ea r

T his c a lc u la t io n  i s  a m easure of o rg a n iz a tio n a l e f f ic ie n c y ,  p a r t ic u ­

l a r ly  in  th e  use of lab o r and m a te r ia ls .  I f  ea rn in g s  a r e  in c re a s in g , i t  

could be p a r t i a l l y  due to  in c re a s in g  s a le s  and o p e ra tin g  e f f ic ie n c y .  The 

same i s  t ru e  w ith  d ec reasin g  e a rn in g s . A perform ance m easure based upon 

growth of e i th e r  s a le s  o r ea rn in g s  p rov ides an in ad eq u a te  p ic tu re  w ithou t 

a d d it io n a l  knowledge of u n d erly in g  c a u se s .

4 . The e a r n in g s / to ta l  c a p i t a l  r a t io  i s  c a lc u la te d  as th e  average 
annual ea rn in g s  as a p e rcen tag e  of t o t a l  c a p i ta l  over the  l a s t  
th re e  y ea rs  p receding  in tro d u c tio n  of th e  ESOP and i s  c a lc u la te d  
acco rd ing  to  the  fo llow ing  form ula:

100 I \
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th= earn ings in  th e  t  year

Y = to t a l  c a p i ta l  (common s to c k  + p re fe r re d  s to ck  + long-term  
debt) in  the t^ ^  year

This i s  an e f f ic ie n c y  m easure in  th e  use of c a p i ta l  which should

be of m ajor concern to  company owners and c r e d i to r s .  Earnings and

growth mean l i t t l e  as performance m easures i f  th e  c a p i ta l  req u ired  to

genera te  them is  a lso  co n sid e red . These p re d ic tio n s  a re  c o n s is te n t  w ith

"popular" ESOP l i t e r a t u r e  and th e  autom obile analogy d escrib ed  in  Chapter

I I .

Employee M otivation 

This index i s  designed to  measure an em ployee's m o tiv a tio n a l in v e s t­

ment in  h is  work. I t  a s se sse s  " . . .  th e  le v e l  of aroused m o tiv a tio n  on

the jo b , from th e  s tan d p o in t of devo tion  of energy to  job  ta sk s"  (Patchen , 

1965). The q u estio n s  were o b ta in ed  from the QES:

How o f te n  do you do some e x tra  work fo r  your jo b  which i s n ' t
re q u ire d  of you?
135. Now
136. Before th e  ESOP

Some people a re  com pletely  involved in  th e i r  jo b —they  a re  absorbed 
in  i t  n ig h t and day. For o th e r people, th e i r  job  i s  simply one of
se v e ra l  i n t e r e s t s .  How involved do you f e e l  in  your job?
139. Now
140. Before th e  ESOP

Would you say you work h a rd e r , le s s  hard or about th e  same as o th e r 
people doing your type o f work?
141. Now
142. Before th e  ESOP

Peer Leadership

P eer le ad e rsh ip  i s  comprised of fo u r  in d ic e s ; 1) su p p o rt, 2) goal 

em phasis, 3) work f a c i l i t a t i o n  and 4) in te ra c t io n  f a c i l i t a t i o n .  These 

in d ices  a re  comprised of th e  fo llow ing  q uestions:
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1. Support—This measure p e r ta in s  to  th e  ex ten t to  which employees

a re  f r ie n d ly , a t te n t iv e  and r e c e p tiv e  towards each o th e r and i s  comprised

of th e  fo llow ing q u es tio n s :

In  the  q u es tio n s  below, work group means a l l  those  persons who re p o rt 
to  the  same su p e rv iso r.

How fr ie n d ly  and easy to  approach a re  the  persons in  your work group?
93. Now
94. Before th e  ESOP

When you t a l k  w ith persons in  your work group, to  what e x te n t do they 
pay a t te n t io n  to  what you’r e  saying?
95. Now
96. Before th e  ESOP

To what e x te n t a re  persons in  your work group w illin g  to  l i s t e n  to 
your problems?
97. Now
98. Before th e  ESOP

2. Goal Emphasis—This m easure p e r ta in s  to  the  e x ten t to  which 

employees encourage each o th e r to  e s ta b l is h  and m aintain  h igh le v e ls

and stan d ard s o f perform ance and i s  comprised o f  the fo llow ing q u es tio n s :

How much do persons in  your work group encourage each o th e r  to  give 
th e i r  b e s t e f fo r t?
99. Now

100. Before the  ESOP

To what e x te n t do persons in  your work group m ain ta in  h igh s tandards 
of performance?
101. Now
102. Before the  ESOP

3. Work F a c i l i t a t i o n —This measure p e r ta in s  to  th e  e x te n t to  which 

employees a s s i s t  each o th e r  in  improving jo b  methods, p lann ing , o rg an iz -

seheduling-^ad—prohle3L_sa.lvlng_and is  comprised of th e  fo llow ing_____

qu estio n s :

To what e x ten t do persons in  your work group help  you fin d  ways to 
do a b e t te r  job?
103. Now
104. B efore the ESOP
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To what e x te n t do persons in  your work group p ro v id e  th e  help you 
need so th a t  you can p la n , o rg an ize , and schedule work ahead of 
time?
105. Now
106. Before the ESOP

To what e x ten t do persons in  your work group o f f e r  each o th er new 
ideas f o r  so lv ing  jo b - re la te d  problems?
107. Now
108. B efore th e  ESOP

4. In te ra c t io n  F a c i l i t a t i o n —This measure p e r ta in s  to  th e  e x ten t to

which employees encourage each o th e r  to  function  as a  team and i s  comprised

of th e  fo llow ing  q u es tio n s :

How much do persons in  your work group encourage each o th e r to  work 
as a team?
109. Now
110. Before th e  ESOP

How much do persons in  your work group emphasize a team goal?
111. Now
112. B efore the ESOP

To what ex ten t do persons in  your work group exchange opinions and 
ideas ?
113. Now
114. B efore th e  ESOP

Group Process

This m easure p e r ta in s  to  th e  e x te n t to  which employees p lan , co o rd i­

n a te  work, so lv e  problems, make good d e c is io n s , sh are  im portan t inform a­

t io n ,  and d e s ir e  to  achieve o b je c tiv e s  to g e th e r , as opposed to  in d iv id u a lly , 

and c o n s is ts  of the follow ing q u es tio n s :

To what ex ten t does your work group p lan  to g e th e r and co o rd in a te
i t s  e f fo r t s ?
115. Now
116. B efore the ESOP

To xdiat e x ten t does your work group make good d e c is io n s  and so lve
problems w ell?
117. Now
118. B efore the  ESOP
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To what e x te n t i s  in fo rm atio n  about im portan t events and s i tu a t io n s  
shared w ith in  your work group?
119. Now
120. Before the ESOP

To what e x te n t does your work group r e a l ly  want to  meet i t s  o b je c ­
t iv e s  su c c e ss fu lly ?
121. Now
122. Before th e  ESOP

To what e x te n t i s  your work group ab le  to  respond to  unusual work 
demands placed  upon i t ?
123. Now
124. Before th e  ESOP

To what ex ten t do you have confidence and t r u s t  in  th e  persons in  
your work group?
125. Now
126. Before th e  ESOP

The s c a le  ran g es, sample s iz e ,  mean, s tan d a rd  d e v ia tio n  and in te r n a l  

co n s is ten cy  r e l i a b i l i t y  a lpha c o e f f ic ie n ts  f o r  each of th e  b eh av io ra l 

dependent v a r ia b le  m easures a re  shown in  T able 2. A m atrix  of th e  i n t e r ­

c o r re la t io n s  between th e se  m easures, w ith  th e  alpha c o e f f ic ie n t  f o r  each 

in se r te d  on the  d iag o n a l, i s  p resen ted  in  T able 3.

O rgan iza tional C lim ate

O rg an iza tio n a l c lim a te  i s  a r e l a t iv e ly  enduring q u a li ty  of th e  
in te rn a l  environm ent of an o rg an iza tio n  th a t  (a) i s  experienced by 
i t s  members, (b) in flu e n c e s  th e ir  b eh av io r , and (c) can be d esc rib ed  
in  terms of the  v a lu e s  o f th e  p a r t ic u la r  s e t  of c h a r a c te r is t i c s  (o r 
a t t r ib u te s )  of th e  o rg an iza tio n  (T a g u ir i and L itw in , 1968, p . 27) .

In d ic a to rs  of o rg a n iz a tio n a l c lim ate  u t i l i z e d  in  th is  study  a re  composed

of SOO and OCQ measures and a re  l i s t e d  below w ith  corresponding q u es tio n s :

1 . I d e n t i ty —This measure p e r ta in s  to  th e  fe e lin g  th a t  you belong

to  a company and you a re  a v a lu ab le  member o f a working team; im portance

and emphasis i s  p laced on th i s  kind of team s p i r i t .  This was composed of

th e  fo llow ing  q u e s tio n s :
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Table 2

Measures of Employee M otivation , Peer Leadership  

and Group Process^

Measures Sample
Size

Sample
Mean

Standard
D ev iation

C o effic ien t
Alpha

Employee M otivation 240 3.23 .61 .62
135 3.29 .60 .58

Peer Leadership
Peer Support 238 3.80 .83 .87

137 3.77 .85 .88
Peer Goal Emphasis 238 3.51 .87 .75

134 3.43 .92 .77
Peer Work F a c i l i t a t io n 238 3.19 .90 .87

135 3.15 .87 .87

Peer In te ra c t io n 238 3.21 .96 .88
F a c i l i t a t io n 134 3.18 1.00 .90

Group Process 238 3.61 .70 .86
134 3.52 .76 .89

Now
Before ESOP
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Pearson C o rre la tio n  C o e ff ic ie n ts  between Measures of Employee M otivation , Peer Leadership

and Group P rocess w ith  C o e ff ic ie n t Alphas on Diagonal^
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Employee .62
M otivation .58

Peer .15* .87
Support .27* .88

Peer Goal .15* .67* .75
Emphasis .23* .72* .77

Peer Work .16* .60* .74* .87
F a c i l i t a t io n .22* .62* .74* .87

Peer In te ra c t io n .14* .62* .73* .81* .88
F a c i l i t a t io n .17* .66* .77* .82* .90

Group .22* .71* .73* .75* .76* .86
Process .28* .74* .77* .74* .80* .89

Ln

kp < .05 Now
Before

ESOP



66

To what e x te n t a re  people proud o f belonging to  th i s  o rg an iza tio n ?
1. Now
2. Before th e  ESOP

To what e x te n t do you fe e l  th a t  you a re  a member o f a w ell func­
tio n in g  team?
3. Now
4. Before th e  ESOP

As f a r  as you can se e , to what e x te n t i s  th e re  p ersonal lo y a lty  to  
the company?
5. Now
6. Before th e  ESOP

To what e x te n t do you have a fe e lin g  of lo y a lty  toward th is  
o rg an iza tio n ?
17. Now
18. B efore th e  ESOP

2. R e s p o n s ib il i ty —This measure p e r ta in s  to  th e  fe e lin g  of being

your own boss; n o t having to  double-check a l l  your d ec is io n s ; when you

have a job to  do, knowing th a t  i t  i s  your jo b . This index was composed

of the  fo llow ing  q u es tio n s :

Our philosophy emphasizes th a t  people should so lve  th e i r  problems 
by them selves.
143. Now
144. Before th e  ESOP

There a re  an awful l o t  of excuses around here when somebody makes a 
m istake.
145. Now
146. Before th e  ESOP

One of th e  problems in  th is  o rg a n iz a tio n  i s  th a t  in d iv id u a ls  w on't 
tak e  r e s p o n s ib i l i ty .
147. Now
148. Before th e  ESOP

3. Communication Flow—This m easure r e l a t e s  to  th e  amount and flow

of in fo rm ation  upward, downward, and in  l a t e r a l  d ire c tio n s  or channels

aimed a t  ach iev ing  th e  o rg a n iz a tio n 's  o b je c tiv e s . I t  i s  rep re sen ted  by

th e  follow ing q u es tio n s :

How adequate fo r  your needs i s  th e  amount of in fo rm ation  you g e t 
about what i s  going on in  o th er departm ents or s h if ts ?
11. Now
12. Before th e  ESOP
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How re c e p tiv e  a re  th o se  above you to  your id eas  and sug g estio n s?
13. Now
14. B efore the  ESOP

To what e x te n t a re  you to ld  w hat you need to  know to  do your job  
in  th e  b e s t p o ss ib le  way?
15. Now
16. B efore th e  ESOP

4. D ecision  Making P ra c t ic e s —T his measure r e la te s  to  th e  s e le c t io n  

of a p p ro p ria te  d ec is io n  makers such th a t  the d e c is io n  making p rocess 

h e lp s  to  c re a te  adequate m otiva tion  in  those employees who have to  im ple­

ment d e c is io n s ; c o n su lta tio n  w ith th o se  employees a f fe c te d  by s p e c if ic  

d ec is io n s  and a c c e s s ib i l i ty  of re q u ire d  in form ation  to  d e c is io n  m akers.

I t  i s  rep re sen ted  by th e  follow ing q u es tio n s :

How a re  o b je c tiv e s  s e t  in  th is  o rg an iza tio n ?
1) O b jec tiv es a re  announced w ith  no oppo rtu n ity  to  r a i s e  q u es tio n s  

or g ive  comments
2) O b jec tiv es a re  announced and exp la ined , and an o p p o rtu n ity  i s  

then  given to  ask questions
3) O b jec tives a re  drawn up, b u t a re  d iscussed  w ith  su b o rd in a tes  

and sometimes m odified b e fo re  being issu ed
4) S p e c if ic  a l te r n a t iv e  o b je c tiv e s  a re  drawn up by su p e rv iso rs , 

and su b o rd in a tes  a re  asked to  d iscu ss  them and in d ic a te  th e  
one th ey  th in k  i s  b es t

5) Problems a re  p resen ted  to th o se  persons who a re  in vo lved , and
th e  o b je c tiv e s  f e l t  to  be b e s t  a re  then  s e t  by th e  su b o rd in a tes  

and th e  su p erv iso r jo in t ly ,  by group p a r t ic ip a t io n  and d isc u ss io n
55. Now
56. Before the  ESOP

In  th i s  o rg a n iz a tio n  to  what e x te n t  are  d ec is io n s  made a t  those 
le v e ls  where th e  most adequate and accu ra te  in fo rm atio n  i s  a v a ila b le ?
57. Now
58. B efore the  ESOP

When d e c is io n s  a re  being made, to  what e x te n t a re  th e  persons 
a f fe c te d  asked fo r  th e i r  ideas?
59. Now
60. Before th e  ESOP

People a t  a l l  le v e ls  of an o rg a n iz a tio n  u s u a lly  have know-how th a t  
could be of use to  d ec is ion -m akers. To what ex ten t i s  in fo rm atio n  
w idely shared in  th is  o rg a n iz a tio n  so th a t  those  who make d e c is io n s  
have access  to  a l l  a v a ila b le  know-how?
61. Now
62. B efore the  ESOP
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M anagerial L eadership  

This m easure i s  comprised of th e  fo llow ing  fo u r  in d ic e s  and co r­

responding q u es tio n s ;

1 . Support—This m easure p e r ta in s  to  th e  e x te n t to  which su p er­

v is o r s  a re  f r ie n d ly ,  a t t e n t iv e  and re c e p tiv e  tow ards subord inates and 

is  com prised of th e  fo llow ing  q u e s tio n s :

Superv iso r means th e  person  to  whom you r e p o r t  d i r e c t ly .

How f r ie n d ly  and easy to  approach is  your su p e rv iso r?
65. Now
66. Before th e  ESOP

When you ta lk  w ith  your su p e rv iso r , to  what e x te n t  does he pay 
a t te n t io n  to  what y o u 're  saying?
67. Now
68. Before th e  ESOP

To what ex ten t i s  your su p e rv iso r  w il l in g  to  l i s t e n  to  your problems?
69. Now
70. B efore th e  ESOP

2. Goal Emphasis—This m easure p e r ta in s  to  th e  e x te n t to  which 

su p e rv iso rs  encourage and s e t  examples fo r employees to  m ain tain  h igh  

le v e ls  and s tandards o f perform ance and i s  com prised of th e  follow ing 

q u es tio n s :

How much does your su p e rv iso r  encourage people to  g ive  th e i r  b e s t  
e f fo r t?
71. Now
72. B efore the ESOP

To what e x ten t does your su p e rv iso r  m a in ta in  h igh  s tandards of 
perform ance?
73. Now
74. Before the ESOP

To what e x te n t does your su p e rv iso r s e t  an example by working hard  
h im self?
75. Now
76. B efore the ESOP

3 . Work F a c i l i t a t io n —This measure p e r ta in s  to  th e  ex ten t to  which
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su p erv iso rs  a s s i s t  sub o rd in a tes  in  im proving th e i r  job perform ance by

dem onstration , scheduling  and problem so lv in g  and i s  comprised of th e

fo llow ing q u es tio n s ;

To what e x te n t does your su p e rv iso r show you how to improve your 
performance?
77. Now
78. Before th e  ESOP

To what e x te n t does your su p e rv iso r  p rov ide the  help  you need so 
th a t  you can schedule work ahead o f time?
79. Now
80. Before th e  ESOP

To what e x te n t does your su p e rv iso r o f fe r  new ideas fo r  so lv ing  
jo b - re la te d  problems?
81. Now
82. Before th e  ESOP

4. In te ra c t io n  F a c i l i t a t io n —T his measure p e r ta in s  to  th e  ex ten t to 

which su p erv iso rs  encourage su b o rd in a te s  to  fu n c tio n  as a  team and 

exchange ideas and opinions w ith  him and i s  comprised of th e  follow ing 

q u es tio n s :

To what e x te n t does your su p e rv iso r encourage the p ersons who work 
fo r  him to  work as a team?
83. Now
84. Before th e  ESOP

To what e x te n t does your su p e rv iso r encourage people who work fo r 
him to exchange op in ions and id eas?
85. Now
86. Before th e  ESOP

The sc a le  ran g es , sample s iz e ,  mean, s tandard  d e v ia tio n  and 

in te rv a l  co n sis ten cy  r e l i a b i l i t y  a lpha c o e f f ic ie n ts  fo r  each of th ese  

v a r ia b le  measures a re  shown in  Table 4 . A m atrix  of the in te r c o r r e la ­

tio n s  between th e se  measures a re  p resen ted  in  Table 5 w ith  th e  alpha 

c o e f f ic ie n t  fo r  each in se r te d  on th e  d iag o n a l.
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Table 4

Measures of M anagerial Leadership  and O rgan izational Climate*

Measures Sample
S ize

Sample
Mean

Standard
D eviation

C o effic ien t
Alpha

M anagerial Leadership 

Supervisory  Support 240 3.92 .98 .92
136 3.86 .93 .87

Supervisory  Goal 240 3.81 .87 .77
Emphasis 136 3.80 .85 .76

Supervisory  Work 239 3.14 .89 .82
F a c i l i t a t io n 133 3.15 .85 .82

Supervisory In te ra c ­ 239 3.29 1.04 .83
tio n  F a c i l i t a t io n 134 3.25 1.05 .88

O rg an iza tio n a l Climate 

I d e n ti ty 242 3.44 .77 .80
149 3.45 .72 .76

R e sp o n s ib ility 238 2.55 .52 .55
134 2.49 .52 .51

Communication Flow 242 2.91 .89 .75
142 2.83 .89 .75

D ecision Making 240 2.73 .89 .80
P ra c tic e s 137 2.65 .88 .82

Now
Before ESOP
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Pearson C o rre la tio n  C o e ff ic ie n ts  between Measures of M anagerial L eadersh ip  and 

O rg an iza tio n a l Clim ate w ith  C o e ff ic ie n t Alphas on Diagonal^
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Extent of B en e fit

T his measure p e r ta in s  to  the ex te n t to  which employees p e rce iv e

th a t  th e  ESOP provides a v a lu a b le , s ig n i f ic a n t  b e n e f it  to  th e  company,

m a jo rity  of employees in  g e n e ra l and them p e rso n a lly . I t  i s  com prised

o f th e  follow ing q u e s tio n :

To what ex ten t do you th in k  the  ESOP prov ides a v a lu ab le  b e n e f i t  
fo r :
163. The m ajo rity  o f employees in  g en e ra l
164. You p e rso n a lly

E x ten t of U nderstanding 

This measure p e r ta in s  to  the e x ten t to  which employees p e rce iv e  

th a t  th e  m ajo rity  of em ployees in  th e  o rg a n iz a tio n  a c c u ra te ly  understand  

th e  ESOP’s impact on them and is  comprised of th e  follow ing q u es tio n :

165. To what e x te n t do you th in k  th e  m a jo rity  of employees under­
stand th e  way th e  ESOP a f f e c ts  them personally?

The sample s iz e ,  mean, standard  d e v ia tio n  and in te rv a l  c o n s is ten cy

r e l i a b i l i t y  alpha c o e f f ic ie n t s  fo r th e se  v a r ia b le s  a re  p resen ted  in

Table 6.

S t a t i s t i c a l  Techniques 

The s t a t i s t i c a l  t e s t  employed to  e v a lu a te  hypotheses 1-6 was th e  

S tu d e n t 's  ^ s t a t i s t i c .  T h is  technique i s  a p p ro p ria te  fo r  a n a ly s is  of 

means w ith  medium to  sm all sample s iz e s .  The f in a n c ia l  perform ance 

hypotheses e n ta ile d  th e  comparison of a  sample "befo re  ESOP" mean to  

a sample " a f te r  ESOP" mean fo r  each of th e  fo u r f in a n c ia l  m easures.

In  cases where th e  " a f te r "  mean did n o t e x h ib it  a s ig n i f ic a n t  change 

from th e  "before" mean, th e  in fe ren ce  was made th a t  companies e x h ib ite d  

no s ig n if ic a n t  d if fe re n c e s  o r changes in  th e  s p e c i f ic  measure o f f in a n c ia l
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T able 6

Measures of E xten t of B e n e fit and Extent of U nderstanding

Sample
S ize Mean S tandard

D ev ia tio n
C o e ff ic ie n t

Alpha

Extent of B en e fit

M ajority  of Employees 211 3.52 .94

P erso n a lly 201 3.32 1 .19
.80

E xtent of U nderstanding 202 2.41 1 .11
Not

A pplicab le
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perform ance. The b e h a v io ra l hypotheses Involved th e  comparison of a 

sample "Before ESOP" mean to  a sample "NOW" mean. In  cases where th e  

"NOW" mean d id  no t e sd iib it  a s ig n i f ic a n t  change from th e  "Before ESOP" 

mean, th e  in fe ren ce  was made th a t  employees p erce iv ed  no s ig n if ic a n t  d i f ­

fe re n c e s  o r changes f o r  th a t  index  of o rg a n iz a tio n a l l i f e .  A .95 l e v e l  o f 

confidence Cp < .05) was used to  determ ine th e  s ig n if ic a n c e  of r e s u l t s .

Pearson C o rre la tio n  C o e ff ic ie n ts  were computed fo r  Hypotheses 7A-7C 

and 8A-8C to  determ ine th e  s tre n g th  of r e la t io n s h ip s  between changes i n

1) m anageria l le a d e rsh ip  and o rg a n iz a tio n a l c lim a te  and 2) employee m otiva­

t io n ,  peer le a d e rsh ip  and group p ro cesse s . M u ltip le  reg re ss io n  a n a ly s is  

was a lso  used to  determ ine th e  s tre n g th s  of th e se  r e la t io n s h ip s  by accoun t­

ing  fo r  th e  amount o f v a r ia n c e  in  th e  changes in  th e  b eh av io ra l dependent 

v a r ia b le s  th a t  were accounted  fo r  by a  com bination of m angerial le a d e r ­

sh ip  and o rg a n iz a tio n a l c lim a te  change m easures. Pearson  C o rre la tio n  

C o e ff ic ie n ts  were a lso  u t i l i z e d  to  examine th e  re la t io n s h ip s  s e t  f o r th  in  

th e  above ex p lo ra to ry  re se a rc h  q u es tio n s .

The use of m u ltip le  item  in d ic e s  was j u s t i f i e d  by computing Cronbach' s 

c o e f f ic ie n t  a lpha fo r  th e  v a r ia b le s  w ith in  each index  and includ ing  th o se  

v a r ia b le s  th a t  comprised an accep tab le  c o e f f ic ie n t  s t a t i s t i c .  The a lp h a  

c o e f f ic ie n t  i s  a  r e l i a b i l i t y  c o e f f ic ie n t  th a t  deno tes w hether a c e r ta in  

c o l le c t io n  of r e la te d  v a r ia b le s  y ie ld  in te rp r e ta b le  s ta tem en ts , as an index  

of eq u iv a len ce , in  c o n s id e ra tio n  of the d if fe re n c e s  and s im i la r i t ie s  among 

th e  v a r ia b le s  (Cronbach, 1961).

A ll c a lc u la tio n s  w ere perform ed by usin g  th e  S t a t i s t i c a l  Program fo r  

S o c ia l Sciences on th e  U n iv e rs ity  of Oklahoma IBM 370/158 computer (N ie, 

H u ll, S te in b ren n er and B ren t, 1975).



CHAPTER IV 

RESEARCH RESULTS

This ch ap te r provides th e  s t a t i s t i c a l  r e s u l t s  of th e  d a ta  as they 

apply to  th e  confirm ation  o r d e n ia l of th e  hypotheses and research  

questions p resen ted  in  Chapter 3.

F in an c ia l Performance R esu lts

Table 7 p re sen ts  th e  i n i t i a l  c a lc u la tio n s  of th e  f in a n c ia l  perform­

ance measures fo r  the  ESOP firm s two years p r io r  to  ESOP adoption  and 

two years fo llow ing  adop tion . The extrem ely la rg e  s tan d a rd  dev ia tions 

accompanying s a le s  and earn ings growth r a te s  demanded ex p lan a tio n  and 

s u b s ta n t ia l ly  questioned th e  v a l id i t y  of th e  d a ta . Since th e  companies 

included in  th e  study adopted ESOPs a t  d i f f e r e n t  tim es, year Number 1 

p r io r  to  ESOP adoption was no t th e  same fo r  a l l  s ix  companies, but a l l  

s ix  percen tages were summed and a mean and standard  d e v ia tio n  were 

derived fo r  th i s  s e t  of f ig u re s .  The same procedure was follow ed fo r 

th e  second year p r io r  to  ESOP adop tion  and th e  two years follow ing 

adoption fo r  a l l  fou r f in a n c ia l  m easures. This meant th a t  s a le s  growth 

percentages f o r  1972-73 were being averaged w ith  f ig u re s  from 1973-74, 

1974-75, and 1975-76; the same was tru e  fo r  th e  o ther th re e  measures.

In an e f f o r t  to  depress th e  e f f e c ts  of la rg e  f lu c tu a tio n s  in  the 

s a le s  and earn ings d a ta , a l im it in g  growth r a te  of p lu s or minus 40 

percen t an n u a lly  was p laced  on th e se  v a r ia b le s .  This technique was

75



76
chosen due to  th e  f a c t  th a t  most f irm s  do no t p lan  to  grow more than  40 

p e rcen t an n u a lly  except in  unusual c ircu m stan ces , d is re g a rd in g  m ergers and 

a c q u is it io n s  (Rue, 1973). Table 8 p re se n ts  th e  f ig u r e s ,  g iven th i s  

r e s t r a i n t  on th e  d a ta .

The h y p o th e s is  (#1) th a t  company f in a n c ia l  perform ance would s ig ­

n i f i c a n t ly  im prove fo llow ing  th e  adop tion  of an ESOP was denied on a l l  

four m easures. On the measure of s a le s  grow th, th e  average mean of 21.5 

percen t fo r  th e  two years  p r io r  to  ESOP ado p tio n  decreased  to  21.3 

p e rcen t fo r  th e  two years  fo llo w in g  ESOP, b u t th e  change was no t s ig ­

n i f ic a n t  (p = .9 9 ) . The ea rn in g s  growth mean of 2 .2 p e rc e n t fo r  th e  

two y e a rs  p r io r  to  ESOP d id  in c re a s e  to  8 .0  p e rc en t fo r  the two years 

fo llow ing  ESOP ado p tio n , b u t th e  in c re a se  was n o t s ig n i f ic a n t  (p = .78) . 

The earn in g s  to  sa le s  r a t i o  mean decreased  from 7.03 p e rcen t to  7.00 

p e rc e n t, but a g a in  th e  change was in s ig n i f ic a n t  (p = .9 8 ). The earn ings 

to  t o t a l  c a p i t a l  r a t io  (ROI) mean s l i g h t ly  in c re a se d  from 29.2 p ercen t 

p r io r  to  ESOP adoption  to  30 .7  p e rce n t fo llow ing  ad o p tio n , but th e  change 

was in s ig n i f i c a n t  (p = .7 7 ).

In  summary, the s t a t i s t i c a l  r e s u l t s  on f in a n c ia l  perform ance did 

not sup p o rt H ypothesis 1 e s ta b lis h e d  in  Chapter I I I .  On a l l  

four of the g e n e ra lly  accep ted  m easures of f in a n c ia l  perform ance firm s 

did n o t e x h ib i t  any s ig n i f ic a n t  changes, p o s i t iv e  or n e g a tiv e , fo llow ing 

the adop tion  o f  an ESOP. Table 9 summarizes th e  r e s t r i c t e d  r e s u l t s  fo r  

th ese  m easures. Appendix 4 p ro v id e s  in d iv id u a l company f in a n c ia l  d a ta .

B ehav io ra l Perform ance R esu lts  

The f iv e  prim ary m easures of b eh av io ra l a c t i v i t y  inc lu d ed  in  the 

study were 1) employee m o tiv a tio n , 2) peer le a d e rsh ip , 3) group p ro cess ,
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Table 7

I n i t i a l  Performance Data f o r  ESOP Companies
(%)

Yr. -  2 Yr. -  1
ESOP

Yr.. + 1 Yr. + 2

Mean S.D. Mean S.D. Mean S.D. Mean S.D.

Sales
Growth 31.7 30.04 21.6 20.76 23.3 14.9 16.5(5) 25.6

Earnings
Growth 65.1 50.67 5 .5 119.06 108.3 188.05 30.0(5) 93.6

E arn ings/
S ales 8 .8 7.51 5 .2 3.51 6.9 7.18 4 .3 (5 ) 4 .1

E arn ings/
C ap ita l
(ROD

43.2 22.3 28 14.77 36.5 14.94 31.7(5) 20.87

Table 8

R e s tr ic te d  Performance Data fo r ESOP Companies

Yr. -  2 Yr. -  1
ESOP •

Yr. + 1 Yr. + 2

Mean S.D. Mean S.D. Mean S.D. Mean S.D.

Sales
Growth 27.3 19.58 20.9 19.54 23.3 14.91 16 .5(5) 25.59

Earnings
Growth 38.2 15.76 -2 1 .7 37.80 18.5 24.96 .8(5) 53.86

E arn ings/
Sales 8.8 7 .51 5 .2 3.51 6.9 7.18 4 .3 (5 ) 4.10

E arn ings/
C ap ita l
(ROD

37.6 12.34 27 12.34 35.5 13.50 30.7(5) 19.65
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Table 9

Research R esu lts  fo r  S ix* ESOP Companies' R e s tr ic te d

F in an c ia l Performance Data

Measure
Two Year 

Mean 
Before 

ESOP

Standard
D eviation

Before
ESOP

Two Year 
Mean 

Before 
ESOP

Standard
D eviation

A fte r
ESOP

T
Value P ro b a b ili ty

S ales
Growth 21.50% 11.83 21.33% 17.04 -0 .0 2 .99

Earnings
Growth 2.17% 22.75 . 8.00% 29.42 0.29 .78

Earnings
S ales 7.03% 5.37 7.00% 7.33 -0 .03 .98

Earnings
C a p ita l
(ROD

29.17% 4.45 30.67% 10.41 0.30 .77

*One company's ESOP was in s t a l l e d  too re c e n tly  to  o b ta in  f in a n c ia l  

perform ance change d a ta .
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4) m anagerial le a d e rsh ip  and 5) o rg a n iz a tio n a l c lim a te . R e la tio n sh ip s  

were a lso  analyzed  between th ese  v a r ia b le s  and 1) th e  ex ten t to  which 

employees perce ived  ESOP as  a v a lu ab le  b e n e f i t  and 2) the  ex te n t to  which 

they understood th e  p e rso n a l impact of th e  ESOP.

Employee M otivation 

The hypo thesis  (#2) th a t  em ployees' p e rso n a l m otivations to  be 

p ro d u c tiv e  and work hard  would s ig n i f ic a n t ly  in c re a se  follow ing th e  

adoption  of an ESOP was confirm ed. On a sample s iz e  of 135 employee 

resp o n ses , a  "Before ESOP" p erso n a l m o tiv a tio n  mean of 3.29 was o b ta in e d . 

The "Now" mean was 3.35 and th i s  p o s i t iv e  change was s ig n if ic a n t  (p < .05) 

which su g g ests  t h a t ,  o v e r a l l ,  employees were s ig n i f ic a n t ly  more m o tiv a ted  

to  work fo llow ing  th e  adop tion  of an ESOP. This conclusion  supported  th e  

te n e ts  o f  th e  popu lar ESOP l i t e r a t u r e  and p roponen ts.

Peer Leadership

The hyp o th esis  (#3) th a t  em ployees' m o tiv a tio n  to  encourage and 

a s s i s t  co-w orkers to  be p ro d u c tiv e , e f f i c i e n t  and work hard would s ig ­

n i f i c a n t ly  in c re a se  fo llow ing  the  adop tion  of an ESOP was denied on 

th re e  m easures and confirm ed on one m easure. On th e  peer support m easure 

a sample s iz e  of 137 resp o n ses  y ie ld ed  a  mean o f 3.77 on th e  "B efore 

ESOP" s c a le  q u e s tio n s . The "Now" mean m ild ly  improved to  3 .83, b u t 

the  change was n o t s ig n i f ic a n t  (p = .1 8 ), thus denying Hypothesis 3A.

The peer goal emphasis "B efore ESOP" mean was 3 .43  and improved to  3 .49 

fo r  th e  "Now" response  o f 134 sample s iz e .  However, th e  p o s it iv e  change 

again  was n o t s ig n i f i c a n t  (p = .20) and denied h y p o th esis  3B. On th e  

measure o f peer work f a c i l i t a t i o n  a sample s iz e  o f 135 re su lte d  in  a
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"Before ESOP" mean o f 3.15 and a "Now" mean of 3 .20 . A lthough th e  change 

was p o s i t iv e ,  i t  was not s ig n i f ic a n t  (p = .1 1 ), thereby  denying Hypothesis 

3C. The measure of peer in te ra c t io n  f a c i l i t a t i o n  possessed  a sample s iz e  

o f 134 resp o n ses . A "Before ESOP" mean of 3.18 was ob ta in ed  and th e  "Now" 

mean was computed as 3 .28 . This was th e  only s ig n i f ic a n t  (p < .05) p o s i­

t iv e  change measure under H ypothesis #3 and confirm ed p ro p o s itio n  3D.

In  summary, peer le a d e rsh ip  measures ex h ib ited  no s ig n i f ic a n t  

changes in  th re e  a rea s  fo llow ing th e  adoption of an ESOP and ex h ib ite d  

a s ig n i f ic a n t  change only in  the  measure of p eer in te ra c t io n  f a c i l i t a t i o n .  

The o th e r th re e  m easures, peer su p p o rt, peer goal emphasis and peer work 

f a c i l i t a t i o n ,  d id change in  th e  p o s it iv e  d ire c t io n  and w ere approaching 

s ig n if ic a n c e , bu t could n o t confirm  th e  re la te d  hypo theses.

Group Process

The hyp o th esis  (#4) th a t  measures of group p ro ce sse s , th e  e x te n t to 

which employees p lan , coo rd ina te  work, make good d e c is io n s , so lve 

problems, sh a re  im portant in fo rm ation  and s t r iv e  to  reach  o b je c tiv e s  

to g e th e r as a  group, would s ig n if ic a n t ly  improve fo llow ing  th e  adop tion  

of an ESOP was confirm ed. The group process measure sample s iz e  included 

134 employee responses and y ie lded  a "Before ESOP" mean o f 3 .52 . The 

"Now" mean s ig n if ic a n t ly  (p < .05) changed in  a p o s it iv e  d i r e c t io n  to  

3 .64 , which suggests  th a t ,  o v e ra l l ,  employees perceived  them selves as 

working b e t te r  to g e th e r  as a group fo llow ing th e  adop tion  of an ESOP.

In  summary, th ese  f i r s t  fou r hypotheses th a t  com prised th e  prim ary 

focus of th e  s tu d y , based upon the  cu rre n t popular ESOP l i t e r a t u r e  and 

rh e to r ic ,  were s p l i t  w ith  regards to  con firm ation  and d e n ia l .  Measures 

of employee m o tiva tion  and group p rocesses rev ea led  s ig n i f ic a n t  p o s i t iv e
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changes fo llow ing the ad op tion  of ESOP, along w ith  one measure o f peer 

le a d e rsh ip -p e e r  in te ra c t io n  f a c i l i t a t i o n .  F in a n c ia l performance m easures 

and th re e  peer lead ersh ip  m easures—peer su p p o rt, peer goal emphasis and 

peer work f a c i l i t a t i o n —f a i le d  to  e x h ib it s ig n i f ic a n t  p o s it iv e  changes 

fo llo w in g  ESOP adoption . However, the peer le a d e rsh ip  measures d id  

re v e a l m ild p o s itiv e  changes approaching s ig n if ic a n c e .

Table  10 summarizes th e  r e s u l t s  fo r employee m o tiv a tio n , p eer le a d e r ­

sh ip  and group process v a r ia b le s .

M anagerial L eadership  and O rg an iza tio n a l Clim ate 

Hypotheses 5 and 6 were derived from th e  r e la te d  em p irica l l i t e r a t u r e  

and addressed  th e  change e f f e c t s  of m anagerial le a d e rsh ip  and o rg a n iz a tio n a l 

c lim a te  in  con junction  w ith  th e  adoption of ESOP.

M anagerial Leadership 

The hypothesis (#5) th a t  measures of m anagerial le ad e rsh ip  would 

s ig n i f i c a n t ly  improve fo llow ing  th e  adoption of an ESOP was denied on 

a l l  fo u r m easures. The su p erv iso ry  support measure r e s u l te d  in  a  sample 

s iz e  o f 136 and "Before ESOP" mean of 3 .86 . The "Now" mean e x h ib ite d  a 

m ild b u t in s ig n if ic a n t  (p = .17) p o s it iv e  change to  3 .9 1 . Supervisory  

goal emphasis sample s iz e  a lso  was 136 and th e  "Before ESOP" mean was 

computed as  3 .80 . The "Now" mean revealed  a m ild b u t in s ig n i f ic a n t  

(p = .51) n eg a tiv e  change to  3 .77 . The measure of su p erv iso ry  work 

f a c i l i t a t i o n  possessed a sample s iz e  of 133 and a "Before ESOP" mean 

of 3 .15 was o b ta in ed . There was a mild b u t in s ig n if ic a n t  (p = .40) 

p o s i t iv e  change to  the "Now" mean, computed as  3 .25 . The su p erv iso ry  

in te r a c t io n  f a c i l i t a t i o n  measure ex h ib ited  a "Before ESOP" mean of 3.25



Table 10

Research R esu lts  fo r  Seven ESOP Companies* Employee M otivation , Peer Leadership

and Group Process Change Measures

Scale/M easure Sample
S ize

Mean
"Before

ESOP"

Standard
D eviation
"Before

ESOP"

Mean
"Now"

Standard
D eviation

"Now"

T
Value P ro b a b ili ty

13-14/Employee
M otivation 135 3.29 .60 3.35 .61 2.00 .048*

23-30/Peer
Leadership

23-24/Peer
Support 137 3.77 .85 3.83 .84 1.36 .18

25-26/Peer Goal 
Emphasis 134 3.43 .92 3.49 .94 1.28 .20

27-28/Peer Work
F a c i l i t a t io n 135 3.15 .87 3.21 .89 1.63 .11

29-30/Peer
In te ra c tio n
F a c i l i ta t io n 134 3.18 1.00 3.28 1.01 2.38 .02*

11-12/Group
Process 134 3.52 .76 3.64 .72 2.94 .004*

00
N3

*p < .05
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and a m ild  b u t in s ig n i f ic a n t  (p = .32) p o s i t iv e  change to  a "Now" mean 

o f 3 .3 0 . Sample s iz e  fo r  t h i s  measure was 134.

In  summary, th e re  were no s ig n i f ic a n t  changes on any of th e  m easures 

o f m anageria l le a d e rsh ip  fo llo w in g  the  adop tion  of an ESOP, which d en ie s  

H ypothesis #5. There were th re e  very  s l ig h t  b u t in s ig n i f ic a n t  p o s i t iv e  

changes in  su p e rv iso ry  su p p o rt, work and in te r a c t io n  f a c i l i t a t i o n ,  b u t 

change in  su p e rv iso ry  goal em phasis was m ild ly  n e g a tiv e .

O rg a n iz a tio n a l C lim ate 

The h y p o th esis  (#6) th a t  m easures of o rg a n iz a t io n a l  c lim ate  would 

s ig n i f i c a n t ly  change fo llo w in g  th e  adoption  o f  an ESOP was denied on a l l  

fo u r m easu res . The o rg a n iz a tio n a l id e n t i ty  index inc luded  a sample 

s iz e  o f 149 and e x h ib ite d  a "B efore ESOP" sample mean of 3 .4 5 . The "Now" 

mean re v e a le d  a m ild b u t in s ig n i f ic a n t  (p = .43) p o s i t iv e  change to  3 .4 9 . 

O rg an iz a tio n a l r e s p o n s ib i l i ty  m easures possessed  a sam ple s iz e  of 134 

resp o n ses  and r e g is te r e d  a "B efore ESOP" mean of 2 .4 9 . There was a m ild  

b u t in s ig n i f i c a n t  (p = .78) n e g a tiv e  change to  th e  "Now" mean of 2 .4 8 . 

Communication flow measures e x h ib ite d  a "Before ESOP" mean of 2.83 w ith  

a sample s iz e  of 142. The "Now" mean of 2.86 e x h ib ite d  a m ild but 

in s ig n i f i c a n t  (p = .54) p o s i t iv e  change in  t h i s  s c a le .  D ecision  making 

p r a c t ic e s  m easures ob ta ined  a sample s iz e  of 137 resp o n ses  and "B efore 

ESOP" mean of 2 .6 5 . There was a m ild but in s ig n i f i c a n t  (p = .50) p o s i­

t iv e  change to  th e  "Now" mean o f 2 .67 .

In  summary, th e re  were no s ig n if ic a n t  changes on any of th e  m easures 

of o rg a n iz a t io n a l  c lim a te  fo llo w in g  the ad o p tio n  of an  ESOP, which f a i l s  

to  confirm  H ypothesis #6. There were th re e  v e ry  m ild  bu t in s ig n i f ic a n t  

p o s i t iv e  changes in 'o r g a n iz a t io n a l  id e n t i ty ,  communications flow  and
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d e c is io n  making p ra c tic e s  and a mild n e g a tiv e  change in  o rg a n iz a tio n a l 

r e s p o n s ib i l i ty .

Table 11 summarizes th e  r e s u l t s  f o r  m anagerial le a d e rsh ip  and 

o rg a n iz a tio n a l c lim a te  v a r ia b le s .

M anagerial L eadership  and Measures o f Employee M o tiv a tio n ,

Peer Leadership  and Group P rocesses

Hypotheses 7A, 7B and 7C looked a t  th e  s ig n if ic a n c e  o f r e la t io n s h ip s  

between changes in  measures of m anagerial le a d e rsh ip  and changes in  measures 

o f  employee m o tiv a tio n , p eer lead e rsh ip  and group p ro cesses . Although 

th e re  were no o v e ra l l  s ig n i f ic a n t  changes in  measures of m anageria l lead ­

e rsh ip  and o rg a n iz a tio n a l c lim ate  fo llo w in g  ESOP adop tion , the p re sen t 

s e c tio n  examines th e  p o s s ib i l i ty  th a t  w ith in  th e  sample th e re  were s ig n i f ­

ic a n t p o s it iv e  r e la t io n s h ip s  between changes in  measures o f 1) m anagerial 

le a d e rsh ip  and o rg a n iz a tio n a l clim ate  and 2) employee m o tiv a tio n , peer 

le a d e rsh ip  and group p ro c e sse s . Table 12 summarizes th e se  r e la t io n s h ip s .

The hypo thesis  (7A) th a t  th e re  would be s ig n i f ic a n t  p o s i t iv e  r e l a ­

tio n sh ip s  between changes in  m anagerial le a d e rsh ip  and changes in  employee 

m o tiv a tio n  fo llow ing  ESOP adoption was confirm ed on th re e  m easures and 

denied on one m easure. The Pearson c o r r e la t io n  c o e f f ic ie n ts  r e la t in g  

changes in  sup erv iso ry  su p p o rt, work f a c i l i t a t i o n  and in te r a c t io n  f a c i l ­

i t a t i o n  w ith  changes in  employee m o tiv a tio n  were .48, .32 and .51, 

re s p e c t iv e ly  (p < .05) . Supervisory g o a l emphasis did n o t e x h ib it  a 

s ig n i f ic a n t  r e la t io n s h ip  w ith  employee m o tiv a tio n  ( .1 0 , p = .1 0 ) .

The h y p o th esis  (7B) th a t  th e re  would be s ig n i f ic a n t  p o s i t iv e  r e l a ­

tio n sh ip s  between changes in  m anagerial le a d e rsh ip  and p eer le a d e rsh ip  

was confirmed on a l l  four m easures. T able 12 p re se n ts  th e  s ig n i f ic a n t



Table 11

Research R esu lts  fo r  Seven ESOP Companies' M anagerial L eadership  and O rg an iza tio n a l

C lim ate Change Measures

Scale/M easure Sample
S ize

Mean
"Before

ESOP"

Standard
D eviation

"Before
ESOP"

Mean
"Now"

Standard
D eviation

"Now"

T
Value P ro b a b ility

15-22/M anagerlal
Leadership

15-16 Supervisory  
Support 136 3.86 .93 3.91 .91 1.38 .17

17-18/Supervisory
Goal Emphasis 136 3.80 .85 3.77 .93 -0 .67 .51

19-20/Supervlsory  Work 
F a c i l i t a t io n 133 3.15 .85 3.11 .92 -0 .8 4 .40

21-22/Supervlsory
In te ra c t io n
F a c i l i ta t io n 134 3.25 1.05 3.30 1.07 1.00 .32

1 -8 /O rg an iza tio n a l
Clim ate

1 -2 /Organlz a t lo n a l  
Id e n ti ty 149 3.45 .73 3.49 .78 .78 .43

3 -4 /O rgan iza tional 
R e sp o n s ib ility 134 2.493 .52 2.488 .52 -0 .28 .78

5 -6 /O rg an iza tio n a l 
Communications 
Flow 142 2.83 .89 2.86 .94 .62 .54

7 -8 /O rg an iza tio n al 
D ecision Making 
P ra c tic e s 137 2.65 .88 2.67 .95 .68 .50

CD
U l
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Table 12

P earson  C o rre la tio n  C o e ff ic ie n ts  between Changes in  Measures of

1) M anagerial L eadersh ip  and O rg a n iz a tio n a l Clim ate and

2) Employee M o tiv a tio n , Peer L eadersh ip  and Group Process

g c g
c T-l Oo Ï-4 4J Ul

01 to CO u ea Ul CO
(U 4J U O •H o Ul U Ul CO>, « M CD CO a  T i CO T4 COo > G «J rH u rH CU G

tH  •H M O i Ul G •H s U
CU 4J 0> CU (U CU G U G 4J O o OS O 0) 3 C l 6 G Cd G c cO Ul Ul

M  a B4 W M CU C u CU M C u CD CU

M anagerial Leadership

Supervisory  Support .48* .32* .31* .40* .31* .43*

S uperv isory  Goal Emphasis .10 .27* .26* .23* .15* .23*
S uperv isory  Work 

F a c i l i t a t io n .32* .60* .66* .59* .53* .55*

S uperv isory  In te ra c t io n  
F a c i l i t a t io n .51* .79* .78* .79* .80* .82*

O rg an iza tio n a l Climate

I d e n t i ty .12 .18* .25* .01 .22* .27*

Responsib i l i t y .37* .26* .35* .19* .19* .34*

Communication Flow .27* .09 .18* .16* .24* .31*

D ecision  Making P ra c tic e s .55* .34* .42* .40* .35* .47*

*(p < .05)



87

c o r re la t io n  c o e f f ic ie n ts  fo r  a l l  16 p a i r s  of r e la t io n s h ip s  between th e  

four measures o f changes in  m anagerial le ad e rsh ip  and the fo u r  measures 

of changes in  p ee r le a d e rsh ip .

The h y p o th esis  (7C) th a t  th e re  would be s ig n if ic a n t  p o s i t iv e  r e l a ­

tio n sh ip s  between changes in  m easures o f m anagerial le a d e rsh ip  and 

changes in  m easures of group p ro cesses  fo llow ing th e  ad o p tio n  of an ESOP 

a lso  was confirm ed on a l l  four m easures. The s ig n i f ic a n t  c o e f f ic ie n t  

com putations r e l a t in g  su p erv iso ry  su p p o rt, goal em phasis, work f a c i l i ­

t a t io n  and in te r a c t io n  f a c i l i t a t i o n  w ith  group p ro cesses  w ere .43, .23,

.55 and .82 , r e s p e c t iv e ly .

In summary, th e  Pearson c o r re la t io n  c o e f f ic ie n ts  g e n e ra lly  confirmed 

th e  e x is te n c e  of stro n g  p o s it iv e  r e la t io n s h ip s  between changes in  measures 

o f m anagerial le a d e rsh ip  and changes in  m easures o f employee m o tiv a tio n , 

peer le a d e rsh ip  and group p rocesses fo llow ing  adoption of an  ESOP.

O rg an iza tio n a l Climate and Measures of Employee M o tiv a tio n ,

Peer Leadership and Group P rocesses 

Hypotheses 8A, 8B and 8C explored th e  s ig n if ic a n c e  o f r e la t io n s h ip s  

between changes in  measures of o rg a n iz a tio n a l c lim a te  and changes in  

m easures of employee m o tiv a tio n , peer le a d e rsh ip  and group p ro cesses .

A summary of th e se  re la t io n s h ip s  a lso  a re  p resen ted  in  T able 12.

The h y p o th esis  (8A) th a t  th e re  would be s ig n if ic a n t  p o s i t iv e  r e la ­

tio n sh ip s  between changes in  o rg a n iz a tio n a l c lim a te  and changes in  

employee m o tiv a tio n  follow ing th e  ad o p tio n  of an ESOP was confirm ed on 

th re e  measures and denied on one m easure. Measures o f o rg a n iz a tio n a l 

r e s p o n s ib i l i ty ,  communication flow  and d e c is io n  making p ra c t ic e s  were 

s ig n i f ic a n t ly  r e la te d  to  employee m o tiv a tio n  as in d ic a te d  by c o e f f ic ie n ts
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of .37, .27, and .55, r e s p e c t iv e ly .  O rg an iza tio n a l id e n t i ty  d id  not 

e x h ib it  a s ig n if ic a n t  r e la t io n s h ip  w ith  employee m o tiv a tio n  ( .1 2 , p =

.08) .

The hypothesis (8B) th a t  th e re  would be s ig n i f ic a n t  p o s it iv e  r e l a ­

tio n sh ip s  between changes in  measures of o rg a n iz a tio n a l c lim ate  and 

changes in  measures of p ee r lead e rsh ip  fo llow ing  ESOP adoption was con­

firm ed fo r  a l l  s e ts  of r e la t io n s h ip s  except between 1) id e n t i ty  and peer 

work f a c i l i t a t i o n  ( .0 1 , p = .46) and 2) communication flow and peer 

support ( .0 9 , p = .1 1 ). The s ig n if ic a n t  c o r r e la t io n  c o e f f ic ie n ts  fo r  

th e  o th e r  14 p a ir s  of r e la t io n s h ip s  a re  p resen ted  in  Table 11.

The hypo thesis  (80) th a t  th e re  would be s ig n if ic a n t  p o s itiv e  

r e la t io n s h ip s  between changes in  measures o f o rg a n iz a tio n a l c lim ate  

and changes in  measures o f group p rocesses was confirm ed on a l l  four 

m easures. S ig n ific a n t c o r re la t io n  c o e f f ic ie n ts  r e la t in g  o rg a n iz a tio n a l 

id e n t i ty ,  r e s p o n s ib i l i ty ,  communication flow and d e c is io n  making p ra c ­

t i c e s  w ith  measures of group p rocesses were .27 , .34 , .31 , and .47, 

r e s p e c tiv e ly .

In  summary, the  Pearson c o r re la t io n  c o e f f ic ie n ts  g en e ra lly  con­

firm ed th e  hypotheses th a t  th e re  would be s ig n i f ic a n t  p o s it iv e  r e l a ­

tio n sh ip s  between changes in  measures of o rg a n iz a tio n a l c lim ate  and 

changes in  measures of employee m o tiv a tio n , peer le a d e rsh ip  and group 

p ro cesse s .

O v era ll E ffe c ts  of M anagerial Leadership and O rg an iza tio n a l Clim ate

In  a d d itio n  to  Pearson c o r re la t io n  c o e f f ic ie n ts ,  m u ltip le  re g re s s io n  

a n a ly s is  was u t i l i z e d  to  determ ine th e  o v e ra l l  s tre n g th  of r e la t io n s h ip s  

between changes in  measures o f 1) m anagerial le a d e rsh ip  and o rg a n iz a tio n a l
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clim ate  and 2) employee m o tiv a tio n , peer lead ersh ip  and group p ro cesses. 

Table 13 co n ta in s  th e  r e s u l t s  of th e  m u ltip le  re g re ss io n s  fo r  the  mea­

su res  of m anagerial le ad e rsh ip  and o rg a n iz a tio n a l c lim a te . These d a ta  

fu r th e r  confirm ed th e  ex is ten c e  of s tro n g  p o s it iv e  r e la t io n s h ip s  between 

changes in  o v e ra l l  measures of 1) m anagerial lead ersh ip  and o rgan iza­

t io n a l  c lim ate  and 2) employee m o tiv a tio n , peer le ad e rsh ip  and group 

p ro cesses . The M u ltip le  R 's  fo r  a l l  s ix  dependent v a r ia b le s  were h ig h ly  

s ig n if ic a n t  (p < .0 1 ).

The combined measures of m anagerial lead ersh ip  and o rg a n iz a tio n a l 

behavior accounted fo r  56% of the v a r ian c e  in  changes in  employee m o ti­

v a tio n , 71% of th e  v a rian ce  in  peer su p p o rt, 75% of the v a rian ce  in  

peer goal em phasis, 73% of th e  v a r ia n c e  in  peer work f a c i l i t a t i o n ,  72% 

of the  v a rian ce  i n  peer in te ra c t io n  f a c i l i t a t i o n  and 82% of the  v arian ce  

in  group p ro c e sse s .

In  summary, th e  m u ltip le  re g re s s io n  analyses co nsiderab ly  support 

and s tren g th en  th e  Pearson c o r re la t io n  c o e f f ic ie n ts  and conclusions 

th a t  s ig n i f ic a n t  p o s it iv e  r e la t io n s h ip s  e x is t  between changes in  measures 

of 1) m anagerial le ad e rsh ip  and o rg a n iz a tio n a l c lim ate  and 2) employee 

m o tiv a tio n , peer lead e rsh ip  and group p ro cesses , which i s  c o n s is te n t 

w ith  co n ten tio n s  of L ik e r t,  Bowers and Seashore, and o th e rs .

E x ten t o f  Perceived B e n e fit and Understanding 

Pearson c o r re la t io n  c o e f f ic ie n ts  were u t i l i z e d  to  determ ine th e  

re la t io n s h ip s  s e t  fo r th  in  the ex p lo ra to ry  resea rch  q u es tio n s  in  Chapter 

I I I .  Table 14 summarizes the  r e s u l t s  of r e la t io n s h ip s  between 1) th e  

ex ten t to  which employees perceived  ESOP to  be a valuab le  b e n e f i t  fo r  

them selves and o th e r  employees and th e  ex ten t to  which they  b e liev ed  most
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Table 13

R esu lts  of M ultip le R egression  Analyses fo r  Measures of 

1) Changes in  M anagerial Leadership and O rg an iza tio n a l 

Climate and 2) Changes in  Employee M otivation , Peer 

Leadership and Group Processes

R r2 F

Employee M otivation .75 .56 19.52

Peer Support .84 .71 43.18

Peer Goal Emphasis .86 .75 44.74

Peer Work F a c i l i ta t io n .85 .73 40.84

Peer In te ra c t io n  F a c i l i t a t io n .85 .72 39.74

Group Process .91 .82 71.06

p < .01
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Table 14

Pearson C o rre la tio n  C o e ff ic ie n ts  between 

B en e fit and P erceived  U nderstanding and

M easures of 1) 

2) B ehavioral

P erce iv ed

V a riab le s

E xtent of E x ten t of
B ehav io ra l V ariab les Perceived P erce iv ed

B en e fit U nderstanding

Employee M otivation .34* .17*

Peer Leadership

Peer Support .11* .21*

Peer Goal Emphasis .13* .17*

Peer Work F a c i l i t a t io n .13* .24*

P eer In te ra c t io n  F a c i l i t a t io n .17* .29*

Group Process .20* .26*

M anagerial Leadership

S uperv iso ry  Support .23* .13*

S uperv isory  Goal Emphasis .31* .18*

S uperv isory  Work F a c i l i t a t i o n .13* .21*

S uperv isory  In te ra c t io n  F a c i l i t a t io n .25* .24*

O rg an iza tio n a l Clim ate

O rg an iza tio n a l I d e n t i ty .48* .36*

O rg an iza tio n a l R e s p o n s ib il i ty .16* .18*

O rg an iza tio n a l Communications Flow .20* .20*

O rg an iza tio n a l D ecision  Making P ra c tic e s .33* .30*

*(p < .05)
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employees understood  th e  p e rso n a l e f f e c t s  of th e  ESOF and 2) m easures 

of employee m o tiv a tio n , peer le a d e r s h ip ,  group p ro ce sse s , m anagerial 

lead e rsh ip  and o rg a n iz a tio n a l c lim a te .

The P earson  c o r re la t io n  c o e f f ic ie n t s  e x h ib ited  s ig n i f i c a n t  p o s it iv e  

r e la t io n s h ip s  between 1) th e  e x te n t to  which employees p e rce iv ed  ESOP to  

be a v a lu ab le  b e n e f i t  and th e  e x te n t to  which they understood th e  ESOP 

and every m easure of 2) employee m o tiv a tio n , peer le a d e rsh ip , group 

p ro cesses , m anageria l le a d e rsh ip  and o rg a n iz a tio n a l c lim a te  v a r ia b le s .  

Table 14 p re se n ts  th ese  14 s e ts  o f  s ig n i f i c a n t  r e la t io n s h ip s .



CHAPTER V

SUMMARY, CONCLUSIONS, DISCUSSION AND RECOMMENDATIONS 

FOR FUTURE RESEARCH

Siunmary

The prim ary purpose of th is  research  study was to  in v e s tig a te  the 

re la tio n sh ip s  between adoption of ESOP and measures of f in a n c ia l per­

formance, employee m otivation , peer leadersh ip  and group p rocesses, and 

the ex ten t to  which these  v a r ia b le s  are conditioned by changes in  man­

a g e r ia l lead ersh ip  and o rg an iza tio n a l c lim ate . The primary questions 

the study attem pted to answer were:

1. What are the re la t io n s h ip s  between the in tro d u c tio n  of an ESOP 

and f in a n c ia l perform ance, employee m otivation, peer leadersh ip  

and group process measures of firm s?

2. What are  the s tren g th s  of re la tio n sh ip s  between 1) changes in  

m anagerial leadersh ip  and o rgan iza tional clim ate and 2) changes 

in  employee m otivation , peer leadersh ip  and group processes 

follow ing ESOP adoption?

A dditional inqu iry  focused on th e  re la tio n sh ip s  between 1) the ex ten t 

to  which employees perceived ESOP as a valuab le  b e n e f it and understood 

i t s  a f fe c t  on them, and 2) the behav io ra l dependent v a riab le s  mentioned 

above in  Questions 1 and 2.

The su b jec ts  were 242 employees from seven American firms located  

in  C a lifo rn ia , M issouri, Nebraska, Texas and Washington rep resen ting
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seven d if fe re n t in d u s tr ie s . F inancia l performance d a ta  were obtained 

from these firm s and each employee completed a survey q u estionnaire  

developed to  s o l i c i t  employee percep tions of the o rg an iza tio n a l environ­

ment p r io r  to  and follow ing the adoption of ESOP.

The S tudent’s _t s t a t i s t i c a l  technique was u t i l iz e d  to t e s t  hypoth­

eses 1 through 6 in  the  p resen t study and revealed the following re s u lts :

1. F in an c ia l performance re s u l ts  did not s ig n if ic a n tly  improve 

follow ing ESOP adoption.

2. O verall, the  index measure of employee m otivation  s ig n if ic a n tly  

improved follow ing ESOP adoption.

3. O vera ll, th ree  index measures of peer lead ersh ip , 1) peer sup­

p o r t,  2) peer goal emphasis and 3) peer work f a c i l i t a t i o n ,  did 

not s ig n if ic a n tly  improve following ESOP adoption.

4. O verall, one index measure of peer lead ersh ip , peer in te ra c tio n  

f a c i l i t a t i o n ,  s ig n if ic a n tly  improved following ESOP adoption .

5. O verall, the  index measure of group processes s ig n if ic a n tly  

improved follow ing ESOP adoption.

6. O verall, none of the four index measures of m anagerial lead er­

sh ip , 1) supervisory support, 2) supervisory goal emphasis,

3) supervisory  work f a c i l i t a t i o n  and 4) supervisory in te ra c tio n  

f a c i l i t a t i o n  s ig n if ic a n tly  improved following ESOP adoption.

7. O verall, none of the four measures of o rgan iza tional c lim ate ,

1) id e n t i ty ,  2) re sp o n s ib ili ty , 3) decision making and 4) com­

m unication flow, s ig n if ic a n tly  improved follow ing ESOP adoption.

Pearson c o r re la tio n  c o e ff ic ie n ts  and m ultip le reg ressio n  an a ly s is  

revealed the follow ing re su lts  concerning re la tio n sh ip s  among v a r ia b le s  

w ith in  the sample:
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1. W ithin the sample, th e re  were s ig n if ic a n t p o s itiv e  r e la t io n ­

sh ips between changes in  m anagerial lead ersh ip  and changes in

employee m otivation , peer leadersh ip  and group processes.

2. W ithin the sample, th e re  were s ig n if ic a n t p o s itiv e  re la tio n sh ip s

between changes in  o rg an iza tio n a l clim ate and changes in

employee m otivation , peer leadersh ip  and group processes.

3. W ithin the sample, th e re  were s ig n if ic a n t p o s itiv e  r e la tio n ­

sh ips between 1) the ex ten t to  which employees understood ESOP's 

a f fe c t  on them and 2) employee m otivation, peer leadersh ip  and 

group processes.

4. W ithin the sample, th e re  were s ig n if ic a n t p o s itiv e  r e la t io n ­

sh ips between 1) the ex ten t to which employees perceived ESOP 

as a valuable b e n e f it  and 2) employee m otivation , peer leader­

sh ip  and group p rocesses.

Conclusions

The following conclusions must be tempered by th e  fa c t  th a t th is  

study encompassed only seven o rg an iza tio n s, most of them very sm all, 

and the f a c t  th a t the methodology required  respondents to r e c a l l  th e ir  

percep tions of the o rgan ization  p r io r  to ESOP adoption. As was mentioned 

in  chap ter 3, the assumption was made th a t  d e f in it iv e  pre-ESOP and 

post-ESOP perceptions could be expressed on o rd in a l response sca les  th a t 

served as measurable su rrogates fo r  ac tu a l perceptions by employees.

With, respect to  f in a n c ia l performance, the conclusion can be made 

th a t  ESOP has no apparent s ig n if ic a n t re la tio n sh ip  w ith  or impact upon 

improvements in  sa le s  or earnings growth, earnings to  sa le s  or re tu rn  on 

investm ent.
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With resp ec t to  employee m otivation, i t  can be concluded th a t ,  

(fo llow ing ESOP adop tion ), th e re  i s  a s ig n if ic a n t in c rease  in  employee 

m otivation  as defined by a m o tivational index possessing  v a riab le s  mea­

su rin g  the ex ten t to  which employees perform ex tra  work fo r th e ir  jobs 

n o t requ ired  of them, the e x te n t to which employees f e e l  more involved 

with, th e i r  jobs and the e x ten t to  which employees perce ive  themselves as 

working h ard er, r e la t iv e  to o th er employees' jobs (see  Appendices 2 and 6, 

#135-136, 139-142).

I t  can be concluded th a t  ESOP's impact on peer leadersh ip  i s  lim ited  

to  s ig n if ic a n t  improvements in  peer in te ra c t io n  f a c i l i t a t i o n ,  the e x ten t 

to  which employees encourage each other to  work to g e th e r as a team, 

emphasize team goals and exchange opinions and ideas among each o ther 

(see  Appendices 2 and 6, #109-114). ESOP apparen tly  had no s t a t i s t i c a l l y  

s ig n if ic a n t  impact on peer support (the e x te n t to which employees a re  

f r ie n d ly ,  a t te n tiv e  and recep tiv e  toward each o th er— see Appendices 2 

and 6, #93-98), peer goal emphasis (the ex ten t to which employees encour­

age each o ther to e s ta b lis h  and m aintain h igh  le v e ls  and standards of 

performance—see Appendices 2 and 6, #99-102), or p ee r work f a c i l i t a t i o n  

(th e  ex ten t to  which employees a s s i s t  each o th er in  improving job methods, 

p lann ing , organizing , scheduling and problem so lv ing—see Appendices 2 

and 6 , #103-108).

With re sp ec t to  group p rocesses, the ex ten t to  which employees p lan , 

coordinate work, so lve problems, make good d e c is io n s , share im portant 

in fo rm ation , and d e s ire  to  achieve o b jec tiv es  to g e th e r (see Appendices 2 

and 6, #115-126), i t  can be concluded th a t  ESOP favorab ly  a f fe c ts  th i s  

dimension of o rg an iza tio n a l a c t iv i ty .
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I t  can be concluded th a t  there  i s  no s ig n if ic a n t  re la tio n sh ip  

between ESOP adoption and changes in  m anagerial leadersh ip  or organiza­

t io n a l  c lim ate . ESOP did no t s ig n if ic a n tly  impact or a l t e r  e i th e r  one 

of these  dimensions of o rg an iza tio n a l l i f e ,  as they are defined  by the 

s p e c if ic  v a r ia b le s  in  th e  p resen t study (see Appendices 2 and 6: 

m anagerial le a d e rsh ip , #65-86; o rg an iza tio n a l c lim ate , #1-6, 11-18,

55-62, 143-148).

Although th e re  were no s t a t i s t i c a l l y  s ig n if ic a n t  o v e ra ll changes in  

m anagerial lead ersh ip  or o rg an iza tio n a l clim ate follow ing ESOP adoption, 

w hile sim ultaneously th e re  were s ig n if ic a n t  o v e ra ll changes in  employee 

m otivation , peer in te ra c t io n  f a c i l i t a t io n  and group processes, th e re  

were s ig n if ic a n t p o s itiv e  re la tio n sh ip s  w ith in  the  sample between changes 

in  th ese  two s e ts  of v a r ia b le s . T herefore, i t  can be concluded th a t  a 

s u b s ta n tia l  amount of the change in  these  l a t t e r  dependent v a r ia b le s  can 

be accounted fo r  by changes w ith in  the  sample in  m anagerial lead ersh ip  

and o rg an iza tio n a l c lim ate . Conversely, a s ig n if ic a n t amount of change 

in  the l a t t e r  dependent v a r ia b le s  cannot be accounted fo r by changes in  

m anagerial lead ersh ip  and/or o rg an iza tio n a l c lim ate .

With re sp ec t to  employee understanding of ESOP, i t  can be concluded 

th a t  the  more employee understanding th e re  i s  of th e  plan, the  g rea te r  

w i l l  be improvement in  employee m otivation , peer leadersh ip  and group 

p rocess. S im ila rly , i t  can be concluded th a t  the g rea te r  the  ex ten t to 

which employees perceive  th a t  ESOP genuinely i s  a  valuable personal 

b e n e f it ,  the g re a te r  w il l  be th e ir  m otivation and peer performance (see 

Appendices 2 and 6 , #163-165).
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ESOP and F in an c ia l Performance 

F in an c ia l performance d a ta  were extrem ely sporadic and, in  s p ite  

of the f a c t  th a t  the 40 per cen t r e s t r ic t io n s  did considerably  lower the 

v a r ia tio n s  in  sa le s  growth, earn ings growth, earnings to  sa le s  and 

earnings to  n e t worth CROI) f ig u re s , no s ig n if ic a n t  changes occurred 

during the two years follow ing ESOP adoption.* Although two of the 

f in a n c ia l  performance measures (earnings growth and ROI) did ex h ib it 

s l ig h t  (but s t a t i s t i c a l l y  in s ig n if ic a n t)  p o s itiv e  changes subsequent to 

ESOP adoption, the o ther two measures (earnings growth and earn ings/sa les) 

ex h ib ited  m ild (but a lso  s t a t i s t i c a l l y  in s ig n if ic a n t)  negative changes. 

T herefore , these o v e ra ll f in a n c ia l  r e s u l ts  were somewhat con trary  to 

many ESOP proponents’ contentions th a t ESOP i s  a s o r t  of f in a n c ia l 

" c u re -a ll"  b e n e f it  fo r  companies.

The lack  of s ig n if ic a n t find ings was p o ssib ly  accounted fo r  in  

p a r t  by the numerous exogenous v a ria b le s  operating  in  the economy and 

the s u b s ta n tia l  f lu c tu a tio n s  in  the  business environment during the 

period  fo r which f in a n c ia l data  were obtained Ce.g. the 1974 recession  

and subsequent recovery p e rio d ). However, any conclusions attem pting 

to  r e la te  ESOP w ith f in a n c ia l performance would be a t  very b es t tenuous 

because of the many com plexities and elements a ffe c tin g  such performance 

measures as sa le s  and earnings growth and c a p ita l  s tru c tu re .

* I t  was decided to compare two years p r io r  to  ESOP w ith  two years fo l­
lowing because most companies could not conveniently  gather data  four 
years p r io r  to ESOP, which would have been necessary fo r th ree  figu res 
of change da ta  fo r sa le s  and earnings growth p r io r  to  ESOP (see Appen­
d ix  4) .
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N evertheless, th is  dimension was included in  the study because the pro­

ponent ESOP l i t e r a tu r e  so strongly  contends th a t ESOP w ill  improve 

f in a n c ia l performance Cas a s o r t  of " c u re -a ll" )  and because surveyed 

firm s agreed to provide the f in a n c ia l d a ta  requested. Therefore, th is  

author deemed i t  worthy to  take a "rough" look a t  these f in a n c ia l e le ­

ments to  determine i f  any s tr ik in g  changes did occur. Only one firm  

possessed figu res on turnover, absenteeism , grievances or w aste, which 

elim inated these fa c to rs  from considera tion  in  the present study.

ESOP and Employee M otivation

Obviously th e re  are  many dimensions of m otivation not addressed by 

the questions included in  th is  study. T herefore , conclusions and d is ­

cussion must be lim ited  to the sp e c ific  dimensions of m otivation covered 

by the questions included in  the survey.

As was mentioned e a r l ie r ,  in  Chapter 4, th ere  were s ig n if ic a n t 

p o s itiv e  changes in  the m otivational index which was composed of items 

which measured the ex ten t to which employees performed ex tra  work fo r 

th e ir  jobs not requ ired  of them, the e x te n t to  which employees f e l t  more 

involved w ith th e i r  jobs and the ex ten t to  which employees perceived 

themselves as working harder, re la t iv e  to  o ther employees’ jo b s , follow ­

ing ESOP adoption (see Appendices 2 and 6, #135-136, 139-142). However, 

there  were no s ig n if ic a n t p o s itiv e  changes in  several o ther dimensions 

of m otivation such as the extent to which employees enjoyed performing 

th e ir  jo b , the ex ten t to which they looked forward to working each day 

and the extent to which people, p o lic ie s  or conditions w ith in  the organ­

iz a tio n  encouraged them to work hard (see Appendices 2 and 6, #37r42).
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Taken to g e th e r, these m otivation questions suggest th a t  the moti­

v a tio n a l changes th a t did occur were not due to  "ex te rn a l"  fac to rs  such 

as the  job i t s e l f ,  people, p o lic ie s  or working cond itions. This i s  

c o n s is ten t w ith  what the author expected, given the f a c t  th a t  ESOP did 

not a l t e r  any of these ex te rn a l v a r ia b le s . Therefore, i t  appears th a t  

the  m o tivational changes were " in te rn a l"  in  nature; th a t  i s ,  spontaneous 

in d iv id u a lly  motivated a c t iv i ty  to  perform ex tra  work, become more 

involved and work harder, reg a rd le ss  of the "ex ternal" surroundings.

In te rn a l iz a t io n  of Goals

This " in te rn a l"  th e s is  i s  fu r th e r  sub stan tia ted  by ad d itio n a l 

responses to  questions which measured the extent to which employees f e e l  

a r e a l  re sp o n s ib il i ty  to  help the  company be successfu l and the ex ten t 

to  which employees perceive th a t th e  organization  is  e f fe c t iv e  in  g e ttin g  

them to meet the f irm 's  needs and co n trib u te  to i t s  e ffec tiv en ess  (see 

Appendix 6, #129-132). These measures represen t the goal in te g ra tio n / 

in te rn a liz a tio n  concept mentioned in  Chapter 2 and ex h ib ited  p o s itiv e  

changes follow ing ESOP th a t were j u s t  sh o rt of being s ig n if ic a n t a t  

p < .0 5 . Therefore, i t  appears th a t  these spontaneous " in te rn a l"  motiva­

t io n a l  changes may be due in  p a r t  to  the  fa c t th a t employees perhaps a re  

reaching a p o in t a t  which they a re  beginning to  in te g ra te  th e ir  personal 

goals and id e n ti ty  w ith those of the  organ ization .

As was suggested in  the l i t e r a tu r e  review in  Chapter 2 (e .g . Katz 

and Kahn, Tannenbaum, e t c . ) ,  the p re re q u is ite s  fo r increased  employee 

m otivation  and in te rn a liz a tio n  of co rporate  goals would be changes in  

one or more of the follow ing; 1) o rg an iza tio n a l c lim ate , 2) managerial
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le ad e rsh ip , 3) p a r t ic ip a tio n  in  dec is ion  making, 4) in te rn a liz a tio n  of 

subgroup norms and o b jec tiv es  (peer goal em phasis), 5) s ig n if ic a n t con­

tr ib u tio n s  to  group performance and 6) sharing  in  the rewards received  

from su ccessfu l group performance. In ad d itio n  to  the index questions 

rep resen tin g  these fa c to rs ,  none of the a d d itio n a l re la te d  questions 

th a t  perta in ed  to  these  p a r t ic u la r  fa c to rs  ex h ib ited  s t a t i s t i c a l l y  s ig ­

n if ic a n t  p o s itiv e  changes (see Appendices 2 and 6, #19-20, 35-36, 45-46, 

51-52, 63-64, 91-92, 127-128, 149-158). In  s p i te  o f the apparent 

c o n trad ic tio n s  w ith th e  above au tho rs, i t  i s  th i s  a u th o r 's  con ten tion  

th a t  expanded ownership, the sense of owning a "p iece of the a c tio n ,"  

i s  the dynamic fa c to r  co n trib u tin g  to improved employee m otivation and 

apparent goal in te rn a liz a tio n .

ESOP and System Rewards

Katz and Kahn suggest th a t  d e s ira b le  system rewards uniformly 

d is tr ib u te d  a re  f a i r ly  e f fe c tiv e  in  a t t r a c t in g  and re ta in in g  employees 

in  the o rgan iza tion , b u t do no t induce the m otivation  fo r employees to  

work a t  h igher lev e ls  of q u an tity  or q u a li ty  or " . . . m otivate p e rfo r­

mance beyond the l in e  of duty . . . "  u n less  th e re  i s  a su b s ta n tia l  degree 

of goal in te g ra tio n  and in te rn a liz a tio n  of the corporate  image because 

of i t s  favorab le  " a t tra c tio n s "  (1966, p. 356). ESOP, viewed as a system 

reward, does appear to  be a favorab le  a t t r a c t io n  th a t  i s  co n trib u tin g  

to  some measure of goal in te g ra tio n  and in te rn a liz a tio n  of corporate  

id e n t i ty ,  which is  co n s is te n t w ith  Katz and Kahn's con ten tions. However, 

they do contend th a t th e  above mentioned p re re q u is ite s  to  increased  

m otivation  and in te rn a liz a tio n  a re  much more e f fe c t iv e  in  b ring ing  about
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these desired  p o s itiv e  changes in  m otivation  and perform ances, but since 

none of them did  s ig n if ic a n tly  change, i t  appears th a t th e  " a ttra c tio n "  

of ownership i s  playing a major ro le  in  the e ffec tiv en ess  of ESOP as a 

system reward.

A lte rn a tiv e  explanations fo r the  above r e s u l ts  in  m otivation  and 

goal in te g ra tio n /in te rn a l iz a t io n  could be expectations of the  employee's 

peer group and th e i r  consequent impact on a tten d an t behavior.

ESOP and Peer Leadership

The only index of peer lead ersh ip  behavior th a t ex h ib ited  s ig n i f i ­

cant p o s itiv e  changes follow ing ESOP adoption was peer in te ra c tio n  

f a c i l i t a t io n ,  th e  ex tent to  which employees encourage each o ther to work 

together as  ^  team, emphasize team goals and exchange opinions and ideas 

among the peer team Csee Appendices 2 and 6, #109-114). I t  represen ts 

a s o r t  of in te rn a l  spontaneous enthusiasm  towards work, as a team.

Based upon contentions of th e  popular ESOP l i t e r a tu r e  and expectations 

of th is  au thor, these changes were expected and complement the d iscussion 

of the previous sec tion  on goal in te g ra tio n /in te rn a l iz a t io n  and motiva­

tio n .

The peer support index, which p e r ta in s  to  the ex ten t to  which 

employees are  f r ie n d ly , a t te n t iv e  and recep tiv e  towards each o th er, did 

not ex h ib it s ig n if ic a n t p o s it iv e  changes (see Appendices 2 and 6, #93-98). 

Therefore, ESOP does not n e c e ssa r ily  appear to  co n trib u te  to  making 

organ izations s ig n if ic a n tly  more so c iab le  or s e n s itiv e . The sense of 

" f ra te rn ity "  or "co-owners" apparently  has not developed in  ESOP com­

panies to  the ex ten t d esired  or expected by ESOP proponents, including 

th is  au thor.
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The peer goal emphasis index, which measures the ex ten t to  which 

employees encourage each o th e r to  e s ta b lis h  and m aintain high levels  

and s tandards of performance, d id not e x h ib it s ig n if ic a n t p o s itiv e  

changes (see Appendices 2 and 6, #99-102). This suggests th a t  ESOP did 

not appear to  induce employees to  i n s i s t  on maximum output and q u a lity  

of performance from each o th e r . A p o ssib le  explanation fo r these re su lts  

is  th a t  these questions can have a p o te n tia l negative connotation in  the 

sense th a t  "encouraging" each o ther to give th e ir  b e s t e f fo r t  may be 

considered "rid in g "  each o th e r , and "encouraging" the maintenance of 

high s tandards may be viewed as  being "picky" or unreasonable. I f  such 

were th e  perceptions by employees, then these re s u l ts  were understandable. 

Other^fise, the outcomes were somewhat unexpected and contrary  to much of 

what ESOP proponents purport— th a t ESOP should bring  about mutual 

"encouragement," not " rid in g "  or "p ick ing ,"  among employees to  perform 

a t optim al le v e ls  of q u a lity  and qu an tity  so as to enhance th e ir  own and 

the company's w ell-being .

The peer work f a c i l i t a t i o n  index p e rta in s  to the ex ten t to which 

employees a s s i s t  each other in  improving job methods, p lanning, organ­

iz in g , scheduling and problem solving (see Appendices 2 and 6, #103-108). 

These dimensions did not e x h ib it  s ig n if ic a n t p o s itiv e  changes following 

ESOP adoption which suggests th a t  ESOP did not appear to  promote employee 

involvement w ith  each o th e r 's  work. ESOP proponents and th is  author 

would have expected p o s itiv e  changes in  these areas because of the 

mutual in te re s ts  ESOP has th e  p o te n tia l  of c rea tin g , thus (hopefully) 

m anifesting f a c i l i t a t iv e  work behavior among co-worker/owners. As w ith 

the previous index, these questions might a lso  be in te rp re te d  as somewhat
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negative in  the sense th a t "helping" might be considered as "g e ttin g  in  

the way" or "minding more than your own b u sin ess"; but generally  speak­

ing the r e s u l ts  were somewhat d isappo in ting  and unexpected.

I t  i s  th is  w r i te r 's  contention th a t  a  major reason fo r the lack  

of s ig n if ic a n t p o s itiv e  changes in  peer support, peer goal emphasis and 

peer work f a c i l i t a t io n  ind ices was the f a i lu r e  of management to  compre­

hensively  communicate to employees what ESOP i s ,  what i t  can mean for 

the employees and the e s s e n tia l  importance of th e ir  commitment to  maxi­

mum performance and success of " th e ir"  company. More w ill  be sa id  about 

th is  l a te r  in  the chap ter.

The observations in  Chapter 2 by Katz and Kahn, L ik e rt, Mayo and 

o thers a l l  s trong ly  accent the importance of peer cohesion, support, 

lo y a lty  and common goals as being major determ inants of increased  moti­

v a tio n , p ro d u c tiv ity  and q u a lity  of work. Perhaps th is  spontaneous 

enthusiasm towards work as a team can s tren g th en  peer cohesion, support 

and lo y a lty ; and as more understanding i s  gained about ESOP and the  

importance of "common goals" among employees and the company, g re a te r  

p ro d u c tiv ity , q u a lity  of work, m otivation and a l l  dimensions of peer 

leadersh ip  behavior w ill  ensue. These r e s u l t s  c e r ta in ly  would harmonize 

w ith  contentions of ESOP proponents and lim ite d  r e s u l ts  from case rep o rts  

CBurck, 1976).

ESOP and Group Processes 

The group process index i s  c lose ly  r e la te d  to  peer in te ra c tio n  

f a c i l i t a t io n  in  th a t  the v a riab les  p e r ta in  to  a spontaneous enthusiasm 

toward jo in t  e f f o r t  in  the workplace, as a  group. S p e c if ic a lly , the
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measure addresses th e  ex ten t to which employees p lan , coord inate  work, 

solve problems, make good d ec is io n s , share im portant in form ation  and 

d es ire  to achieve ob jec tives to g e th e r as a team. This index exhibited  

s ig n if ic a n t p o s itiv e  change follow ing ESOP adoption which suggests th a t 

ESOP appeared to  con tribu te  to  the improvement of th ese  peer group 

behavior dimensions by enriching the worth of group accomplishments 

through expanded ownership.

ESOP and M anagerial Leadership and 

O rganizational Climate 

There were no s ig n if ic a n t changes in  any of the o v e ra ll  measures 

of m anagerial leadersh ip  or o rg an iza tio n a l clim ate follow ing ESOP adop­

tio n . These p o te n tia l ly  potent m oderating v a riab le s  ap paren tly  did not 

account fo r the o v e ra ll p o s itiv e  changes observed in  employee m otivation, 

peer in te ra c tio n  f a c i l i t a t io n  and group processes obtained in  the p resen t 

study. Obviously a l l  the dimensions of m anagerial lead e rsh ip  and 

o rg an iza tio n a l clim ate were no t rep resen ted  by the questions included 

in  the p resen t study. However, the lack  of s ig n if ic a n t o v e ra ll  changes 

in  the index questions and those re la te d  to  m anagerial lead ersh ip  and 

o rg an iza tio n a l clim ate Csee Appendices 2 and 6, #87-92, 149-158) substan­

t i a l l y  confirm  the above contention th a t  these  moderating v a r ia b le s  

apparently d id  not account fo r  the o v e ra ll  changes in  th e  dependent 

behavioral v a r ia b le s .

\  key dimension w ith in  m anagerial leadersh ip  and o rg an iza tio n a l 

clim ate th a t  could have made a marked d iffe ren ce  on employee m otivation 

and e sp ec ia lly  in te rn a liz a tio n  of co rpo ra te  ob jec tiv es  would have been
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those fac to rs  re la t in g  to  p a r tic ip a tio n  in  d ec is io n  making. There is  

no dearth  of re sea rch  l i t e r a tu r e  expounding th e  m erits of employee 

p a r t ic ip a tio n  and i t s  p o s it iv e  impact on m otiva tion , performance and 

in te rn a liz a tio n  of o rg a n iza tio n a l goals. Indeed, Katz and Kahn's comments 

regarding the Scanlon P lan and Tannenbaum's observations of th e  Kibbutzim 

(Chapter 2, pp. 37-38) re in fo rc e  th is  te n e t.

This author considered i t  a p o s s ib i l i ty  th a t  more p a r t ic ip a tio n  in  

dec is ion  making and confidence and t r u s t  between managers and subordi­

n a te s  would r e s u l t  fo llow ing ESOP adoption because of the co-owner "w e're 

a l l  in  th is  together"  concept th a t  would (supposedly) develop. However, 

none of the dec is ion  making index v a riab le s  Csee Appendices 2 and 6, 

#55-62) s ig n if ic a n tly  changed follow ing ESOP adoption, nor did any of 

th e  re la te d  questions concerning mutual t r u s t  and confidence between 

superv isors and subord inates (see Appendices 2 and 6, #87-92). There­

fo re , the co-owner concept apparen tly  has n o t developed to the ex ten t 

th a t  managers consider i t  b e n e f ic ia l  and v a lu ab le  to include employee 

p a r t ic ip a tio n  in  d ec is io n  making, or to the ex ten t th a t they r e a l ly  con­

s id e r  and t r e a t  subord inates as co-owners and th e re fo re  capable and 

w illin g  to provide meaningful inpu t fo r r e a l i s t i c  goal s e ttin g  and deci­

s io n  making.

Taken to g e th e r, th ese  find ings suggest th e  ex istence of a d ire c t  

l in k  between ESOP adoption and improved employee m otivation, peer in te r ­

a c tio n  f a c i l i t a t io n  and group p rocesses, and, as has already been 

mentioned, challenges the  sp e c if ic  conclusions draim by Katz and Kahn 

(1964, p. 364) th a t  th e re  w il l  be no s ig n if ic a n t  changes in  dependent 

behavioral v a r iab le s  of th is  type unless th e re  a re  commensurate changes
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in  m anagerial lead ersh ip , o rg an iza tio n a l clim ate and o th e r re la ted  

o rg an iza tio n a l a c t iv i ty .  Once again , i t  i s  th is  a u th o r 's  contention 

th a t employees are  perceiv ing  th a t  they are  beginning to  own "a piece 

of the  ac tio n "  and th i s ,  in  tu rn , i s  in c lin in g  them to e x h ib it  higher 

le v e ls  of some dimensions of m otivation  and working to g e th e r as a team 

of co-worker/owners fo r the improved sake of th e ir  company.

R ela tionsh ips Between ^Changes in  Managerial Leadership 

and O rganizational Climate and ^Changes in  Employee 

M otivation, Peer Leadership and Group Processes 

Although th e re  were no o v e ra ll changes in  m anagerial leadersh ip  or 

o rg an iza tio n a l c lim ate , some employees w ith in  the  sample apparently  per­

ceived th ese  dimensions as improving, o thers  perceived them as g e ttin g  

worse and o th ers  perceived no change. Sim ultaneously, th e se  employees 

also  perceived concurrent p o s it iv e , negative  and no changes in  m otivation, 

peer lead ersh ip  and group p rocesses. These p o s itiv e  re la tio n sh ip s  are  

in  harmony w ith  contentions of Katz and Kahn (1966), L ik e r t (1961), 

Seashore (1954) and o thers in  th a t  a su b s ta n tia l  p ro p o rtio n  of the var­

iance in  changes in  employee m otivation , peer in te ra c tio n  f a c i l i t a t io n  

and group processes can be explained by concurrent changes in  managerial 

leadersh ip  and o rg an iza tio n a l c lim ate .

Thus i t  appears th a t these v a riab le s  also  rep resen t a  causal chain 

through which employee m otivation, peer in te ra c tio n  f a c i l i t a t i o n  and 

group process behavior can be a ffec ted  and improved. Consequently, the 

follow ing model perhaps more accu ra te ly  describes the re la tio n sh ip  between 

ESOP and these s e ts  of v a riab le s  than the model o r ig in a lly  proposed in  

Chapter 3.
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ESOP

Managerial Leadership

O rganizational Climate

Peer In te ra c tio n  F a c i l i ta t io n

Employee M otivation

Group Processes

ESOP B enefit and Understanding 

There were s ig n if ic a n t  re la tio n sh ip s  between 1) the extent to which 

employees perceived the ESOP as a valuable b e n e f it  and understood i t s  

a f f e c t  on them and fellow  employees and 2) employee m otivation, peer 

leadersh ip  and group process v a r ia b le s . This would suggest th a t employ­

ees a re  more l ik e ly  to  ex h ib it h igher lev e ls  of m otivation and peer 

group performance when they more fu lly  understand the e ffe c ts  of ESOP 

and are convinced th a t  i t  i s  tru ly  a valuab le  b e n e f it to  them.

Even though th ere  were p o s itiv e  changes in  some dimensions of m oti­

v a tio n , group processes and peer in te ra c tio n  f a c i l i t a t i o n ,  perhaps a 

la c k  of comprehensive communication and understanding about ESOP has 

prevented s t a t i s t i c a l l y  s ig n if ic a n t improvement in  o ther dimensions of 

peer leadersh ip : the development of a more "fra tern ity /co -ow ner"  fe e lin g

among employees, "encouragement" of high le v e ls  and standards of p e r­

formance and "helping" each other in  the f a c i l i t a t i o n  of work.
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The mean response fo r question  number 165 was 2 .4: "To what extent

do you th ink  the m ajority  of employees understand the way the  ESOP 

a f fe c ts  them personally?" This im plies th a t  most employees see them­

selves and o th ers  as su b s ta n tia lly  lack ing  in  understanding about ESOP 

and i t s  ra m if ic a tio n s . Comments by managers and employee responses on 

the open-ended questions su b stan tia ted  a lack  of e ffe c tiv e  communication 

e f fo r ts  on b eh a lf of management. For example, the following are  some 

ty p ic a l comments to  question number 168: "What a sp ec ts , i f  any, are

th ere  about the  ESOP you are u n certa in  or would l ik e  to have more in fo r­

mation?" :

"Everything!"

"Inform ation on what ESOP i s  about."

"Most of the  program."

" I  am not fa m ilia r  w ith the ESOP."

" I  need more inform ation on the  ESOP to answer these!"

"1 would l ik e  to  know how b e n e f its  are  computed."

Although th ese  comments did not n ecessa rily  rep resen t the  m ajority  

of employees surveyed, they do suggest a need fo r more e f fe c tiv e  and 

comprehensive communications and explanations of ESOP. I t  i s  no t un likely  

th a t w ith  more improved and thorough methods of communication, and hence 

higher le v e ls  of employee understanding and fa m il ia r i ty ,  th e re  would be 

more s ig n if ic a n t changes in  employee m otivation , peer leadersh ip  and 

group process measures which could even tually  r e s u l t  in  improved quantity  

and q u a lity  of p ro d u c tiv ity  and f in a n c ia l  performance.
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O verall Movement of V ariab les 

Very often  research ers  make th e  assumption th a t  p< ..05 i s  a "magic 

number" and th a t  everything not f a l l in g  w ith in  th a t  param eter has no 

meaning or s ig n if ic a n t whatsoever in  the r e a l  world. This author chooses 

to  agree w ith  th a t  number who b e lie v e  th is  to  be somewhat naive and 

u n re a l is t ic  and th e re fo re  thought i t  worthwhile to  mention the  genera l 

o v e ra ll  movement of most of the  v a riab le s  in  th e  survey.

An overview of Appendix 6 rev ea ls  th a t the  v a s t  m ajority  of v a r i ­

ab les  did e x h ib it p o s itiv e  changes following ESOP adoption. This 

p ossib ly  could be in te rp re te d  th a t ,  w ith a few excep tions, employees 

perceive  th a t th ings seem to  be g e ttin g  a l i t t l e  b e t te r .  I t  would be 

lud icrous to  suggest what percentage of th a t p o s it iv e  change can be 

accounted fo r by the ESOP, b u t i t  c e r ta in ly  i s  worthy of serious acknowl­

edgement and co nsidera tion  by companies seeking improvement in  the  areas 

covered by the survey.

S ig n ifican ce  to  Management

1. The adoption of an ESOP appears to  p rov ide some d ire c t  p o s it iv e  

b e n e f it  to  o rgan izations because of providing employees w ith "a p iece  

of the action" even i f  th e re  are  no perceived or a c tu a l changes w ith in  

the firm  in  areas of m anagerial leadersh ip  or o rg an iza tio n a l c lim ate . 

Taken to  i t s  extreme, th i s  p o ssib ly  could imply th a t  maximum le v e ls  of 

employee m otivation and peer group performance a re  not a tta in a b le  u n less  

an o rgan ization  provides i t s  employees an opportun ity  to  own "a p iece  of 

the  action" through expanded employee ownership.
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2. Since th e re  were s ig n if ic a n t re la t io n s h ip s  w ith in  the sample 

between 1) changes in  employee m otivation , peer in te ra c t io n  f a c i l i t a t io n  

and group processes and 2) changes in  m anagerial lead ersh ip  and organ­

iz a t io n a l  c lim ate , i t  appears th a t the d i r e c t  p o s itiv e  changes due to  

ESOP adoption can be enhanced or co n stra in ed  by concurrent p o s itiv e  or 

negative  changes in  m anagerial lead ersh ip  and /o r o rg an iza tio n a l c lim ate  

v a r ia b le s . I t  seems th a t  a unique o p p o rtu n ity  is  p resen t fo r p rogressive  

companies to  combine expanded employee ownership w ith expanded employee 

p a r t ic ip a tio n  in  goal s e tt in g  and d ec is io n  making to achieve maximum 

le v e ls  of employee m otiva tion , peer perform ance and employee in te rn a l ­

iz a tio n  of o rg an iza tio n a l goals and id e n t i ty .

3. The strong re la t io n s h ip  exh ib ited  between 1) th e  ex ten t to  which 

employees understand ESOP and perceive i t  to  be a va lu ab le  b e n e f it  and

2) employee m otiva tion , peer leadersh ip  and group processes suggests 

th a t  a company must e f fe c t iv e ly  and comprehensively communicate th e  mean­

ing of ESOP to  i t s  employees and make su re  th a t  they understand th e i r  

ro le  in  i t s  success . , . /

Taken to g e th e r, perhaps these observ a tio n s  suggest th a t  companies 

d e s ir in g  to achieve maximum lev e ls  of employee m otivation and peer group 

performance should do the follow ing; 1) provide employees the opportun­

i t y  to  own "a p iece  of the action" through an ESOP, 2) provide p o s it iv e  

and supportive m anagerial leadersh ip  and a favorab le  o rg an iz a tio n a l 

c lim ate  ch arac te rized  by employee p a r t ic ip a t io n  in  goal s e tt in g  and deci­

s io n  making, and 3) make sure th a t the ESOP i s  com pletely, c le a r ly  and 

e f fe c tiv e ly  communicated to  employees w ith  regard to  what i t  i s ,  what i t  

can do fo r  them and the  c r i t i c a l  im portance of th e ir  u n ited  e f f o r t  to  

make the  company a success fo r  everyone.
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Recommendation fo r  Future Research

There are  numerous o p p o rtu n itie s  and avenues fo r  fu tu re  ESOP research . 

The follow ing suggestions are  no t exhaustive but a re  lo g ic a l extensions 

of the p resen t study.

F uture ESOP resea rch  should encompass a lo n g itu d in a l study th a t 

ob tains t ru e  p r e - te s t /p o s t - te s t  measures of the o rg an iza tio n a l v a riab le s  

included in  the p resen t study and a d d itio n a l b eh av io ra l and q u a n tita tiv e  

measures. Time and money l im ita tio n s  prevented such a  study fo r th is  

d is s e r ta t io n  p ro je c t.

Future s tu d ies  should be designed to  provide more su b s ta n tia l in fo r ­

mation on the  re la tio n sh ip s  between ESOP adoption and 1) managerial 

leadersh ip  and o rg an iza tio n a l c lim a te , 2) ad d itio n a l dimensions of m oti­

v a tio n , 3) f in a n c ia l performance of firm s and 4) m easurable lev e ls  of 

q u an tity  and q u a lity  of p ro d u c tiv ity . S p e c if ic a lly , fu tu re  research 

endeavors should include co n tro l groups of s im ila r  s iz e  and type com­

panies whereby percep tua l, q u a n ti ta t iv e  performance and f in a n c ia l survey 

d a ta  could be gathered sim ultaneously w ith  ESOP companies’ d a ta . This 

would allow  more so p h is tica ted  s t a t i s t i c a l  exam ination of changes in  

m anagerial leadersh ip  and o rg a n iza tio n a l clim ate v a r ia b le s  following 

ESOP adoption. Control groups would a lso  provide the  b as is  upon which 

to make meaningful f in a n c ia l performance comparisons and comparisons in  

changes of employee m otivation , peer lead ersh ip , group processes and 

p ro d u c tiv ity .

Nothing has been mentioned about job s a t is f a c t io n  in  the p resen t 

study although sev era l questions were asked of respondents concerning 

th is  f a c to r  Csee Appendix 6, #21-34). Research attem pting  to  determine 

the re la tio n sh ip  between 1) job s a t is f a c t io n  and 2) m otivation and
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performance has y ielded  various and co n trad ic to ry  findings (Yankelovich, 

1975). Eowever, job s a tis fa c t io n  does appear to have a d e f in i te  p o s itiv e  

re la tio n sh ip  with, employee turnover and absenteeism (Yankelovich). 

Therefore, fu tu re  research  s tu d ies  should be conducted w ith firm s th a t  

possess turnover and absenteeism s t a t i s t i c s  so th a t th is  dimension can 

be included in to  the  o v e ra ll ESOP impact paradigm.

I t  remains to  be seen i f  the r e s u l t s  from the present study can be 

re p lic a te d  in  fu tu re  s tu d ies  encompassing la rg e r  numbers of employees 

and a broader range of companies. I f  such r e s u lts  are r e p lic a te d , ESOPs 

could be destined  to  become an e s s e n tia l  and pervasive th read  in  the 

fa b ric  of the American business system.
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APPENDIX 1

The
‘TJniversity'of Oklahoma 307 w est Brooks, Room IOSD Norman, Oklahoma 73019

College of Business Administration 
Division of Management

COMPAl̂ IY -  A B C D E F G H I J

DATE ESOP IMPLEMENTED_____________________________________________ __

NET SALES THREE YEARS PRIOR TO ESOP ADOPTION AND SINCE ADOPTION:

PRE-TAX NET PROFITS THREE YEARS PRIOR TO ESOP ADOPTION AND SINCE ADOPTION;

TOTAL CAPITAL THREE YEARS PRIOR TO ESOP ADOPTION AND SINCE ADOPTION:

PERCENT OF EMPLOYEE TURNOVER THREE YEARS PRIOR TO ESOP ADOPTION AND SINCE ADOPTION:

PERCENT OF EMPLOYEE ABSENTEEISM THREE YEARS PRIOR TO ESOP ADOPTION AND SINCE ADOPTION: 

% % % %

%

NUMBER OF GRIEVANCES THREE YEARS PRIOR TO ESOP ADOPTION AND SINCE ADOPTION:

123
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PERCENTAGE OF WASTE (HOWEVER COMPUTED) THREE YEARS PRIOR TO ESOP ADOPTION AND 
SINCE ADOPTION:

% % % %

%

PERCENTAGE OF EMPLOYEES PARTICIPATING IN THE ESOP TRUST_ 

PERCENTAGE OF COMPANY EQUITY OWNED BY THE ESOP TRUST

PERCENTAGE OF EQUITY OWNED BY MANAGERIAL EMPLOYEES THROUGH THE ESOP TRUST_ 

PERCENTAGE OF EQUITY OWNED BY NON-MANAGERIAL EMPLOYEES THROUGH THE TRUST

ARE VOTING RIGHTS PASSED THROUGH FOR THE ESOP SHARES OF STOCK?

DOES YOUR COMPANY HAVE NON-MANAGERIAL EMPLOYEE REPRESENTATIVES ON THE BOARD OF 
DIRECTORS?

IS YOUR COMPANY REPRESENTED BY A UNION(S)?

IN ORDER OF PRIORITY, WHAT WERE THE MAJOR REASONS YOUR COMPANY ADOPTED THE ESOP?

DO YOU THINK EMPLOYEE OWNERSHIP CONTRIBUTES SUBSTANTIALLY TO THE PRODUCTIVITY AND 
PROFITABILITY OF THE FIRM?

DO YOU THINK EMPLOYEE OWNERSHIP AFFECTS ATTITUDES OF WORKERS TOWARD THEIR JOBS?

ARE YOU SATISFIED WITH THE WAY EMPLOYEE OWNERSHIP IS WORKING IN YOUR FIRM?



The
^üivcT sity'of Oklahoma

College of Business Administration

THE UNIVERSITY OF OKLAHOMA, DEPARTMENT OF MANAGEMENT, 
NORMAN, OKLAHOMA

SURVEY OF ORGANIZATIONS

This questionnaire is part of a  study designed  in conjunction with your 
organization to iearn more about how people work together now, and what 
effects the  Employee Stock Ownership Plan (ESOP) has had on you and your 
fellow employees. The aim is to use  the information to make your work situation 
more satisfying and produotive.

If this study  is to be helpful, it is important tha t you answer each question as  
thoughtfully and frankly a s  possible. This is not a  test and there are no right or 
wrong answers.

The completed answ er shee ts  are processed by automated equipment which 
summarizes the answ ers in statistical form so  that individuals cannot be 
identified. To ensure COMPLETE CONFIDENTIALITY please do not write your 
name anywhere on the  questionnaire or answ er sheet.
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INSTRUCTIONS

1. All questions can be answered by filling In one of the answer spaces on the 
enclosed answer sheet. If you do not find the exact answer that fits your case, 
use the one that Is closest to it.

2. Most of the questions have 2 parts : (1 ) NOW and (2) Before ESOP. Please read 
each question and answer how It Is now, and how It was before the ESOP.
If you do not believe there have been any changes, put the sam e answer for 
both parts.

3. Please answer all questions in order.

4. Please use a soft pencil and observe carefully these Important instructions :

a) Make heavy marks that fill the column
b) Erase cleanly any answer you wish to  change
c) Make no stray markings on the answer sheet

5. The answer sheet Is designed for automatic scanning of your responses. 
Questions should be answered by marking the appropriate answer spaces on 
the enclosed answer sheet as illustrated In the following example:

How much does this organization try to 
improve working conditions?

(1) NOW

1 1 1 1« « M a
g
1

g
2 3

I
I

g

(2) Before ESOP i 2 3 4 5

If you believe that right now your organization tries to improve working 
conditions to a great extent, but prior to the ESOP it Just tried to a little extent, 
you would mark the answer sheet as follows :

P: 
5 >-  

9l: 
13'  = 

17i :  

2)1 = 
251 =

2 ' = 

6': 
10 ' = 

141 = 

1 8 1  = 

2 2 ' = 

26) =

3 : : : :  

2 ::::: 3 :::::  

2 : : : : :  3 ===== 

2 ===== 3 ===== 

2 ===== 3 =====

3 1 : : : : :  2  ===== 3 : : : : :  4 :  : : :  5 :  

7 1 : : : : :  2 : : : : :  2 ===== 4  : : : : :  5 :  

J J i : : : : :  2  : :  : :  3 : : : : :  4 : = : : :  5 :  

151 ===== 2 = : :  3 :==:= 4 = := : :  5 =

) 9 (  : : : :  2  ===== 3 ===== 4 = : :  5 :

2 3 l : : : : :  2  ===== 3 ==== 4  = :  5 :

2 7 i  : : : : :  2  : : : : :  3 : : : : :  4 :  = : :  5  =

41 = 
81: 

I 2 i :  

I 61: 
201: 
2 4 i :  

2 8 l :

If you have any questions about this procedure, please ask the questionnaire 
administrator NOW.

DEFINITIONS: This questionnaire asks about a lot of different aspects of your 
work. Among these are questions about your SUPERVISOR and your WORK 
GROUP. The questions about your supervisor refer to the person to whom 
you report directly and the questions about your work group refer to ail those 
persons who report to the same supendsor you do.
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S:
m

I
S? 1I

I
I
i

To what extent are people proud of belonging t a  this 
organization. . Ï x j

1. Now :-K :;2| .:3 | ;:4;j
2. Before the ESOP ivj 'M 3^

To what extent do you feel that you are a  member of a well 
functioning team. , -i

3. Now M  3  ̂ +1
4. Before the ESOP i ;5 2 ; :3,: :'4'j

5?
. 5)

As far as you can see, to what extent Is there personal loyalty 
to the company. :-;j ; - j  ':4  J

5. Now yT:: -ii :3; .;4: ; sv
6. Before the ESOP i  ' 2j 3^ 4? 5j

To what extent does this organization have clear-cut, 
reasonable goals and objectives? " i ,- -l

7. Now :'iq  y  '.sj
8. Before the ESOP ,i • . 2;' 3.̂  4 ' s ;

In this organization people pretty much look ou t for their own 
Interests  y ;:y';

9. Now 1 ; Z-. 3 5
10. Before the ESOP 1; 2 ; 3 ; 4;; S '

How adequate for your needs Is the amount of information you 
get about what Is going on In other departments or shifts? ;

11. Now ;iy 2/ 3y 4y Sr
12. Before the ESOP 1 2 ; s i 4: 5

How receptive are those above you to your ideas and ‘
suggestions? y i V | : i 1

13. Now yi ; 2 ' 3;i 4i . 5 ;
14. Before the ESOP i;i 2 j 3 | 4 &:

To what extent are you told what you need to know to do your 
Job in the best possible way? y

15. Now 1 ; 2 ' : 3; 4? s
16. Before the ESOP 1 : 2 ' 3 ; s

To what extent do you have a feeling of loyalty toward this 
organization? ;'ï3 , ■ J  yy;

17. Now y2( yS: ^41 '.5
18. Before the ESOP . 1 : . 2» . s i .5.

How are differences and disagreements between units or 
departments handled In this organization?

1 ) D isagreem ents  are alm ost alw ays avoided, denied, 

or suppressed
2) D isagreem ents  are often avoided, den ied, or 

suppressed
3) S o m etim es  d isagreem ents are accepted and worked  

through  ; som etim es they are avoided or suppressed
4) D isagreem ents  are usually accepted as necessary 

and desirab le  and worked through

5) D isagreem ents  are alm ost alw ays accepted as 

necessary  and desirable and are worked through

19. Now
20. Before the ESOP

: : J :

1:

I -

I
■Y]

s.: a'! 42;

■o; I
5  5=

ssJ
All In all, how satisfied are you with the persons in your work : 
group? , ;ï ;y.;i

21. Now :i:;i ,2 |  3 '; js:;
22 . Before the ESOP l j 2 a J 4-4 5  ;

All In all, how satisfied are you with your supenrisor? y ;
23. Now 1 : 2 3 ■■4---; .'5'%;
24. Before the ESOP 1 .2 ] ,3-- 4 ; 5 i

All In all, how satisfied are you with your job? :
25. Now 1 ' 2 '-.: 3 : ' 4-y -S '!
26. Before the ESOP 1 ; 2 ,3 ; 4^ s':

All In all, how satisfied are you with this organization, ; 
compared to  m ost others?

27. Now 1 . 2 3 ; 4 5
28. Before the ESOP 1 2 ; 3 . 4 ; 5 :

Considering your skills and the effort you put into the work, 
how satisfied are you with your pay?

29. Now 1 2 .3.; 4 ": s';
30. Before the ESOP 2 3 4 5

How satisfied do you feel with the progress you have made : 
In this organization up to now? j

31. Now v1 2 ; 3 ; 4.: s '
32. Before the ESOP i :- 2:; 3 - 4-:, 5 ;;

How satisfied do you feel with your chances for getting ahead 
In this organization, :n the future?

33. Now 1 ; 2 : 3f 4 . s .
. i J  2 : . 3.1 4.. 5 •

Now
34. Before the ESOP
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Why do people work hard In this organization?
1 ) Just to keep their Jobs and avoid being chewed out

2) To keep the ir jobs and to m ake mo nay
3) To keep the ir jobs, m ake m oney, and to  seek 

prom otions
4) To keep the ir jobs, m ake m oney, seek prom otions, 

and for the satisfaction  of a  job weii done

5) To keep the ir jobs, m ake m oney, seek prom otions, 
do a  satisfying job , and because o ther people in 

their work group expect it

35. Now
36. Before the ESOP

. , I I: I:
I  ii I  I r
(9 - 10 ; « ■ '  (O r ,

g g:

To what extent do you enjoy performing the actual day-to-day ; 
activities that make up your job? ; '

37. Now f  : 2 ; 3-^ 4 5 ’

38. Before the ESOP i ; 2 a ; 4 5

How much do you look forward to coming to worit each day?
39. Now 1 :2'-; .3] 4 ; s ,
40. Before the ESOP i 2 1 3 : 4 '̂ 5

To what extent are there things about working here (people, 
policies, or conditions) that encourage you to work hard?

41. Now 1 C 2 " 3 ; 4 ^  5

42. Before the ESOP i j  2 ■ 3 ; 4 ■ s :

To what extent do you feel your pay is related to how much you 
help your company be successful? : ;j : ; ?

43. Now 1 i '2 '̂  31 4 : s j
44. Before the ESOP i i  2^ -34 4:i 5^

I

In general, how much say or influence do you have on what 
goes on in your work group? J a

45. Now
46. Before the ESOP

'2'i
.2-̂

3rî
.3:1 I

In general, how much say or Influence does each of the 'ÿ 
following groups of people have on what goes on iti your j 
departm ent? L  ̂ >

' I
Lowest-level supervisors (foremen, office supervisors, etc.)

47. Now -i; ; '2:.; 3;; ■'■4|
48. Before the ESOP i ■ 2 - 3:: 4 l- , -  i . 'f %

 ̂ 111 
Top m anagers (president, vice presidents, heads bf large)
divisions, etc.) -  I

49. Now r  J -2 ‘ 3 ‘;
50. Before the ESOP ,.i ;■ 2 3 3 i

i
Employees (people who have no subordinates) ' ;

51. Now iW \3 l
52. Before the ESOP i ? 2:  ̂ s i

Middle managers (department heads, area thanagers, etc;)
53. Now 1, 2  . 4;1
54. Before the ESOP i i 2 ; 3 ' -'i'f

i
I
AS

How are objectives set in this organization?
1 ) Objectives are announced w ith  no opportunity  to  

raise questions or give com m ents
2) Objectives are announced and expia ined , and an 

opportunity is then given to  ask questions

3). Objectives are drawn up, but are d iscussed with  

subordinates and som etim es m odified  before being  

issued

4) Specific  aiternative objectives are  drawn up by 

supervisors, and subordinates are asked to d iscuss  

them  and ind icate  the one they th ink  is best

5) Probiem s are presented to tho se  persons w ho are 

involved, and the objectives fe lt to  be best are then  

set by the subordinates and the supervisor jo in tly , 
by group partic ipation  and d iscussion

55. Now
56. Before the ESOP
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I a  f i

1 I
g

«•
.Oi

5
O '

I
H

s
t9
O:'

Ir 
«  :O

In this organization to  what extent are decisions made at those 
levels where the most adequate and accurate Information Is 
available?

57. Now 1 2 3 4 ! 5
58. Before the ESOP 1 2 3! 4 s

When decisions are being made, to what extent are the 
persons affected asked for their Ideas? |

59. Now 1 2 ; 3 :4. 5
60. Before the ESOP 1 2 ; 3 4j 5 ;

People at all levels of an  organization usually have know-how ; 
that could be of use to decision-makers. To what extent Is 
Information widely shared In this organization so that those . 
who make decisions have access to  all available know-how? -

61. Now .1 ' 2 3 4 5
62. Before the ESOP I; 2 3’ 4 S;

To what extent do different units or departments plan together 
and coordinate their efforts?

63. Now 1- 2 3̂  4 ; 5T
64. Before the ESOP 1 2 si 4̂  5 ;

Supervisor means the person to whom you report directly.

How friendly and easy to approach Is your supervisor?
65. Now
66. Before the ESOP

1 .
1 ':

3
3

5
5'

When you talk with your supervisor, to what extent does he 
pay attention to what you’re saying?

67. Now
66. Before the ESOP

2- 3
2 ; 3

4;
4i

To what extent Is your supervisor willing to listen to your 
problems? j

69. Now 1: 2 3 : .4
70. Before the ESOP 1 2 3  4̂

5/
5:

How much does your supervisor encourage people to give 
their best effort? i

71. Now t  j 2 3 4 5
72. Before the ESOP 1 2 : 3 4 5

To what extent does your supervisor maintain high standards ; 
of performance?

73. Now 1 2 3 4 : 5,i
74. Before the ESOP t  ; 2 ; 3; 4j . 5:

cl:

.e:i
g:'

% I '
S!«/.- • iO' 'O.Hi

I: ' 
s;
. 0

«0
0 -;

I
I

To what extent does your supervisor se t an example by 
working hard himself? 1

75. Now 1 2 i 3-; . 4 ;
76. Before the ESOP 1 , 2 J  3 : 4

■J
To what extent does your supervisor show you how to Improve 
your performance? ' .v j  , |

77. Now 1 * z j  3 : 4 '-: 5 :
78. Before the ESOP 1 i 2 : 3 4J 5

To what extent does your supervisor provide the help you 
need so that you can schedule work ahead of time?

79. Now id  2 < 4 ;
80. Before the ESOP 1 { 2  ̂ 3-; 5-

To what extent does your supervisor.offer new Ideas for solving; 
Job-related problems? - j i

61. Now V ; 2 ; 3:' 4 : 5i
82. Before the ESOP 3 ; 5;.

To what extent does your supervisor encourage the persons 
who work lor him to work as  a team?

63. Now 1 2v 3 - 4 ' 5.'
64. Before the ESOP - i 2 i 3 ;: 4 j - 5,

To what extent does your supervisor encourage people who 
work for him to exchange opinions and ideas? <

85. Now 1 2 '! 3. .4': 5;
86. Before the ESOP 1 ; 2 ; 3 ; 4 ' s  '

To what extent do you feel your supervisor has confidence and
trust In you? 1 J■ •; ; ■ .1

67. Now T ; 2  ; 3j 4: 5 1
86. Before the ESOP i . 2 j 3i 4 1 s '

To what extent do you have confidence and trust In your 
supervisor? ,

69. Now "1 .: 2 ; 3 ; 4i 5
90. Before the ESOP 1 ; 2 ; 3 4 s '

To what extent does your supervisor meet with his 
subordinates as a group, present problems that must be solved 
and work with the group to find solutions? ,

91. Now i  i 2 : 3 ' 4; 5 ^
92. Before the ESOP id 24 s i  .41 s-
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1
g

I

In the questions below, work group means all tlibse persons 
who report to the  same supervisor. « ; i ;; t   ̂ 1

How friendly and easy to approach are the persons In your ; 
workgroup? i ' j  '

93. Now
94. Before the ESOP

1.'
■lii I ,.'3;

jij
■5i
■s

When you talk with persons In your work group; to what extent 
do they pay attention to what you’re saying? ; 1 J i-ij

95. Now :,4 j
96. Before the ESOP t j 2;1 a! ii 5i

To what extent are persons In your work group wifling to 
listen to your problems? \ yj - 3  ; >=

97. Now 'r j  ' .21 3'! 4̂s '5j
98. Before the ESOP i !> ; 2; S' s

How much do persons In your work group encourage each ; < 
other to givs their best effort? -i -At y:- ?

99. Now ; 2 ; : '3l .'sj
too. Before the ESOP i i .2\ i- 5;

To what extent do persons In your work group maintain high i 
standards of performance? -rZ

101. Now
102. Before the ESOP ,1.-: .2 . 3 ; Ai

To what extent do persons In your work group help you find 
ways to do a better job? 1 ; y  ̂ i |

103. Now ,,i'i 2 i 3; 4' 5,
104. Before the ESOP i,1 . i; 3'- : a\ 5

To what extent do persons In your work group provide the help 
you need so tha t you can plan, organize, and schedule work. 
ahead of time? ^  K \

105. Now .1^ '-ai 5!
106. Before the ESOP l y '.2'' 3; a- S'

To what extent do persons In your work group offer each other
new ideas for solving job-related problems?

107. Now
108. Before the ESOP "■i'i

•a
::2i

<4;
:4i

How much do persons in your work group encourage each 
other to work a s  a team? " i; 3

109. Now 1
110. Before the ESOP i *

;5l
‘5i

'5;-

: O:.'

Ü
O'-;

l i i

-W';
-O':

I
•®-v
-E;
;8,:'O';

1
i
i

I
How much do persons in your work group em phaslze a team ] 
goal? t  J

1 1 1 . Now , ' I?:; 2;! .3(1 ( 4 .:
112. Before the ESOP 1 ' 2 (  .3.;

To what extent do persons in your work group exchange 
opinions and Ideas? ■ (  ;

113. Now ,1;̂  ̂ , 2>\ .'3( -,4'i ,S;|
114. Before the ESOP 1 ; 'zd  3 ? i l  si?

To what extent does your work group plan together andi 
coordinate Its efforts? > • ! (y

115. Now TM :,3;i ■;.4! ;;5y
116. Before the ESOP T ; -2 i 3% 4i? . s(

To what extent does your work group make good decisions and 
solve problems well?

117. Now .:i'( :2( ;3;ÿ -4| ;:s(
118. Before the ESOP 1 '; 2  3^ :4li ;5|

To what extent Is Information about important events and ; 
situations shared within your work group?

119. Now 1:: '.2 ., 3 '; 5.;-
120. Before the ESOP 1 ”: 2i  ̂3.C 4 ( 5y

To what extent does your work group really want to meet its ; 
objectives successfully? : (  , ÿ

121. Now .y: 2 ; i i  ,4 ’ 5 .
122. Before the ESOP 1 ? 2 ' 3;' 4 : 5

To what extent Is your work group able to respond to unusual 
work dem ands placed upon it?

123. Now T ( 2 3 4y 5 “
124. Before the ESOP 1 2 ' . 3.'; 4i 5;

To what extent do you have confidence and trust in the persons 
in your work group? ■ ;

125. Now i;-; 2 ; 3 4V s '
126. Before the ESOP i i  : 2 X 3 4 ' s

We don’t rely too heavily on Individual judgem ent In this 
organization ; almost everything Is double-checked..

127. Now T y 2 3 . 4 ; 5 ;
128. Before the ESOP i j 2 . 3 4 , 5 ;

To what extent do you feel a real responsibility to help the ; 
company be successful? ’ i

129. Now 1 2 ! 3 4 ' 5 '
130. Before the ESOP 1 (  2 3 'i 4; s--
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To what extent is the organization you work for effective in 
getting you to meet its needs and contribute to its 
effectiveness?

131. Now 1 , 2 3 4 5
132. Before the ESOP 1 2 : 3 4 5

To what extent does the organization you work for do a good 
job of meeting your needs as an individual?

133. Now 1
134. Before the ESOP i
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How often do you do some extra work for your job which isn’t 
required of you?

135. Now 1 2 3 4
136. Before the ESOP 1 2 3 4

On most days of your Job, how often does time seem  to drag 
for you?

137. Now 1 ■ 2 3 4
138. Before the ESOP i 2 3 4
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Some people are completely involved in their job—they are 
absorbed in it night and day. For other people, their job is 
simply one of several interests. How involved do you feel In 
your job? |

139. Now 1 2 3 4
140. Before the ESOP i 2 3 4

E*
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Would you say you work harder, less hard or about the same 
as other people doing your type of work?

141. Now 1 2 3
142. Before the ESOP i 2 3
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Our philosophy emphasizes that people should solve their 
problems by themselves.

143. Now 1 2 3 4
144. Before the ESOP i 2 3 4

There are an awful lot of excuses around here when somebody 
makes a mistake.

145. Now 1 2 3 4
146. Before the ESOP 1 2 . 3  4

One of the problems in this organization Is that individuals 
won’t take responsibility.

147. Now 1 2 3 4
148. Before the ESOP i 2 3 4

In this organization the rewards and encouragements you get 
usually outweigh the threats and criticism.

149. Now 1 2 3 4
150. Before the ESOP i , 2 3 4

There is not enough reward and recognition given in this 
organization for doing good work.

151. Now 1 2 3 ,4
152. Before the ESOP 1 2  3 4

A friendly atmosphere prevails among the people In this 
organization.

153. Now 1 2 3 4
154. Before the ESOP i 2 3 4

People in this organization tend to be cool and aloof toward 
each other.

155. Now 1 2  3 4
156. Before the ESOP i 2 3 4

There Is a lot of warmth in the relationships between 
management and workers In this organization.

157. Now 1 2 3 4
158. Before the ESOP i 2 3 4
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THE FOLLOWING REMAINING QUESTIONS 0 0  NOT 
REQUIRE A “NOW” AND "BEFORE THE ESOP” ANSWER.

il

Î Î I i i
To what extent do  you think each of thefoliowing In fluence
management's decision to Implemmt your company’s  ESOR?

159 . Financial interest of the company^ rÿ1-̂i -zl '3# W -J
160. Financial interest of the employees ,%  #

i:i - ai si -4l , Ss
161. Other (P lease specify on answer sheet #2, question (

I i| I i  I
To what extent do  you think the ESOP provides a valuable 
b .n .m io . :  a  M  W  , . i

162. The com pany ^  ^  ÿ |  j

163. The majority of employees in general  ̂ / j

164. You personally J

4  M  .4
165. To what extent do you think themajority of employees 

understand the way the ESOP affects them personaliy?
.,2j

PLEASE ANSWER THE FOLLOWING REMAINING 
QUESTIONS ON ANSWER SHEET #2.

166. What do you like best about the ESOP?

167. What do you like least about the ESOP?

168. What a sp ec ts , if any, are there about the ESOP you 
are uncertain or would like to have more information?

169. if you had a question about the ESOP, to whom would 
you go to  get an answer?



APPENDIX 3

BEHAVIORAL VARIABLES AND CORRESPONDING QUESTION NUMBERS

V ariab le

O rg an iza tio n a l 
Clim ate_______

Id e n t i ty

R e sp o n s ib ility

Communication
Flow

D ecision  Making 
P ra c tic e s

Group Process

Employee
M otivation

M anagerial
Leadership

Support

Goal Emphasis

Work
F a c i l i t a t io n

In te ra c t io n
F a c i l i t a t io n

Peer
Leadership 

Support 

Goal Emphasis 

Work
F a c i l i t a t io n

In te ra c t io n
F a c i l i t a t io n

S cale
Now-Before

Q uestion  Numbers 
"Now"

Q uestion Numbers 
"Before ESOP"

1 -2

3-4

5-6

7-8

11-12

13-14

15-16

17-18

19-20

21-22

23-24

25-26

27-28

29-30

I ,  3 , 5 , 17 

143, 145, 147

I I ,  13, 15

55, 57 , 59, 61

115, 117, 119, 
121, 123, 125

135, 139, 141

65, 67, 69 

71, 73, 75

77, 79, 81

83, 85

93, 95, 97 

99, 101

103, 105, 107

109, 111, 113

2, 4 , 6 , 18 

144, 146, 148

12, 14, 16

56, 58, 60, 62

116, 118, 120, 
122, 124, 126

136, 140, 142

66, 68, 70 

72, 74, 76

78, 80, 82

84, 86

94, 96, 98 

100, 102

104, 106, 108

110, 112, 114

133
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Scale Q uestion Numbers Q uestion Numbers
V ariab le  Now-Before "Now"______  "Before ESOP"

Perceived
B enefit 31 163, 164

Perceived
U nderstanding VI65 165 —



APPENDIX 4

INDIVIDUAL COMPANY FINANCIAL PERFORMANCE DATA

Company A

1973-74 1974-75 1975-76 ESOP 1976-77

S ales  Growth (%) 20 5 54 35

Earnings Growth (%) -50 88 -19 173

1973 1974 1975 1976 1976

E arn in g s /S a les (%) 26 11 20 10 21

E a rn in g s /C ap ita l (%) 
(ROD

57 20 29 21 43

Company B

1973-74 1974-75 ESOP 1975-76 1976-77 1977-78

S ales Growth 19 -3 24 22 17 (e s t)

E arnings Growth 43 -81 466 11 Unknown

1973 1974 1975 1976 1977 1978

E arn in g s/S a les 2 2 .3 1.8 1 .6 Unknown

E a rn in g s /C a p ita l (ROI) 62 83 19 56 50 Unknown

Company C

1972-73 1973-74 ESOP 1974-75 1975-76 1976-77

S a les  Growth 30 34 7 -28 28

Earnings Growth 72 244 -7 -73 78

1972 1973 1974 1975 1976 1977

E arn in g s/S ales 1 .8  2 .4  6 .2 5 .4 2 2.8

E a rn in g s /C a p ita l (ROI) 13.8  21.3 56.4 35.8 8 .7 13.6

135
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Company D

Sales Growth 

Earnings Growth

E arn ings/S ales 

E a rn in g s /C ap ita l (ROI)

Company E

Sales Growth 

Earnings Growth

E arn ings/S ales

1973-74 1974-75 ESOP 1975-76 1976-77

75 18

19 -45

1973 1974 1975

13

30

9

30

4

16

46

8

1976

3

15

35

160

1977

6

32

1972-73 1973-74 1974-75 ESOP 1975-76 1976-77

1972 1973 1974 1975

Not
E arn in g s/C ap ita l (ROI) A v ailab le 46

3

30

1976

3

24

1977

1

13

Company F

Sales Growth

Earnings Growth

E arn ings/S ales 

E am in g s/C ap ita l (ROI)

1972-73 1973-74 ESOP 1974-75 1975-76 1976-77

9.6  3 .4

17.4 -47

1972 1973 1974

14.6 15.6 7.9

49.6 49.4  25.4

16.8 3 1 .6  17.3

3 8 5 .8  75.4

1975 1976 1977

7 10 .7  16

45.1 54 .7  68.3



Appendix 5

B rie f  Background on ESOP Companies

A. E s tab lish e d  in  1962. One o ff ic e  on th e  West Coast. Produces a n t i ­

serums fo r  s a le  to  h o s p i ta ls ,  la b o ra to r ie s ,  re se a rc h  groups and 

u n iv e r s i t i e s .  S erv ice  a re a  i s  worldwide. Employee types range 

from w hite  c o l la r  s a la r ie d  o ff ic e  w orkers to  hourly  paid  "ranch 

hands" who manage l iv e s to c k .

B. E s ta b lish e d  in  1938. One of two o f f ic e s  in  two Southwestern s t a t e s .

A f u l l  s e rv ic e  a d v e r tis in g  and p u b lic  r e la t io n s  firm  serv ing  a l l

ty p es of c l i e n t s .  S e rv ice  area i s  two s t a t e s .  Employees are  a l l  

o f f i c e  workers in c lu d in g  ex ecu tiv es , s e c r e ta r ie s ,  w r i te r s ,  a r t i s t s  

and o th e r  agency p e rso n n e l.

C. E s ta b lish e d  in  1949. One o f f ic e  in  N orthw estern s t a t e .  Manufac­

tu r e r s  re p re s e n ta tiv e  fo r  sev e ra l l in e s  of h y d rau lic  and pneum atic

equipm ent. S erv ice  a re a  i s  p a r ts  of fo u r N orthw estern s ta te s .

Most employees a re  o f f ic e - ty p e  w orkers, b u t in c lu d e  th re e  m echanics

and two hourly  workers in  shipping departm ent.

D. E s ta b lish e d  in  1956. O ffices  s c a tte re d  throughout th e  world w ith

home o f f ic e  in  Southw estern s ta te .  G eotechnical/Foundation  en g i­

n ee rin g  firm  th a t  t e s t s  s o i l  samples fo r  b u ild in g  s i t e s .  S e rv ic e  

a re a  i s  worldwide. Employees range from b lu e  c o l la r  u n sk ille d  

m aintenance employees to  engineers to  o f f ic e  personnel to  to p - le v e l  

e x e c u tiv e s .

E. E s ta b lish e d  in  1945. O ffices  in  fo u r Midwestern s t a t e s .  W holesale

e l e c t r i c a l  components su p p lie rs  se rv in g  u t i l i t i e s ,  g en era l c o n tra c ­

t o r s ,  and government ag en c ies . S erv ice  a re a  i s  e leven  s ta t e s .
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Employees range from b lu e  c o l la r  warehouse w orkers to  w hite  c o l la r  

o f f ic e  personnel.

F. E s ta b lish e d  in  1889. O ffices  in  two Southw estern s ta t e s .  F u ll  

s e rv ic e  insu rance agency fo r  a l l  types of coverage. S erv ice  a rea  

i s  two s ta te s .  Employees a re  a l l  w h ite  c o l la r  o f f ic e - ty p e  rang ing  

from s e c re ta r ie s  to  salesm en to  top le v e l  e x e c u tiv e s .

G. E s ta b lish ed  1967. One o f f ic e  in  W estern s t a t e .  T ire  d i s t r ib u to r s  

and m anufacturers o f r e t re a d  t i r e s  fo r  autom obiles and tru c k s . 

S erv ice  area  i s  n o rth e rn  p o rtio n  o f W estern s t a t e .  Employees range 

from b lu e -c o l la r  u n s k il le d  la b o re rs  to  f a i r l y  s k i l l e d  a ssem b ly -lin e  

w orkers to  w hite  c o l la r  o f f ic e  perso n n e l and ex ecu tiv es .
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APPENDIX 6

RESEARCH RESULTS FOR ALL VARIABLES' CHANGE MEASURES

V ariab le  No.
Sample

Size

Mean
"Before

ESOP"

Standard
D eviation

"Before
ESOP"

Mean
"Now"

Standard
D eviation

"Now"
T

Value P ro b a b ility

1-2 141 3.33 .89 3.42 .89 1.12 .27

3-4 143 3.32 .96 3.38 1.04 .83 .41

5-6 134 3.25 .89 3.32 .91 .98 .33

7-8 138 3.16 .97 3.31 1.03 2.21 .03

9-10 136 3.32 1.09 3.50 1.04 2.35 .02

11-12 140 2.44 1.08 2.46 1.14 .35 .73

13-14 137 2.99 1.12 3.06 1.14 1.38 .17

15-16 134 3.06 1.08 3.11 1.10 .82 .42

17-18 133 4.05 .97 4.06 .97 .12 .91

19-20 134 3.14 .95 3.18 .88 .60 .55

21-22 134 3.87 1.09 4.04 1.02 3.15 .00

23-24 132 3.86 1.14 3.92 1.11 .96 .34



APPENDIX 6—Continued

V ariab le  No.
Sample

S ize

Mean
"Before

ESOP"

Standard
D eviation

"Before
ESOP"

Mean
"Now"

Standard
D eviation

"Now"
T

Value P ro b a b ili ty

25-26 135 3.99 .95 3.98 .99 -  .24 .81

27-28 134 3.96 1.08 3.93 1.10 -  .63 .53

29-30 135 3.05 1.19 3.13 1.28 1.37 .17

31-32 135 3.55 1.17 3.63 1.18 1.35 .18

33-34 134 3.28 1.23 3.23 1.24 -  .71 .48

35-36 134 3.66 1.11 3.61 1.16 — . 80 .43

37-38 135 3.73 .83 3.80 .79 1.25 .21

39-40 135 3.57 .89 3.56 .90 -  .29 .77

41-42 134 3.31 .96 3.31 .95 .0 1.00

43-44 135 3.01 1.20 3.06 1.22 .93 .36

45-46 134 2.97 1.20 3.07 1.20 1.79 .08

47-48 131 2.71 1.05 2.66 1.08 -1 .1 4 .26

49-50 131 4.09 .95 4.08 .98 -  .35 .73

o



APPENDIX 6“ Contlnued

V ariab le  No.
Sample

S ize

Mean
"Before

ESOP"

S tandard  
D eviation  

"Before 
ESOP"

Mean
"Now"

Standard
D eviation

"Now"
T

Value P ro b a b ility

51-52 130 2.08 .99 2.10 1.03 .50 .62

53-54 131 3.03 1.00 3.02 1.08 -  .21 .84

55-56 133 2.36 1.25 2.34 1.27 -  .58 .57

57-58 133 3.09 1.09 3.11 1.16 .54 .59

59-60 137 2.48 .97 2.55 1.07 1.38 .17

61-62 134 2.66 1.07 2.66 1.13 .19 .85

63-64 134 2.73 1.02 2.73 1.08 .0 1.00

65-66 135 3.98 .99 4.07 .94 2.30 .02

67-68 135 3.76 1.08 3.79 1.05 .63 .53

69-70 133 3.86 1.03 3.89 1.05 .54 .59

71-72 134 3.68 1.07 3.64 1.12 -  .69 .49

73-74 135 3.88 .86 3.81 .96 -1 .3 9 .17

75-76 134 3.88 1.13 3.86 1.20 -  .37 .71

I



APPENDIX 6— Continued

V ariab le  No.
Sample

Size

Mean
"Before

ESOP"

Standard
D eviation

"Before
ESOP"

Mean
"Now"

Standard
D ev iation

"Now"
T

Value P ro b a b ility

77-78 131 3.08 .95 3.02 1.01 -1 .1 5 .25

79-80 133 3.14 1.02 3.08 1.11 -1 .0 9 .28

81-82 132 3.22 .99 3.23 1.05 .14 .89

83-84 133 3.35 1.11 3.39 1.13 .93 .36

85-86 133 3.17 1.14 3.20 1.16 .67 .51

87-88 133 3.77 1.04 . 3.86 1.06 1.65 .10

89-90 133 3.80 .98 3.80 1.02 .0 1,00

91-92 132 3.03 1.20 3.10 1.26 1.08 .28

93-94 135 4.01 .90 4.03 .91 .45 . 66

95-96 134 3.72 .96 3.79 .93 1.29 .20

97-98 133 3.62 .98 3.71 .95 1.88 .06

99-100 132 3.19 1.15 3.28 1.14 1.97 .05

101-102 132 3.67 .88 3.71 .91 .73 .47



APPENDIX 6— Continued

V ariab le  No.
Sample

Size

Mean
"Before

ESOP"

Standard
D eviation

"Before
ESOP"

Mean
"Now"

Standard
D ev iation

"Now"
T

Value P ro b a b ility

103-104 135 3.19 .96 3.19 1.03 -  .07 .95

105-106 135 3.74 .86 3.80 .88 1.38 .17

107-108 134 2.01 .80 2.04 .89 .51 .61

109-110 132 3.16 1.13 3.25 1.12 2.08 .04

111-112 132 2.97 1.20 3.05 1.22 1.78 .08

113-114 134 3.42 1.01 3.54 1.02 2.58 .01

115-116 134 3.10 .98 3.22 1.00 2.91 .00

117-118 134 3.37 .92 3.51 .87 2.66 .01

119-120 134 3.09 1.04 3.25 1.02 3.45 .00

121-122 133 3.86 .93 3.90 .90 1.14 .26

123-124 133 3.95 .86 4.02 .81 1.91 .06

125-126 133 3.82 .94 3.92 .93 2.04 .04

127-128 132 2.99 1.24 2.95 1.23 -  .96 .34

■p-to



APPENDIX 6— Continued

V ariab le  No.
Sample

S ize

Mean
"Before

ESOP"

Standard
D eviation

"Before
ESOP"

Mean
"Now"

Standard
D ev iation

"Now"
T

Value P ro b a b il i ty

129-130 133 4.01 1.00 4.09 .93 1.55 .12

131-132 132 3.47 .88 3.55 .89 1.78 .08

133-134 136 3.20 .96 3.26 .99 1.16 .25

135-136 135 3.74 .86 3.80 .88 1.38 .17

137-138 134 2.01 .80 2.04 .89 .51 .61

139-140 134 3.59 .79 3.63 .75 .96 .34

141-142 134 2.56 .74 2.64 .80 2.33 .02

143-144 131 2.69 .82 2.74 .89 1.62 .11

145-146 132 2.41 .81 2.41 .88 .0 1.00

147-148 132 2.73 .86 2.79 .87 1.96 .52

149-150 124 2.28 .99 2,31 1.04 .69 .49

151-152 130 2.24 .95 2.24 1.00 .0 1.00

153-154 130 1.83 .81 1.83 .86 .0 1.00

(-*-C'



APPENDIX 6— Continued

V ariab le  No.
Sample

Size

Mean
"Before

ESOP"

Standard
D ev iation

"Before
ESOP"

Mean
"Now"

Standard
D ev iation

"Now"
T

Value P ro b a b ility

155-156

157-158

129

129

3.03

2.49

.96

.92

3.03

2.43

.97

.97

.0

-1 .15

1.00

.25

gUi


