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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: Dr. Larry K. Michaelsen

The primary purpose of this research was to investigate the relation-
ships between adoption of ESOP and measures of financial performance,
employee motivation, peer leadership and group processes, and the extent
to which these variables are conditioned by changes in managerial leader-
ship and organizational climate. The primary questions the study
attempted to answer were:

1. What are the relationships between the introduction of an ESOP
and financial performance, employee motivation, peer leadership
and group process measures of firms?

2. What are the strengths of relationships between 1) changes in
managerial leadership and organizational climate and 2) changes
in employee motivation, peer leadership and group processes
following ESOP adoption?

Additional inquiry focused on the relationships between 1) the extent to
which employees perceived ESOP as a valuable benefit and understood its

affect on them and 2) the behavioral dependent variables mentioned above
in Questions 1 and 2.

The subjects were 242 employees from seven American firms located
in California, Missouri, Nebraska, Texas and Washington representing
seven different industries. Financial performance data were obtained
from these firms and each employee completed a survey questionnaire
developed to solicit employee perceptions of the organizational environ-
ment prior to and following the adoption of ESOP.

The results were analyzed by utilizing Pearson correlation coeffi-
cients, the Student's t test and Multiple regression analysis at P < .05,
No significant changes in financial performance were exhibited in two
years following the adoption of ESOP. There were significant positive
changes in employee motivation, peer interaction facilitation and group
processes following ESOP adoption. Measures of peer support, peer goal
emphasis and peer work facilitation exhibited positive changes approach-
ing significance, but failed to achieve statistical significance at P <

.05. There were no significant changes in any of the measures of
managerial leadership or organizational climate following ESOP adoption.
However, there were significant positive relationships within the sample

vii



between changes in 1) managerial leadership and organizational climate
and 2) changes in employee motivation, peer leadership and group pro-
cesses. The data suggested that a substantial proportion of the vari-
ance that occurred in terms of changes in employee motivation, peer
interaction facilitation and group processes could be explained by
concurrent changes in managerial leadership and organizational climate,
but a significant proportion of the variance in the dependent behavioral
variables appeared to be directly related to ESOP adoption.

The most significant conclusions of this study suggestad that com-
panies wishing to achieve maximum levels of employee motivation and peer
group performance must 1) provide positive and supportive managerial
leadership and a favorable organizational climate, 2) provide employees
the opportunity to own "a piece of the action" through an ESOP and
3) make sure that the ESOP is completely, clearly and effectively com-
municated to the employees with regard to what it is, what it can do for
them and the critical importance of their united effort to make the
company a success for everyone.
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THE IMPACT OF EMPLOYEE STOCK OWNERSHIP PLANS ON INDIVIDUAL
MOTIVATION, PEER GROUP BEHAVIOR AND

ORGANIZATIONAL PERFORMANCE
CHAPTER 1
INTRODUCTION

Bring on those tired, labor-plagued, competition-weary companies,
and ESOP will breathe new life into them. They will find ESQP
better than Geritol. It will revitalize what is wrong with cap-
italism. It will increase productivity. It will improve labor
relations. It will promote economic justice. It will save the
economic system. It will make our form of government and our
concept of freedom prevail over those who don't agree with us
(Burck, 1976, p. 129).

This somewhat overblown rhetoric delivered by Senator Russell B.

Long, Chairman of the Senate Finance Committee, to an attentive audience

of tax experts doubtless was used somewhat in jest. Much the same

rhetoric was used, however, in a Minnesota law encouraging the use of

ESOP, suggesting the essential seriousness expounded by the glib states-

man (Minnesota Statutes, 1973). Long's statement also suggests the
panacean nature which has been attributed to ESOP and refers to some

specific elements upon which this study focuses.

Extensive access to and ownership of property is a foundation stone

of the American economic system. The last several decades have witnessed

the growth of many institutions designed to assist American citizens in

acquiring and protecting property of different types. The Homestead

Acts, Federal Deposit Insurance Corporation, credit unions, cooperatives,
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and aid to small and minority business enterprises are developmental
examples of efforts to broaden ownership of property among the average
citizenry (Conte and Tannenbaum, 1977, Note 1).

Employee Stock Ownership Plans (hereafter referred to as ESOP) are
one of the most recent variations to emerge in this development of
expanding ownership. An ESOP enables employees to acquire up to 100 per
cent of the equity of the firm for which they work, which increases their
real property ownership as individuals.

"With an ESOP, the company provides shares of stock to the employees,
instead of cash, and can deduct as an expense an amount equal to the
fair market or derived value of the stock. This reduces the company's
income taxes and shifts more ownership of the company to employees,
providing them a greater stake in the productivity and p;ofitability of
the organization.

Transfer of ownership is accomplished by an Employee Stock Owner-
ship Trust (ESOT), which is the heart of the ESOP. The stock contributed
to the employees goes into the ESOT, which administers individual
accounts for each participating employe=s. Stock is allocated and vested
according to certain company formulas. Dividends may be distributed to
individual accounts or added to the wvalue of non-allocated stock in the
trust. Voting rights for the stock may be assigned to a board of
trustees appointed by the company (which is usually the case) or passed
through to employees as they are vested. Companies that take advantage
of an additional 1 percent investment tax credit afforded by ESOP adop-

tion are required to pass through voting rights to employees.
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Upon termination of employment or retirement, an employee can take
possession of his stock, sell it back to the company or attempt to sell
it on the open market. Some ESOPs contain a right of first refusal on
stock ex-employees are wishing to sell, so as to control divestiture of
ownership.

In spite of the increased emphasis and interest in expanding owner-
ship in general, and ESOP in particular, the majority of ESOP literature
deals with the pros and cons of ESOPs as financing tools, how to imple-
ment an ESOP, or general descriptions of companies' experiences with
ESOP. Very little empirical research has been conducted to determine
relationships between ESOP and organizational climate, behavior and per-
formance.

ESOPs are also corporate financing tools utilized for new corporate
capital formation and expansion. Indeed, most of the controversy and
literature surrounding ESOP has involved the leveraged variety of ESOPs
which allows companies to finance growth with pre-tax earnings, both
principal and interest being deductible. This study primarily is con-
cerned with the former aspect of ESOP, but does not wish to diminish

the importance and significance of the latter.

Statement of the Problem

Adoption and implementation of ESOPs are expensive because of man
hours, resources and legal assistance required. Current literature
surveys suggest that an estimated 1000-1500 companies representing numer-
ous industries have adopted ESOP (Koepnick, 1975). For the most part,

ESOPs have been accepted as desirable and expected to improve



employee motivation and peer group performance since they provide
the employees "a piece of the action." To date, howaver, the impact
of ESOP has not been empirically tested in a wide or even limited range

of firms.

Objectives of the Study

The primary objective of this study was to investigate the rela-
tionship between ESOP and organizational performance, behavior and
climate for several different types of American firms. Secondary
objectives included:

1. To determine if firms exhibit significantly improved
organizational performance (as measured by several generally
accepted performance measures) after an ESOP is
adopted.

2. To determine if employee motivation, peer leadership and
group processes measures significantly improved following
adoption of ESOP.

3. To determine the strengths of relationships between 1) changes
in managerial leadership and organizational climate and
2) changes in employee motivation, peer leadership and group

processes.

Organization of the Dissertation

Subsequent chapters of the dissertation are organized in a system=-
atic manner to accomplish the above objectives by (1) discussing rele-
vant literature pertaining to ESOP, (2) describing the scope and details

of the entire project, (3) presenting results and conclusions of the
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statistical analysis of the collected data, and 4) providing practical
implications for business organizations and making suggestions for
future refined research in the topical area.

Chapter II provides a survey of the relevant literature pertaining
to ESOPs. Comparisons are made with profit sharing plans, advantages
and disadvantages of ESOPs are presented, related empirical studies are
discussed and results of a "pioneering" ESOP study are provided as an
impetus for the present study.

Chapter III presents the research model and hypotheses and discusses
the scope of the study, performance measures, development of the survey
instruments, data collection procedures and methods of data analysis.,

Chapter IV presents the statistical results of the research data.

Chapter V provides a summary, conclusions and implications of the
research findings for management and suggests recommendations for future

ESOP research.



CHAPTER II

SURVEY OF RELEVANT LITERATURE

This chapter delineates the differences between profit sharing plans
and ESOP. It traces the evolution of employee ownership from "direct"
to "beneficial" type plans and describes recent legislation and other
catalytic elements that have contributed to the surge in ESOP adoption
in American firms. Potential organizational advantages and disadvantages
of ESOP are cited and the relationship of ESOP to employee motivation is

discussed at length.

Profit Sharing Plans: A Brief Overview

It has long been thought that employees who feel that they own a
"piece of the action" will be motivated to be more productive and com-
mitted to the organization's objectives. Profit sharing plans were one
of the first attempts to generate and develop this employee devotion and
performance.

The earliest formal records of profit sharing plans date back to
nineteenth century France (Pigors and Myers, 1977, p. 373). The
International Cooperative Congress in 1897 formulated the first precise
definition of a profit sharing plan: "An agreement freely entered into,
by which the employees receive a share, fixed in advance, of the profits"
(Schloss, 1898, p. 242). Today there are over 100,000 IRS approved
profit sharing plans in the United States (Metzger & Colletti, 1971,

P. 28).
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There are two basic types of profit sharing plans: (1) cash, or
current distribution and (2) deferred, or trust distribution. Cash plans
usually distribute monetary benefits to the employee participants at the
end of each year if the company realizes a profit or saves on expenses.
Deferred plans place the profits each year into a trust fund and the
benefits are distributed upon employee retirement or in the event of
death or disability. Some companies combine these two types of plans
and distribute some cash each year while placing the remaining profits
into trust (French, 1974).
Advocates of profit sharing contend that it:
1. effects an increase in productive efficiency through reducing
costs and increasing output
2. improves employee morale and reduces labor management strife
3. provides for employee security in the event of death, retire-
ment or disability
4. constitutes a mechanism of employee economic education
5. reduces turnover
6. improves public relations

7. draws labor and management closer together

Delineation of Profit Sharing Plans and ESOP:

An Illustration

Most authors include ESOP into their general discussion of incentive
systems, drawing no significant distinction between profit sharing plans
and ESOP. It is the contention of this author that the two are not

identical and that the "ownership" factor significantly differentiates
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ESOP from profit sharing plans and even some aspects of "direct" stock
plans (which will be described later). The following example will
attempt to clarify the difference to the reader.

When an individual rents an automobile for use, he is not likely to
care for it as well as he would his own automobile. For example, he
probably will not be as careful about avoiding potholes in the road,
rubbing tires against the curbing when parking, driving fast over bumpy
dirt roads, spilling food or drinks on the upholstery or parking close
to another car where an opened door car scratch the paint.

However, if an individual must pay for the gasoline used in the
rented car, he probably will want to purchase the most inexpensive
gasoline and obtain the most economical mileage from the automobile
because that money comes out of his pocket as a variable expense.
Therefore, if he is economy-minded he most likely will not "rev" or
"goose" the engine or drive at excessively high rates of speed which
consume more gasoline. He also will choose the most direct routes to
save mileage charges (if there are any) and to reduce gasoline consump-
tion and expense.

When a person owns his automobile, he, as well as the one who rents,
will be concerned about gasoline and mileage expenses. However, he will
in addition be concerned about avoiding potholes, driving slower on
bumpy dirt roads and in general eliminating all actions such as those
mentioned above which would have a destructive effect on his automobile.

Profit sharing is analogous to being careful with the gasoline and
mileage expenses. If employees are economical with materials and work

efficiently, they can help the company increase profits (get better
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mileage and reduce gas consumption) and therefore receive some percentage
of that gain in cash or other benefits (keep more money in the pocket by
spending less on gas and mileage).

Being economical and getting good gas mileage, however, is not the
same as ovning the automobile and does not provide the same psychological
attachment and care for the car as does actually owning the vehicle.
Likewise, this author contends that profit sharing is not the same as
owning the organization and does not provide the same psychological

attachment for the company as an ESOP has the potential to do.

Employee Ownership: An Evolution

While profit sharing plans have abounded in number and diversity,
they certainly have not been the "panacea" many had hoped for and
expected. Many companies with profit sharing plans experience the same
problems of motivation, loyalty and commitment to corporate goals as do
firms without profit sharing plans. Meanwhile, for many years there has
been a steadily progressing movement among substantial numbers of firms
wherein actual ownership is transferred to the employees; or, using our
illustration, they are giving the car to the employees instead of just
encouraging economical. driving. Granted, the percentage of ownership
among employees to date is very small; nevertheless, it is increasing
significantly and has the potential for rapid expansion with future legis-

lative and managerial developments.

Direct Stock Plans
Most '"direct" stock plans are established whereby employees can buy

stock directly from the company at a reduced rate or management gives



10

the stock directly to the employees as a bonus or gift, with or without
any relationship to profits or earnings of the employee. The employee
owns shares of stock in the company just like any other stockholder in
a joint stock company.

A National Industrial Conference Board (NICB) survey reported that
389 firms in which a large proportion of the stock was directly owned by
employees were established in the United States by 1928 (NICB, 1928).
"It is estimated at the present time (1928) that upwards of a million
recipients of wages of salaries in the United States . . . own or have
subscribed for over one billion dollars' worth of securities of the
companies by which they are employed" (NICB, 1928, p. 71).

Interestingly, the NICB researchers ascertained that there were
five basic reasons company management offered securities to employees:

1. As a reward for service |

2. To stimuiate interest in the company

3. To encourage thrift

4. To secure increased capiﬁal

5. Imitation or fashion

Two years prior to the NICB published report, a group of academi-

cians and businessmen published a book entitled Profit Sharing and Stock

Ownership for Employees (James, et al., 1926). This was a follow-up

investigation on an earlier work and sought to analyze the scope of
profit sharing and stock ownership for employees, to determine the limi-
tations and results which might be expected from the use of either or
both plans and to discover the most effective ways of applying the profit

participation incentive to all company employees. Commenting on the
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various purposes for establishing 'stock purchase schemes" or "stock
bonus schemes,'" the authors pen the following remarks:

There is a great diversity of purpose, and especially of the

minor or incidental purposes, in these schemes. Some plans have

been installed with the sole purpose of securing greater interest
in the company and more loyal effort from the group to which the

stock was sold. Other plans were started because there was a

demand on the part of the employees for an opportunity to invest

in the stock of the company and the directors did not see any

harm in it (James, et al., 1926, p. 71).

One of the best known companies cited in this report was the Dennison
Manufacturing Company, a firm in which a large part of the stock was
owned and the entire organization was managed by the employees. In 1911
all the outstanding common stock of the company was called and reissued
as nontransferable common stock to 200 management employees. In 1917,
Dennison initiated a profit sharing plan and by 1919, all employees who
had been with the company at least .two years shared in profits.
"Managerial industrial partners' received voting stock and "employee
industrial partners" received non-voting stock. Dividends on both
classes of securities were paid to the individual employees in cash.
Dividends could not exceed one-half the net profits after preferred
dividends were paid (NICB, 1928, p. 22-23).

Dennison distributed to his employees the stock and profits of the
company and should be recognized as an early pioneer in initiating and
developing the concept of employee ownership.

Most of the men and women who sell and make Dennison goods are

like partners sharing in both management and profits. The con-

trol of the company is wholly in the hands of those who are daily

connected with its interests; those who are only investors have
no voice in its affairs (James, et al., 1926, p. 260).
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Beneficial Stock Plans

"Beneficial" stock plans have been labeled such by financial writers
because the employees "benefit" without having to outlay money for com—
pany stock. Stock is allocated to them on a regular basis through a
trust according to some company formula. The stock may or may not
possess voting rights and the employees do not take actual possession of
the stock until termination or retirement.

The beneficial stock plan concept has existed since the 1930's and
there have been legislative provisions in the Internal Revenue Code
permitting qualification of such plans since 1942. Prior to 1973,
however, their role in U. S. industry was rather insignificant, with an
estimated fewer than 500 beneficial stock plans operational as compared

to over 100,000 approved deferred profit sharing plans (Todd, 1974).

Employee Stock Ownership Plans
The beneficial stock plan concept developed increased interest with
the passage of two important pieces of legislation in 1974. It was
during this period that beneficial stock plans came to be known and pop-
ularized as "ESOP" and this fashionable term was incorporated into these
legislative acts:

1. The Employee Retirement Income Security Act (ERISA) of 1974,
exempted ESOP from diversification of investment requirements
and provided them with some additional exclusive benefits.

With the passage of this act, the only type of trust which may
legally accommodate large amounts of investment by employees

in their company's stock is the ESOT.
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2. The Tax Reduction Act (TRA) of 1975 was perhaps the most
important legislation affecting ESOP. It increased the
investment tax credit to 10 percent for 1975 and 1976, and
allowed an additional 1 percent credit for corporations
adopting ESOP (Reum, 1976).

The acknowledged "Father" of ESOP, and the person most responsible
for the expansion and popularity of the term and concept, is Louis Kelso,
San Francisco attorney, investment banker and lay economist (Reade, 1974).

Kelso has long been a proponent for broadening stock ownership with
ESOP as the major vehicle to accomplish this goal. He has long believed
that the Keynesian economic doctrine of full employment as the prescrip-
tion for national prosperity has failed and is impractical. Kelso
argues that no laborer gets rich by working on a job and that labor
accounts for a steadily diminishing percentage of production in our
society. '"With rare exception, it is capital that produces affluence,
while labor, in a free market, can at best normally produce only sub-
sistence" (Burck, 1976, p. 131). The label Kelso employs to this
critique of labor and capital is his "two-factor theory of economics."

The heart of Kelso's two-factor theory emphasizes that whoever owns
the capital, tools and machines of production obtains real wealth.

The only way to close the chronic gap between production and

consumption . . . is not through heavy taxing and government

spending--as the Keynesians claim--but by providing job holders

the chance to own, not existing assets, but newly formed ones

which stem directly from capital expansion (Thomas, 1975, p. 5).

Kelso contends that ESOPs turn workers into capitalists, broaden

wealth without taking away from the rich to compensate the poor, and

will broaden the tax base because of growing wealth and will generate
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greater government revenues in the long run (Thomas, 1976).

For many years Kelso's ideas and convictions remained dormant, but
in the last several years numerous factors relating to the deterioration
of the U. S. economy have sparked a dramatic increase in interest in
ESOP. These factoxrs include the stock market decline which has made it
difficult for businesses to raise capital through sale of securities,
tight money conditions, inflation, discoveries of ESOP by life insurance
companies as a favored method for the sale of life insurance and, as
already cited, legislation favoring ESOP, the latter resulting largely
from Kelso's pioneering efforts. Im 1973 he influenced Senator Russell
Long, Chairman of the Senate Finance Committee, to push for legislation
favoring ESOP. Through Kelso and Long's efforts the ESOP method of
broadening corporafe ownership among employees received encouragement in
additional significant pieces of legislation:

1. The Regional Rail Reorganization Act of 1973, authorized

Consolidated Rail Corporation to investigate the possibility
of ESOP financing.

2. The Foreign Trade Act of 1974, provided a $1 billion federally
guaranteed loan program through the Department of Commerce to
guarantee up to 25 percent of loans by conventional lenders to
companies in areas hurt by foreign competition that adopted an
IRS approved leveraged ESOP.

3. The Tax Reform Act of 1976 extended the 1 percent ESOP tax
credit through 1980, and created an additional tax credit of
up to one-half of 1 percent to the extent that it is matched

by employee contributions. This would mean a 12 percent tax
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credit for companies that contribute the extra allowance to
an ESOP. However, because the companies must pass through full
voting rights to employees having shares in the ESOP, most
companies are not yet claiming the bonus 2 percent tax credit.
Most companies still seem hesitant about giving employees
voting rights which result in loss of management control. The
bonus can result in millions of dollars of savings for some
companies--a fact which may eventually alter their philosophy

on this matter (Sullivan, 1977; U.S. News and World Report,

August 16, 1976; Newsweek, September 13, 1976; Harris,
1975).

Among other bills that Kelso, Long and others on Capitol Hill are
pushing is the Accelerated Capital Form#tion Act, which would remove
employer limitations on contributions to an ESOP and make dividends paid
on ESOP-held stock tax deductible to employers. The passage of that act
could create a snowballing effect for ESOP (Burck, 1976, p. 60).

The interaction of these environmental factors and rigorous efforts
by Kelso, Long and others has given rise to a dramatic growth in ESOP
since 1974. Estimates range from 1500 plus new plans since 1974, with

one writer suggesting a growth rate of 10 new ESOPs a day (Benzer, 1975).

Similarities With Profit Sharing Plans
An ESOP is essentially one form of qualified retirement plan,
similar in several respects to qualified profit-sharing plans. The
Employee Retirement Income Security Act (ERISA) of 1974, defines ESOP

in the following terminology:
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The term "employee stock ownership plan'" means an individual

account plan (A) which is a stock bonus plan which is qualified,

or a stock bonus plan and money purchase plan both of which are

qualified under Section 401 of the Internal Revenue Code of 1954,

and which is designed to invest primarily in qualifying employer

securities, and (B) which meets such other requirements as the

Secretary of the Treasury may prescribe by regulation.

ERI?A defines '"qualifying employer securities' as either company stock
or a marketable debt instrument, such as a bond. The stock may be
voting, non~voting, preferred or common. The requirement that invest-
ment be "primarily" in qualifying employer securities is still a question
of interpretation. Some legal authorities are assuming that "primarily"
is defined as over one-~half, which would still allow up to 49 percent
for other investments, such as life insurance or other company stock.
The proposed Javits—Humphrey legislation is attempting to restrict ESOP
to holdings of no more than 30 percent of its assets in company stock,
thus encouraging broader investment. However, most ESOPs currently are
investing 90-95 percent in employer stock (Reum, 1976).

ESOPs are in the same family as pension, profit sharing and stock
bonus plans. However, they are qualitatively different from these other
types of plans in concept and application. "Because of its inherent
flexibility, . . . ability to facilitate and enhance corporate growth
. « . and separate status under the Pension Reform Act, the ESOP possesses
an assortment of unique advantages not possessed by other qualified
plans . . . (and) is destined to become an increaéiﬁgly popular form of
employee benefit plan' (Menke, 1975, p. 31).

Since ESOP and profit sharing plans possess several similarities it
will be helpful to compare their important likenesses and differences.

Among the basic similarities between ESOP and profit sharing plans are

the following:
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Both are qualified plans under Ipternal Revenue Code 401(a)
with identical rules for eligibility, vesting and nondiscrim-
ination. This means employer contributions are deductible when
made, trust earnings are tax—exempt and participants are not
taxed until their benefits are actually distributed to them.
All full-time employees must be eligible after age 25 and one
year of service, and a participant's vesting rights must
satisfy one of three statutory requirements.
Both use individual accounts for participants for the alloca-
tion of employer contributions. These allocations normally are
distributed in proportion to employee compensation.
Both permit annual variations in the amounts to be contributed
by the employer. Contributions to both may be made dependent
on profits.

Both permit a maximum deduction by the employer for contribu-

tions to the plan of 15 percent of payroll, with up to 25 percent

for a "compound" ESOP or a defined contribution pension plan.
A compound ESOP is a stock bonus plan incorporated with a
"money purchase plan' which requires that employer contribu-
tions must be fixed or determinable, without relationship to
profits, and forfeitures by terminating participants must be
used to reduce future employer contributions, rather than be
reallocated among the accounts of remaining participants.
Both can be integrated with Social Security.

For both plans, annual additions to a participant's account,

including contribution carryovers and forfeitures, may not
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exceed the lesser of $25,000 or 25 percent of the participant's

compensation.

Differences With Profit Sharing Plans

ESOP differs from profit sharing plans in three very critical
respects:

1. The amount of contributions to participants need not be depen-
dent on profits. Employers may make contributions to the ESOP
in cash or stock in a year when there are no profits. Profit
sharing plans make no contributions when there are no profits.

This difference is not as important as the following ones but the
ESOP provides for continual distribution of ownership among employees
regardless of annual profitability whereby benefits of profit sharing
are contingent on profitability of the firm.

2. Benefits must be distributable in the form of employer stock

and the ESOP must invest primarily in company securities.
Profit sharing plans, by law, can invest no more than 10 percent
in employer securities.

This difference is of key significance because it sets forth the
major avenue through which ownership is distributed and broadened among
employees. In order to be in a position to distribute employer stock to
terminating participants, the company must invest heavily in its own
stock. ESOP proponents insist that this, in turn, motivates employees
to put forth maximum effort in improving productivity, efficiency and
profitability of the firm so as to increase the value of their personal

ownership and wealth.
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3. Due to the favorable legislation, ESOPs are considered to be
important corporate financing tools. Profit sharing plans do
not possess the same financial aspects.

The classic example of a leveraged ESOP is as follows: Suppose a
company needs $1 million to build a new facility. The employees form an
ESOP which borrows $1 million from a bank and turns it over to the com—
pany in return for $1 million of the company's capital stock. The ESOP
can pledge the stock to the bank as security for the loan with the
company guaranteeing the loan. This provides the company with increased
working capital and net worth and it uses the money to build the facility.
Each year the company can contribute up to 15 percent of the total pay-
roll to the ESOP trust with pretax profits from the new facility for
which it receives a tax deduction. The ESOP uses these pretax contribu-
tions by the company to repay the bank loan. When the loan is paid off
completely, usually in 5-10 years, the company owns the facility, the
employees own a substantial amount of stock in the company and the bank
has been paid in full with normal interest on the loan. To extend the
example a bit further, suppose the company has a payroll of $2 million
annually. The company repays the loan with annual contributions to the
ESOP of $24Q,000, (could be 15 percent of payroll or $300,000), the ESOP
pays the bank and the bank releases shares of stock to the ESOP on a
proportionate basis. At 8 percent simple interest (hypothetical), the
bank loan would be repaid in five years with a total expenditure of $1.2
million. If the company were in the 50 percent tax bracket, the total
expenditure would be $2.2 million had the loan been made conventionally

and been repaid out of after tax earnings. With the ESOP arrangement,



20
both principal and interest are deductible and paid with pretax dollars,
whereas with the conventional plan only interest is deductible and
principal is paid with after tax earnings (Linden, 1976).

This difference relates closely to the second in that it behooves
employees to exert optimal performance in order to maximize the company's
borrowing strength. This can result in greater company growth, expan-
sion and worth, which in turn makes each employee's individual stock
ownership more valuable.

As was mentioned in Chapter I, the "leveraged" ESOP is not the
focus of this research; but it can have an impact on employees' attitudes
toward the organization. TFor example, if employees perceive that the
only reason management adopted the ESOP was for financing purposes, the
potential positive impact of the ESOP could be diminished.

These three differences, in addition to the characteristics cited

by Menke, distinguish the uniqueness of ESOP among employee benefit plans.

Organizational Features

In addition to the earlier mentioned environmental and legislative
reasons, many companies are adopting ESOP because they believe the plan
provides several distinct features that many of the proponents of ESOP
view as advantages to the organization because of the positive effects
on employees.

1. An ESOP actually transfers ownership of the organization to

employees without requiring matching participation on their
behalf. Management gives the employees vested interest in

improving corporate profitability by sharing profits
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and ownership. The underlying theory here is that when employ-
ees are given "a piece of the action" they will be motivated to
greater productivity, higher morale and commitment, less turn-—
over, absenteeism, grievances and waste. Several companies
have publicly stated that their major reason for adopting an
ESOP is to benefit employees and improve motivation and produc-
tivity. Louis E. Dolan, vice-president of Gamble-Skogmo, a
large Minneapolis retailer, commented, "We're not using it (ESOP)
to raise capital for the company, but to benefit our employees,
who will get the stock at the price we paid for it" (Business
Week, March 1, 1976). E-Systems, Inc., a giant Dallas-based
electronics firm, adopted an ESOP in 1974. ''We wanted to
iﬁcrease employee motivation and productivity, and with the
help of intensive communications programs, we think we are
succeeding,'" says Harry L. Thurmon, vice-president and treasurer

(Business Week, March 1, 1976). Although it is difficult to

pin down in quantitative terms exactly what effect ESOPs are
having, E-Systems reported that since the introduction of its
ESOP, turnover and absenteeism went down 50 percent, employee
suggestions have doubled and profits for 1975 were up 64 per-
cent over 1974 (Burck, 1976).

Employees can gain more from ESOP than standard profit sharing
plans because the company's contributions to ESOP are usually
15-20 percent of payroll as opposed to the 7 percent rate
typical of most benefit plans. In profit sharing plans there

must be profits to share in order for a contribution to be made;
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not so for ESOP. Also, ESOP can provide current as well as
deferred income to employee shareholders by dividend pass-
throughs (Koepnick, 1975, Note 2).

3. Proponents of ESOP contend that they improve labor relations
by aligning employees' self interest with management. (All five
unions at E-Systems "cordially" accepted the plan.) Employees
gain a better understanding of the overall market enterprise
system, if communications are good, by sharing the rewards and
risks of capital ownership (Crichton and Manley, 1976).

4. Management can preserve company control by appointing a Board
of Trustees who hold and manage the voting rights for the ESOP
shares of stock (except for the portion relating to utilizing
the investment tax credit, which must be passed through to the
employees). In a sense, the ESOP goes public "internally,"
among its own employees. Many managers contend that this is
much better than going public as far as management control is
concerned because the employees will be more sensitive and

rational in understanding managerial decisions (Reum, 1976).

ESOP Opponents and Disadvantages
There are numerous critical analysts and opponents of ESOP, as might
well be expected of any current popular topic. These "non-believers"
cite the following characteristics as distinct disadvantages for f£irms
adopting ESOP:
1. Although company appointed trustees vote the ESOP shares of

stock held by the trust (in most companies), the Employee
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Retirement Income Security Act (ERISA) demands that they be
governed by the "prudent man rule" and that they administer the
ESOP "for the exclusive benefit of the employee" (Burck, p. 131).
An employer must grant voting rights to employees for that por-
tion of stock issued in order to take advantage of the
investment tax credit bonus. Some have argued that this propor-
tionate change of company ownership into the hands of employees
could cause loss of management control, which many companies
fear (i.e., not many companies have taken advantage of the
investment tax credit bonus, which could save them millions of

dollars in taxes) (U. S. News & World Report, Aug. 16, 1976).

ESOP assumes that all (or most) companies will continue to
operate profitably, but many firms fail for reasons other than
working capital; i.e., poor management and decision making,
changing technology, increased competition, etc. However, a
company could do poorly making the value of the issued ESOP
stock questionable thereby causing employee morale, motivation,

and productivity problems (Triad, 1975, Note 3).

Since ESOPs must be primarily invested in company stock,

employees have "all their eggs in one basket,"

so to speak,
since salaries and retirement security depend on the performance
of the company and its stock. Dilution can haunt the employee
participant if payouts per shares are worth less than antici-
pated. Furthermore, dissatisfaction with company and/or stock

performance could lead to employee and/or legislative pressures

for some guaranteed minimum requirement from companies.
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For example, Burlington Industries recently paid retirement
employees contributions to a profit sharing plan plus the
bank savings rate on contributions because the market value
of company stock had decreased significantly. If a company
experiences complete disaster (i.e., Grant's, Penn Central),
the employees quite literally are left "holding the bag."
Burck's Fortune article suggests that some "motivational
experts" say that employees do not come to regard themselves
as partners with management in an ESOP arrangement and there-
fore claim only modest, if any, improvement in motivation,
morale, productivity, reduced absenteeism, turnover, etc.
The "motivational experts" believe real wages, time off and
work conditions are greater motivating elements than stock own-
ership. Hallmark and E-Systems, though they brag of increased

'" minds)

morale, etc., have so far provided (in the "experts
little tangible evidence of improvement. This is a difficult
argument to settle because the above referenced article does

not cite any particular studies or "experts" (Burck, 1976).

Many critics argue that most unions are opposed to ESOP. "It's
a phony and risky fringe benefit," declares an AFL-CIO spokesman.

"The money gained could be bargained for in safer ways" (U. S.

News and World Report, August 16, 1976, p. 68). Other union

leaders feel it makes the worker less appreciative of and relate
less to the unions and the "fruits" of collective bargaining.
Government may close the door on ESOP, creating tremendous

problems in organizational adjustments and changeovers, employee



25
morale, etc. The U. S. Treasury will lose $210 million in tax
revenues due to ESOP in fiscal year 1977, and $325 million in
fiscal 1978. It is estimated that if all "eligible" corpora-
tions immediately adopted ESOP, the Treasury would lose $700
million this year. Many critics argue that ESOP is just another
special interest tax loophole corporations are exploiting, and

it will soon be plugged (Business Week, March 1, 1976).

Overall, however, ESOPs are growing at an impressive rate. Most
ESOPs have been adopted by small to regional size companies, but some
"giants" have also followed suit: Hallmark Cards, 9,000 employees;
Gamble-Skogmo, 18,000 employees; Ralph M. Parsons Company, 4,000 employ-
ees; E~Systems, 10,000 employees; Mobil 0il; Weyerhauser; Atlantic

Richfield; and AT&T is flirting with the idea (Newsweek, Sept. 13, 1976).

ESOP and Employee Motivation

After reviewing the current ESOP literature, one can readily ascer-
tain that advocates contend this commonsense approach to expansion of
employee ownership will improve overall organizational effectiveness
primarily through increased employee motivation. Since there is little
direct empirical support for this tenet, it is appropriate to review
related empirical evidence that addresses these topics. These insights,
coupled with the current ESOP literature proposals, will provide a sub-

stantive basis upon which to formulate tangible research hypotheses.
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Motivational Basis For Organizational Behavior
Organizations perform at high levels of effectiveness for many
different reasons, but the focus of concern for this study is the impact

of tﬁe motivation of the people in the organization. Katz and Kahn
(1966) provide a framework for measuring and predicting organizational
effectiveness in terms which specify the types of individual behavior
required for organizational effectiveness, different levels and patterns
of motivation which can evoke effective behavior, and organizational
conditions which enhance this type behavior. Their framework signifi-
cantly relates to what effects ESOP will have on workers' and
management's attitudes toward each other and the organization, motiva-
tion, morale, productivity and additional aspects of attendant behavior.
Katz and Kahn list and discuss three types of activity an organiza-
tion must generate if it is to meet the effectiveness criterion of
survival. First, people must be recruited and retained within the
organizational system in order to function and accomplish its objectives.
Turnover and absenteeism are only partial measures of organizational
effectiveness because physical presence does not necessarily indicate
psychological presence of application. Secondly, there must be 'depend-
able activity' that meets some acceptable level of qualitative and
quantitative performance standards. Thirdly, an organization must
somehow stimulate its employees to creative, innovative, spontaneous
action which will result in accomplishment of organizational goals.

Katz and Kahn contend that this is essential to organizational survival
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and effectiveness. An ideal situation is where employees will go
"beyond the line of duty" to offer suggestions for improving production
or maintenance methods and procedures. "An organization that can stimu-
late its members to contribute ideas for organizational improvement is
likely to be more effective, since people who are close to operating
problems can often furnish informative suggestions about them which would
not occur to those more distant (Katz and Kahn, 1966, p. 339).

Will ESOP be an attraction and retention feature for an organization?
Will they encourage 'dependable behavior'? Will they induce suggestions
and actions beyond the line of duty? Will they encourage workers to
self-education and improvement so as to assume higher responsibilities
in the organization, therefore becoming eligible for more stock ownership?
Will ESOP create a favorable image for the company in the community which
surrounds it, thus making recruitment, and perhaps product.disposal,
easier? These are some pertinent questions to which substantiated
answers need to be provided.

Katz and Kahn further argue that these three categories of behavior
are motivated by different patterns of needs and drives. Four headings
of motivational patterns are:

1. Legal compliance, which involves obtaining acceptance of role
prescriptions and organizational controls on the basis of their
legitimacy;

2, TUse of rewards for inducing required behavior, which can
include system-wide rewards, individual rewards, "instrumental
identification" with organizational leaders, or affiliation

with peers to secure social approval;
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Internalized patterns of self-determination and self expression
brought about by worker expression of talents and abilities;
Internalized values and self-concept, where personal and
organizational goals are incorporated and reflect personal

values or self concept.

ESQOPs As System Rewards

The linking of external rewards to desired behavior is done with

the anticipation that as rewards increase there will be accompanying

increased motivation for greater performance or productivity. Rewards

can be of four types (Katz and Kahn, 1966):

1

System rewards, which are earned merely by membership in the

organization and increased by seniority. These include fringe
benefits, cost-of-living raises, sick leave, and other across-
the-board wage increases.

Individual rewards, which are based on individual merit and

performance--usually monetary, such as a piece-rate system or
bonus for valuable suggestion.
Approval, which is received from superiors.

Social approval of one's peer group, which can facilitate or

impair accomplishment of organizational goals, depending upon

the norms of the group.

Although individual monetary rewards properly administered can

attract and retain people in an organization and motivate them to exceed

quantitative and qualitative standards of performance, the impact is

limited and application is difficult in large mass production
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organizations where so many people do the same type work. Because of

these difficulties, many organizations have moved toward system rewards.

However, individual monetary rewards can be very effective if they meet

the following criteria (Scanlan, 1976):

1.

The employee must be compensated on the basis of the results
he achieves in terms of some predetermined standard or objec-
tive.

Wage differentials must adequately distinguish dollar-wise
between two people performing essentially the same job but at
different levels of efficiency.

Size of wage increases must be significant, given voluntarily,
and earned in the sense that it truly reflects high levels of
accomplishment.

Employees must perceive that wage increases are in fact awarded
on the basis of performance, and as equitable by the majority

of system members.

If these criteria can be met, individual rewards can lead to

increased and improved productivity. Observations by McGregor (1960)

and Marriott (1957) indicate that most organizations have not been suc-

cessful in improving quality and quantity of production by individual

incentive methods.

"System rewards are most effective for holding members within the

organization . . . [}uﬁ] e« « « Will not lead to work of higher quality

or greater quantity than is required to stay in the organization" (Katz

and Kahn, 1966, p. 355). Two exceptions to this are:



30

1. When/if employees 'develop a liking" for the organization and

just decide to cooperate in achieving organizational goals.

2. When/if they want the company's image in the community, which

reflects on them, to be strong and respected.
System rewards must be uniformly applied to all employees or plausible
major groupings of employees in the organization. Studies have shown
that if members perceive the system rewards to be unevenly administered,
resentment and inferior performance result. However, uniform distribu-
tion of system rewards " . . . will lead some people to identify with
the larger organization, but more fundamental changes in organizational
structure and roles make identification with the larger organization
more likely. Specifically, this means broadening the role of members
of the subgroups and giving them membership in some subsystem which is
central to the mission of the organization' (Katz and Kahn, 1966, p. 359).

ESOPs classify as system rewards. Based upon Katz and Kahn's con-
tentions, perhaps they would do nothing more than attract and retain
employees. There is no indication that they would improve motivation
and productivity, which is counter to the rhetoric voiced by ESOP
proponents.

Managers surveyed by this author look upon ESOPs as individual and
system—-wide reward in the sense that the company is giving employees
the opportunity to share in the ownership, growth and profitability of
the company, which in most cases can make many employees quite wealthy
upon retirement. Naturally, these managers hope that this "reward" will
induce greater commitment and loyalty on behalf of the employee which

will result in improved organizational performance and effectiveness.
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Group Processes and Peer Leadership

The approval of peers is another type of reward in the organization.

Social support from peers can add to the attractiveness of the

subsystem and can be a factor in the reduction of absenteeism

and turnover. It will lead to increased productivity and quality

of work, however, only if the norms of the peer group sanction

such performance (Katz and Kahn, 1966, p. 362).

The Hawthorne Studies (Mayo, 1933) revealed that informal group
norms, or the extent of cohesion within the group, could affect produc-
tivity positively or negatively, depending upon the extent to which the
group norms were in harmony with the overall goals of the larger
organization.

Likert's (1961) extensive survey of the research in this area includ-
ing Lewis (1958), Zaleznik, Christenson and Roethlisberger (1958) and
Seashore (1954), concludes the fqllowing:

Work groups which have high peer-group loyalty and common goals

appear to be effective in achieving their goals. If their goals

are the achievement of high productivity and low waste, these

are the goals they will accomplish. I1If, on the other hand, the

character of their supervisor causes them to reject the objec-

tives of the organization and set goals at variance with these
objectives, the goals they establish can have strikingly adverse

effects upon productivity (Likert, 1961, p. 30).

Will ESOP bring about a common goal of higher productivity? Will
employees sense a genuine feeling of partnership in the context of
collective ownership, thus promoting higher peer cohesion, loyalty and
support that will lead to greater productivity and improved organiza-

tional performance? ESOP proponents certainly think they will provide

positive answers to these important questions.
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Relationship of ESOP to Internalization
of Corporate Objectives

"Walue expression and self-idealization lead to the internalization
of organizational goals. The goals of the group become incorporated as
part of the individual's value system or as part of his conception of
himself" (Katz and Kahn, 1966, p. 345). The complete internalization of
organizational goals, or goal integration, usually occurs only at the
upper executive levels of organizations except for volunteer organiza-
tions, where it extends to lower levels. '"Partial" internalization is
more familiar wherein a worker may internalize organization purposes
which are not unique to the firm (i.e. scientist committed to finding a
cure for some disease) or he may internalize the values of his own sub-
group within the organization, which may or may not contribute towards
achieving organizational goals most efficiently. The latter is a more
frequent occurrence in organizations, and subgroup internalization of
organizational objectives can occur only when agreement and harmony
exists between group norms and organizational goals (Barrett, 1970).

The primary factors which contribute to internalization of group
objectives include participation in establishing group objectives and
decision making strategies, contributing to group performance in a
meaningful way and sharing in the fruits of group achievement. These
factors may be summarized under the general term organizational "climate"
as it is used by Katz and Kahn (1966), Litwin and Stringer (1968),
Friedlander and Margulies (1969), and others. Reasonable outcomes that
can be expected from internmalization of corporate goals and commensurate

improved organizational climate are reduced turnover and absenteeism,
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spontaneous and innovative behavior and increased productivity on behalf
of employees.

Would ESOP bring about intermalization of organizational objectives
at all levels of the organization? Would "ownership'" cause middle and
lower level employees to view corporate growth and profits as a component
of their own personal goals of increased dividends and stock value,
therefore net worth, thus causing individual and sub-group efforts to
yield greater metivation, efficiency, morale and productivity? Would
this result without any organizational structural or decision-making
changes? Many managers interviewed by this researcher believe (hope)
employee ownership will integrate personal and organizational goals to
the extent that the individual employee's goal of financial security and
self-esteem will be reflected through the success of the company.
Certainly the popular literature would have us answer these questions
in the affirmative, but the empirical support is noticeably lacking.

In summary, this section has reviewed related empirical literature
that attempts to provide explanations for changes (if there are any) in
employee motivation, organizational climate and overall organizational
performance following the adoption of an ESOP. The basic question
becomes, "If there are positive changes in the above factors, to what
extent is it due to expanded ownership and to what extent is it due to
changes in organizational structure?" (Structure here refers to the
quality of relationships between management and subordinates involving
employee participation in goal setting, decision making, etc.) KXatz and
Kahn's findings would suggest that any positive changes occurring subse—

quent to the adoption of an ESOP would result from changes in the
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organization rather than changes in the reward structure due to
expanded ownership. '"Obviously, the conditions for securing higher
motivation to produce, and to produce quality work, involve changes in
organizational structure. . . ." (Katz and Kahn, p. 364). If these
conclusions are accepted, one could assume that ESOP will have no
different impact than any profit sharing or retirement plan, unless
accompanied by major organizational and managerial changes which would
call for greater participation at all levels of the firm. Under these
changing conditions one could not ascertain the sole impact of the ESOP.
However, the one unique dimension of the ESOP is the variable that may
be the most important basis and justification for a dissertation study

concerning ESOPs-—expanded ownership. Will expanded employee ownership

make a difference? Will ESOP be perceived as something more than a
profit sharing or retirement plan by the workers? If so, will this per-
ception result in improved motivation and productivity? An examination
of two related studies will provide additional insights into these

questions.

Scanlon Plan and Employee Motivation
The Scanlon Plan, developed in 1938, is one of the best examples in
American industry of worker participation in goal setting and decision
making within the organization. Many managers and academic authors
consider the Scanlon Plan a profit-sharing plan, but in practice the
plan provided workers with a bonus for tangible savings in labor costs.
In its earliest stages of introduction, many accolades describing it

sounded much like those being written about ESOP in current literature:
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"enterprise for every man, industrial democracy, every man a capitalist"
(Scanlon, 1950, pp. 52-59). The following characteristics of the Scanlon
Plan distinguish it from a common profit sharing plan:

1. Joint management and union committees were established to
discuss and propose labor saving techniques and other regular
decisions of the firm. Most of the reduction in production
costs were paid as bonuses to the employees, depending on
overall success of the firm.

2. It was not a profit sharing plan, per se, because it did not
establish any fixed percentage of profits, but workers as a
group shared in reduced costs.

3. The plan was implemented within the context of the collective
bargaining agreement between union and management.

4, Scanlon contended that his plan created "a genuine sense of
partnership by both parties" (Scanlon, 1950).

In addition, the Scanlon Plan featured some basic structural changes
in that the power structure was significantly altered by election of
production committees by workers in each department. The committee
could implement any changes in production technique which would not alter
activities of other departments, or which would not require major finan-
cial expenditures. Workers also elected representatives to serve on a
company-wide committee which performed executive level functions as did
the department committees. As one can see, authority and decision
making was moved downward in the organization, which for most companies

represents major formal changes in organizational structure.



36

Reward structure changes were also a result of the Scanlon Plan.
The formula for bonuses was worked out by the committees, and most plans
resulted in average bonuses of 25 percent of wages after one to two
years in operation. The bonuses were paid by separate check on a monthly
basis when cost reductions were computed.

Scanlon reported on three firms wherein attempts were made to imple-
ment his plan on a company-wide basis. Two of the three companies
failed in their attempts to successfully introduce the plan. One was
an attempt to purposely keep workers from joining a union; but

. . . a synthetic organizing threat developed within the ranks

of the employees. . . . The Board of Directors already decided
that the company had experienced a good year and the bonus was
paid. . . . No sense of partnership, no joint participation in

an effort to increase efficiency, no effort to improve the profit-

making possibilities or the competitive position of the company

had been developed. The plan was founded in hypocrisy and bad

faith and had degenerated into a subtle game of wits (Scanlon,

1948, p. 60).

In the second case, management announced their willingness to adopt
the plan four weeks after a strike settlement. Although the suggested
Scanlon Plan truly represented a sincere change in management's phil-
osophy, the workers were suspicious and did not have the details of the
Plan clearly communicated to them. The poor timing, poor communication,
unilateral action on behalf of management and lack of mutual trust and
confidence killed the plan.

The firm that successfully adopted the plan did so by developing
the plan through joint management--workers' representatives committees.
It was not introduced in a period of crisis, and mutual trust and confi-

dence between management and employees was engendered through clear

communications.
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The changes in power and reward structure brought about by the
Scanlon Plan has impact upon other areas of organizational operations.
Reaching "formula" agreements and implementing employee suggestions
require substantial changes in a firm's communication structure.
Worker committees must have access to information previously restricted
to management (costs of production, competition performance, etc.).
This downward communication is balanced by increasing upward communica-
tion transmitted through departmental and company wide committees.
These committees also effect changes in policy and decision-making, which
is evident initially in the creation of the committee structure, agree-
ment completion and formula setting.

Katz and Kahn conclude that the Scanlon Plan succeeds by:

« « « Producing an internalization of organizational objectives
among all members including the rank-and-file . . . [ which ] not
only contributes to increased quality and quantity of role perfor-
mance and to reduced absenteeism and turnover, [buﬁ] also carries
the individual on to the many specific spontaneous actions
necessary for organizational survival and the highest level of
system performance. . . . In short, the Scanlon Plan appears as

a creative solution to many of the problems which have become
traditional in large organizations. It adds strong positive
factors to the usual arsenal of "motivators," and it adds no
penalties. There is a formal enlistment of the peer group via

the representative committee structure, and such groups are
strengthened through the close linkage of reward to group and
super-group contributions to system efficiency. The job of the
individual worker is enlarged and enhanced by the recognition and
encouragement of innovative contributions, and the model of leader-
ship which is called for comes much closer to the values of
democratic practice as they exist in our culture and institutions
outside industry (Katz and Kahn, 1966, p. 388).

Thus it would appear, based upon Katz and Kahn's observations, the
success of the Scanlon Plan was not due to the financial distributions
in savings realized by the employees, but rather to the concomitant

changes in organizational climate. Can ESOP bring about internalization



38
of goals, therefore greater motivation, productivity, morale, and job
satisfaction without such concomitant changes? Surely it deserves

investigation since the comparison is not identical.

Collective Ownership and Employee Motivation

A related study conducted by Tannenbaum, et al. (1974) looks at
the effects of distribution of power, participation and collective owner-
ship on employee motivation and overall organizational performance. The
researchers studied organizations in countries with greatly different
degrees of centralization and distribution of power. For instance, the
Kibbutzim factories in Israel are characterized by wide distribution of
power, while factories in Italy and Austria are more centralized than
most American factories. Kibbutzim and Yugoslavian plants are charac-
terized by extensive worker participation in decision making and other
operational aspects of the organization. For example, Workers Councils
are established to equalize authority and they have final authority omn
many basic decisions such as hiring and firing managers, setting prices
of products and allocating and investing profits. Interestingly, no
employee in the Kibbutz receives monetary payment, but all share in
material rewards as needed.

A main finding of the research confirms empirically that in the
more participative organizations, like the Kibbutzim and Yugoslavian
plants, hierarchy is less differentiated than in less participative
plants, like those in Austria, America and Italy. Differences between
levels on dimensions such as authority, influence and reward, and demo-

graphic factors such as age and education are flatter in the more
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participative organizations. Sex was the only exception to the demo-
graphic factors. Women are located mostly at the bottom of the hierarchy
in Kibbutzim and Yugoslavian plants, as is the case in other countries.

Differences between levels on dimensions such as job satisfaction,
initiative and motivation were not as steep as authority and rewards.
The authors contend that this difference is a result of the fact that
attributes such as job satisfaction, initiative and motivation are not,
by definition, part of the hierarchy and therefore not affected by it.
On the other hand, authority and reward are explicitly or implicitly
associated with hierarchical position or office.

It was noted, however, that "informal" participation takes place in
many American plants (superiors treating subordinates as equals, provid-
ing supportive relationships, etc.) and has a somewhat mitigating effect
on hierarchy. Also, formal participation does not completely eliminate
effects of hierarchy in organizations. Position, for instance, makes
less difference to Kibbutz and Yugoslavian plants, but it does make some
difference. All systems show some degree of hierarchical effect. '"Even

where there is collective ownership of a factory, hierarchy exists and

can have negative effects unless accompanied by supportive interpersonal
relationships" (Tannenbaum, et al., 1974, p. xvi).

Thus Tannenbaum's findings suggest that employee ownership will not
alter motivation or productivity levels unless accompanied by more par-
ticipative management practices and attendant organizational restructuring.
This would tend to negate some of the popular underlying assumptions

about ESOP, namely:
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The most important underlying assumption of ESOP is that if

workers own a "piece of the actiomn,”

everything will get better;
increased productivity, efficiency, profitability, morale,
attitudes of workers toward management, satisfaction, financial
performance, and decreased absenteeism, turnover, grievances

and production waste. The rationale behind it is common sense:
You take better care of your own car than a rented car.

A closely related assumption is that ESOP will provide employees
with a substantial "second income," which will add to their
security both currently and in retirement, and will result in
the same positive benefits mentioned in 1 above.

The assumption is that ESOP will improve labor-management
relations by aligning employees' self-interests with management.
By sharing in the rewards and risks of capital owmership,
employees should be more sensitive, empathetic and understanding
towards management's requests, decisions and expectations.

It should move them away from restriction of output, unnecessary
grievances, antagonistic cooperation, infringement upon manage-
ment's rights and difficulty in collective bargaining.

ESOP makes the assumption that the company will continue to be
financially successful and profitable. Should a company fail,
it assumes that the reason primarily would be of a financial
nature.

The assumption is made that ESOP will work for any type organ-
ization, regardless of size, structure, type of industry or

any other organizational/managerial element.
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Regarding motivation and organizational effectiveness, Tannenbaum
acknowledges that '"top-managed" corporations are very effective and
workable, as are membership-managed companies. "For those of us who
place great value on equality, the Kibbutz system, and perhaps the
Yugoslav, is the model of success. The American model looks better to
those of us who value individual achievement." Participation appears
to be the wave of the future, but Tannenbaum contends that participation
in privately owned companies:
« o o Will always be a limited compromise within a basically
authoritarian structure, rather than the central and guiding tenet
of organizational management that it can be in socialist enter-
prises. The reason, in the Marxian view, is ownership. Workers,
if they are to participate fully, must make decisions about the
allocation of profit--decisions they cannot make under the private
system. If they did, what would be left for the owners? Such
decisions are essential for full participation because of their
implication for decisions concerning investment, production plan-
ning, modernization, wages, and many other issues. Limiting the
prerogatives of workers with respect to profit therefore limits
them with respect to most important decisions (Tannenbaum, et al.,
1974, p. 227).
Is withholding voting rights a "limited compromise?" If voting
rights are passed through, will workers want to make decisions and exer-
cise their rights concerning allocation of profit? Does "full

participation" in organizations mandate ESOP or employee-owners? These

questions merit serious thought and research.

Empirical Findings on ESOP and
Employee Motivation
The only empirical research concerning ESOP discovered by this
researcher is that directed by the Survey Research Center at the Univer-

sity of Michigan (1977, Notes 1 and 4). The Economic Development
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Administration (1977, Note 4) funded the Institute for Social Research (ISR)
to conduct research concerning whether newer forms of employee ownership,
such as ESOP, are reliable tools for business redevelopment to offset
unemployment, underemployment and/or economic downturn. Two major
questions were posed for ISR to address:

1. Can failing business firms be saved?

2. Will areas which have resisted other forms of development
incentives be stimulated into growth and new work opportun-
ities by expanded ownership devices?

Their study is the response to these and other related questions

. . and represents, we believe, a pioneer effort" (Conte and
Tannenbaum, 1977, p. ii, Note 1).

Detailed information was collected from 98 firms by means of tele-
phone by surveying a managerial representative of each firm. Of those
surveyed, 68 had ESOPs and 30 had direct ownership nlans. Profit data
was obtained from 30 of those companies. Attitudes of managers toward
the ownership plan were measured as was their judgment about the plan's
effect on company productivity and profit.

The most prominent reasons given by managers for having established
an ESOP were incentives it provided to employees and tax advantages it
afforded the company. Creation and maintenance of employees were
reasons offered mostly by managers of direct stock plan companies.

Managers are in general very supportive of ESOP and definitely
believe they contribute to increased productivity and profitability of
the firm. The 30 firms for which financial data wés collected revealed
a higher level of profit than similar firms in their respective indus-

tries.
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Conte and Tannenbaum's most significant conclusion was that the
single most important correlate of profitability among all 30 firms was
the percent of the company's equity owned by non-managerial employees.
The more equity owned by non-managerial employees, the greater the
profitability of the firm.

The authors emphasize that their findings are necessarily tentative,
because the history of ESOP is too brief for absolute conclusions to be

drawn.

The results of these analyses, however, are sufficiently encour-
aging to justify a detailed longitudinal (historical) study of a
number of firms over a period of years. Such a study should
include measures of the attitudes and motivations of all employees
within the firms as well as measures of performance of the firm

(Conte and Tannenbaum, 1977, Note 1, p. 38).

The concluding chailenge and appeal of Conte and Tannenbaum’'s
pioneering effort is a fitting rationale for this research effort. On
the one hand, proponents of ESOP argue that giving employees "a piece
of the action" will result in increased motivation and performance.

On the other hand, the related empirical literature suggests that if
ESOPs have a positive effect it will be because of the changes in the
way the organization is run, not because of the distributed financial

benefits of ownership.



CHAPTER IIT

RESEARCH MODEL, HYPOTHESES AND METHODOLOGY

This chapter describes the theoretical model underlying this study
and states the associated hypotheses and their rationale. Statistical
measures are described along with the sample and data collection pro-

cedures and instruments,

Research Type and Model

As evidenced in Chapter II, the vast majority of ESOP research and
literature has been descriptive. The only empirical study discovered by
this researcher (Conte and Tannenbaum, 1977, Note 1) is described by its
authors as a '"pioneering effort" and they point to the lack of and need
for empirical evidence relating the effects of ESOP on employees.

Social science researchers categorize empirical research methods
into experimental and exploratory studies. Experimental studies require
some degree of controlled enviromment and involve the manipulation and
control of one or several variables in order to observe the effect on a
second variable. A problem with experimental studies is that they
require a high degree of cooperation by organizations in order to produce
changes in some variables while controlling others. Exploratory studies
are ex post facto inquiries of the relationships and interactions among
several variables in social structures. They usually do not entail
changes or alterations produced by the experimenter/researcher (Kerlinger,
1973).

44
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The present study is exploratory research because 1) its objective
is to discover relationships among specific variables, 2) it is an ex
post facto inquiry of relationships among variables, and 3) the extent
of cooperation and manipulation of variables required for rigorous
experimental studies did not seem feasible in experimenting with ESOPs.

The major weakness of an exploratory study is its inability to
prove directly the existence of cause and effect relationships. However,
this approach can determine relationships among variables at a given
point in time. If significant positive relationships are discovered
between the adoption of ESOP and positive changes in employee motivation
and organizational performance measures, this would offer comsiderable
support for implementing ESOPs; it does not, however, prove a cause and
effect relationship. 1In addition to discovering relationships among
variables, exploratory research lays the groundwork for more systematic

and rigorous hypothesis testing in the future (Kerlinger, 1973).

Model and Hypotheses

The questions and conclusions presented in Chapters I and II provided
the basis for the present study. The primary questions that this research
attempted to answer were: What are the relationships between 1) the
introduction of an ESOP and 2) employee motivation, peer leadership,
group processes and financial performance of a £irm? What are the
strengths of relationships between 1) changes in organizational climate
and managerial leadership and 2) changes in employee motivation, peer

leadership and group processes following the adoption of an ESOP?
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Model

m————

The expected relationships between ESOP and the above factors are

indicated in the model illustrated in Figure 1.

Managerial Leadership
------ Organizational Climate |~~~ |

i
I
i

v

Employee Motivation
ESOP Peer Leadership [
Group Processes

Financial
Performance

’\ - . e —

Hypotheses and Rationale

Four principal hypotheses formed the rationale for the model. They
are presented in the following pages with corresponding specific empirical

predictions to be tested.

ESOP and Financial Performance

Hypothesis 1: A company's financial performance will significantly
improve subsequent to the adoption of an ESOP.

This hypothesis rests on two theses. TFirst, as workers begin to own
a "piece of the action'" they will be motivated to be more productive,
efficient and committed to corporate profit maximization. It assumes
that if all employees, from salesman to assembly line workers, are
systematically and harmoniously committed to these goals then financial
performance will show significant improvement. Secondly, because of the
leveraged financial advantages of the ESOP, a company might finance
inventory, expansion or new capital equipment through the ESOP trust and

repay with pre-tax profits, thus potentially improving financial performance
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directly as measured by various ratios and indicators such as increased
working capital, net worth, cash flow, etc. The following would be
expected to result:
1A: Average annual sales growth will significantly increase
following the implementation of an ESOP.
1B: Average annual earnings growth will significantly increase
following the implementation of an ESOP.
1C: Average annual earnings to sales ratio will significantly
increase following the implementation of an ESOP.
1D: Average annual earnings to total capital ratio will signifi-

cantly increase following implementation of an ESOP,

ESOP and Employee Motivation

Hypothesis 2: Employees' personal motivation to be productive and
work hard will significantly increase following the
implementation of an ESOP.

This proposition is derived directly from the current ESOP litera-
ture and also is based on the assumption that as workers become "owners,"
not "renters," of the organization and its capital assets, they will be
more committed to helping the organization accomplish its objectives.

Hypothesis 3: Employees' motivation to encourage and assist co-

workers to be productive, efficient and work hard

will significantly increase following the adoption
of an ESOP.

Derived from current ESOP literature, this proposition makes the
assumption that as workers become owners, they will sense a greater
feeling of fraternity and mutual interest and want maximum output
effort from everyone so as to increase their personal wealth and stake

in the organization. "It's, Hey, you've got your hand in my pocket if
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you don't do your job" (Time, Oct. 4, 1976, p. 80). Thus, the following

could be expected to result:

3A:

3B:

3C:

3D:

Measures of peer support, the extent to which co-workers

are friendly, attentive and willing to listen to each other's
problems, will show significant increases following the
adoption of an ESOP.

Measures of peer goal emphasis, the extent to which co-workers
encourage each other to maximize and maintain high standards
of performance, will show significant increases following the
adoption of an ESOP.

Measures of peer work facilitation, the extent to which co-
workers help each other discover improved methods of job
performance, assist in planning, organizing and scheduling
work ahead of time and offer each other new ideas for solving
job-related problems, will significantly improve following
the adoption of an ESOP.

Measures of peer interaction facilitation, the extent to
which co-workers will encourage teamwork, team goals and
exchange of opinions and ideas, will significantly improve

following the adoption of an ESOP.

Hypothesis 4. Measures of group processes, the extent to which

employees plan, coordinate work, make good decisions,
solve problems, share important information and
strive to reach objectives together, will signifi-
cantly improve following the adoption of an ESQOP.

This proposition is closely related to Hypothesis 3 and its

attendant propositions, but was included because it reflects the

". . . processes and functioning of the work group as a group" (Taylor
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and Bowers, 1972, p. 77). The reference for Hypothesis 3 is individual
peers describing behavior in which each other engage and the reference
for Hypothesis 4 is peers describing results achieved as a group.
These 4 principal hypotheses and their corresponding propositions

constituted the primary focus of this study.

Moderating Effects

Managerial leadership and organizational climate. In addition to

the main effects cited above, some moderating effects were analyzed in
light of the contentions purported by the related empirical literature
reviewed in Chapter II. Referring to the model on page 46, managerial
leadership and organizational climate are portrayed as potential
moderators between 1) ESOP introduction and 2) employee motivation,
peer leadership and group processes. On one hand the current ESOP
literature and popular rhetoric contend that ESOP directly motivates
employees because of expanded ownership and providing them with a
"piece of the action," which in turn should bring about greater effi-
ciency and productivity within the firm, and should result in improved
financial performance. On the other hand, the related empirical
literature suggests the existence of strong causal relationships
between 1) managerial leadership and organizational climate and 2) levels
of employee motivation, peer leadership and group processes (Franmklin,
1975, Likert, 1961, Bowers and Seashore, 1964, Katz and Kahn, 1964).
Consequently, if any conclusions are to be drawn concerning the
potential effects of the introduction of ESOP on employee motivation,

peer leadership and group processes, it is essential to consider
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concurrent changes in managerial leadership and organizational climate,
if such changes do occur. It is conceivable, although not supported
by the literature, that the introduction of an ESOP would lead to
improvements in employees' perceptions of managerial leadership and
organizational climate, whether or not there have been actual changes
in these dimensions. Therefore, the following hypotheses are proposed:

Hypothesis 5: Measures of managerial leadership will significantly
improve following the adoption of an ESOP.

Hypothesis 6: Measures of organizational climate will significantly
improve following the adoption of an ESOP.

If, following the adoption of an ESOP, managerial leadership and
organizational climate measures significantlychange along with changes
in employee motivation, peer leadership and group processes, there is
no way to specifically confirm the single determining factor for the
improved motivation, productivity and performance. The question
becomes, "Did the ESOP cause a positive change in managerial leadership
and organizational climate which in turn caused a positive change in
employee motivation, peer leadership and group processes, or did the
ESOP directly contribute to improved employee motivation, peer leadership
and group processes which in turn created changes in managerial leader-
ship and organizational climate?"

If, on the other hand, motivational, peer leadership and group
process measures reveal a significant increase following the adoption
of an ESOP without managerial leadership and organizational climate
measures yielding simultaneous changes, then this would provide substan-
tial evidence that these behavioral dependent variables are directly
affected by the introduction of the ESOP regardless of changes in mana-

gerial leadership or organizational climate.
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Additional Hypotheses

Even if there are no significant overall changes in any of the
measures cited above, there still may be significant relationships
existing between 1) changes in managerial leadership and organizational
climate and 2) changes in employee motivation, peer leadership and
group processes. This is due to the fact that the sample includes
employees from seven different companies representing various organiza-
tional climates.and managerial. leadership styles, some of which may have
changed positively and some negatively following the adoption of the
ESOP. Therefore, it is important to examine the relationships between
changes in these variables.

Based upon the empirical literature reviewed in Chapter II, the
following relationships would be expected between these two sets of
variables:

Hypothesis 7A: There will be a significant relationship between

changes in managerial leadership and changes in
employee motivation.

Hypothesis 7B: There will be a significant relatiounship between
changes in managerial leadership and changes in
peer leadership.

Hypothesis 7C: There will be a significant relationship between
changes in managerial leadership and changes in
group processes.

Hypothesis 8A: There will be a significant relationship between
changes in organizational climate and changes in
employee motivation.

Hypothesis 8B: There will be a significant relationship between
changes in organizational climate and changes in
peer leadership.

Hypothesis 8C: There will be a significant relationship between
changes in organizational climate and changes in
group processes.
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If there are strong positive relationships between 1) changes in man-
agerial leadership and organizational climate and 2) changes in employee
motivation, peer leadership and group processes, then the former set of
moderating variables could enhance or depress whatever motivational

influences may be due to ESOP directly.

Additional Research Questions

Additional issues examined in the present study were 1) the extent
to which ESOP is perceived by the employees to be a significant benefit
and 2) the extent to which employees perceive that the ESOP is under-
stood by other employees and themselves, and how these two variables
relate to the other variables included in the study. These issues were
examined as research questions because of 1) the lack of empirical evi-
dence directly relating ESOPs to employee motivation, organizational
climate and the other variables included in the study, and 2) the proba-
bility that these variables would be significantly related. For example,
it is conceivable that ESOP would be more accurately understood in an
organization where it was perceived that there was good communication
and information flows. It is also imaginable that ESOP would more
likely be perceived as a significant benefit if it was accurately under~
stood tﬁan if it was misunderstood or not comprehended at all.

Question l: What variables included in the study are significantly
related to the extent to which employees accurately
understood the ESOP?

Question 2: What variables included in the study are significantly

related to the extent to which employees perceive ESOP
as a significant benefit?
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Description of Sample and Data Collection

The subjects in this study were 242 employees of seven private
business firms located in Texas, Nebraska, Washington, California and
Missouri. Table 1 summarizes the company alphabetic designation,
industry type, approximate number of employees, and questionnaire
response rate.

The firms were located with the assistance of Mr. Bob Hoagland,
President of ESOT, Incorporated, of Sacramento, California, and Dr.
Arnold Tannenbaum, Institute for Social Research, University of Michigan.
All seven companies possess active ESOPs ranging in age from a few
months to over three years old. Initial contact was made by letter and
follow-up phone calls to 27 ESOP companies. Out of this number twelve
agreed to participate in the research within the time frame imposed by
the researcher.

Nine of the twelve firms were personally visited by the researcher
in January and February, 1978, and the survey instrument was either
administered and collected on the site or was distributed to the employees
with mailing instructions left with a key contact person in the company.
Questionnaires were mailed to a contact person in the remaining three
firms with specific instructions provided im print and over the phone.
The questionnaires were distributed to all employees participating in
the company ESOP. At the date of this writing questionnaires from seven
companies have been collected for analysis. Future collections will be
incorporated into a follow-up study and submitted for future publication

to academic and practitioner journals.
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Table 1

ESOP Companies Information

Company Industry Type No. of Employees Response Rate
A Serum Producer 25 56%
B Advertising Agency 50 56%
C Industrial Hydraulic

Equipment Repre-~ 22 687%

sentative
D Engineering Company 200 59%
E Electrical Parts

Wholesaler 55 58%
F Insurance Company

(Data Collected

from 2 Offices) 57 47%
G Tire Manufacturer

and Distributor 22 417
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Measurement Instruments

Quantitative Financial Performance Data

A performance data sheet was developed to obtain specific financial
and other performance statistics from each firm (see Appendix 1). Infor-
mation was requested for three years prior to the adoption of ESOP and
then following ESOP so that annual percentage changes could be analyzed.
Specific information was also requested concerning the percentage of
employees participating in the ESOP, percentage of company equity owned
by the ESOP trust and percentage of equity owned by managerial and non-
managerial employees through the ESOP trust. Some additional questions
regarding voting rights and management's perspective on the ESOP were
included and the questionnaire was completed by a financial officer or
ESOP administrator of each firm.

Every company except one failed to compute percentage of employee
turnover, absenteeism, materials waste or number of grievances, so these
categories were dropped as considerations for measures of a firm's quan-

titative performance.

Behavioral Research Instrument
The primary research questionnaire was formulated by integrating
sections from three standardized survey research instruments (see

Appendix 2): 1) Survey of Organizations (S00) (Taylor and Bowers, 1972),

2) Organizational Climate Questionnaire (0CQ) (Litwin and Stringer, 1968),

and 3) Quality of Employment Survey (QES) (Quinn and Shepard, 1974).

The SO0 is a questionnaire developed at the Institute for Social
Research (ISR) at the University of Michigan. The 1974 edition of the

S00 contains 130 questions covering a variety of organizationally
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relevant topics including managerial leadership, organizational climate,
peer leadership, work group processes and several areas of individual
satisfaction.

Most questions in the SOO are answered by responding on a 5 point
Likert type scale as follows (unless otherwise indicated):

1. To a very little extent

2. To a little extent

3. To some extent

4. To a great extent

5. To a very great extent

Questions representing all of the above organizational dimensions
were included in the primary research questionnaire.

The 0OCQ was developed at the General Electric Company. A lengthy
developmental process concluded with an improved climate measure instru-
ment and the identification of nine dimensions of organizational climate:
structure, reSponsibility; reward, risk, warmth, support, standards,
conflict and identity.

Most of the 50 questions in the OCQ also are answered by responding
on a Likert type scale as follows:

1. Definitely agree

2. Inclined to agree

3. Inclined to disagree

4, Definitely disagree

An analysis of these nine dimensions and the corresponding specific
questions for each dimension resulted in the selection and integration

of questions representing the Identity and Responsibility scales.
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The OES is an extensive questionnaire also developed at the Imsti-
tute for Social Research. It contains 236 questions covering a variety
of organizationally relevant topics including quality of employment,
labor standards problems, job satisfaction and physical consequences of
job stress. Answer formats are extremely varied, but most are answered
on different Likeft type scales, The following is an example of one
scale used in the questions integrated into this study's Survey of
Organizations:

1. Never

2. Rarely

3. Sometimes

4. Often

An analysis of this instrument resulted in the selection and inte-
gration of three questions representing the personal motivation index.

In most cases the individual responses were grouped into multiple
item indices. An individual score on such an index was computed by
summing the response values for each item in the index and dividing by
the number of items in the index.

Most of the questions had two parts: 1) Now and 2) Before ESOP.
The respondents were asked to record their perceptions for each question
as it is currently, and the "Before ESOP" part asked that they think back
and record their perceptions of the organization before the introduction
of the ESOP. This was a substitute for a true pre-test and post-test
experimental design and the assumption was made that employees could
accurately express definitive perceptions of the organization prior to

introduction of the ESOP and could express perceptions of changes in the
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organization, if any, subsequent to the adoption of the ESOP. The
assumption was also made that these definitive perceptions could be
expressed on ordinal response scales that serve as measurable surrogates

for actual perceptions and convictions by employees.

Measures

This study included measures of seven dependent variables. One
variable is 1) financial performance, and the other six are behaviorally
oriented measures: 2) employee motivation, 3) peer support, 4) peer
goal emphasis, 5) peer work facilitation, 6) peer interaction facilita-
tion, and 7) group process. Additional variable measures included
managerial leadership, organizational climate, extent of perceived
benefit and extent of perceived understanding of ESOP. Appendix 3
sumﬁarizes these measures and corresponding question numbers for each

variable.

Financial Performance Measures
Four commonly used financial peiformance criteria were selected for
measuring all firms participating in the study (Rue, 1973):
1. Sales growth is calculated as the average annual percentage
growth experienced over the last three years preceding the

introduction of the ESOP and is calculated according to the
following formula:

T T
3 a1 %
X_ = value of net sales, as defined in standard accounting

practices, in the tth year,
This performance measure is appropriate for growth conscious firms.
(-]

The use of percentage growth allows for comparison of growth among firms
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of different size.

2.

Earnings growth is calculated as the average annual percentage
growth experiencead over the last three years preceding the
introduction of the ESOP and is calculated according to the
following formula:

100 23 XX _
3 t=1 Xt-l

1

Xt = value of earnings (income) after all operating and non-
operating income but before extraordinary income is listed
in company's records in the ttB year.

This measure is more appropriate for companies which are more con-

cerned with growth in profits than growth in sales and is comparable for

different size firms.

3.

The earnings/sales ratio is calculated as the average annual
earnings as a percentage of sales over the last three years
preceding the introduction of the ESOP and is calculated
according to the following formula:

100 3 %

3 Y T
, . th . th

X_ = earnings in t~ year Y = sales in t year

This calculation is a measure of organizational efficiency, particu-

larly in the use of labor and materials. If earnings are increasing, it

could be partially due to increasing sales and operating efficiency. The

same is true with decreasing earnings. A performance measure based upon

growth of either sales or earnings provides an inadequate picture without

additional knowledge of underlying causes.

4.

The earnings/total capital ratio is calculated as the average
annual earnings as a percentage of total capital over the last
three years preceding introduction of the ESOP and is calculatad
according to the following formula:
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earnings in the tth year

4
]

a
]

total capital (common stock + preferred stock + long-term
debt) in the tth year

This is an efficiency measure in the use of capital which should
be of major concern to company owners and creditors. Earnings and
growth mean little as performance measures if the capital required to
generate them is also considered. These predictions are consistent with

"popular" ESOP literature and the automobile analogy described in Chapter

II.

Employee Motivation

This index is designed to measure an employee's motivational invest-
ment in his work. It assesses ". . . the level of aroused motivation on
the job, from the standpoint of devotion of energy to job tasks" (Patchen,
1965). The questions were obtained from the QES:

How often do you do some extra work for your job which isn't

required of you?

135. Now

136. Before the ESOP

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

140. Before the ESOP

Would you say you work harder, less hard or about the same as other

people doing your type of work?

141. Now

142, Before the ESOP

Peer Leadership
Peer leadership is comprised of four indices: 1) support, 2) goal

emphasis, 3) work facilitation and 4) interaction facilitation. These

indices are comprised of the following questions:



61

1. Support--This measure pertains to the extent to which employees
are friendly, attentive and receptive towards each other and is comprised
of the following questions:

In the questions below, work group means all those persons who report
to the same supervisor,

How friendly and easy to approach are the persons in your work group?
93. Now
94, Before the ESOP

When you talk with persons in your work group, to what extent do they
pay attention to what you're saying?

95. Now

96. Before the ESOP

To what extent are persons in your work group willing to listen to
your problems?

97. Now

98. Before the ESOP

2. Goal Emphasis--This measure pertaing to the extent to which

employees encourage each other to establish and maintain high levels
and standards of performance and is comprised of the following questions:

How much do persons in your work group encourage each other to give
their best effort?

99. Now )

100. Before the ESOP

To what extent do persons in your work group maintain high standards
of performance?

101. Now

102. Before the ESOP

3. Work Facilitation--This measure pertains to the extent to which

employees assist each other in improving job methods, planning, organiz-

ing, scheduling and problem solving and is comprised of the following

questions:

To what extent do persons in your work group help you find ways to
do a better job?

103, Now

104, Before the ESOP
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To what extent do persons in your work group provide the help you
need so that you can plan, organize, and schedule work ahead of
time?

105. Now

106. Before the ESOP

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

4, Interaction Facilitation--This measure pertains to the extent to

which employees encourage each other to function as a team and is comprised
of the following questions:

How much do persons in your work group encourage each other to work
as a team?

109. Now

110. Before the ESOP

How much do persons in your work group emphasize a team goal?
111. Now
112. Before the ESOP

To what extent do persons in your work group exchange opinions and
ideas?

113. Now

114, Before the ESOP

Group Process

This measure pertains to the extent to which employees plan, coordi-
nate work, solve problems, make good decisions, share important informa-
tion, and desire to achieve objectives together, as opposed to individually,
and consists of the following questions:

To what extent does your work group plan together and coordinate

its efforts?

115. Now

116. Before the ESOP

To what extent does your work group make good decisions and solve

problems well?

117. Now
118. Before the ESOP
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To what extent is information about important events and situations

shared within your work group?

119. Now

120. Before the ESOP

To what extent does your work group really want to meet its objec-

tives successfully?

121. Now

122, Before the ESOP

To what extent is your work group able to respond to unusual work

demands placed upon it?

123. Now

124, Before the ESOP

To what extent do you have confidence and trust in the persons in

your work group?

125. Now

126. Before the ESOP

The scale ranges, sample size, mean, standard deviation and internal
consistency reliability alpha coefficients for each of the behavioral
dependent variable meésures are shown in Table 2., A matrix of the inter-
correlations between these measures, with the alpha coefficient for each

inserted on the diagonal, is presented in Table 3.

Organizational Climate

Organizational climate is a relatively enduring quality of the

internal enviromment of an organization that (a) is experienced by

its members, (b) influences their behavior, and (c) can be described

in terms of the values of the particular set of characteristics (or

attributes) of the organization (Taguiri and Litwin, 1968, p. 27).
Indicators of organizational climate utilized in this study are composed
of SO0 and OCQ measures and are listed below with corresponding questions:

1. Identity--This measure pertains to the feeling that you belong
to a company and you are a valuable member of a working team; importance

and emphasis is placed on this kind of team spirit. This was composed of

the following questions:
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Table 2
Measures of Employee Motivation, Peer Leadership

and Group Process®

Sample Sample Standard Coefficient
Measures Size Mean Deviation Alpha
Employee Motivation 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 Facilitation 238 3.19 .90 .87
135 3.15 .87 .87
Peer Interaction 238 3.21 .96 .88
Facilitation 134 3.18 1.00 .90
Group Process 238 3.61 .70 .86
134 3.52 .76 .89

a
Now

Before ESOP



Table 3

Pearson Correlation Coefficients between Measures of Employee Motivation, Peer Leadership

and Group Process with Coefficient Alphas on Diagonala
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Employee .62
Motivation .58
Peer .15% .87
Support .27% .88
Peer Goal J15% L67% .75
Emphasis 23% JT2% 77
Peer Work J16%* . 60% .14% .87
Facilitation .22% .62% 714% .87
Peer Interaction 4% .62% 3% 81% .88
Facilitation 7% .66% JTT% .82% .90
Group 22% L71% .13% .75% .76% .86
Process .28% L74% 7% 4% .80% .89
*p < .05 2 Now
Before

ESOP
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To what extent are people proud of belonging to this organization?
1. Now
2. Before the ESOP

To what extent do you feel that you are a member of a well func-
tioning team?

3. Now

4. Before the ESOP

As far as you can see, to what extent is there personal loyalty to
the company?

5. Now

6. Before the ESOP

To what extent do you have a feeling of loyalty toward this
organization?

17. Now

18. Before the ESOP

2. Responsibility--This measure pertains to the feeling of being

your own boss; not having to double-check all your decisions; when you
have a job to do, knowing that it is your job. This index was composed
of the following questions:

Our philosophy emphasizes that people should solve their problems
by themselves.

143. Now

144, Before the ESOP

There are an awful lot of excuses around here when somebody makes a
mistake.

145, Now

146. Before the ESOP

One of the problems in this organization is that individuals won't
take responsibility.

147. DNow

148. Before the ESOP

3. Communication Flow-~This measure relates to the amount and flow

of information upward, downward, and in lateral directions or channels
aimed at achieving the organization's objectives., It is represented by
the following questioms:
How adequate for your needs is the amount of information you get
about what is going on in other departments or shifts?

11. DNow
12, Before the ESOP
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How receptive are those above you to your ideas and suggestions?
13. Now
14, Before the ESOP

To what extent are you told what you need to know to do your job
in the best possible way?

15. Now

16. Before the ESOP

4. Decision Making Practices--This measure relates to the selection

of appropriate decision makers such that the decision making process
helps to create adequate motivation in those employees who have to imple-
ment decisions; consultation with those employees affected by specific
decisions and accessibility of required information to decision makers.
It is represented by the following questiouns:

How are objectives set in this organization?

1) Objectives are announced with no opportunity to raise questions
or give comments

2) Objectives are announced and explained, and an opportunity is
then given to ask questions

3) Objectives are drawn up, but are discussed with subordinates
and sometimes modified before being issued

4) Specific alternative objectives are drawn up by supervisors,
and subordinates are asked to discuss them and indicate the
one they think is best

5) Problems are presented to those persons who are involved, and
the objectives felt to be best are then set by the subordinates
and the supervisor jointly, by group participation and discussion

55. Now

56. Before the ESOP

In this organization to what extent are decisions made at those
levels where the most adequate and accurate information is available?
57. Now

58. Before the ESOP

When decisions are being made, to what extent are the persons
affected asked for their ideas?

59. Now

60. Before the ESOP

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

62, Before the ESOP
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Managerial Leadership

This measure is comprised of the following four indices and cor-
responding questions:

1. Support--This measure pertains to the extent to which super-
visors are friendly, attentive and receptive towards subordinates and
is comprised of the following questiomns:

Supervisor means the person to whom you report directly.

How friendly and easy to approach is your supervisor?

65. Now

66. Before the ESOP

When you talk with your supervisor, to what extent does he pay

attention to what you're saying?

67. Now

68. Before the ESOP

To what extent is your supervisor willing to listen to your problems?

69. Now

70. Before the ESOP

2. Goal Emphasis--This measure pertains to the extent to which

supervisors encourage and set examples for employees to maintain high
levels and standards of performance and is comprised of the following

questions:

How much does your supervisor encourage people to give their best
effort?

71. Now

72, Before the ESOP

To what extent does your supervisor maintain high standards of
performance?

73. Now

74. Before the ESOP

To what extent does your supervisor set an example by working hard
himself?

75. Now

76. Before the ESOP

3. Work Facilitation--This measure pertains to the extent to which
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supervisors assist subordinates in improving their job performance by
demonstration, scheduling and problem solving and is comprised of the
following questions:

To what extent does your supervisor show you how to improve your
performance?

77. Now

78. Before the ESOP

To what extent does your supervisor provide the help you need so
that you can schedule work ahead of time?

79. Now

" 80. Before the ESOP

To what extent does your supervisor offer new ideas for solving
job~related problems?

81. Now

82, Before the ESOP

4. Interaction Facilitation--This measure pertains to the extent to

which supervisors encourage subordinates to function as a team and
exchange ideas and opinions with him and is comprised of the following

questions:

To what extent does your supervisor encourage the persoas who work

for him to work as a team?

83. Now

84. Before the ESOP

To what extent does your supervisor encourage people who work for

him to exchange opinions and ideas?

85. Now

86. Before the ESOP

The scale ranges, sample size, mean, standard deviation and
interval consistency reliability alpha coefficients for each of these
variable measures are shown in Table 4. A matrix of the intercorrela-

tions between these measures are presented in Table 5 with the alpha

coefficient for each inserted on the diagonal.
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Table 4

Measures of Managerial Leadership and Organizational Climate®

Measures Sample Sample Standard Coefficient
Size Mean Deviation Alpha
Managerial Leadership
Supervisory Support 240 3.92 .98 =92
136 3.86 .93 .87
Supervisory Goal 240 3.81 .87 <17
Emphasis 136 3.80 .85 .76
Supervisory Work 239 3.14 .89 =82
Facilitation 133 3.15 .85 .82
Supervisory Interac- 239 3.29 1.04 ~83
tion Facilitation 134 3.25 1.05 .88
Organizational Climate
Identity 242 3.44 =77 =80
149 3.45 .72 .76
Responsibility 238 2.55 .2 233
134 2.49 52 .51
Communication Flow 242 2.91 .89 NE)
142 2.83 .89 .75
Decision Making 240 2.73 .89 =80
Practices 137 2.65 .88 .82
a Now

Before ESOP



Table 5

Pearson Correlation Coefficients between Measures of Managerial Leadership and

Organizational Climate with Coefficient Alphas on Diagonala
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Managerial Leadership

Supervisory .92

Support .87

Supervisory Goal .65% J7

Emphasis 66% .76

Supervisory Work .63* .70% .82

Facilitation .59% .70% .82

Supervisory Interaction L60% .70% .12% .83

Facilitation .58% .66% 1% .88

Organizational Climate

Identity .32% .39% .32% .39% .80
24% .26% .20% .32% .76

Responsibility JA1* Q3% .09 .04 .18 .55
.09 .08 .07 .06 .16 .51

Communication .31% .30% .33% .33% JAT* L21% .75

Flow < 24% .15% .16% .23% 46% A1 .75

Decision Making .33% .35% .31% 37% JA5% 22% S4% .80

Practices .36% .29% .28% .34% 24% .16%* 40% .82

*p < ,05

aNow/Before ESOP
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Extent of Benefit

This measure pertains to the extent to which employees perceive
that the ESOP provides a valuable, significant benefit to the company,
majority of employees in general and them personally. It is comprised
of the following question:

To what extent do you think the ESOP provides a valuable benefit

fggi The majority of employees in gemeral

164. You personally

Extent of Understanding

This measure pertains to the extent to which employees perceive

that the majority of employees in the organization accurately understand

the ESOP's impact on them and is comprised of the following question:

165. To what extent do you think the majority of employees under-
stand the way the ESOP affects them personally?

The sample size, mean, standard deviation and interval consistency
reliability alpha coefficients for these variables are presented in

Table 5.

Statistical Techniques

The statistical test employed to evaluate hypotheses 1-6 was the
Student's t statistic. This technique is appropriate for analysis of
means with medium to small sample sizes. The financial performance
hypotheses entailed the comparison of a sample "before ESOP" mean to
a sample "after ESOP" mean for each of the four financial measures.
In cases where the "after'" mean did not exhibit a significant change
from the "before" mean, the inference was made that companies exhibited

no significant differences or changes in the specific measure of financial
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Table 6

Measures of Extent of Benefit and Extent of Understanding

Sample Mean Standard Coefficient
Size Deviation Alpha
Extent of Benefit
Majority of Employees 211 3.52 .94
Personally 201 3.32 1.19 50
Not

Extent of Understanding 202 2.41 1.11 Applicable
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performance. The behavioral hypotheses involved the comparison of a
sample "Before ESOP" mean to a sample "NOW" mean. In cases where the
"NOW" mean did not exhibit a significant change from the "Before ESOP":
mean, the inference was made that employees perceived no significant dif-
ferences or changes for that index of organizationmal life. A .95 level of
confidence (p ¢ .05) was used to determine the significance of results.

Pearson Correlation Coefficients were computed for Hypotheses 7A-7C
and 8A~8C to determine the strength of relationships between changes in
1) managerial leadership and organizational climate and 2) employee motiva-
tion, peer leadership and group processes. Multiple regression analysis
was also used to determine the strengths of these relationships by account-
ing for the amount of variance in the changes in the behavioral dependent
variables that were accounted for by a combination of mangerial leader-
ship and organizational climate change measures. Pearson Correlation
Coefficients were also utilized to examine the relationships set forth in
the above exploratory research questions.

The use of multiple item indices was justified by computing Cronbach's
coefficient alpha for the variables within each index and including those
variables that comprised an acceptable coefficient statistic. The alpha
coefficient is a reliability coefficient that denotes whether a certain
collection of related variables yield interpretable statements, as an index
of equivalence, in consideration of the differences and similarities among
the variables (Crombach, 1961).

All calculations were performed by using the Statistical Program for
Social Sciences on the University of Oklahoma IBM 370/158 computer (Nie,

Hull, Steinbrenner and Brent, 1975).



CHAPTER IV

RESEARCH RESULTS

This chapter provides the statistical results of the data as they
apply to the confirmation or denial of the hypotheses and research

questions presented in Chapter 3.

Financial Performance Results

Table 7 presents the initizl calculations of the financial perform-
ance measures for the ESOP firms two years prior to ESOP adoption and
two years following adoption. The extremely large standard deviations
accompanying sales and earnings growth rates demanded explanation and
substantially questioned the validity of the data. Since the companies
included in the study adopted ESOPs at different times, year Number 1
prior to ESOP adoption was not the same for all six companies, but all
six percentages were summed and a mean and standard deviation were
derived for this set of figures. The same procedure was followed for
the second year prior to ESOP adoption and the two years following
adoption for all four financial measures. This meant that sales growth
percentages for 1972-73 were being averaged with figures from 1973-74,
1974-75, and 1975-76; the same was true for the other three measures.

In an effort to depress the effects of large fluctuations in the
sales and earmnings data, a limiting growth rate of plus or minus 40

percent annually was placed on these variables. This technique was

75
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chosen due to the fact that most firms do not plan to grow more than 40
percent annually except in unusual circumstances, disregarding mergers and
acquisitions (Rue, 1973). Table 8 presents the figures, given this
restraint on the data.

The hypothesis (#1) that company financial performance would sig-
nificantly improve following the adoption of an ESOP was denied on all
four measures. On the measure of sales growth, the average mean of 21.5
percent for the two years priof to ESOP adoption decreased to 21.3
percent for the two years following ESO?, but the change was not sig-
nificant (p = .99). The earnings growth mean of 2.2 percent for the
two years prior to ESOP did increase to 8.0 percent for the two years
following ESOP adoption, but the increase was not significant (p = .78).
The earnings to sales ratio mean decreased from 7.03 percent to 7.00
percent, but again the change was insignificant (p = .98). The earnings
to total capital ratio (ROI) mean slightly increased from 29.2 percent
prior to ESOP adoption to 30.7 percent following adoption, but the change
was insignificaﬁt (p = .77).

In summary, the statistical results on financial performance did
not support Hypothesis 1 established in Chapter III. On all
four of the gemerally accepted measures of financiél performance f£irms
did not exhibit any significant changes, positive or negative, follo&ing
the adoption of an ESOP. Table 9 summarizes the restricted results for

these measures. Appendix 4 provides individual company financial data.

Behavioral Performance Results

The five primary measures of behavioral activity included in the

study were 1) employee motivation, 2) peer leadership, 3) group process,
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Table

(%)

7

Yr. - 2 Yr. - 1 Yr. + 1 Yr. + 2
ESOP
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
Earnings/
Sales 8.8 7.51 5.2 3.51 6.9 7.18 4.3(5) 4.1
Earnings/
Capital 43.2 22.3 28 14.77 36.5 14.94 31.7(5) 20.87
(ROI)
Table 8
Restricted Performance Data for ESOP Companies
Yr. - 2 Yr. - 1 Yr. + 1 Yr. + 2
ESOP
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 -21.7 37.80 18.5 24.96 .8(5) 53.86
Earnings/
Sales 8.8 7.51 5.2 3.51 6.9 7.18 4.3(5) 4,10
Earnings/
Capital 37.6 12.34 27 12.34 35.5 13.50 30.7(5) 19.65

(ROI)
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Table 9

Financial Performance Data

Two Year Standard Two Year Standard
Measure Mean Deviation Mean Deviation T Probabilit
Before Before Before After Value y
ESOP ESOP ESOP ESOP
Sales
Growth 21.50% 11.83 21.33% 17.04 -0.02 .99
Earnings :
Growth 2.17% 22.75 8.00% 29.42 0.29 .78
Earnings
Sales 7.03% 5.37 7.00% 7.33 -0.03 .98
Earnings
Capital 29.17% 4.45 30.67% 10.41 0.30 7
(ROI)

#0One company's ESOP was installed too recently to obtain financial

performance change data.
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4) managerial leadership and 5) organizational climate. Relationships
were also analyzed between these variables and 1) the extent to which
employees perceived ESOP as a valuable benefit and 2) the extent to which

they understood the personal impact of the ESOP.

Employee Motivation

The hypothesis (#2) that employees' personal motivations to be
productive and work hard would significantly increase following the
adoption of an ESOP was confirmed. On a sample size of 135 employee
responses, a '"Before ESOP" personal motivation mean of 3.29 was obtained.
The "Now" mean was 3.35 and this positive change was significant (p < .05)
which suggests that, overall, employees were significantly more motivated
to work following the adoption of an ESOP. This conclusion supported the

tenets of the popular ESOP literature and proponents.

Peer Leadership

The hypothesis (#3) that employees' motivation to encourage and
assist co-workers to be productive, efficient and work hard would sig-
nificantly increase following the adoption of an ESOP was denied on
three measures and confirmed on one measure. On the peer support measure
a sample size of 137 responses yielded a mean of 3.77 on the "Before
ESOP" scale questions. The '"Now'" mean mildly improved to 3.83, but
the change was not significant (p = .18), thus denying Hypothesis 3A.
The peer goal emphasis "Before ESOP" mean was 3.43 and improved to 3.49
for the "Now" response of 134 sample size. However, the positive change
again was not significant (p = .20) and denied hypothesis 3B. On the

measure of peer work facilitation a sample size of 135 resulted in a
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"Before ESOP" mean of 3.15 and a "Now" mean of 3.20. Although the change
was positive, it was not significant (p = .1l1l), thereby denying Hypothesis
3C. The measure of peer interaction facilitation possessed a sample size
of 134 responses. A '"Before ESOP" mean of 3.18 was obtained and the "Now"
mean was computed as 3.28. This was the only significant (p < .05) posi-
tive change measure under Hypothesis #3 and confirmed proposition 3D.

In summary, peer leadership measures exhibited no significant
changes in three areas following the adoption of an ESOP and exhibited
a significant change only in the measure of peer interaction facilitation,
The other three measures, peer support, peer goal emphasis and peer work
facilitation, did change in the positive direction and were approaching

significance, but could not confirm the related hypotheses.

Group Process

The hypothesis (#4) that measures of group processes, the extent to
which employees plan, coordinate work, make good decisions, solve
problems, share important information and strive to reach objectives
together as a group, would significantly improve following the adoption
of an ESOP was confirmed. The group process measure sample size included
134 employee responses and yielded a "Before ESOP" mean of 3.52. The
"Now" mean significantly (p < .05) changed in a positive direction to
3.64, which suggests that, overall, employees perceived themselves as
working better together as a group following the adoption of an ESOP.

In summary, these first four hypotheses that comprised the primary
focus of the study, based upon the current popular ESOP literature and
rhetoric, were split with regards to confirmation and denial. Measures

of employee motivation and group processes revealed significant positive
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changes following the adoption of ESOP, along with one measure of peer
leadership-peer interaction facilitation. Financial performance measures
and three peer leadership measures--peer support, peer goal emphasis and
peer work facilitation--failed to exhibit significant positive changes
following ESOP adoption. However, the peer leadership measures did
reveal mild positive changes approaching significance.

Table 10 summarizes the results for employee motivation, peer leader-

ship and group process variables.

Managerial Leadership and Organizational Climate

Hypotheses 5 and 6 were derived from the related empirical literature
and addressed the change effects of managerial leadership and organizational

climate in conjunction with the adoption of ESOP.

Managerial Leadership

The hypothesis (#5) that measures of managerial leadership would
significantly improve following the adoption of an ESOP was denied on
all four measures. The supervisory support measure resulted in a sample
size of 136 and "Before ESOP" mean of 3.86. The '"Now" mean exhibited a
mild but insignificant (p = .17) positive change to 3.91. Supervisory
goal emphasis sample size also was 136 and the "Before ESOP" mean was
computed as 3.80. The '"Now" mean revealed a mild but insignificant
(p = .51) negative change to 3.77. The measure of supervisory work
facilitation possessed a sample size of 133 and a "Before ESOP" mean
of 3.15 was obtained. There was a mild but insignificant (p = .40)
positive change to the "Now'" mean, computed as 3.25. The supervisory

interaction facilitation measure exhibited a "Before ESOP" mean of 3.25



Table 10
Research Results for Seven ESOP Companies' Employee Motivation, Peer Leadership

and Group Process Change Measures

Mean Standard Standard
Scale/Measure Sample "Before Beviation %ean" Deviation r Probability
Size ESOP" Before Now "Now" Value
ESOP"

13-14/Employee

Motivation 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

Facilitation 135 3.15 .87 3.21 .89 1.63 Al
29-30/Peer

Interaction

Facilitation 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%

%p < .05

(4]
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and a mild but insignificant (p = .32) positive change to a "Now'" mean
of 3.30. Sample size for this measure was 134.

In summary, there were no significant changes on any of the measures
of managerial leadership following the adoption of an ESOP, which denies
Hypothesis #5. There were three very slight but insignificant positive
changes in supervisory support, work and interaction facilitation, but

change in supervisory goal emphasis was mildly negative.

Organizational Climate

The hypothesis (#6) that measures of organizational climate would
significantly change following the adoption of an ESOP was demied on all
four measures. The organizational identity index included a sample
size of 149 and exhibited a '""Before ESOP" sample mean of 3.45. The "Now'
mean revealed a mild but insigniﬁicant (p = .43) positive change to 3.49.
Organizational responsibility measures possessed a sample size of 134
responses and registered a '"Before ESOP" mean of 2.49. There was a mild
but insignificant (p = .78) negative change to the "Now'" mean of 2.48.
Communication flow measures exhibited a '"Before ESOP'" mean of 2.83 with
a sample size of 142. The "Now' mean of 2.86 exhibited a mild but
insignificant (p = .54) positive change in this scale. Decision making
practices measures obtained a sample size of 137 responses and 'Before
ESOP" mean of 2.65. There was a mild but imsignificant (p = .50) posi-
tive change to the '"Now" mean of 2.67.

In summary, there were no significant changes on any of the measures
of organizational climate following the adoption of an ESQOP, which fails
to confirm Hypothesis ##6. There were three very mild but insignificant

positive changes in organizational identity, communications flow and
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decision making practices and a mild negative change in organizational
responsibility.
Table 11 summarizes the results for managerial leadership and

organizational climate variables.

Managerial Leadership and Measures of Employee Motivation,

Peer Leadership and Group Processes

Hypotheses 7A, 7B and 7C looked at the significance of relationships
between changes in measures of managerial leadership and changes in measures
of employee motivation, peer leadership and group processes. Although
there were no overall significant changes in measures of managerial lead-
ership and organizational climate following ESOP adoption, the present
section examines the possibility that within the sample there were signif-
icant positive relationships between changes in measures of 1) managerial
leadership and organizational climate and 2) employee motivation, peer
leadership and group processes. Table 12 summarizes these relationships.

The hypothesis (7A) that there would be significant positive rela-
tionships between changes in managerial leadership and changes in employee
motivation following ESOP adoption was confirmed on three measures and
denied on one measure. The Pearson correlation coefficients relating
changes in supervisory support, work facilitation and interaction facil-
itation with changes in employee motivation were .48, .32 and .51,
respectively (p < .05). Supervisory goal emphasis did not exhibit a
significant relationship with employee motivation (.10, p = .10).

The hypothesis (7B) that there would be significant positive rela-
tionships between changes in managerial leadership and peer leadership

was confirmed on all four measures. Table 12 presents the significant
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Table 11

Results for Seven ESOP Companies' Managerial Leadership and Organizational

Climate Change Measures

Sample Mean gﬁaﬁ?id Me Standard T
Scale/Measure gﬁge "Beforﬁ "Xeforzn "N§3" Dexiation value Probability
ESOP " Now
ESOP
15-22/Managerial
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/Supervisory Work
Facilitation 133 3.15 .85 3.11 .92 ~-0.84 .40
21-22/Supervisory
Interaction
Facilitation 134 3.25 1.05 3.30 1.07 1.00 .32
1-8/0Organizational
Climate
1-2/0rganizational
Identity 149 3.45 .73 3.49 .78 .78 .43
3-4/0rganizational
Responsibility 134 2.493 .52 2.488 .52 -0.28 .78
5-6/0Organizational
Communications
Flow 142 2.83 .89 2.86 .94 .62 54
7-8/0rganizational
Decision Making
Practices 137 2.65 .88 2,67 .95 .68 .50

c8
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Table 12
Pearson Correlation Coefficients between Changes in Measures of
1) Managerial Leadership and Organizational Climate and

2) Employee Motivation, Peer Leadership and Group Process

=
g g g3
o — e o~
o o 0 W g
U I & O it Q [S ] 9]
> o u O = @ )
o> ) @ na o o
= N oo i o (PR TR 30
Qo 4 U U Q o Uy & Q o O
g o v 3 J g U o g s @ oo
S R« A pa (= oy B By B D P
Managerial Leadership
Supervisory Support 48% .32% .31% L40* .31% 43%
Supervisory Goal Emphasis .10 L27% .26% .23% LA15% .23%
Supervisory Work .32%  ,60%  .66%  .59%  .53%  55%
Facilitation
Supervisory Interaction 14  79%  ,78%  .79%  .80%  .82%
Facilitation
Organizational Climate
Identity 12 .18% .25% .01 J22% 27%
Responsibility 37% .26% .35% 19% 9% 34%
Communication Flow 274 .09 .18% 16%* .24% 31%
Decision Making Practices .55% .34% J42% 40% .35% JAT*

*(p < .05)
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correlation coefficients for all 16 pairs of relationships between the
four measures of changes in managerial leadership and the four measures
of changes in peer leadership.

The hypothesis (7C) that there would be significant positive rela-
tionships between changes in measures of managerial leadership and
changes in measures of group processes following the adoption of an ESOP
also was confirmed on all four measures. The significant coefficient
computations relating supervisory support, goal emphasis, work facili-
tation and interaction facilitation with group processes were .43, .23,
.55 and .82, respectively.

In summary, the Pearson correlation coefficients generally confirmed
the existence of strong positive relationships between changes in measures
of managerial leadership and changes in measures of employee motivationm,

peer leadership and group processes following adcption of an ESOP.

Organizational Climate and Measures of Employee Motivation,

Peer Leadership and Group Processes

Hypotheses 8A, 8B and 8C explored the significance of relationships
between changes in measures of organizational climate and changes in
measures of employee motivation, peer leadership and group processes.

A summary of these relationships also are presented in Table 12,

The hypothesis (8A) that there would be significant positive rela-
tionships between changes in organizational climate and changes in
employee motivation following the adoption of an ESOP was confirmed on
three measures and denied on one measure. Measures of organizational
responsibility, communication flow and decision making practices were

significantly related to employee motivation as indicated by coefficients
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of .37, .27, and .35, respectively. Organizational identity di&.not
exhibit a significant relationship with employee motivation (.12, p =
.08).

The hypothesis (8B) that there would be significant positive rela-
tionships between changes in measures of organizational climate and
changes in measures of peer leadership following ESOP adoption was con-
firmed for all sets of relationships except between 1) identity and peer
work facilitation (.01, p = .46) and 2) communication flow and peer
support (.09, p = .11). The significant correlation coefficients for
the other 14 pairs of relationships are presented in Table 1l.

The hypothesis (8C) that there would be significant positive
relationships between changes in measures of organizational climate
and changes in measures of group processes was confirmed on all four
measures, Significant correlation coefficients‘relating organizational
identity, responsibility, communication flow and decision making prac-
tices with measures of group processes were .27, .34, .31, and .47,
respectively.

In summary, the Pearson correlation coefficients generally con-
firmed the hypotheses that there would be significant positive rela-
tionships between changes in measures of organizational climate and
changes in measures of employee motivation, peer leadership and group

processes,

Overall Effects of Managerial Leadership and Organizational Climate

In addition to Pearson correlation coefficients, multiple regression
analysis was utilized to determine the overall strength of relationships

between changes in measures of 1) managerial leadership and organizational
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climate and 2) gmployee motivation, peer leadership and group processes.
Table 13 contains the results of the multiple regressions for the mea-
sures of managerial leadership and organizational climate. These data
further confirmed the existence of strong positive relationships between
changes in overall measures of 1) managerial leadership and organiza-
tional climate and 2) employee motivation, peer leadership and group
processes. The Multiple R's for all six dependent variables were highly
significant (p < .01).

The combined measures of managerial leadership and organizational
behavior accounted for 56%Z of the variance in changes in employee moti-
vation, 717 of the variance in peer support, 75%Z of the variance in
peer goal emphasis, 73% of the variance in peer work facilitation, 727%
of the variance in peer interaction facilitation and 82% of the variance
in group processes.

In summary, the multiple regression analyses considerably support
and strengthen the Pearson correlation coefficients and conclusions
that significant positive relationships exist between changes in measures
of 1) managerial leadership and organizational climate and 2) employee
motivation, peer leadership and group processes, which is consistent

with contentions of Likert, Bowers and Seashore, and others.

Extent of Perceived Benefit and Understanding

Pearson correlation coefficients were utilized to determine the
relationships set forth in the exploratory research questions in Chapter
III. Table 14 summarizes the results of relationships between 1) the
extent to which employees perceived ESOP to be a valuable benefit for

themselves and other employees and the extent to which they believed most
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Table 13
Results of Multiple Regression Analyses for Measures of
1) Changes in Managerial Leadership and Organizational
Climate and 2) Changes in Employee Motivation, Peer

Leadership and Group Processes

R R2 F
Employee Motivation .75 .56 4 19.52
Peer Support .84 .71 43,18
Peer Goal Emphasis .86 .75 44 .74
Peer Work Facilitation .85 .73 40.84
Peer Interaction Facilitatiom .85 72 39.74
Group Process 91 .82 71.06

p < .01



91

Table 14

Pearson Correlation Coefficients between Measures of 1) Perceived

Benefit and Perceived Understanding and 2) Behavioral Variables

Extent of Extent of
Behavioral Variables Perceived Perceived

Benefit Understanding
Employee Motivation .34% JA7%
Peer Leadership
Peer Support 1% 21%
Peer Goal Emphasis 13* JA7%
Peer Work Facilitation .13% 24%
Peer Interaction Facilitation JA7% .29%
Group Process .20% 26%
Managerial Leadership
Supervisory Support .23% JA3%
Supervisory Goal Emphasis .31% .18%
Supervisory Work Facilitation J13% J21%
Supervisory Interaction Facilitation J25% . 24%
Organizational Climate
Organizational Identity 48% .36%
Organizational Responsibility .16% .18%
Organizational Communications Flow .20% .20%
Organizational Decision Making Practices .33% .30%

*(p < .05)
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employees understood the personal effects of the ESOP and 2) measures
of employee motivation, peer leadership, group processes, managerial
leadership and oxganizational climate.

The Pearson correlation coefficients exhibited significant positive
relationships between 1) the extent to which employees perceived ESOP to
be a valuable benefit and the extent to which they understood the ESOP
and every measure of 2) employee motivation, peer leadership, group
processes, managerial leadership and organizational climate variables.

Table 14 presents these 14 sets of significant relationships.



CHAPTER V

SUMMARY, CONCLUSIONS, DISCUSSION AND RECOMMENDATIONS

FOR FUTURE RESEARCH

Summary
The primary purpose of this research study was to investigate the
relationships between adoption of ESOP and measures of financial per-
formance, employee motivation, peer leadership and group processes, and
the extent to which these variables are conditioned by changes in man-
agerial leadership and organizational climate. The primary questions
the study attempted to answer were:

1. What are the relationships between the introduction of an ESOP
and financial performance, employee motivation, peer leadership
and group process measures of firms?

2. What are the strengths of relationships between 1) changes in
managerial leadership and organizational climate and 2) changes
in employee motivation, peer leadership and grou; processes
following ESOP adoption?

Additional inquiry focused on the relationships between 1) the extent
to which employees perceived ESOP as a valuable benefit and understood
its affect on them, and 2) the behavioral dependent variables mentioned
above in Questions 1 and 2.

The subjects were 242 employees from seven American firms located

in California, Missouri, Nebraska, Texas and Washington representing

93
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seven different industries. Financial performance data were obtained

from these firms and each employee completed a survey questionnaire

developed to solicit employee perceptions of the organizational environ-

ment prior to and following the adoption of ESOP.

The Student's t statistical technique was utilized to test hypoth-

eses 1 through 6 in the present study and revealed the following results:

1.

Financial performance results did not significantly improve
following ESOP adoption.

Overall, the index measure of employee motivation significantly
improved following ESOP adoption.

Overall, three index measures of peer leadership, 1) peer sup-
port, 2) peer goal emphasis and 3) peer work facilitation, did
not significantly improve following ESOP adoption.

Overall, one index measure of peer leadership, peer interaction
facilitation, significantly improved following ESOP adoption.
Overall, the index measure of group processes significantly
improved following ESOP adoption.

Overall, none of the four index measures of managerial leader-
ship, 1) supervisory support, 2) supervisory goal emphasis,

3) supervisory work facilitation and 4) supervisory interaction
facilitation significantly improved following ESOP adoption.
Overall, none of the four measures of organizational climate,
1) identity, 2) responsibility, 3) decision making and 4) com-

munication flow, significantly improved following ESOP adoption.

Pearson correlation coefficients and multiple regression analysis

revealed the following results concerning relationships among variables

within the sample:
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1. Within the sample, there were significant positive relation-
ships between changes in managerial leadership and changes in
employee motivation, peer leadership and group processes.

2. Within the sample, there were significant positive relationships
between changes in organizational climate and changes in
employee motivation, peer leadership and group processes.

3. Within the sample, there were significant positive relation-
ships between 1) the extent to which employees understood ESOP's
affect on them and 2) employee motivation, peer leadership and
group processes.

4. Within the sample, there were significant positive relation-
ships between 1) the extent to which employees perceived ESOP
as a valuable benefit and 2) employee motivation, peer leader-

ship and group processes.

Conclusions

The following conclusions must be tempered by the fact that this
study encompassed only seven organizations, most of them very small,
and the fact that the methodology required respondents to recall their
perceptions of the organization prior to ESOP adoption. As was mentioned
in chapter 3, the assumption was made that definitive pre-ESOP and
post-ESOP perceptions could be expressed on ordinal response scales that
served as measurable surrogates for actual perceptions by employees.

With respect to financial performance, the conclusion can be made
that ESOP has no apparent significant relationship with or impact upon
improvements in sales or earnings growth, earnings to sales or return on

investment.
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With respect to employee motivation, it can be concluded that,
(following ESOP adoption),; there is a significant increase in employee
motivation as defined by a motivational index possessing variables mea-
suring the extent to which employees perform extra work for their jobs
not required of them, the extent to which employees feel more involved
with their jobs and the extent to which employees perceive themselves as
working harder, relative to other employees' jobs (see Appendices 2 and 6,
#135-136, 139-142).

It can be concluded that ESOP's impact on peer leadership is limited
to significant improvements in peer interaction facilitation, the extent
to which employees encourage each other to work together as a team,
emphasize team goals and exchange opinions and ideag among each other
(see Appendices 2 and 6, #109-114). ESOP apparently had no statistically
significant impact on peer support (the extent to which employees are
friendly, attentive and receptive toward each other—--see Appendices 2
and 6, #93-98), peer goal emphasis (the extent to which employees encour-
age each other to establish and maintain high levels and standards of
performance--see Appendices 2 and 6, #99-102), or peer work facilitation
(the extent to which employees assist each other in improving job methods,
planning, organizing, scheduling and problem solving--see Appendices 2
and 6, #103-108).

With respect to group processes, the extent to which employees plan,
coordinate work, solve problems, make good decisions, share important
information, and desire to achieve objectives together (see Appendices 2
and 6, #115-126), it can be concluded that ESOP favorably affects this

dimension of organizational activity.
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It can be concluded that there is no significant relationship
between ESOP adoption and changes in managerial leadership or organiza-
tional climate. ESOP did not significantly impact or alter either one
of these dimensions of organizational life, as they are defined by the
specific variables in the present study (see Appendices 2 and 6:
managerial leadership, #65-86; organizational climate, #1-6, 11-18,
55-62, 143-148).

Although there were no statistically significant overall changes in
managerial. leadership or organizational climate following ESOP adoption,
while simultaneously there were significant overall changes in employee
motivation, peer interaction facilitation and group processes, there
were significant positive relationships within the sample between changes
in these two sets of variables. Therefore, it can be concluded that a
substantial amount of the change in these latter dependent variables can
be accounted for by changes within the sample in managerial leadership
and organizational climate. Conversely, a significant amount of change
in the latter dependent variables cannot be accounted for by changes in
managerial leadership and/or organizational climate.

With respect to employee understanding of ESOP, it can be concluded
that the more employee understanding there is of the plan, the greater
will be improvement in employee motivation, peer leadership and group
process. Similarly, it can be concluded that the greater the extent to
which employees perceive that ESOP genuinely is a valuable personal
benefit, the greater will be their motivation and peer performance (see

N

Appendices 2 and 6, #163~165).
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ESOP and Financial Performance

Financial performance data were extremely sporadic and, in spite
of the fact that the 40 per cent restrictions did considerably lower the
variations in sales growth; earnings growth, earnings to sales and
earnings to net worth (ROI) figures, no significant changes occurred
during the two years following ESOP adoption.* Although two of the
financial performance measures (earnings growth and ROI) did exhibit
slight (but statistically insignificant) positive changes subsequent to
ESOP adoption, the other two measures (earnings growth and earnings/sales)
exhibited mild (but also statistically insignificant) negative changes.
Therefore, these overall financial results were somewhat contrary to
many ESOP proponents' contentions that ESOP is a sort of financial
"cure-all" benefit for companies.

The lack of significant findings was possibly accounted for in
part by the numerous exogenous variables operating in the economy and
the substantial fluctuations in the business environment during the
period for which financial data were obtained (e.g. the 1974 recession
and subsequent recovery period). However, any conclusions attempting
to relate ESOP with financial performance would be at very best tenuous
because of the many complexities and elements affecting such performance

measures as sales and earnings growth and capital structure.

*It was decided to compare two years prior to ESOP with two years fol-
lowing because most companies could not conveniently gather data four

years prior to ESOP, which would have been necessary for three figures
of change data for sales and earnings growth prior to ESOP (see Appen-
dix 4).
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Nevertheless, this dimension was included in the study because the pro-
ponent ESOP literature so strongly contends that ESOP will improve
financial performance (as a sort of "cure-all") and because surveyed
firms agreed to provide the financial data requested. Therefore, this
author deemed it worthy to take a 'rough" look at these financial ele-
ments to determine if any striking changes did occur. Only one firm
possessed figures on turnover, absenteeism, grievances or waste, which

eliminated these factors from consideration in the present study.

ESOP and Employee Motivation

Obviously there are many dimensions of motivation not addressed by
the questions included in this study. Therefore, conclusions and dis~
cussion must be limited to the specific dimensions of motivation covered
by the questions included in the survey.

As was mentioned earlier, in Chapter 4, there were significant
positive changes in the motivational index which was composed of items
which measured the extent to which employees performed extra work for
their jobs not required of them, the extent to which employees felt more
involved with their jobs and the extent to which employees perceived
themselves as working harder, relative to other employees' jobs, follow=~
ing ESOP adoption (see Appendices 2 and 6, #135-136, 139-142). However,
there were no significant positive changes in several other dimensions
of motivation such as the extent to which employees enjoyed performing
their job, the extent to which they looked forward to working each day
and the extent to which people, policies or conditions within the organ-

ization encouraged them to work hard (see Appendices 2 and 6, #37-42).
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Taken together, these motivation questions suggest that the moti-
vational changes that did occur were not due to "external" factors such
as the job itself, people, policies or working conditions. This is
consistent with what the author expected, given the fact that ESOP did
not alter any of these external variables. Therefore, it appears that
the motivational changes were "internal" in nature; that is, spontaneous
individually motivated activity to perform extra work, become more

involved and work harder, regardless of the "external" surroundings.

Internalization of Goals

This "internal" thesis is further substantiated by additional
responses to questions which measured the extent to which employees feel
a real responsibility to help the company be successful and the extent
to which employees perceive that the organization is effective in getting
them to meet the firm's needs and contribute to its effectiveness (see
Appendix 6, #129-132). These measures represent the goal integration/
internalization concept mentioned in Chapter 2 and exhibited positive
changes following ESOP that were just short of being significant at
P ¢.05. Therefore, it appears that these spontaneous "internal" motiva-
tional changes may be due in part to the fact that employees perhaps are
reaching a point at which they are beginning to integrate their personal
goals and identity with those of the organizationm.

As was suggested in the literature review in Chapter 2 (e.g. Katz
and Kahn, Tannenbaum, etc.), the prerequisites for increased employee
motivation and internalization of corporate goals would be changes in

one or more of the following: 1) organizational climate, 2) managerial
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leadership, 3) participation in decision making, 4) internalization of
subgroup norms and objectives (peer goal emphasis), 5) significant con-
tributions to group performance and 6) sharing in the rewards received
from successful group performance. In addition to the index questions
representing these factors, nomne of the additional related questions
that pertained to these particular factors exhibited statistically sig-
nificant positive changes (see Appendices 2 and 6, #19-20, 35-36, 45-46,
51-52, 63-64, 91-92, 127-128, 149-158). 1In spite of the apparent
contradictions with the above authors, it is this author's contention
that expanded ownership, the sense of owning a '"piece of the action,"
is the dynamic factor contributing to improved employee motivation and

apparent goal internalization.

ESOP and System Rewards

Katz and Kahn suggest that desirable system rewards uniformly
distributed are fairly effective in attracting and retaining employees
in the organization, but do not induce the motivation for employees to

" ., . . motivate perfor-

work at higher levels of quantity or quality or
mance beyond the line of duty . . ." unless there is a substantial degree
of goal integration and internalization of the corporate image because

of its favorable "attractions" (1966, p. 356). ESOP, viewed as a system
reward, does appear to be a favorable attraction that is contributing

to some measure of goal integration and internalization of corporate
identity, which is consistent with Katz and Kahn's contentions. However,

they do contend that the above mentioned prerequisites to increased

motivation and internalization are much more effective in bringing about
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these desired positive changes in motivation and performances, but since
none of.them did significantly change, it appears that the "attraction"
of ownership is playing a major role in the effectiveness of ESOP as a
system reward.
Alternative explanations for the above results in motivation and
goal integration/internalization could be expectations of the employee's

peer group and their consequent impact on attendant behavior.

ESOP and Peer Leadership

The only index of peer leadership behavior that exhibited signifi-
cant positive changes following ESOP adoption was peer interaction
facilitation, the extent to which employees encourage each other to work
together as a team, emphasize team goals and exchange opinions and ideas
among the peer team (see Appendices 2 and 6, #109-114). It represents
a sort of internal spontaneous enthusiasm towards work, as a team.

Based upon contentions of the popular ESOP literature and expectations

of this author, these changes were expected and complement the discussion
of the previous section on goal integration/intermalization and motiva-
tion.

The peer support index, which pertains to the extent to which
employees are friendly, attentive and receptive towards each other, did
not exhibit significant positive changes (see Appendices 2 and 6, #93-98).
Therefore, ESOP does not necessarily appear to contribute to making
organizations significantly more sociable or sensitive. The sense of
"fraternity" or "co-owners" apparently has not developed in ESOP com-
panies to the extent desired or expected by ESOP proponents, including

this author.
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The peer goal emphasis index, which measures the extent to which
employees encourage each other to establish and maintain high levels
and standards of performance, did not exhibit significant positive
changes (see Appendices 2 and 6, #99-102). This suggests that ESOP did
not appear to induce employees to insist on maximum output and quality
of performance from each other. A possible explanation for these results
is that these questions can have a potential negative connotation in the
sense that "encouraging" each other to give their best effort may be
considered "riding" each other, and "encouraging" the maintenance of
high standards may be viewed as being "picky" or unreasonable. If such
were the perceptions by employees, then these results were understandable.
Otherwise, the outcomes were somewhat unexpected and contrary to much of

what ESOP proponents purport-——that ESOP should bring about mutual

" T

"encouragement," not "riding" or "picking," among employees to perform
at optimal levels of quality and quantity so as to enhance their own and
the company's well-being.

The peer work facilitation index pertains to the extent to which
employees assist each other in improving job methods, planning, organ-
izing, scheduling and problem solving (see Appendices 2 and 6, #103-108).
These dimensions did not exhibit significant positive changes following
ESOP adoption which suggests that ESOP did not appear to promote employee
involvement with each other's work. ESOP proponents and this author
would have expected positive changes in these areas because of the
mutual interests ESOP has the potential of creating, thus (hopefully)

manifesting facilitative work behavior among co-worker/owners. As with

the previous index, these questions might also be interpreted as somewhat
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negative in the sense that "helping" might be considered as "getting in
the way" or "minding more than your own business'; but generally speak-
ing the results were somewhat disappointing and unexpected.

It is this writer's contention that a major reason for the lack
of significant positive changes in peer support, peer goal emphasis and
peer work facilitation indices was the failure of management to compre-
hensively communicate to employees what ESOP is, what it can mean for
the emplovees and the essential importance of their commitment to maxi-
mum performance and success of "their" company. More will be said about
this later in the chapter.

The observations in Chapter 2 by Katz and Kahn, Likert, Mayo and
others all strongly accent the importance of peer cohesion, support,
loyalty and common goals as being major determinants of increased moti-
vation, productivity and quality of work. Perhaps this spontaneous
enthusiasm towards work as a team can strengthen peer cohesion, support
and loyalty; and as more understanding is gained about ESOP and the
importance of "common goals" among =mployees and the company, greater
productivity, quality of work, motivation and all dimensions of peer
leadership behavior will ensue. These results certainly would harmonize
with contentions of ESOP proponenfs and limited results from case reports

(Burck, 1976). :

ESOP and Group Processes
The group process index is closely related to peer interaction
facilitation in that the variables pertain to a spontaneous enthusiasm

toward joint effort im the werkplace, as a group. Specifically, the
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measure addresses the extent to which employees plan, coordinate work,
solve problems, make good decisions, share important information and
desire to achieve objectives together as a team. This index exhibited
significant positive change following ESOP adoption which suggests that
ESOP appeared to contribute to the improvement of these peer group
behavior dimensions by enriching the worth of group accomplishments

through expanded ownership.

ESOP and Managerial Leadership and
Organizational Climate

There were no significant changes in any of the overall measures
of managerial leadership or organizational climate following ESOP adop-
tion. These potentially potent moderating variables apparently did not
account for the overzll positive changes observed in employee motivation,
peer interaction facilitation and group processes obtained in the present
study. Obviously all the dimensions of managerial leadership and
organizational climate were not represented by the questions included
in the present study. However, the lack of significant overall changes
in the index questions and those related to managerial leadership and
organizational climate (see Appendices 2 and 6, #87~92, 149-158) substan~-
tially confirm the above contention that these moderating wvariables
apparently did not account for the overall changes in the dependent
behavioral variables.

A key dimension within managerial leadership and organizational
climate that could have made a marked difference on employee motivation

and especially intermalization of corporate objectives would have been
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those factors relating to participation in decision making. There is
no dearth of research literature expounding the merits of employee
participation and its positive impact on motivation, performance and
internalization of organizational goals. Indeed, Katz and Kahn's comments
regarding the Scanlon Plan and Tannenbaum's observations of the Kibbutzim
(Chapter 2, pp. 37-38) reinforce this tenet.

This author considered it a possibility that more participation in
decision making and confidence and trust between managers and subordi-
nates would result following ESOP adoption because of the co—-owner 'we're
all in this together" concept that would (supposedly) develop. However,
none of the decision making index variables (see Appendices 2 and 6,
#55-62) significantly changed following ESOP adoption, nor did any of
the related questions concerning mutual trust and confidence between
supervisors and subordinates (see Appendices 2 and 6, #87-92). There-
fore, the co-owner concept apparently has not developed to the extent
that managers consider it beneficial and valuable to include employee
participation in decision making, or to the extent that they really con-
sider and treat subordinates as co-owners and therefore capable and
willing to provide meaningful input for realistic goal setting and deci-~
sion making.

Taken together, these findings suggest the existence of a direct
link between ESOP adoption and improved employee motivation, peer inter-
action facilitation and group processes, and, as has already been
mentioned, challenges the specific conclusions drawn by Katz and Kahn
(1964, p. 364) that there will be no significant changes in dependent

behavioral variables of this type unless there are commensurate changes
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in managerial leadership, organizational climate and other related
organizational activity. Once again, it is this author's contention
that employees are perceiving that they are beginning to own "a piece
of the action" and this, in turn, is inclining them to exhibit higher
levels of some dimensions of motivation and working together as a team

of co-worker/owners for the improved sake of their company.

Relationships Between lChanges in Managerial Leadexrship
and Organizational Climate and 2Changes in Employee
Motivation, Peer Leadership and Group Processes

Although there were no overall changes in managerial leadership or
organizational climate, some employees within the sample apparently per—
ceived these dimensions as improving, others perceived them as getting
worse and others perceived no change. Simultaneously, these employees
also perceived concurrent positive, negative and no changes in motivation,
peer leadership and group processes. These positive relationships are
in harmony with contentions of Katz and Kahn (1966), Likert (1961),
Seashore (1954) and others in :hat a substantial proportion of the var-
iance in changes in employee motivation, peer interaction facilitation
and group processes can be explained by concurrent changes in managerial
leadership and organizational climate.

Thus it appears that these variables also represent a causal chain
through which employee motivation, peer interaction facilitation and
group process behavior can be affected and improved. Consequently, the
following model perhaps more accurately describes the relatiomship between
ESOP and these sets of variables than the model originally proposed in

Chapter 3.
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Managerial Leadership

Organizational Climate

Employee Motivation

Peer Interaction Facilitation

Group Processes

ESOP

ESOP Benefit and Understanding

There were significant relationships between 1) the extent to which
employees perceived the ESOP as a valuable benefit and understood its
affect on them and fellow employees and 2) employee motivation, peer
leadership and group process variables. This would suggest that employ-
ees are more likely to exhibit higher levels of motivation and peer
group performance when they more fully understand the effects of ESOP
and are convinced that it is truly a valuable benefit to themn.

Even though there were positive changes in some dimensions of moti-
vation, group processes and peer interaction facilitation, perhaps a
lack of comprehensive communication and understanding about ESOP has
prevented statistically significant improvement in other dimensions of
peer leadership: the development of a more "fraternity/co-owner" feeling
among employees, "encouragement" of high levels and standards of per-

formance and "helping" each other in the facilitation of work.
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The mean response for question number 165 was 2.4: '"To what extent
do you think the majority of employees understand the way the ESOP
affects them personally?" This implies that most employees see them-
selves and others as substantially lacking in understanding about ESOP
and its ramifications. Comments by managers and employee responses on
the open~ended questions substantiated a lack of effective communication
efforts on behalf of management. For example, the following are some
typical comments to question number 168: ''What aspects, if any, are
there about the ESOP you are uncertain or would like to have more infor-
mation?":

"Everything!"

"Information on what ESOP is about."

"Most of the program."

"I am not familiar with the ESOP."

"I need more information on the ESOP to answer these!"

"I would like to know how benefits are computed."

Although these comments did not necessarily represent the majority
of employees surveyed, they do suggest a need for more effective and
comprehensive communications and explanations of ESOP. It is not unlikely
that with more improved and thorough methods of communication, and hence
higher levels of employee understanding and familiarity, there would be
more significant changes in employee motivation, peer leadership and
group process measures which could eventually result in improved quantity

and quality of productivity and financial performance.
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Overall Movement of Variables

Very often researchers make the assumption that p ¢ .05 is a "magic
number" and that everything not falling within that parameter has no
meaning or significant whatsoever in the real world. This author chooses
to agree with that number who believe this to be somewhat naive and
unrealistic and therefore thought it worthwhile to mention the general
overall movement of most of the variables in the survey.

An overview of Appendix 6 reveals that the vast majority of vari-
ables did exhibit positive changes following ESOP adoption. This
possibly could be interpreted that, with a few exceptions, employees
perceive that things seem to be getting a little better. It would be
ludicrous to suggest what percentage of that positive change can be
accounted for by the ESOP, but it certainly is worthy of serious acknowl-
edgement and consideration by companies seeking improvement in the areas

covered by the survey.

Significance to Management

1. The adoption of an ESOP appears to provide some direct positive
benefit to organizations because of providing employees with "a piece
of the action" even if there are no perceived or actual changes within
the firm in areas of managerial leadership or organizational climate.
Taken to its extreme, this possibly could imply that maximum levels of
employee motivation and peer group performance are not attainable unless
an organization provides its employees an opportunity to own "a piece of

the action" through expanded employee ownership.
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2. Since there were significant relationships within the sample
between 1) changes in employee motivation, peer interaction facilitation
and group processes and 2) changes in managerial leadership and organ-
izational climate, it appears that the direct positive changes due to
ESOP adoption can be enhanced or constrained by concurrent positive or
negative changes in managerial leadership and/or organizational climate
variables. It seems that a unique opportunity is present for progressive
companies to combine expanded employee ownership with expanded employee
participation in goal setting and decision making to achieve maximum
levels of employee motivation, peer performance and employee intermal-
ization of organizational goals and identity.

3. The strong relationship exhibited between 1) the extent to which
employees understand ESOP and perceive it to be a valuable benefit and
2) employee motivation, peer leadership and group processes suggests
that a company must effectively and comprehensively communicate the mean-
ing of ESOP to its employees and make sure that they understand their
role in its success. V /

Taken together, perhaps these observations suggest that companies
desiring to achieve maximum levels of employee motivation and peer group
performance should do the following: 1) provide employees the opportun-
ity to own "a piece of the action" through an ESOP, 2) provide positive
and supportive managerial leadership and a favorable organizational
climate characterized by employee participation in goal setting and deci-
sion making, and 3) make sure that the ESOP is completely, clearly and
effectively communicated to employees with regard to what it is, what it
can do for them and the critical importance of their united effort to

make the company a success for everyone.
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Recommendation for Future Research

There are numerous opportunities and avenues for future ESOP research.
The following suggestions are not exhaustive but are logical extensions
of the present study.

Future ESOP research should encompass a longitudinal study that
obtains true pre-test/post-test measures of the organizational variables
included in the present study and additional behavioral and quantitative
measures. Time and money limitations prevented such a study for this
dissertation project.

Future studies should be designed to provide more substantial infor-~
mation on the relationships between ESOP adoption and 1) managerial
leadership and organizational climate, 2) additional dimensions of moti-
vation, 3) financial performance of firms and 4) measurable levels of
quantity and quality of productivity. Specifically, future research
endeavors should include control groups of similar size and type com-
panies whereby perceptual, quantitative performance and financial survey
data could be gathered simultaneously with ESOP companies' data. This
would allow more sophisticated statistical examination of changes in
managerial leadership and organizational climate variables following
ESOP adoption. Control groups would also provide the basis upon which
to make meaningful financial performance comparisons and comparisons in
changes of employee motivation, peer leadership, group processes and
productivity.

Nothing has been mentioned about job satisfaction in the present
study although several questions were asked of respondents concerning
this factor (see Appendix 6, #21-34). Research attempting to determine

the relationship between 1) job satisfaction and 2) motivation and
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performance has yielded various and contradictory findings (Yankelovich,
1975). However, job satisfaction does appear to have a definite positive
relationship with employee turnover and absenteeism (Yankelovich).
Therefore, future research studies should be conducted with firms that
possess turnover and absenteeism statistics so that this dimension can
be included into the overall ESOP impact paradigm.

It remains to be seen if the results from the present study can be
replicated in futurg studies encompassing larger numbers of employees
and a broader range of companies. If such results are replicated, ESOPs
could be destined to become an essential and pervasive thread in the

fabric of the American business system.
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APPENDIX 1

“University~of Oklahoma 307 West Brooks, Room 105D  Norman, Oklahoma 73019

College of Business Administration
Division of Management

COMPANY -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:

% % A A %
% A A % %

PERCENT OF EMPLOYEE ABSENTEEISM THREE YEARS PRIOR TO ESOP ADOPTION AND SINCE ADOPTION:

A A % % A
A % % % %

NUMBER OF GRIEVANCES THREE YEARS PRIOR TO ESOP ADOFTION AND SINCE ADOPTION:

3123
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PERCENTAGE OF WASTE (HOWEVER COMPUTED) THREE YEARS PRIOR TO ESOP ADOPTION AND
SINCE ADOPTION:

A 7% A % %
% % % % %
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?




SUniversity~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 learn more about how people work together now, and what
effects the Employee Stock Ownarship Pian (ESOP) has had on you and your
fellow employees. The aim Is to use the information to make your work situation
more satisfying and productive.

If this study is to be helpful, it is important that you answer each question as
thoughtfully and frankly as possible. This Is not a test and there aie no right or
wrong answers.

The completed answer sheets are processed by automated equipment which
summarizes the answers in statistical form so that individuals cannot be
Identified. To ensure COMPLETE CONFIDENTIALITY please do not write your
name anywhere on the questionnaire or answer sheet.
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INSTRUCTIONS

1. All questions can be answered by filling In one of the answer spaces on the
enclosed answer siteet. 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) NOV/ ana {2) Before ESOP. Please read
each question and answar how It Is now, and how it was bsiore the ESOP.
If you do not believe there have been any changes, put the same answer for
both parts.

3. Pleasa answer all questions in order.

4. Please use a soft pencil and cbserve carefully these important instructions:
a) Make heavy marks that fill the column
b) Erase cleanly any answer you wish to change
¢) Make no stray markings on the answer shest

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?

= Toavery little extent
J a great extent
o . To avery great extent .

~ Toalittleextent
‘@ Tosome extent

PO

(1) NOW

£d,] .

a4

[N

(2) Before ESOP 1

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:

1333 3IIITT @M S 2133322 2 @mem 33Tz 43I §IIiis 31z 2SIz o3I I SoInis 4122553 23333 3zsIIz gIniiz St
2333 3IIIIi gz g§iiiEz 1313333 2z o3Imzio4Iiio§Isnar Zis:sss 2 sssss sz 4zaniz o§imiis @iz 233337 iz 4zIizn §3Iis
Iz o3I gz gz [T R R R = S L E e }JeszainogozmzizogIizogIiizogiiiis J2t32:22 2 sIzioyzizzi gz §IIIs
Iz iiizogoniic gIiazz 14132330 2 23T o3Iz g4I oIt }§133330 2 IIIIz o3z gIIiio§IIIi } 6133330 233333 333z g3IIEn g3
sIIT 33337 gIIIIrogIIIT 18135337 2 z3zz yiIIIz goIIaz §IIiE JQizzszz @ 23Tz I grIni gz 20133333 2 73333 3zIn g4Iz AT
11233 3330 gz &Il Q@133 g IzIzz gz gl §IIiz 2313z 2 IIIIzo Iz 43I ogIIzis 24137333 253310 3T gInT osIiic
23337 333 ogranic gz 26133530 2 mzmn yiInin gz osEIane 27133353 pasmIz oy gt giIIiz 28izzm3z 2 3miz 3z PR

If you have any questions about this procedure, please ask the questionnaire
administrator NOW.

6. 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 all those
persons who report to the same supervisor you do.
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To what extent are people proud ol belonglng tothls
organization. P {
1. Now
2. Before the ESOP

To what extent do you feel that you are a member of a well .

functioning team. R ' % B ‘
3. Now 020 3% 4 sl

4. Before the ESOP 1 3, 5
As far as you can see, to what extent is there personal loyalty

to the company. - ;} S g ;
5. Now s 2l W s

6. Before the ESOP in o2 - 35 4. .5

d J,_c: ! ; "

To what extent does this organlzatlon have clear-cut

reasonable goals and oblectlves? . ﬂ - .5 L
7. Now : 1-'3 F ¢!

8. Before the ESOP ER o é’jé
In this organization people pretty much look out for lhelr own
interests. SR ~.,~.; ’ fj‘g-f a T
9. Now 15 3 g s

10. Before the ESOP R 2 P 4w st

How adequate for your needs is the amount ot lnlormatlon you
get about what is going on in ather departments or shrlts" !

11. Now 1 2 Poo% 4 5¢
12. Before the ESOP 1 2';;. ’,3..; ttf: 5.
How receptive are those above you to your ldeas and |
suggestions? : ‘,ji ‘ g :
13. Now AF 2 8r s i

14. Before the ESOP

To what extent are you iold whal you need to know to do your

job in the best possible way? CIRT B
15. Now 1 »' 2 : 3l ‘4’.;%
16. Before the ESOP : 1 ! 3t "-4:,;

B O R .".-' '.*__.,‘;

organlzatlon°
17. Now L .
18. Bafore the ESOP e

How arae differences and disagreements between units or
departments handled in this organization?
1) Disagreements are aimost always avoided, denied,
or suppressed
2) Disagreements are often avoided, denied, or
suppressed
3) Sometimes disagreements are accepted and worked
through; sometimes they are avcided or suppressed
4) Disagreements are usually accepted as necessary
and desirable and worked through
5) Disagreements are almost always accepted as
necessary and desirable and are worked through
19. Now
20. Before the ESOP

g Rt B Ty \ et
: PR — ]
S ‘@ A
] @ b
3 '2; B 1
S S
sy @c B
N % 5
ol - g~
T -1
'3;_’*' B 3 : i
- - - p
2 3 = 3
$ E 8 ik
@ F e N
=~ B & -
8 o B8 @
>; '.”.','3 z >£§

All in ail, how satisfied are you wlth the persons ln your work
group? . L .

21. Now ;fiérf
22. Before the ESOP 5;

Allin all, how satisfisd are you wiln y'oursufpenr_lé'or?f_._ D

23. Now 20 3 & E
24. Before the ESOP 1. .zvi .3 : ;
Allin ail, how satistied are you with yourjob° R
25. Now IR & 3f;s a8
26. Before the ESOP 1. .2, 3% 4% 5]
Allin all, how satisfied are you with thls organlzatlon, P
compared to most others? L A A
27. Now M. 20 3 4 ‘; 5"
28. Before the ESOP 1. 2. .a.]. 4: 5!

Considering your skills and the ellort you put Into the work :
how satisfied are you with your pay9 : Dnie o

29. Now TR S 4‘?; 5
30. Before the ESOP 1 2. 8. & 5
How satisfied do you feel with the progress you have made
in this organizationup tonow? .= -.° ~; i
31. Now R Tosh 4. s
32. Before the ESOP Y 3 'f 4

How satisfied do you feel with your chances tor gettlng ahead
in this organizatio., i~ the future? . = ©:.0 "o oy
33. Now ‘1'_{ ' 2%
34. Before the ESOP Al 2
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Why do peopie work hard in this organization? , ‘"} :ﬂ
1) Just to keep their jobs and avoid being chewed out ] ; ‘%%_

2) To keep their jobs and to make mongay .'.-E.-‘:‘Q

3) To keep their jobs, make money, and to seek 8 :?;
promotions g;", %‘;3

4) To keep their jobs, make money, seek promotions, '-EJ 3 %_]

and for the satisfaction of a job well done 'é cr e BE @)

5) To keep their jobs, make money, seek promotions, FH 8] '.3 o>

do a satisfying job, and because other people in 2 g 2 .o Ej

their work group expect it 5 @ 3 :A X

35. Now gy S e }
38. Before the ESOP In general, how much say or mﬂuence do you have on what :
goes on in your work group? % s )25 7

45. Now 27 373 5%

48. Before the ESOP 3 ~3_';«; 5

In general, how much say or influence does each ol the g
foliowing groups of people have on what goes on in your i
department? ~

47. Now
48. Before the ESOP

divisions, etc.)
49. Now
50. Before the ESOP

-
1
i

£ g
8. .o Ty 8 VLI
x - T E § Employees (people who have no suberdinat'e;e)
£ 2 E | snow
'-; e & E g 52. Before the ESOP o2
g = E & 2 ;
g;j_ : 3 g g‘? g‘f Middle managers (department heads. area managers erc.)
Lo A % R ol S ¥ 53. Now 1 P2
RO S T 54. Before the ESOP 72
¥ | - !
To what extent do you enjoy performing the actual day-to-day
activities that make up your job? L 3 - " | How are objectives set in this organization?
37. Now 10 24 32 4. &' 1) Obijectives are announced with no opportunity to
38. Before the ESOP 1 2. .3‘:; 4 5 raise questions or give comments
A D : 2) Objectives are announced and explained, and an
How much do you look forward to cdr'ning to work each day? opportunity is then given to ask questions
39. Now 12 31 4: 5. 3). Objectives are drawn up, but are discussed with
40. Before the ESOP 1 2 3 FEE B subordinates and sometimes modified before being
S S I issued
To what extent are there things about working here (peaple,"l 4) Specific alternative objectives are drawn up by
policies, or conditions) that encourage you to wo_rk hard? - supervisors, and subordinates are asked to discuss
41. Now R TR E B S - them and indicate the one they think is best
42. Before the ESOP 1 21 -3 o4 5 5) Probiems are presented to those persons who are
R B T B involved, and the objectives felt to be best are then
To what extent do you feel your pay. ls related to how much you set by the subordinates and the supervisor jointly,
help your company be successful? '3 E :-i-":? R by group participation and discussion
43. Now SRR

g 4 5 55. Now
3 56. Before the ESOP

_ ‘3
44, Before the ESOP A e a4
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_ Toavery lityle extent
. Yoagreatextent .. -

_Tosomeextent =

_Toalittleextent . - -

in this organization to what extent are decislons made at those
levels where the most adequate and accurate lnlormallon Is
avallable? - . : .

§7. Now 20 3 sl s’
58. Before the ESOP 1 2 3 4 s
When decisions are being made, to what exlent are the
persons affected asked for their ideas? . v ; ;
59. Now 120 8 4 5.
80. Before the ESOP 120 3 4 s

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 orgenlzatlon so that those
who make decisions have access to all available know-how?

61. Now 1t 2 s 4 s
62. Before the ESOP 2 3 4 5,

To what extent do different units or departments plan together
and coordinate their efforts? [ “

83. Now ¥ ’zj. ¥ 4 s
64. Before the ESOP 1.2 3% & 5

Supervisor means the person to whom you report'dlrectl;y. v ;

How friendly and easy to approach is your eupervlsor?

65. Now 1. 2 & . a &
88. Before the ESOP 2z 3 4 &
. ' Tt i
When you talk with your eupervlsor, to what extem does he
pay attention to what you're saying? . : o C
87. Now 1 2 3 4 s
68. Before the ESOP ‘1_{ 'z-; 3.; N
To what aextent is your supervisor wllllng to Ilsten to your
problems? A : g BN
69. Now 12 8 & :
70. Before the ESOP ¥ 22 3 & s
How much does your supervisor encourage people to grve
their best effort? S i :
71. Now 1 20 3 4 5.
72. Before the ESOP R 2; % 4 8

To what extent does your supervisor malnlaln hlgh standards
of performance? - P
73. Now R ST WL
74. Before the ESOP 1 20 % -4 5

To avery great extent
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To what extent does your suporvlsor set an example by -

working hard himsel{? LI S -
75. Now 1)' 2s 3 4,‘ 5'
76. Before the ESOP 1, 2 3 4. 5
- Y B N B “r 3

To what extent does your supervlsor show you how to lmprove
your performance? AT B S S
77. Now 1 ’ z' 3: 4 5
78. Before the ESOP 1020 3 4 s

To what extent does your supervisor provlde lhe help you

need so that you can schedule work ahead of tlme?
79. Now i 2, @l 4 sl
80. Before tha ESOP "2y ;;;; 4t B
To what extent does your supervleor ofter new Ideas for solving
job-related problems? R AL N R
81. Now PRI
82. Before the ESOP RESE LI L 4r.; 5:
R L .;5 T 1
To what extent does your supervisor encourage the persons
who work for him towork asateam? - { . 0 ©
83. Now 1 2. 3 & s

84. Before the ESOP SRINEC SR ¥
To what extent does your supervisor eocouraoe people' wﬁo 3 :
work for him to exchange opinions and ideas? = ..

& s,

85. Now 1. 2% 8. 4l 5
86. Before the ESOP 1] 2 3 :
To what extent do you feel your supervlsor has conlldence and
trust in you? JE "--.E T '.i
87. Now 2] ‘3 4 s
88. Before the ESOP 1{ 2 3 4 5

To what extent do you have conf!dence and trust ln your
supervisor? ,

89. Now 1 2 & 4 5
80. Before the ESOP 1 z; sf?_ 4 s

To what extent does your supervlsor meet with hls --
subordinates as a group, present probiems that muet be solved
and work with the group to find solutions?. ' )

91. Now 1 2 3 & s
92, Bafore the ESOP 15 .24 .30 .4 -5
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work group? )
93. Now ,;'_'3 5
94. Before the ESOP RE g
% s

do they pay attention to what you’ re saymg° ;:j’j-fﬂ.

f:ﬁ 'l'fi

95. Now ‘a3 4 8
96. Before the ESOP {’1'; "4.@ 8
listen to your problems? v i
97. Now {»r}g 5]
98. Before the ESOP Rk s
"3 S

How much do persons in your work group encourage each

other to giva their best effort? :: L - ‘;
99. Now y

100. Before the ESOP

standards of performance? i - ._f
101. Now : 5
102. Before the ESOP : ; .-_’_sﬁ

To what extent do persons in your work group help you frnd

ways to do a better job? l il _"-'ﬂ: . f"hi ) }
103. Now A5 4 5,
104. Before the ESOP 1 5

To what extent do persons in your work group prov:de the help
you need so that you can plan, organizo and schedulo work
ahead of time? i : :
105. Now
106. Before the ESOP

new ideas for solving job-related problems"
107. Now :_-é’:
108. Before the ESOP s
How much do persons in your work group encourage each i
other to work as a team?
109. Now 8,
110. Before the ESOP 5
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goal?

111, Now . 1
112. Before the ESOP 1

To what extent do persons in your work group exchangee
opinions and ideas? : B
113. Now
114. Before the ESOP

coordinate its etforts?
115. Now
116. Before the ESOP

solve problems well?
117. Now
118. Before the ESOP

situations shared within your work: group°
119. Now 3
120. Before the ESGP 1

To what extent does your work group really want to meet its G

objectives successfully? I IS S g
121. Now o2, & "5_',':
122, Before the ESOP 1,,3; 27 el 4 s

To what extent is your work group able to respond to unusual
work demands placed upon it? '

123. Now w2l sl '4,.% 5!
124. Before the ESOP ,1__ 2% .3 'ﬁ 5"

To what extent do you have confldence and trust ln the persons

in your work group? 5 1o
125. Now 1 _'a;g ‘3‘5_ 4
126. Before the ESOP ST T B

We don’t rely too heavily cn indlviduol iud.g'ement in this

organization; almost everything is doublo-oheckod. L
127. Now SER an  &i s
128. Before the ESOP RIS A"s ST T H

To what extent do you feel a real responsabrlity to help the '

company be successful? L IR g
129. Now 10 20 3. 8! s
130. Before the ESOP AEo2l 3F & s
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Toavery great extent,

~ Yo avery little extent -
Toagreatextent . -

~ Toalittleextent ..
Tosomeextent

To what extent is the organization you work for effectivein
getting you to meet its needs and contribute to its
effectiveness”? . !

131. Now 1. 2 3. e

132. Before the ESOP 1 2. 3 &

To what extent does the organization you work for doa good
job of meeting your needs as an individual? ) :
133. Now 1. 2. 3 4

134. Before the ESOP 1.2, .3 &
w-.
O

. E ‘

- ) ~. N

s & E §

2 & 3§ 5

How oftan do you do some extra work for your job which isn’t
required of you?

135. Now 1., 2

136. Before the ESOP 1 20 3

On mos* days of your job, how often does time seem td dragv

for you? . ' .
137. Now 12 3 4
138. Before the ESOP 1 2 3. 4

~Verylittle .
Slightly

& M_odaralely
Strongly

Some people are completely involved in their jobv—they are ‘
absorbed In it night and day. For other people, their job is-

simply one of several interests. How Involvpd do you feel in ‘

your job? B L
139. Now 1., 2 3

140. Before the ESOP . 2. 3 4.

Lesshard
About the same
-Hardor

Would you say you work harder, less hard or about the same
as other people doing your type of work?

141. Now 1 3
142. Before the ESOP t 3.
“ -3
. e -
e 8 2 8
- 5 o o
g Q. S 3
> 5=} e =
@ ° © @
- Q- -] 4
E £ £ =
8 £ E 8§

Our philosophy emphasizes that people should solve their

problems by themselves. o
143. Now 12 3
144. Before the ESOP 12 3

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

148. Before the ESOP 1 2. 3. 4

In this organization the rewards and encouragements you get
usually outweigh the threats and criticism.

149. Now 1 2 3

150. Before the ESOP 1¢ 2 3

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 12 '

A friendly atmosphere prevails among the people in this

organization. 4 ,
153. Now 1 2 a4
154. Before the ESOP 1 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 1 2 3 4

There is a lot of warmth in the relationships between
management and workers in this organization.
157. Now 1.2 3

158. Before the ESOP 1 2. 3.



THE FOLLOWING REMAINING QUESTIONS DO NOT
REQUIRE A “NOW"” AND “BEFORE THE ESOP” ANSWER.

i

Ta g little extent :: -7

9 extent

159. Financial intarest of the company‘
160. Financial interest of the employee‘s

1 2 ~) i
161, Other(Piease specify on angwer sheet-#2

benetit for:
162. The company

163. The majority of employees 151 gereral
164. You personally

SR BN
165. To what extent do you thlnk themalorny of em‘ployeos
understand the way the ESOP aﬂacts them pefsonally”

¥,

IR C R B~ S|

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 aspects, 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?
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APPENDIX 3

BEHAVIORAL VARTIABLES AND CORRESPONDING QUESTION NUMBERS

Scale
Variable Now-Before
Organizational
Climate
Identity 1-2
Responsibility 3-4
Communication
Flow 5-6
Decision Making
Practices 7-8
Group Process 11-12
Employee
Motivation 13-14
Managerial
Leadership
Support 15-16
Goal Emphasis 17-18
Work
Facilitation 19-20
Interaction
Facilitation 2122
Peer
Leadership
Support 23-24
Goal Emphasis 25-26
Work
Facilitation 27-28
Interaction
Facilitation 29-30

Question Numbers

"NOW"

i, 3, 5, 17

143, 145, 147

11, 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

133

Question Numbers

"Before ESOP"

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



Variable

Perceived
Benefit

Perceived
Understanding

134

Scale Question Numbers
Now-Before "Now''
31 163, 164
V165 165

Question Numbers
"Befcre ESOP"




APPENDIX 4

INDIVIDUAL COMPANY FINANCIAL PERFORMANCE DATA

Company A

Sales Growth (%)

Earnings Growth (%)

Earnings/Sales (%)
Earnings/Capital (%)
(ROI)

Company B

Sales Growth

Earnings Growth

Earnings/Sales

Earnings/Capital (ROI)

Company C

Sales Growth

Earnings Growth

Earnings/Sales

Earnings/Capital (ROI)

1973-74  1974-75 1975-76 ESOP  1976-77
20 5 54 35
=50 88 -19 173
1973 1974 1975 1976 1976
26 11 20 10 21
57 20 29 21 43

1973-74 1974-75 ESOP 1975-76 1976~77 1977-78

19 -3 24 22 17 (est)

43 -81 466 11  Unknown
1973 1974 1975 1976 1977 1978

2 2 .3 1.8 1.6 Unknown

62 83 19 56 50 Unknown

1972-73 1973-74 ESOP 1974-75 1975-76 1976-77

30 34 7 -28 28

72 244 -7 =73 78
1972 1973 1974 1975 1976 1977
1.8 2.4 6.2 5.4 2 2.8
13.8 21.3 56.4 35.8 8.7 13.6
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Company D
1973-74  1974-75 ESOP 1975-76  1976-77

Sales Growth 75 18 46 35
Earnings Growth 19 =45 8 160

1973 1974 1975 1976 1977
Earnings/Sales 13 9 4 3 6
Earnings/Capital (ROI) 30 30 16 15 32
Company E

1972-73 1973-74 1974-75 ESOP 1975-76 1976-77

Sales Growth

Earnings Growth

1972 1973 1974 1975 1976 1977
Earnings/Sales 3 3 4 3 3 1
Rarnings/Capital (ROI) , YU 16 46 30 24 13
Company F

1972-73 1973-74 ESOP 1974-75 1975-76 1976-77
Sales Growth 9.6 3.4 16.8 31.6 17.3
Earnings Growth 17.4 -47 3 85.8 75.4

1972 1973 1974 1975 1976 1977
Earnings/Sales 14.6 15.6 7.9 7 10.7 16

Earnings/Capital (ROI) 49.6 49.4 25.4 45.1 54,7 68.3
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Appendix 5

Brief Background on ESOP Companies
Established in 1962. One office on the West Coast. Produces anti-
serums for sale to hospitals, laboratories, research groups and
universities. Service area is worldwide. Employee types range
from white collar salaried office workers to hourly paid "ranch
hands" who manage livestock.
Established in 1938. One of two offices in two Southwestern states.
A full service advertising and public relations firm serving all
types of clients. Service area is two states. Employees are all
office workers including executives, secretaries, writers, artists
and other agency personnel.
Established in 1949. One office in Northwestern state. Manufac-
turers representative for several lines of hydraulic and pneumatic
equipment. Service area is parts of four Northwestern states.
Most employees are office-type workers, but include three mechanics
and two hourly workers in shipping department.
Established in 1956. Offices scattered throughout the world with
home office in Southwestern state. Geotechnical/Foundation engi-
neering firm that tests soil samples for building sites. Service
area is worldwide. Employees range from blue collar unskilled
maintenance employees to engineers to office personnel to top-level
executives.
Established in 1945. Offices in four Midwestern states. Wholesale
electrical components suppliers serving utilities, general contrac-
tors, and government agencies. Service area is eleven states.
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Employees range from blue collar warehouse workers to white collar
office personnel.

Established in 1889. Offices in two Scuthwestern states. Full
service insurance agency for all types of coverage. Service area
is two states. Employees are all white collar office-type ranging
from secretaries to salesmen to top level executives.

Established 1967. One office in Western state. Tire distributors
and manufacturers of retread tires for automobiles and trucks.
Service area is northern portion of Western state. Employees range
from blue-collar unskilled laborers to fairly skilled assembly-line

workers to white collar office personnel and executives.
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APPENDIX 6

RESEARCH RESULTS FOR ALL VARIABLES' CHANGE MEASURES

Standard
Mean Deviation Standard
Sample "Before "Before Mean Deviation T
Variable No. Size ESOP" ESOoP" "Now" "Now" Value Probability
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 i.10 .82 .42
17-18 133 4.05 .97 4.06 .97 .12 .91
19-20 134 3.14 .95 3.18 .88 .60 .35
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

Standard
Mean Deviation Standard
Sample "Before "Before Mean Deviation T
Variable No. Size ESOP" ESOP" "Now" "Now"' Value Probability
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 -1.14 .26

49-50 131 4.09 .95 4.08 .98 - .35 .73

oyt




APPENDIX 6~-Continued

Standard
Mean Deviation Standard
Sample "Before "Before Mean Deviation T
Variable No. Size ESOP" ESOP" "Now"' "Now"' Value Probability
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 -1.39 .17
75-76 134 3.88 1.13 3.86 1.20 - .37 .71

1248



APPENDIX 6~-Continued

Standard
Mean Deviation Standard
Sample "Before "Before Mean Deviation T
Variable No. Size ESOP" ESOP" "Now" "Now" Value Probability
77-178 131 3.08 .95 3.02 1.01 -1.15 .25
79-80 133 3.14 1.02 3.08 1.11 -1.09 .28
81~-82 132 3.22 .99 3.23 1.05 14 .89
83-84 n 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

AL




APPENDIX 6-~—Continued

Standard
Mean Deviation Standard
Sample "Before "Before Mean Deviation T
Variable No. Size ESQP" ESOR" "Now" "Now" Value Probability
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
109110 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

X3!



APPENDIX 6--Continued

Standard
Mean Deviation Standard
Sample "Before "Before Mean Deviation T
Variable No. Size ESOP" ESOP" "Now" "Now" Value Probability
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 A7
137-138 134 2.01 .80 2.04 .89 .51 .61
139-140 134 3.59 .79 3.63 o 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
147148 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

1



APPENDIX 6~-Continued

Standard
Mean Deviation Standard
Sample "Before "Before Mean Deviation T
Variable No. Size ESOP" ESOP" "Now"' "Now"' Value Probability
155-156 129 3.03 .96 3.03 .97 .0 1.00
157-158 129 2.49 92 2.43 .97 ~1.15 25

SHT.



