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Control Orientation

Four categories of control orientation were derived by first creating two variables: policy

compliance (yes/no) and incentive alignment (yes/no). A company was coded as yes on policy

compliance if it had either a human resource department or a union. We were not able to assess

whether an actual human resource department existed because the organization chart was not

included in the prospectus. However, the prospectus does include a very thorough discussion of

the management team and its responsibilities. Therefore, we coded whether one of the top

executives claimed responsibility for human resource activities. In a sense, we think this is a

better measure because it indicates whether human resource activities are part of the responsibility

of top management. In many cases, smaller firms have a clerk or administrator take responsibility

for human resource activities; in these cases, the HR function would not be used as a form of

organizational control. It is more likely that the function represents a form of control over all

employees if it is the responsibility of someone in the top management team. A total of 23 (21 %)

companies said that someone in top management had responsibility for a human

resource management function. Determination of union representation was much more

straightforward because companies are required to disclose whether their employees are

represented by a union in the employee section of the prospectus; 17 firms were coded as having a

union (16%). As a result, 34 firms (31% of the sample) said that they had a human resource

function or union. The company W<:lScoded as having incentive alignment if it had an incentive

stock option plan for all employeesl or profit sharing for all employees. A total of 16 companies

lIncentive stock options (ISOs) are the most common method of providing stock to
employees in initial public offering firms. ESOPs (employee stock option plans) are less
fi-equentlyused.
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or 15% were coded as having profit sharing for all employees, while 51 companies or 47%

indicated they had incentive stock option plans were all employees. Sixty-two firms (57%) were

coded as having either an incentive stock option plan or a profit sharing program for all

employees. Overall, four different control orientations emerged. Thirty firms (28% of the

sample) approached control informally; they had neither policy compliance nor incentive

alignment. Alternatively, 19 firms (18%) relied on both forms of control. The remainder of the

sample used either one form of control or the other; forty-three firms (40%) used only incentive

alignment, while 15 firms (14%) used only policy compliance.

Firm Performance

Two measures of firm performance are used to test the hypotheses. Survival has received

scant attention in the SHRM literature, perhaps due to its emphasis on older, more established

firms, but it is particularly salient to the study ofIPO firms which are much more vulnerable to

survival threats. Eisenhardt (1989: 65) indicates that in newer ventures, the "likelihood of failure

looms large," and indeed, this is the case for IPO firms. Of the 3,186 companies that went public

in the 1980's, 58% of them were no longer listed on stock exchanges at the end of the decade

(Zeune, 1993). For those firms that do survive, stock price is an important measure of

performance just as it is for any other public entity; it represents the market value of the firm to

shareholders. Therefore, in addition to survival, the effect of control orientation on stock price is

also examined.

Survival. All firms still in business at year-end in 1993 were coded as survivors. Survival

status is not easily determined, therefore, several steps were taken to assure correct identification

of survivors. First, an on-line data base of current public firms was searched to find current
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information on the companies. Supplemental information was gathered from Disclosure, a data

clearing-house for the Securities and Exchange Commission (SEC). Disclosure was able to

identifYmany ofthe active and inactive companies. The Directory of Obsolete Securities (1994)

also was searched to identifYbankruptcy, name changes, recapitalization, and mergers. In

addition, phone calls were made to the numbers provided in the prospectus. Thirteen firms

(12%) changed their names. These firms were called to find out whether the name changes were

cosmetic, or whether the businesses had undergone other major transformations. Merged firms

were considered non-survivors under the logic that the firm, as coded in 1988, had been joined

with another set of management and organizational culture (Aldrich and Marsden, 1988;

Kalleberg and Leicht, 1991). In addition, the stock prices of the merged firms were tracked, and

7 out of 8 mergers had stock prices that had decreased to almost zero prior to the merger,

therefore, the trend in this particular sample seemed to be that mergers reflected something closer

to "non-survivor" than "survivor." Eight mergers (7%) occurred among the IPO firms. Overall,

77 companies, or 71% of the sample, were coded as survivors, and 31 (29%) were coded as non-

survIvors.

Year-End Stock Price. Stock prices for each company for years ending 1989 through

1993 were obtained from COMPUSTAT, which is a data base that contains financial information

for publicly held firms. Given that these companies went public at different times during 1988

(with some finalizing during 1989)" 1989 was chosen as the first year for analysis in an effort to

equalize all firms.
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Control Variables

Several control variables, selected based on a review of both the strategic human resource

management and initial public offering literatures (e.g. Beatty and Zajac, 1994; Huselid, 1995)

were used in the analyses. The total number of employees, logged to correct for skewness, was

included as a measure of size. This was considered more appropriate than using sales to measure

size because many of the companies in this sample have zero sales, and given that the focus of the

study is on employee control mechanisms, number of employees seemed the more appropriate

measure offirm size. Net profit (also logged) at the time of the IPO was added as a performance

measure. A dichotomous measure coded" 1" for service industry and "0" for manufacturing was

used to control for industry. The two category industry classification was selected after reviewing

the distribution offinns in the Small Business Administration's recommended categorization. As

noted in the earlier description of the sample, the majority of the firms fell into either the

manufacturing or service categories; therefore, in order to conserve statistical power, only the two

categories were used for the regression analyses.

An additional control variable (logged) indicated the level of risk faced by each firm. Each

prospectus contains a section listing all risk factors faced by the firm, which must be disclosed to

meet the requirements of the Securities and Exchange Commission. Prior research on initial

public offering firms found that this measure was a useful way to code risk (Beatty and Zajac,

1994; Rasheed and Datta, 1994). The presence of the following risk factors were included in this

measure: technological obsolescence, new product, few or limited products, limited number of

years in operation, inexperienced management, technical risk, seasonality, customer dependence,

supplier dependence, inexperienced underwriters,' competition, legal proceedings against
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company, liability, and government regulation. The summated risk measure ranged ITom 1 to 11,

with a mean of 4.29 and a standard deviation of 1.88.

Company age (calculated as 1989 minus year formed) was also included as a control

variable (also logged) because much of the literature on life cycle indicates that the presence of a

human resource function is related to company age (e.g. Baird and Meshoulam, 1988). The

regressions for stock price included an additional control variable, price per share at the time of

the !PO. Rather than predicting percentage change in stock price, the regression was conducted

to predict stock price for years ending 1989 through 1993 with initial stock price as a control

variable. Percentage change in stock price is often an inflated number because many of the firms

go public at a very low prices (mean is $7.01), and it is not unusual to observe 100% or more

percentage increases in short periods of time; therefore, use of absolute stock price with initial

stock as a control seemed a more appropriate method for assessing stock performance. Table 1

includes the means and standard deviations for variables included in the analyses.

Insert Table 1 about here

Data Analyses

The three sets of hypotheses each state that control orientation will have effects on firm

performance. First, correlations ar~ presented to assess relationships between variables used in

subsequent tests of the hypotheses. In order to test the hypotheses, we conducted logistic

regression analyses and series of ordinary least squares (OLS) regressions using survival and

stock prices, respectively, as the dependent variables. Logistic regressions are required for testing
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the survival variable because it consists of only two values (Allison, 1984; Yamaguchi, 1991),

whereas ordinary regressions will suffice for testing year-end stock prices.

RESULTS

Table 2 shows the correlations for variables included in the analyses. The use of policy

compliance is positively and significantly related to company age, size and profitability and

negatively related to company risk level. Firm risk level is negatively related to age, size and

profitability. In combination, these tend to suggest that firms with higher risk firms are less likely

to use policy compliance. Furthermore, the use of policy compliance is associated with higher

stock prices in the short term (i.e. initial stock price, 1989, and 1990). The use of incentive

alignment, on the other hand, is not significantly related to any of the other variables used in the

analyses. Company size and profitability at the time of the IPO are significantly correlated with

several measures of stock price, and survival is positively and significantly related to company

age.

Insert Table 2 about here

Tests of Hypothesis 1

Hypotheses la and lb state that excessive or negligible control through use of both policy

compliance and incentive alignment or neither will negatively affect firm performance. Thus, we

examined the effects of control orientation on firm survival and stock performance.

Survival Analysis. Table 3 presents the results of a logistic regression analysis with a set

of control variables, two dichotomous variables representing the two choices of control strategy
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(policy compliance and incentive alignment), and an interaction term for the effect between the

two forms of control.

Insert Table 3 about here

The full model (including controls and variables of interest) is significant at the. 0 1 level, and the

classification table indicates that the model predicts survival at a 75.47% accuracy level. The

model with only the HR (control orientation) variables is insignificant, and the model with only

the control variables is significant at the. 01 level with the coefficient for company age being the

only significant indicator of survival. In the overall equation, the only significant variables (p :s

.10) are company age and size. These results do not support hypotheses la and Ib; it does not

appear that having too much or too little control has any bearing on firm survival.

Stock Performance. Although extremes in use of control do not seem to affect firm

survival, we conducted regression analyses to test their effect on short and long-term stock

performance. Table 4 presents the results of regression analyses predicting firm stock prices for

years ending 1989 through 1993. Each equation includes a set of control variables, the two

dichotomous variables representing choice of control strategy (policy compliance and incentive

alignment), and an interaction term (policy compliance
* incentive alignment) that represents the

control orientation chosen by the firm. Each equation is significant at the .01 level, with R2

ranging from.49 to .26. Company profitability and stock price at the time of the IPO are

significant predictors of year end stock prices in the short-term, and company size significantly

predicts stock prices in later years. The interaction terms between the two forms of control are
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significant in years 1989 through 1992, suggesting that the choice of control orientation affects

stock price performance.

In order to determine whether it either negligible or excessive control affects stock prices,

we calculated mean stock prices for years 1989 and 1992 for the following four conditions: (1) no

policy compliance and no incentive alignment, (2) policy compliance only, (3) incentive alignment

only, and (4) both policy compliance and incentive alignment. The results indicate that in 1989,

firms with compliance only have the highest stock price (18.40) followed by those with both

compliance and alignment (8.59) with incentive only following (7.19) and neither form of control

having the lowest stock price (5.72). However, the pattern changes for years 1990 to 1993. For

these later years compliance only and incentive only have the higher stock prices. Plots for years

1989 and 1993 graphically depict the difference between early stock performance (1989) and

longer-term stock performance (1993).

Insert Figures 1 and 2 about here

Tests of Hypotheses 2 and 3

Hypotheses 2 and 3 are competing hypotheses that examine the effects of choice of

control on firm performance in the presence of risk. Hypotheses 2a and 2b are complementary

and state that as firm risk increases" incentive alignment will positively affect firm performance

whereas reliance on policy compliance will harm firm performance. Hypotheses 3a and 3b state

that, for higher risk firms, policy compliance will have positive effects on organizational outcomes

while incentive alignment will have ill effects on performance. Given the complementary yet
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competing nature of hypotheses 2 and 3, they can be tested simultaneously. Again, a logistic

regression analysis and a series ofOLS regressions are performed for survival and stock

performance, respectively. These analyses differ from those used to test hypothesis 1 in that the

interaction term between policy compliance and incentive alignment is dropped and two additional

interactions are investigated; specifically,we examine the effects of the interactions between: (1)

policy compliance and firm risk, and (2) incentive alignment and firm risk.

Survival Analysis. Table 5 presents the results of a logistic regression analysis with a set

of control variables, two dichotomous variables representing two choices of control (policy

compliance and incentive alignment), and interaction effects between control strategy and risk.

Insert Table 5 about here

The full model (including controls and variables of interest) is significant at the .001 level, and the

classification table indicates that the model predicts survival at a 77.36% accuracy level. The

model with only the HR (control orientation) variables is not significant, and the model with only

the control variables is significant at the. 01 level with the coefficient for company age being the

only significant indicator of survival. In the overall equation, variables for company age, firm risk,

incentive alignment, and the interaction between incentive alignment and risk are each significant

at the .01 level. These results indicate that risk levels moderate the relationship between choice of

control strategy and firm survival.

In order to understand the nature of the significant interaction., survival probabilities were

plotted based on use of incentive alignment (yes/no) and level of firm risk. The risk measure was
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split into three groups: low risk, medium risk, and high risk (based on the distribution of the risk

factor), and the mean calculated probabilities of survival via the logistic regression equation were

obtained for the following groups: (1) low risk with incentive alignment, (2) low risk without

incentive alignment, (3) medium risk with incentive alignment, (4) medium risk without incentive

alignment, (5) high risk with incentive alignment, and (6) high risk without incentive alignment.

Figure 3 shows the results of this plot.

Insert Figure 3 about here

Figure 3 indicates that companies with low risk at the time of the IPO are more likely to survive

with an incentive alignment strategy, but when facing medium or high risk, the incentive alignment

strategy begins to have a negative effect on a firm's probability of survival. This supports

hypothesis 3b which states that incentive alignment will negatively affect firm performance as firm

risk increases.

Stock Performance. Table 6 includes the results of five different regression analyses, with

stock prices at years ending 1989 through 1993 as the dependent variables, and a set of controls

including initial stock price. Two dichotomous variables, representing choice of control strategy

(policy compliance and incentive alignment), are included as are two interaction terms (risk and

control strategy). All equations are significant at the .01 level, with total R2ranging fTom.47 in

1990 to .25 in 1991. Profitability and initial stock price are significant in predicting year-end

stock price only for earlier years (1989, 1990, and 1991), and ,the company size variable is

significantin later years (1992 and 1993).
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Insert Table 6 about here

The interaction between incentive alignment and risk is positive and significant for all

years except for 1991 suggesting that using incentive alignment in higher risk firms has positive

effects on both short and long term stock price. In order to better understand the nature of the

interaction effects, stock prices for years ending 1989 and 1993 were plotted similarly to the

analysis done for survival. Four categories were developed: (1) low risk with incentive alignment,

(2) low risk without incentive alignment, (3) high risk with incentive alignment, and (4) high risk

without incentive alignment. Mean stock prices in the four categories are shown in Figures 4 and

5.

Insert Figures 4 and 5 about here

Figure 4 shows' the results for the interaction between incentive alignment and risk for

1989 year-end stock price. The plot shows that firms facing lower risk at the time of their IPOs

obtain higher stock prices if they do not use incentive alignment, but for firms facing higher risk,

incentive alignment has positive effects on short-term stock performance. The pattern of results is

similar in 1993 (see Figure 3). It is also interesting to note that the gains achieved across the four

categories seem to be highest for those firms using incentive alignment. For instance, even in the

low risk condition, firms that use incentive alignment experience 69% growth in average stock

price from 1989 to 1993 whereas firms without incentive alignment experience a 12% drop in
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average price over the same period. In support of hypothesis 2a, incentive alignment has a

significant and positive effect on stock price for high risk firms.

Again, policy compliance appears to have no effect on organization performance.

Therefore, additional regressions were run that added the (policy* alignment) interaction and a

three-way interaction (policy*incentive*risk) in order to determine if the effect of policy

compliance is linked to its interaction with alignment. The results of those equations show that

only alignment and the interaction of alignment and risk have an effect on firm performance.

DISCUSSION

The results of the study find that hypothesis 1a, which states that the presence of both

forms of control will negatively affect firm performance, is supported for longer-term stock

performance. However, in the short run, having both forms of control (compliance and

alignment) has a positive effect on stock price. It is only for years 1990 through 1993 that firms

with both types of control have lower stock prices. In all years, having no control is associated

with lower stock prices, thus supporting hypothesis lb. It appears that firms using either

compliance or aligrtment do better than those organizations using either an informal approach

toward organizational control or both types of control.

The finding that too much control (using both forms) has a negative effect on stock price

supports the assumption that the relationship between risk and firm performance is curvilinear.

This supports agency theory conclusions that higher agency costs negatively impact firm

performance. While this interpretation explains the findings from the company's perspective, it

would be useful to understand the results from the employee perspective. Although not the focus

of this study, it does seem that using both the 'no control' and 'combined control' conditions
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might result in employees' receiving mixed messages about behavioral expectations. In an

informal control condition, managers and peers have the ability to communicate performance

standards, and the messages received by employees might become very complex and

contradictory. In the combined control conditions, employees receive a message that they should

take risks and work toward the organization's goals (incentive alignment), while also acquiring

information on specific behavioral requirements through the compliance system (HR function or

union). Thus, rather than risk preferences being the key "employee" variable, it might be that goal

clarity should be taken into consideration. There is certainly an abundance of work in

organizational behavior (e.g. goal setting literature) and the strategy literature (contingency

theory) that suggests clear articulation of organizational goals and that use of organizational

practices to support those goals will improve firm performance.

The results of the tests of the competing hypotheses (2a, 2b, 3a, 3b) reflect a complex

relationship between firm risk and performance. The findings ITomthe analyses of stock price are

consistent for both short and long-term stock performance, with hypothesis 2a being supported

because higher risk firms with incentive alignment outperform those without incentive plans.

However, the findings ITomthe survival analysis do not support hypothesis 2a.

Although the results ITomhypothesis 1 show that control orientation does not have a

direct or interaction effect on firm survival, when risk is considered as part of the equation,

incentive alignment does have an effect on fitpl survival. The results of that analysis are

contradictory to the findings for stock price. The survival analysis shows that incentive alignment

has a negative effect on firm survival for high risk firms; high risk firms without incentive

alignment have higher chances of survival (91% compared to 62%).
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It seems that incentive alignment has a polarizing effect in that it has a negative effect on

firm survival in high risk firms, however, for those organizations that are able to survive, higher

risk firms with incentives obtain higher stock prices. Perhaps the amount of risk that is passed to

employees in the highest risk firms (which include those that did not survive) is simply "too much"

risk. This might result in the negative behaviors that agency theory suggests will ensue as a result

of the risk averse nature of employees. The findings might also be reflective of the fact that

employees know the chances of receiving a payout iTomthe highest risk firms is fairly low, thus

high risks are not associated with any potential reward, decreasing further any incentive to accept

those risks.

At the same time, control through policy compliance has no significant effect on

organization performance when firm risk was taken into consideration, although it does have a

effect as evidenced in the analyses for hypothesis 1. The reasons for this lack of effect might be

related to the role that the human resource function plays in higher risk, growth firms. It is

possible that the human resource function in these firms is ineffective in terms of control, serving

primarily as an admirtistrative, clerical activity. Perhaps if the HRM groups were higher level, we

would find a more direct effect. However, given the lack of detail in the prospec1;us,we can only

speculate on the degree to which the HRM function actually contributes to organizational control.

It is interesting that our results actually support both hypothesis 2a and 3b, which were set

up as competing hypotheses. If ~tock price is taken into consideration, then incentive alignment

has a positive impact on firm performance in high risk firms. However, if we consider firm

survival, then hypothesis 3b is supported because high risk firms with incentive plans have lower

chances of survival. Thus, rather than clarifYingthe issue, it seems that our results simply add to
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the confusion. This suggests that further research on this topic is needed, and studies should

consider both short and long-term performance outcomes, multiple measures of firm performance,

and research should be expanded to other samples of smaller, higher risk firms.

In terms of its contribution to the SHRM literature, the findings show that alternatives to

human resource management as a form of organizational control should be studied. Additional

control forms, such as team-based management and high involvement work systems, might also

be considered in lieu of having a formal human resource function. These types of studies could be

conducted not only for small firms but within large organizations if plants or divisions are the unit

of analysis. In addition, the degree to which the HR function actually acts to control all

employees should be pursued as a variable of interest in understanding firm performance.

The study does have several limitations that should be noted when interpreting the data.

First, the sample consists of firms that have a higher probability of survival than might be expected

in other years because this group of companies followed the 1987 stock crash. Second, the

results ftom the analysis of stock price suffer ftom the problem of dwindling sample size in future

years, due to the "non-survival" of firms in the sample. In addition, much of the data were

obtained ftom the prospectus, which although scrutinized by many individuals, including the

Securities and Exchange Commission, might still be prone to errors.

In addition, operationalization of control through compliance is somewhat suspect due to

the fact that type of human resource ~ctivity could not be specified. It is possible that some of the

companies coded as having a function have a very effective HR department, while others have a

fairly insignificant administrative function.
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The study and results do, however, suggest that research exploring the role of risk and

overall control should continue. To date, significant research has been done to understand agency

theory implications for executives and top management, but very few studies have applied the

theory to study other groups of employees. In addition, the conceptualization of macro human

resource management that views SHRM IToman overall organizational control perspective also

seems worthwhile. Further work specifYingadditional conditions under which incentive alignment

and policy compliance strategies are beneficial or harmful to new and developing firms would be

beneficial not only for the study of agency theory and SHRM but for providing practical

suggestions for smaller, growing organizations.
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Variable Name Mean Standard Deviation

Company age II. 74 17.25

Log number of employees 4.66 2.71

Log of net profit 16.10 .54

Industry (O=manufacturing, .54 .50
1=service)

Survival (0/1) .71 .45

Policy Compliance (0/1) .32 .47

Incentive Alignment (0/1) .58 .50

Initial stock price 7.01 5.18

Stock price, year end 1989 9.80 16.39

Stock price, year end 1990 6.78 8.07

Stock price, year end 1991 10.63 12.45

Stock price, year end 1992 11.47 12.13

Stock price, year end 1993 12.86 11.73

TABLE I
MEANS AND STANDARD DEVIATIONS
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TABLE 2
CORRELATIONS FOR VARIABLES USED IN THE ANALYSES

1 2 3 4 5 6 7 8 9 10 11 12 13 14
1.Company age 1.00

2.Log # of employees .37 1.00

3.Log of Net profit .48 .48 1.00

4.Log of Risk level -.40 -.49 -.45 1.00.

5.Industry (O=mfg) -.27 .05 -.11 -.09 1.00

6.Survival (0/1) .24 .02 .14 .02 -.13 1.00

7.Incentive Alignment (0/1) -.14 -.02 -.11 .06 -.18 .04 1.00

8.Policy Compliance (0/1) .36 .42 .46 -.37 -.14 -.01 -.03 1.00

9.Initial Stock Price .45 .59 .60 -.44 -.07 .08 -.03 .44 1.00

O.Year end 1989 Stock Price .22 .29 .53 -.25 -.01 .14 -.16 .28 .42 1.00

1.Year end 1990 Stock Price .28 .38 .53 -.25 .00 .20 -.06 .21 .62 .73 1.00

2.Year end 1991 Stock Price .14 .28 .29 -.14 .08 .25 .07 .05 .40 .31 .71 1.00

3.Yearend 1992 Stock Price .12 .35 .21 -.05 .02 .22 .07 -.07 .30 .09 .54 .78 1.00

4.Year end 1993 Stock Price .16 .36 .14 -.04 -.08 .14 .04 -.04 .30 .04 .45 .58 .84 1.00

ul correlations above .20 are significant at the .05 level; above .25 are significant at the .01 level, and above .33 are significant at .001 level.



-.07 .60 -1.42 .96

.58 .62 .35 .59

-.43 1.76 -1.48 3.97

T
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TABLE 3

LOGISTIC REGRESSION ANALYSIS FOR SURVIVAL
COMPLIANCE AND ALIGNMENT

Variables

Intercept

Industry
Company age
Log net profit
Log employees
Log of risk

Compliance

Alignment

Controls Only
12. s.e.

-9.99

-.05
.19***
.60

-.12
2.09*

Compliance * Alignment

10.59

.50

.07

.67
.13

1.25

Compliance,
Incentive & Interaction
12 s.e.

Full Model

12 s.e.

.89 .36 -12.43 11.16

-.18 .55
.22*** .07
.72 .70

2.25* 1.30

Chi2

***p~.Ol
** p:S .05
* P ~.1O

18.91*** 1.47 22.85***

Unstandardized logistic regression coefficients reported.
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TABLE 4
RESULTS OF REGRESSION ANALYSIS FOR YEAR END STOCK PRICE

1989.n=107 1990. n=lOO 1991. n=98 1992.n=86 1993.n=71

Variables Beta T Beta T Beta T Beta T Beta T

Industry .01 .12 .05 .57 .13 1.17 .02 .15 -.09 -.76

Company Age -.12 -1.08 -.04 -.44 -.01 -.11 .01 .06 .04 .30

Log Profitability .39 3.30*** .28 2.65*** .13 .92 .09 .62 -.07 -.47

Log Employees -.05 -.41 -.02 -.16 .07 .51 .35 2.51** .39 2.65***

Log Risk .01 .12 .08 .86 .09 .75 .18 1.35 .17 1.23

Initial Stock Price .23 1.95* .55 5.02*** .40 2.86*** .24 1.60 .26 1.64

Compliance .31 2.10** .14 1.05 .07 .38 -.09 -.50 -.05 -.25

Alignment .03 .27 .13 1.32 .24 1.96** .20 1.56 .14 1.02

Interaction -.36 -2.48** -.36 -2.73*** -.31 -1.86* -.30 -1.66 -.29 -1.54
(Compliance

*Alignment)

R2 .36 .49 .26 .28 .26
F 5.66*** 9.37*** 2.97*** 2.86*** 2.44***

*** p::; .01; ** p::; .05; * p::;.l0 Note: Standardized regression coefficients are reported.



Compliance,
Controls Only Alignment & Risk Ful1 Model

Variables 12 s.e. Q s.e. 12 s.e.

Intercept -9.99 10.59 .87 .36 -13.57 11.09

Industry -.05 .49 -.01 .58
Company age .19*** .07 .27*** .09
Log net profit .59 .67 .65 .69
Log employees -.12 .13 -.11 .13
Log of risk 7.70*** 2.63

Compliance -.07 .60 -.50 1.07

Alignment .58 .62 3.26*** 1.10

Interaction 1 -.43 1.76 -.57 2.63
Compliance*Risk

Interaction 2 -1.30 1.40 -7.90*** 2.73
Alignment*Risk
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TABLE 5

LOGISTIC REGRESSION ANALYSIS FOR SURVIVAL
COMPLIANCE, ALIGNMENT, AND RISK

Chi2 18.91*** 1.47 31.82***

*** p:S .01
** p:S .05
* p:S.10

Unstandardized logistic regression coefficients reported.

.
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TABLE 6
RESULTS OF REGRESSION ANALYSIS FOR YEAR END STOCK PRICE

1989.n=107 1990. n=100 1991. n=98 1992.n=86 1993.n=71

Variables Beta T Beta T Beta T Beta T Beta T

Industry .05 .42 .08 .87 .15 1.39 .05 .40 -.06 -.53

Company Age -.11 -1.02 -.03 -.32 -.00 -.03 .02 .13 .05 .39

Log Profitability .39 3.31*** .30 2.72*** .14 .99 .10 .66 -.06 -.42

Log Employees -.03 -.30 -.00 -.02 .08 .57 .36 2.54** .39 2.68***

Log Risk -.09 -.54 -.03 -.18 -.05 -.28 -.05 -.22 .12 -.57

Initial Stock Price .20 1.71* .52 4.67*** .37 2.66*** .21 1.45 .23 1.52

Compliance .19 1.28 -.03 -.25 -.10 -.56 -.26 -1.48 -.25 -1.32

Alignment -.29 -2.07** -.17 -1.35 -.07 -.42 -.16 -.96 -.27 -1.54

Interaction 1 -.19 -1.47 -.13 -1.08 -.10 -.69 .08 -.50 -.04 -.25
(Compliance*Risk)

Interaction 2 .31 1.76* .28 1.69* .31 1.53 .41 1.93* .49 2.20**
(Alignment*Risk)

R2

F
.35

4.94***
.47

7.75***
.25

2.57***
.29

2.71***
.29

2.51 ***

*** p:S .01; ** p:S .05; * p:S.lO Note: Standardized regression coefficients are reported.


