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ABSTRACT

This paper looks at the impact of sharing the rights of ownership with employees. The effects of

decentralized decision-making and group incentive schemes are eva uated when used independently and in
combination. The findings indicate an inggnificant effect when task control is shared in isolation, mixed
evidence when return rights are shared in isolation and a positive effect when control and return rights are

shared in combination.



Accordingto Margaret Blair, author of “Ownership and Control: Rethinking Corporate Governance
for the Twenty-First Century”, the debate on corporate governanceisto fixated on the rel ationship between
corporate management and shareholders’ (Blair, 1995). She argues that other stakeholders, especidly
employees, may often bein abetter pogition to exersze therights of ownership. Thisnotion would hold that
those with productivity enhancing information should have the authority to act on it and have the incentive
necessary to do s0. In the following paper | test thisrationae in order to establish if there are efficiencies
associated with sharing the rights of ownership to employees.

Property rightsinclude theright to ‘ control’ an asset and the right to theresidud profitsor ‘returns
after dl obligations have been met. Incentive contract theory, an extenson of Agency theory asks the
question; how do we mogt efficiently motivate employees to share and act on their private information in
Stuations were they have information which management does not have access? This paper builds a
theoreticd rationde and tetsit empiricdly in order to evauate the efficacy of sharing therights of ownership
to employees as an efficient incentive contract.

Organizaions are increasingly usng employee involvement programs and financid participation
programs which share a firm's profits in the form of digperdang shares or profit-sharing. There is dso
increedng research into which of these types of financid participation are associated with the greatest
performance outcomes (Cooke, 1994; Fernieand Metcdf, 1995). Researching theimpact of these practices

in combination iswell warranted because economic and psychologica theory support the fact that much of



the gains associated with the use of these combined practices are due to those with the greatest job
knowledge having the incentive and authority to act on their superior knowledge (Levine and Tyson, 1990).
The questions evaduated in this paper is: is it advantageous for firms to use participation programs such as
participation in decisontmaking and financid participation such as profit-sharing? If so, where do the
performance effectsactudly lie?; arethey associated with participation in decisions, financid participation or
the combination of the two?

| start with an overview of some of the theoretical considerations and previous empirical work on
employeeinvolvement and group incentives used independently and interactively. An evauation of theimpeact
of the independent and interactive effects of ahigh leve of shopfloor worker decentraized decisionmaking

and group incentives is conducted.

THEORETICAL DEVELOPMENT

Incentive Contract Theory

Incentive contract theory asksthe fundamenta questionswhich areaddressed in thispaper. Why do
employeeswork hard when their work can not be perfectly monitored, and how can they be motivated to
provide productivity enhancing ideas when they have knowledge of the production process which
management does not have (Lazear, 1986). There are an infinite number of different forms and types of
incentive contracts which employers can choose from and some have more efficient outcomes than others.
Addressing issuesraised by agency theory (Eisenhardt, 1988) incentive contract theory recognizesthe need

to moreclosdly digntheinterest of * owners with ‘ nor-owners inorder to achievemaximum efficiency. This



takes the form of establishing agreements or ‘ contracts with employees. Developed in the last decade,
incentive contract theory grew out of the need to examine issues associated with the establishment of these
contracts. Issues include the right insurance-risk mix and the use of formd vs. informa monitors (Sdanie,
1999) The contracts developed are both explicit and implicit. Explicit contracts consds of the formd

agreements entered into with the individuas while implicit contracts are the informa norms and implicit
understandings which are established within firms.

Milgrom and Roberts (1992) indicate that the concept of ownership, combined with Statutory
property rights are the fundamenta meansto provide an incentive to create and develop an asset. Thetwo
fundamentd aspectsof ownershipindude: firdly, therightsof “residud rightsof contral”, whichistheright to
make decisons concerning the use of an asset; secondly, the right to “residud returns’ which istheright to
revenues left over after dl obligations have been met. According to Milgrom and Raoberts it is the
combination of these two rights which provides the individud incentive effects of ownership. The
combination is seen to be the most powerful incentive due to the fact that the person making the decison
bears the financid results of their decison.  Milgrom and Roberts adso state that these effects are most
efficient when these property rights are transferable, or are able to be assgned to the person who is best
suited to be in charge. Further developing the notion of sharing the rights of ownership are Bent Ner and
Jones (1995). Ben-Ner and Jones devel op atheoretica framework which combines these two aspects of
ownership, control and return, and suggest possible firm performance outcomes associated with sharing these
rights with employees. They contend that the greatest efficiency outcomes exist when both theserightsare

shared with employees.



Control Rights. Employersareincreasngly attempting to access potentialy productivity-enhanding
information which resides with employees. There has been a broad variety of different employee
participation and involvement programs put in place by employers primarily to obtain thisinformation. The
intent of qudity drdes, information-sharing meetings, teams, employee involvement and participation
programshas, at least partidly, beento accessthe information which existswith employees (Wagner, 1994).
Two practicesin particular which attempt to gain accessto the information to which employees have access
to are the decentrdization of decisons and mechanisms such as meetings or information-sharing sessions,
designed to ether convey information about the state of the business or to access useful information which
employees may possess. In particular, there has recently been afocus on pushing decisions down to lower
levels in the Organization. These efforts are associated with the belief that there are decisons and tasks
which employees are in a better position to make than those further up in the organization.

In both economic and psychologica theory there 5 some support for the use of employee
involvement, especidly in Stuations of asymmetric or private information. One of the primary benefits
associ ated with the use of employeeinvolvement programsisthat employees have accessto information and
knowledge from which management could benefit (Levineand Tyson, 1990). Psychologicd theory describes
another mechanism associated with the productivity effects of participation; the impact of participation and
involvement on individua moativation and, correspondingly, on individud effort. The theoreticd view is
asociated with the psychologicd theory - affective theory. Affective theory states that being adle to
participate in the work processwould gpped to anindividud’ shigher order needs, whichin turnwill lead to

greater work satisfaction. In so far aswork satisfaction has a pogitiveimpact on effort, greater satisfaction



may trandate into greater productivity (Miller and Monge, 1986). A further reason why it is thought that
employee involvemert has animpact on establishment performanceisthat there are organizationd structurd
changes which occur in a participatory environment which promote cost savings to the establishment.

Participation isthought to promote mutua monitoring (Bradley and Gleb, 1981) which may result in reduced
direct costs associated with less need for supervisors to act as monitors.

The mgority of research into worker participation has been within the very broad area of employee
participation. Thisconcept encompassespracticesranging from ornamental employee advisory committees,
with employees only able to make suggestions, to initiatives which give employees primary control over the
work process and many of the decisonswhich are made regarding how thework iscarried out. In previous
research, the typica means of measuring whether afirm or establishment does have employee participation
programs or processes is to ask whether qudity circles, advisory committees or employee involvement
initigtives exit. At the firm leve this type of question tdlls us very little, and depending on measures used,
could tell usvery little a the establishment levd. While some of the empiricd evidenceis mixed in
relaion to the performance effects of employee involvement, the mgority of the evidence showsthereisa
positive associ ation between employeeinvolvement and company performance. Berman and Berman (1989)
found there was a sgnificant negative reationship between employee involvement and their measure of
productivity. Levine and Tyson (1990) found there to be mixed effects associated with employee
involvement, largely dependent on the form of employee involvement used. They found participation to be
more effective in settings where incentiveswereincluded, and the type of participation was substantive. Ina

meta- study of 43 research articles Doucouliagos (1995) found that participation was overal associated with



greater performance in al cases except co-determination, where there was a negative association with
performance.

However, it isthought that there may be problems associated with using ahigh degree of employee
involvement without any incentives. In Stuations where employees have a high degree of control over ther
work or involvement in, for example, how ther work is carried out, without incentives, there is the
opportunity for mora hazard. Mord hazard or sdf-interested misbehavior isthe potentid to shirk dutiesor
respongbilities in so far as monitoring will dlow (Milgrom and Roberts, 1992). In a Stuation where
employees have either control over thejob task or are highly involved in thework process, they may beina
position where they can reduce effort, thus not achieving optima performance. This brings us to the first

hypothesswhich | am testing:

Hypothesis: In situations where control rights are shared with employees without return

rights there will be no impact company performance.

Return Rights. The overdl theoretical argument associated with anincreasein productivity linkedto
profit-sharing islargely dueto increased efficiency associated with the use of labor (Bhargava, 1994; Fitzroy
and Kraft, 1986, 1987; Wietzman and Kruse, 1990). The rationde used to support the potentia
productivity effects of profit-sharing is that the increase in effort, including greater opportunity to act on
asymmetric information, increased co- operation among workers, and that more peer monitoring may resultin

agredter leve of productivity in profit-sharing firms.



Much of the theorized increased productivity effects associated with group incentive schemes
concernsthefact that employeesin profit-sharing firmshave agreater leve of motivation and exhibit ahigher
level of effort (Bhargava, 1993, 1994; Cable and Wilson, 1990; Wadhawani and Wall, 1990). Group
incentives are here meant to include practices such as profit- sharing or company-wide bonuses. Regarding
the positive effects of these incentives, the work of Weitzman (1988, 1990) and Kruse (1988, 1993) has
drawn substantial attention to the productivity and employment effects of group incentive schemesor profit-
sharing. Thepostive productivity effects associated with these group incentive schemes are primarily dueto
employees digning ther effortsin adirection which maximizesprofits. Other positiveinfluencesincudethe
fact that there should be a higher degree of mutua monitoring which will reduce the need for supervisory
control and associated costs.

There are, however, alguments againgt any productivity effects associated with group incentive
schemes such as profit-sharing and company bonuses. One of the strongest charges againgt the productivity-
enhancing effects of group-based incentive scheme isthe free-rider or 1/n problem. In addition to thefree-
rider problem there is dso the fact that many employees may be averse to increasing the amount of
compensation which they have at risk. The firm may be in a better position to absorb any risk associated
with outsde factors affecting remuneration. Thefree-rider problem has been dedt with largely by relying on
arguments taken from game theory (Weitzman and Kruse, 1990). The argument states that thereisaco-
operative and non-co- operative solution associated with group interactions. Aspeopleengagein arepeated
game they have a choice to “free-ride’ on the efforts of others or to work together. Inthe matter of profit-

sharing it isthe case that when everyone works together everyone will be better off. Consequently, asthe



game is repeated those involved may eventualy move towards a co-operative solution.

Weitzman (1995) pointsout that for profit-sharing to work there needsto be something el se present.

He dtates that there needs to be something akin to “company spirit”; thisis needed to reduce the negative

effects associated with the free-rider problem. In ther theoreticd work Drago and Turnbull (1988)
determine that group incentives are more efficient than individud incentives in team production settings,
provided a climate of “trust” and co-operation is developed. It may be that a high degree of employee
involvement and decentrdization is a Sgnd to workers which promotes an environment of trust and a co-
operdive culture (Kruse, 1999). This view is supported by a number of theorigts including: Kandd and
Lazear (1992); Weitzman and Kruse (1990); Drago and Turnbull (1988). Therationaebeing that in settings
whereit isdifficult to monitor effort or output, workers need to fed sufficiently guilty about letting down thelr
peers so that thiswill prevent them from shirking thair duties.

There are, however, problems when return rights are used in isolation. According to Ben-Ner and
Jones (1995), in the case of only return rights, economic theory states that if resdud returns are going to
employeesthere may belessincentivefor ownersand their agentsto direct and control employeesin away
which positively impacts establishment performance. While employees motivated by financid incentivesmay
exert more effort, productivity depends on how wel management can direct these efforts. Returnrightsin
themsalves may have a positive impact on structurd variaboles, which may in turn postively impact co-
operation among individuas and various parts of the organization. Thiswould teke place becausethereisa
greater dignment of objectiveswhich could, therefore, generate an incentive to maximize firm performance.

There is, however, the issue that as profits are shared more generdly with employees there will be less



incentive for owners and their agents to direct and monitor the work of employees. Consequently, the

second hypothesis would include:

Hypothesis|1: In situations where return rights are shared with employees without control

rights there will be no impact on company performance.

Combination of Control and Return Rights. In agtuation where control and return rights are
combined theinterests of the principa and their agentsmay bemoreclosdy digned. Combiningtheclamto
resdua profits with control over work processes creates an environment in which employees have the
authority to use their superior job knowledge to enhance efficiency, aswdll as the incentive to ensure they
dign thar efforts with the best interests of the establishment. Through combining group incentive schemes
and worker control over the work process both the moral hazard and, to a degree, the free-rider problem
areaddressed. By combining both of these practices, thosewith the greatest job information and who arein
the best position to meke efficiency-enhancing job changes, are provided with the incentive necessary to
improve establishment performance. The combination of these practices reducesthe mora hazard problem
due to the fact that people now have the incentive necessary to minimize employee shirking.

There are anumber of studieswhich explore the relationship between combining control and return
rights and theimpact they have on Organizationa outcomes. Conte and Svginar (1988) find that employee
participation (EP) and profit-sharing had sgnificant effects both independently and combined. Mitchdl et d.

(1990) found that empl oyee parti cipation and group- based incentives were sgnificant independently but not

10



combined. Kruse (1993) found positive effects of profit-sharing but no combined effects or independent
effectsof EP. Cooke (1994) found that the combination of EP and group- based compensation schemeshad
farly subgtantid effects on firm performance. These effects were dso congderably amplified in unionized
firms. Fernieand Metcdf (1995) found that workplaceswith employee involvement characterigtics, such as
employee-management communication channels and the presence of incentive schemes, had higher

productivity than other types of workplaces. Sesil (1999) evaluates the impact of these practicesin high-

technology firms and finds there to be better performance where the practices are used in combination.

The third hypothesis would include:
Hypothesis I11: The sharing of both control and return rights will represent the most

efficient incentive contract and positively impact company performance

METHODS

Data- Set and Establishment Characteristics

Corporate Performance Project. The Corporate Performance Project isalongitudina research
project being carried out jointly by the Centre for Economic Performance at the London School of
Economicsand the Ingtitute of Work Psychology at the Univerdty of Sheffidd. Oneof the principal amsof
the project is to research how management practices impact upon the performance of establishments. The
project obtainsinformation from manufacturing establishmentslocated in the United Kingdom. Thedatawas

gathered using onSte sructured interviewswith the establishment’ s human resource manager, plant manage,
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or other production manager. Thefinancid data was collected from company reports or directly from the
establishments. There was a 5 per cent participation rate of those who were contacted. This low
participation rate was largely due to the detal of information required for theresearch project. The project
ran between 1990 and 2000. Thefirst period of data collection was conducted between 1992 and 1994.
The second period of collection was between 1994 and 1996. The database contains information on 118
establishments gathered during thefirst period, 1992 through 1994. The second period of dataavailablefor
thetime period 1995 and 1996 contains information on 60 establishments. Forty-five of the establishments
interviewed in the firg round of interviews were again interviewed in the second round, 15 new
establishments were added in the second wave of interviews.

The data- set contains very detailed information on the types of management practices, the structure
of the establishment, the market they operate in, work practices and Organizationd designs, establishment
performance outcomes and human resource policies and practices. Establishment performance outcomes
include sdes turnover and profitability. The questionnaire was designed by both economists and
organizationa psychologists o measures of the management practices are included, as are establishment
performance indicators. Also included in the data-set is information on product market, technological
sophigtication and management practices which may influence outcomes.

Establishment Characteristics. The establishments have between 60 and 1,929 employees, with
an average of 238 employees per establishment. Totd turnoversin the establishments are between, 15,000
and, 250 million British Pounds with an average of, 18.6 million Pounds and a standard deviation of, 3.3

million Pounds. Reldive to other establishmentsin the manufacturing sector these establishmentswould be
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consdered smdl to medium sized. Seventy per cent of the establishmentsare owned by aparent or holding
company, 37 per cent are Plc and 63 per cent are Ltd. Seventy nine per cent of the establishments do not
sharefacilitieswith the parent company or sharefacilitiesto only asmall degree. Theestablismentsare UK
manufacturing establishments in the following sectors: engineering, 45 per cent; dectronics, 9 per cant;

plastics, 24 per cent; food & drink, 7 per cent; Misc. 15 per cent.

---- |nsert Table 1 about here -----

Independent Variables. Shopfloor workers in an establishment are consdered to have a high
degree of control over job tasks if they have the authority to shut down the production process if they
perceive there to be a qudity problem but are not eigible for any incentives they have contral rights
(Contral). Where shopfloor workers have accessto group incentivesin the form of elther acompany bonus
or profit sharing but no authority to shut down the production processif they perceiveaqudlity problem they
have return rights (Return). Findly, if they have both the right to shut down the production processand are
paid agroup bonus or profit-sharing they have both rights (Control/Return).

Dependent Variables. Two financid measures and one measure of labor productivity are used to
determine the impact the variables of interest and control variables have on establishment performance.
Egtablishment performance measuresinclude ROSand ROA. ROSisdefined asprofit beforetax divided by
total establishment sdes. ROA is defined as profit before tax divided by assets.

The measure of profitsbeforetax is. sdesrevenue minus cost of sdes (materids, wages & sdaries,

13



depreciation, rent, interest payments, any exceptional/extraordinary costs (e.g. reorganization costs)). In
order to standardizetota sales, profitsand assetsthey have been deflated to base year 1990 using adeflator
taken from the International Monetary Fund International Financia Statistics CD-Romfor UK manufecturing
in 1997. Tota sdes profits and assets were deflated at the 2-digit leve.

In examining the control and independent variablesthereisno variation inthe pay practices between
these two periods. The fact that there is no change in these practices this disdlows for first difference or
changeover timeanayssinthe pand data- set of 45. Given that thereisno changeinthe practicesduring the
two periods, it is possble to extend the data- set to include information on the presence of the control and
independent varidblesin futureyears. That is, if the remuneration practice wasin place during thefirst round
of interviews in 1993 and was dso in place in the second round of interviewsin, say, 1995, | presumethe
practiceswere not discontinued and restarted during the one year in between, therefore, thereisinformation
on 1993 through 1995 for that establishment. Given that in 45 of the 118 establishments there was no
change in these practices, | dso assume that the same holds true for the other establishments and hold
congtant the status of the practices in future periods (MacDuffie, 1995; Maddaa, 1977).

Control Variables. Thequdlity of theworkforceand skill leve iscontrolled for by including whether
the blue collar workforceis given multi-skill training (Multiskill). Multi-skilling of theworkforceisincressangly
being usad in establishments which are subject to product market competition and need consderable
flexibility in the workforce. This variable may not only capture the effects of skill-levelsbut dso themacro-
level product market condition which the firm operates within. In order to control for economies and

diseconomies of scae on performance | include the log of number of employees a the establishment
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(LnSize). Inorder to control for the effects of unionization on establishment profitability adummy variaodleis
included if an establishment has a union (Union). In order to control for the additiond efficiency effects
associated with ahigh leved of two-way employee- management communication | includeadummy variaole
for those establishments which have ahigh levd of two-way communication (Information). To capturethe
effects of management qudity, | have included a measure of whether the establishment uses a functiondly
integrated strategic planning process (Strategy). Theuseof the srategy variableismeant to directly control
for one of the primary factorswhich theuse of panel datawill attributefor. 1t isnot unreasonableto think that
the test variables are picking up some eement of management quality which may well attribute for some of
the superior performance. That is, if these establishments have chosen the correct human resource practice
they may well have dso chosen the correct market, finance, and Strategic planning process. The Strategy
variableisattempting to pickup the existence of other correctly chosen management practice. Theinterviews
were conducted over afiveyear period between 1992 and 1996. In order to control for any variationsyear
dummy variables are included. To control for the effects by industry, sector dummiesat the 2 digit levd are

included.

RESULTS

Variable Means and Standard Deviations for the Combined Practices. Intable 2, we seethat
establishmentswhich share both control and return rights (Control/Return) when compared to thosewhich do
not transfer theserights (NoConNoRet) have grester ROA and ROS, are smadller, lessunionized, sharemore

information and are more likdy to use multi-skilling.  Sharing these rights are more likely in smdler
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establishments where monitoring cogts are lower. While the sharing of these rights may be a substitute for
forma monitors, gpparently the transferd of these rights are more acceptable in settings where lessformad

monitoring is necessary. Unions havetraditionally been somewhat opposed to the use group incentives and
thismay in part reflect why thetransferd of theserightsarelesslikely in settingswherethereisaUnion. The
fact that these establishments are more likdy to have communication processesin place is aso expected
because you would expect managers or supervisorsto want to be kept informed regarding decisions taken
by the workforce. The fact that these establishments dso have a higher degree of multi-<killing is dso
expected becausein settingswhere theworkforce has greeter level sof human capita or job knowledgethere
would be grester gains associated with giving more discretion and incentives.

--- Insart Table 2 About Here ---

In terms of the types of Organizations which use high leves of worker process control and group
incentives, engineering and eectronic manufacturing use them to a greater degree, on average. Pladtic
manufacturers use group incentives to a reduced degree, however, they use shopfloor worker process
control approximately the same on average as other establishments. Food and drink manufacturers use
group incentives dightly more on average, however, they uselittle shopfloor worker control. Food and drink
manufactures typicaly have lower kill level workerswhich may indicate that these establishmentshaveless
to gain from giving employees control over some aspect of thework process. Work process control would
only benefit Organizationswhere thereislatitudefor individua judgement and actionin thework process, and

where shopfloor workers are in a better position to make work-related task decisons than supervisors or
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managers.  If the work process is highly standardized, a high level of employee discretion may be
unnecessary.

Regression Analysis. In Table 3 we see the results for our evauation of the impact of sharing the
rights or ownership on establishment-leve financid outcomes. Wefind support for our first hypothes s that
the sharing of contral rights in isolation do not result in Sgnificant impact on company performance. This
holdsfor both ROA and ROS and d so when we evduate performanceintimet-1. Evidently neither the cost
savings or the increase in productivity is substantia enough to result in higher levels of company finencd
performance.

With the exception of Model 1 we seethereisno impact on performance associated with the sharing
of return rightsintheform of group incentivesor profit-sharing to employees. Thisholdsfor ROA intimet-1
and for ROSin both timet and t-1.

Findly, we find strong support for our third hypothesis that the sharing of these rights are the most
efficient when they aretranderred in combination and not inisolaion. Thisholdsindl of our modesfor both

ROA and ROS and intimet and timet-1.

--- Insart Table 3 About Here ---

DISCUSSION AND CONCLUSION

Thispaper provides evidencethat there are better financid outcomesin establishmentswhich sharing

the rights of ownership rightsto employees. Additiondly, itisaso determined that these practices havethe
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largest impact when they are trandferred in combination. While we did not find evidence that there was a
negative impact on performance associated with transferring only decision making authority or only group
incentives we did significant positive performance effects where the rights were shared in combination.

An evduation of theimpact of these practiceswhen used in isolation alows usto better disentangle
where the performance effects actudly lie. Isit associated with the sharing of contral rights, the sharing of
return rights or both of the rights? As discussed, the sharing of contral rights in isolation leaves open the
possihility of mord hazard or the possibility of employee shirking their duties. While we do not have any
evidence that sharing of control rights to employees harms performance, we do not find any evidence that
performanceis enhanced. Apparently the authority to act on superior private information is not enough in
itsdf to prompt employees to do so.

Additiondly, the sharing of return rights in isolation are generdly not associated with better
performance. While employees have the incentive to act on their superior information they do not have the
necessary control over her job to do so. While again this does not result in a negative impact on
performance there is no postive impact on performance.

Wefind strong evidence that where employeeshavetheright of control over assstsand right to some
of theresdud profit establishment financial performanceisenhanced. Apparently those closest tothejob or
task arein abetter position to take certain decisionsthen those further removed from thosetasks. However,
turning over thiscontrol isonly beneficid to performancewheretherightsare shared in combination. Sharing
some of the residud return rights to employees gpparently resultsin them having the incentives necessary to

act on their superior information and either move to cut costs or increase productivity.
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While cross-sectiond research is prone to omitted variable bias the use of the random effects
esimator will diminate any remaining heterogenaty not attributed for though the use of control variable.
Smultaneity or endogeneity is aso a concern where the direction of the arrow of causdity is not entirely
clear, however the use of lag variables should at least partidly control for thisproblem. A potentia problem
with this paper is the smal sample which responded to the survey. This may resut in some sdection bias
which may effect theresults. Thisishowever anecessary trade- off when examining theimpact of practices
on the esablishment levedl. Firmtlevel andyss leaves open for measurement error associated with the
practices being evaluated not necessarily being consstent through-out the entirefirm. 1n etablishment level
research this problem ismostly avoided because the unit of observation isone establishment and not amuilti-
establishment firm (average establishment szein this study is 325). Thesefindings provide evidencethat the
sharing ownership rights of resduad control and resdud return lead to greater profitability when used in
combination. Using two identifiable practices we see that the two practices used in combination result in

superior outcomes than if taken in isolation.
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TABLE 1

Variable Definition

Vaiade Definition

ROA Pre-tax profit divided by assets.

ROS Pre-tax profit divided by tota establishment sdes.

Control 1if the establishment has shopfloor worker qudity task control and no group
incentive schemes, 0 otherwise.

Return 1if the establishment has no shopfloor worker quality task
control and a group incentive scheme, 0 otherwise.

Control/Return 1if the establishment has has trandferred both control and return rightsto
shopfloor workers.

Information 1if the establishment has a high levd of Mgmt>Employee
Employee>Mgmt communication, O otherwise.

Union 1if the establishment has a union, O otherwise.

Multi- Skill 1if the establishment uses multi- kill training, O otherwise,

Strategy 1if the establishment has afunctiondly integrated
srategic planning process, 0 otherwise,

Sze Average number of employeesin year t.

LnSze Log of the average number of employeesin year t.

Assets Gross book value of depreciable assets.

LnAssats Log of gross book vaue of depreciable assets.

Y ear in which interview took place and sector dummies aso included in regressons
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TABLE 2

Variable Means and Standard Deviations by Control, Return and Combined Control and

Return Rights.
Variable Control/Return Return Control NoConNoRet Total
(81) (72) (107) (137) (397)
Mean SD. Mean SD. Mean SD. Mean SD. Mean SD.
ROA 14 A7 A3 A1 12 A3 10 12 12 14
ROS .06 .06 .06 .07 .06 A1 04 .05 .06 09
Sze 2 305 256 268 233 252 367 585 325 467
LnSze 53 a7 54 .76 52 73 54 91 53 83
Union 52 50 53 50 66 48 63 48 .60 49
Information .26 44 A1 32 A A48 A3 A 21 41
Multi Skill .70 46 25 A4 51 50 38 49 46 50
Assets (000) 57 214 47 197 75 383 68 316 60 321
LnAssets 8.8 17 9.2 19 87 18 8.6 17 8.8 18
Engineering 50 50 .28 45 53 50 42 50 45 50
Electronics 12 33 18 .39 .07 25 0 0 .08 27
Plastics 21 A1 .08 .28 28 45 25 43 23 A1
Food& Drink 0 0 19 40 04 19 15 .36 10 30
Miscellaneous 17 .38 .26 44 08 .28 19 .39 A7 37
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TABLE 3

Random Effect Edtimates of Return on Assets and Return on Sdles for UK Manufacturing
Establishments. Control, Return and Combined Control and Return Rights.
(Standard Errorsin Parentheses.)

Variables Model 1 Model 2 Model 3 Model 4
Control 05 03 02 02
(04 (04 (:02) (:02)
Return .09+ .06 .03 .03
(:05) (:06) (:02) (:02)
Control/Return N J0* .04** .05**
(04 (:05) (:02) (:02)
Information -02 -.004 01 01
(04 (04 (:02) (:02)
Union -.06* -.06+ -02 -01
(:03) (:03) (:01) (:01)
Multi Skill .06+ .06+ .02 02+
(:03) (:03) (:01) (:01)
Strategy -01 -03 .0004 .001
(:03) (04 (:01) (:01)
LnSze 02 .02 004 01
(.02) (.02) (.01 (.01$)
LnAssets e e -.0003 -.008
(.003) (004)
Intercept A1 .07 .03 04
(12) (-13) (:05) (:05)
R2 22 21 A7 19
N 178 141 178 141

Note: Sector and year in which interview conducted dummies included in the regression but not reported.
Model (1), Regression includes independent variables + controls using ROA intimet.

Model (2), Regression includes independent variables + controlsusing ROA intimet-1.

Model (3), Regression includesindependent variables + controls using ROS in timet.

Model (4), Regression includes independent variables + controls using ROSintimet-1.

+p<.10

* p<.05level

** p<.01level
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