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We argue that positive employee relations effectively serves as an in-
tangible and enduring asset, and may, therefore, be a source of sus-
tained competitive advantage at the firm level. We survey a number of
measures of firm-level performance and conceptualize how each mea-
sure is likely to be affected by highly positive firm-level employee rela-
tions. We then empirically investigate whether positive employee rela-
tions is related to firm performance, focusing on publicly traded firms
included in the “100 Best Companies to Work for in America.” The rel-
ative performance of these “Best Companies” is examined via compar-
isons to both companies in the broad market and a group of matched
firms. Our analyses suggest that companies on the 100 Best list enjoy
not only stable and highly positive workforce attitudes, but also perfor-
mance advantages over the broad market, and in some cases, over the
matched group.

In Competitive Advantage, Michael Porter noted that “Human re-
source management affects competitive advantage in any firm, through
its role in determining the skills and motivation of employees” and that
“In some industries, it holds the key to competitive advantage” (1985,
p. 43). The growing importance of good employee relations is under-
scored by the suggestion that firms disclose information on employee at-
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966 PERSONNEL PSYCHOLOGY

titudes in their financial reports (Litan, 2000). Similarly, strategy tools
such as the Balanced Scorecard (Kaplan & Norton, 1992) presuppose
that tomorrow’s financial performance depends to an important degree
on how well internal business processes are managed, including the re-
lationship with employees. Indeed, McKinsey & Company’s study of
nearly 6,000 managers concluded that “talent” will be the most important
firm resource over the next 20 years (Fishman, 1998).

Growing competition for talented workers has given firms added
incentive to review their employee relations strategies in order to more
effectively attract, motivate, and retain the type of workforce that will
help them be successful (Gubman, 1998). Such efforts typically include
benchmarking against companies that are considered to be leaders in
employee relations, such as those included in Fortune magazine’s annual
list of “100 Best Companies to Work for in America” (e.g., Levering
& Moskowitz, 1998). The wisdom of benchmarking against firms like
those on the 100 Best list depends on the validity of two assumptions:
First, that companies on the 100 Best list really do have better-than-
average employee relations, and, second, that strong employee relations
are indeed beneficial to the organization.

Prior analyses, mostly in the popular press, suggest that inclusion
on 100 Best lists is associated with good relative financial and market
performance (e.g., Branch, 1999; Filbeck & Preece, 2003; Grant, 1998;
Gubman, 1998; Lau & May, 1998; Levering & Moskowitz, 2001; Wat-
son, 2002). These analyses suffer from a number of limitations, however.
First, most prior studies are relatively atheoretical, concerned more with
the empirical results themselves than with systematically exploring why
the 100 Best seem to do better. Second, with the lone exception of
Filbeck and Preece (2003), prior studies used only broad market peer
groups (e.g., the S&P 500 or Russell 3000 indexes) for comparison, rais-
ing the possibility that in those analyses, companies on the 100 Best list
perform better because they differ from control firms in terms of indus-
try or other omitted variables. Finally, and most important, previous
studies have never documented, using employee survey data, that em-
ployee relations are in fact “best” in the 100 Best firms.

In this study, we explore whether superior firm-level employee re-
lations effectively serve as an enduring resource that is associated with
better financial and market performance relative to other firms. We be-
gin by surveying the limited prior empirical research that has examined
the link between employee attitudes and collective workplace perfor-
mance outcomes. Next, we consider theory and research that has fo-
cused on identifying sources of sustainable competitive advantage at the
firm level. We then review a number of commonly employed measures
of firm-level financial and market performance, focusing on how each is
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likely to be impacted by excellent employee relations. Finally, we derive
and test hypotheses regarding the stability of employee relations over
time and the relationship between employee relations and various indi-
cators of firm-level performance.

Background, Theory, and Hypotheses

Employee Attitudes, Organizational Performance
and Competitive Advantage

Historically, numerous studies and meta-analyses have found sur-
prisingly little association between individual-level job satisfaction and
job or task performance (e.g., Brayfield & Crockett, 1955; Iaffaldano
& Muchinsky, 1985). More recent analyses, however, seem to support
the existence of such a relationship; Judge, Bono, Thoreson, and Patton
(2001) report meta-analytic results indicating an average correlation on
the order of .30, a “moderate” effect size (Cohen & Cohen, 1983) that
is consistent with the effect sizes of other established predictors of in-
dividual job performance. Individual-level results do not automatically
translate into paralle] findings at aggregated levels, however (Ostroff,
1992). For example, at the individual level, a study conducted within
a single firm will find a larger relationship between attitudes and per-
formance to the degree that there is ample variance across employees
on both measures. By contrast, the relationship at the firm level will
be larger to the extent that within-firm differences are small relative to
between firm differences. The construct of employee relations pertains
to a collective firm-level property, which is different than an individual
employee’s attitude.

Positive employee relations are thought to impact aggregate-level
performance through effects on worker quality and effects on collective
worker motivation and productivity (Ostroff & Bowen, 2000). Studies
conducted at various aggregate levels do seem to confirm a relationship
between aggregate employee attitudes and performance at higher orga-
nizational levels. The only academic study we know of that has demon-
strated this at the organization level is a study by Ostroff (1992). How-
ever, her study used a sample of schools, meaning that outcome mea-
sures such as financial performance that are of interest in for-profit orga-
nizations were not available as dependent variables. Ryan, Schmit, and
Johnson (1996); Harter, Schmidt, and Hayes (2002); Gelade and Ivery
(2003); and Koys (2001) have explored similar relationships in for-profit
settings, but at aggregate levels below the firm level (such as business
units or branches within a firm). Thus, although these studies are im-
portant, no research to date has demonstrated a relationship between
workforce attitudes and financial performance across firms.
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Because we are interested in the link between employee relations
and firms’ performance relative to other firms, we turn to the strategic
management literature, which has devoted considerable attention to ex-
ploring how firms compete. The resource-based view (RBV) of the firm
(Barney, 1991; Wernerfelt, 1984), a dominant research paradigm in this
area, posits that sustained competitive advantage accrues to firms as a re-
sult of the existence of idiosyncratic and hard-to-imitate internal assets.
Firms able to achieve good employee relations may see improved perfor-
mance for reasons described previously (higher worker quality, etc.), but
if all firms are equally able to follow suit, employee relations don’t create
sustained relative advantage for one firm over another. Anecdotal evi-
dence (and empirical evidence later in this paper) suggests that firms do
seem to vary in terms of employee relations. Even companies that have
achieved good employee relations have done so through different means
(e.g., various human resource [HR] practices/systems, cultures, leader-
ship, etc.), contributing to inimitability. In further describing internally
developed strategic assets, strategic management researchers emphasize
that “the strategic asset is the cumulative result of adhering to a consis-
tent set of policies over time” (Dierickx & Cool, 1989, p. 1506). This sug-
gests that such strategic assets are not created overnight and that once
created, such assets will tend to be stable over time.

The two perspectives described thus far point in the same direction.
The attitudes-performance literature builds the case that employee at-
titudes are associated with performance at various levels of analysis, but
stops short of examining firm-level attitudes and financial performance.
The RBV perspective, on the other hand, frames firm level attributes as
“resources” or “assets,” which may enable an organization to achieve su-
perior performance relative to other firms over time. Combining these
two viewpoints leads us to expect that positive employee relations effec-
tively function as strategic assets for firms that are able to create and
maintain them.

In order for employee relations to be a plausible source of sustain-
able advantage, it is desirable to establish whether a key aspect, em-
ployee attitude, does in fact exhibit stability in organizations across time.
Thus, we hypothesize the following:

Hypothesis 1: Companies included on the 100 Best list will exhibit stable
levels of positive employee attitudes over time.

Employee Relations and Organizational Performance:
All Measures are Not Created Equal

The most common “language” used to describe organizational per-
formance focuses on financial outcomes, specifically accounting perfor-
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mance and stock market performance. Due to conventions of gener-
ally accepted accounting principles (GAAP), there are limitations on
what can be learned from financial statement data alone. Consider that
for accounting purposes an asset is described as a resource that, among
other characteristics, “embodies a probable future benefit that involves
a capacity, singly or in combination with other assets, to contribute di-
rectly or indirectly to future net cash inflows. . .” (Statement of Financial
Accounting Concept 6; Paragraph 26). Accounting standard setters his-
torically have tended to be conservative, favoring more objective versus
subjective criteria for balance sheet reporting of assets. To illustrate the
point, consider a purchased piece of equipment or a factory. Because
there is usually an “arm’s length transaction” in a ready market when
this type of tangible asset is acquired and because economic ownership
is not in question, the asset is initially recorded on the company’s balance
sheet at its acquisition price. Over the estimated life of most physical as-
sets other than land (such as equipment, buildings, etc.), the original cost
of the asset is systematically reduced on the balance sheet and charged
against income, spreading the original cost into the future to offset the
revenues being generated from that asset.

In contrast, although other assets are expected to generate future in-
come streams, because valuation is difficult and often subjective (e.g.,
there is no ready market for them, economic ownership is uncertain,
timing of income streams is uncertain, or for other reasons), GAAP
does not allow them to be recorded as assets in the financial statements.
Instead, costs associated with creating these assets are all expensed as
incurred; resultant revenues or cost savings recognized in future years
are not offset by these initial costs. Thus, many of an organization’s in-
tangible assets are not reflected on the corporate balance sheet. Such
assets may be broadly classified to include those related to innovation
(research and development [R&D] activity), those related to organiza-
tional practices (establishment of brand names or corporate reputation),
and those related to human capital (investment in worker knowledge, at-
titudes, and productivity through HR practices and knowledge sharing
infrastructure; Lev, 2001).

To get around these limitations, observers interested in gauging the
value of a publicly traded company also tap into stock market data. Stock
prices reflect the collective expectations of the investing public about
the value of a firm based on its anticipated future prospects. Because
investors are motivated to consider all available information and are not
restricted to what is reported in financial statements, the stock market’s
valuation of a company theoretically includes the value of all expected
income streams, including those from intangible assets about which the
market has information. Investors’ stock returns reflect changes in stock

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



970 PERSONNEL PSYCHOLOGY

prices (as a result of changing expectations about a firm’s value) as well
as dividends paid.

For purposes of this study, we focus on two financial performance
ratios that are well known to management researchers: return on assets
(ROA) and market value of equity divided by book value of equity (or
market-to-book ratio). In addition, we examine annual and multiyear
cumulative shareholder returns.

ROA includes two components: in the numerator, a measure of
bottom-line or near-bottom-line net income and, in the denominator,
a measure of total assets as recorded for accounting purposes. ROA
gauges the efficiency with which an organization utilizes its assets to gen-
erate income and is positively impacted by efforts to increase revenues,
decrease expenses, and efficiently leverage firm assets. Comparing two
otherwise identical firms, where one has more net revenue-generating
intangible assets than the other, its ROA will likely be higher as a func-
tion of the fact that it has a higher net income figure in the numerator but
the same level of assets (at accounting book value) in the denominator.

How might positive employee relations impact ROA? Good em-
ployee relations may contribute to an environment that influences sub-
sequent individual level attitudes like job satisfaction, affecting work-
ers’ in-role performance and productivity (see Judge et al., 2001). Ag-
gregated productivity increases could positively impact net income and,
thus, ROA by increasing the value of salable output/services per worker.
Attitudes may also be related to individual level extra-role behaviors
such as organizational citizenship behaviors (OCBs; Bateman & Or-
gan, 1983; Organ, 1988; Organ & Ryan, 1995), which in the aggregate
have been associated with business unit performance quantity and qual-
ity (Podsakoff, Ahearne, & MacKenzie, 1997), and subsequent business-
unit profitability (Koys, 2001). One might expect similar effects at the
organization level. Furthermore, we know that positive employee rela-
tions impacts customer satisfaction positively (e.g., Koys, 2001), which
should enhance a firm’s ability to cost effectively maintain its revenue
levels (it is often less expensive to maintain existing customers than to
generate new ones). And, finally, positive employee relations may also
strengthen a firm’s ability to attract and select better job applicants and
to decrease voluntary turnover, resulting in a pool of more productive
workers (increasing ROA) and reducing per-employee recruitment, se-
lection, and training costs (increasing ROA).

A second financial performance measure, the ratio of market-to-
book value of equity, combines both stock market and financial state-
ment information. The denominator conceptually represents what the
shareholders of the firm’s common stock own based on the accounting
value of assets and net of corporate debt and other liabilities at a given
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point in time (such as the end of the fiscal year). The numerator is the
collective market value of common stock held by shareholders at the
same point in time. The external market valuation incorporates, among
other things, any additional value assigned to the firm by the market
that is due to intangible assets. Given two otherwise identical firms, one
would generally expect a higher market value for a firm with intangible
assets versus one without. Studies in the accounting, economics, and fi-
nance literatures have explored this market valuation phenomenon with
respect to a number of other intangible assets (e.g., Brynjolfsson, Hitt,
Yang, Baily, & Hall, 2002; Chan, Lakonishok, & Sougiannis, 2001; Ittner
& Larcker, 1998).

Stock market returns for a given firm, which incorporate changes in
stock price from one period to another and corporate dividend payments
(if any), are affected by investor revisions in their valuation of companies
from one period to another. These revisions can occur due to general
economic or industry conditions or in response to firm-specific activities
such as earnings announcements, a takeover bid, corporate scandal, and
so forth. How might positive employee relations affect stock returns? To
the extent that positive employee relations is viewed as beneficial to the
firm in the future and where news about a firm’s positive employee re-
lations is new information to investors, the stock price will subsequently
adjust to reflect the incremental value of this information. Later, in-
vestors may revise their estimates of the value of this asset if they come to
expect that it will be more or less beneficial to future cash flows than pre-
viously thought, which would also affect returns. Alternatively, positive
employee relations can have an indirect, but important effect on stock
returns by contributing to current earnings-related information that is
incorporated in stock prices.

In summary, positive employee relations is expected to have a posi-
tive effect on firm-level accounting and market performance. Given that
it is difficult to interpret any of these measures without comparing them
to measures from other firms and, also, that we are interested in compet-
itive advantage accruing to firms with strong employee relations, relative
performance is ultimately what is of the greatest interest. Consequently,
we expect that:

Hypothesis 2: Companies included on the 100 Best list will exhibit bet-

ter performance relative to other companies because of their emphasis on
employee relations.

Although we expect that 100 Best companies will exhibit generally
superior performance, performance measures may capture this in dif-
ferent ways due to the fact that they originate from different sources.
Sustained superior employee relations would likely result in company-
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reported ROA that is persistently higher for 100 Best than comparison
firms across time. Superior relative ROA could, in turn, be reflected
to some degree in subsequent market-based measures, particularly if in-
vestors expect the good performance to continue. The market-to-book
value of equity ratios and stock returns would also be affected by the
informational content of the 100 Best list itself and the market’s ex-
pectations about how much employee relations will impact future per-
formance. The 1998 Fortune 100 Best list was not the first or only at-
tempt at publicizing firms with good employee relations (e.g., Levering
& Moskowitz, 1993), and some of the 100 Best were probably known to
be good companies to work for through other news sources. Even as-
suming that the publication of the list did offer new information to the
market, it is difficult to ascertain precisely when this information would
have become widely known; advance notice that this list was forthcom-
ing could have filtered out to the market prior to the publication date
(Filbeck & Preece, 2003).

Notwithstanding these issues, it is likely that the 1998 list did provide
the market with some measure of new information by identifying new
companies and confirming existing companies with superior employee
relations. The Fortune article containing the list not only ranks the com-
panies but also details company-specific workplace practices thought to
contribute to employer reputation. This company-specific information
may have provided new information, even for companies that had been
an earlier list published in a 1993 book (Levering & Moskowitz, 1993),
because company practices highlighted in 1998 and in the 1993 book
were not necessarily the same. Perhaps even more important from an
informational standpoint, the 1998 100 Best list was unique in that com-
pany ratings were derived largely on the basis of employee survey re-
sponses; this insider perspective was particularly novel at that time and
likely would have been considered news by the market.

We would then expect to see persistently superior relative ROA
across a number of years preceding and subsequent to the list publication
year. 'To the degree that high relative ROA influences market percep-
tions of the value of the firm and is expected to continue in the future,
one might expect that the 100 Best would generally have higher subse-
quent market-to-book value of equity ratios versus peers with average
employee relations. In addition, any new information about firms’ good
employee relations provided by the publication of the 100 Best list would
also be incorporated into market-based measures such that we would
be especially likely to see higher market-to book ratios and annual re-
turns for the 100 Best versus peers in 1998 (following list publication in
January 1998), and possibly in the preceding year (1997) if information
about the list was known to the market prior to publication. Once market
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values adjust to reflect information about a new intangible asset (good
employee relations), we would expect to see higher market-to-book val-
ues compared to peers in subsequent years (post-1998) as well. Thus, we
consider the following hypothesis:
Hypothesis 3. The superior performance of 100 Best firms relative to other
companies as captured by ROA will be more persistent over time than

superior performance as measured by market-to-book value of equity or
by annual stock returns.

Method
Sample

The January 12, 1998 Fortune article “The 100 Best Companies to
Work for in America” (Levering & Moskowitz, 1998) was the source of
the “best companies” that are the focus of this study. Two hundred thirty-
eight companies were invited to submit information supporting inclusion
in the 100 Best. This particular group was selected by the authors, Lev-
ering and Moskowitz, from their own “database of more than 1,000 com-
panies” because they met certain minimum criteria (firms had to have
been in existence for at least 10 years and employ a minimum of 500 peo-
ple) and because they were considered the “most viable candidates for
the list” (1998, p. 84). Of those invited, 161 agreed to participate.

Each participating company was asked to distribute to 225 randomly
selected employees (see Appendix A for suggested random selection
procedure provided to companies) a 55-item attitude survey called the
Great Place to Work® Trust Index©(created by the Great Place to
Work®Institute), which was designed to measure a broad range of at-
titudes, including credibility, respect, fairness, pride, and camaraderie
(survey length, dimensionality, and sample items available at
www.greatplacetowork.com). Once they identified the sample group,
companies were responsible for sending out the questionnaire packets,
which contained a preaddressed and stamped envelope to return the
questionnaire directly to the data processor (not to anyone at the com-
pany). Thus, the surveys were both confidential and anonymous to the
company. As a follow-up step, the authors also asked the company con-
tacts for information about how the companies generated their random
samples (i.e., by social security number, employee ID, etc.) and how they
distributed the questionnaires (e.g., by internal mail, regular mail, etc.).
Finally, they compared the demographics of the final survey responses
to the demographics reported in an independent survey to determine if
there were any sampling irregularities. Each company was also asked
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to complete the People Practices Inventory (PPI), a 29-page, company-
level questionnaire designed by Hewitt Associates, a management con-
sulting firm.

The response rate on the employee survey was good (58%), resulting
in a sample size of over 20,000 employee attitude surveys. About 40% of
employees also included handwritten comments. The employee survey
was weighted 100 points out of a total of 175 points; the Hewitt company
survey, combined with company-submitted information, was weighted 55
points. The remaining 20 points were allocated based on an evaluation
of handwritten comments added by employees to the employee survey.
Relative total ratings (out of a possible 175 points) were used to select
the 100 Best (Levering & Moskowitz, 1998). Note that the employee
survey accounted for 120 out of 175, or almost 70%, of the points in this
selection process.

Using the 100 Best list as a starting point for the analyses of financial
performance, we then eliminated privately held companies, nonprofit
organizations, public utilities, and financial institutions from our anal-
ysis. The first two categories were excluded due to the nonavailability
of financial information and stock returns data. The latter two cate-
gories are commonly either excluded or examined separately in studies
of financial performance in corporate finance (e.g., Loughran & Ritter,
1997) primarily because firms in these industries use different financial
reporting practices, rendering some of their financial performance mea-
sures incomparable to those of other firms. In one case, a company in-
cluded on the 100 Best Companies list was not publicly traded but was
a division of a firm that was. Because the division contributed substan-
tially to the overall sales of the parent (over 60% of total sales was from
this division), we substituted the parent company in the analysis. To be
included in the study, we required that each of the 100 Best companies
have Compustat data available in the matching year (1997, the year prior
to publication) to facilitate selection of a matching company. Our final
sample consisted of 50 companies from the January 1998 100 Best list.
Table 1 describes the industry breakdown of firms included in this study.

To select a set of firms with which to compare the 100 Best companies,
we adapted a control firm matching procedure suggested by Barber and
Lyon (1996, 1997) and used by Loughran and Ritter (1997). The goal
of this procedure was to find for each 100 Best company a comparison
firm that was the closest suitable match, given a set of constraining crite-
ria. Like the 100 Best, matching firms could be listed on the NYSE, the
AMEX, or NASDAQ. We required that matching firms not ever been on
any annual list of 100 Best companies, up through and including the Jan-
uary 2000 list. The primary criteria used to select company matches were
industry, size, and operating performance in the matching year. Poten-
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TABLE 1

“Best Companies” Included in Study By Industry Classification
(2-digit Compustat SIC Code)

Number of
2-digit companies
Industry SIC code in industry
Food and kindred products 20 4
Chemicals and allied products 28 6
Stone, clay, glass and concrete products 32 2
Industrial and commercial machinery and
computer equipment 35 8
Electronic and other electrical equipment/
components, except computers 36 6
Business services 73 7
Other 17
Totals 50

Note: The 2-digit SIC code is provided here for general information about the broad
industry breakdown of the sample. The matching algorithm (described in Appendix B)
actually matched companies on more specific (4- or 3-digit) SIC codes wherever possible
(39 firms were matched on 4- or 3-digit SIC codes; 11 were matched on 2-digit SIC codes).

tial matches were first chosen based on industry and size; the final match
was then chosen from the resulting pool based on operating income (the
firm with the closest operating income to the target in the matching year
was selected as the matched firm). See Appendix B for details about the
procedure used to select matching companies.

Validity of the 100 Best List

An important assumption in our study is that the companies on the
100 Best list do have exemplary employee relations, a task we set out
to verify. The 1998 list was chosen primarily on the basis of a large-
scale (n > 20,000 responses), multi-item, employee attitude survey, the
Great Place to Work® Trust Index©. These particular attitude data are
proprietary and unavailable to us.

However, we were able to gain access to data on six employee atti-
tude survey items that were collected at each of the applicant companies,
but which were not used to select the 100 Best. The six items are:

e I have appropriate opportunities to participate in problem solving.

(5-point scale)

e I have appropriate opportunities to participate in decision making.

(5-point scale)

o There are great opportunities here to collaborate with people I find
interesting and stimulating. (5-point scale)

e If you have your way, how likely are you to be working at this orga-
nization 1 year from now? (6-point scale)
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¢ If you have your way, how likely are you to be working at this orga-
nization 5 years from now? (6-point scale)

o If the organization successfully achieves its goals, how confident are
you that you will achieve your personal goals as a member of this or-
ganization? (6-point scale)

Examination of the psychometric properties of the 6-item scale re-
veals an average interitem correlation among the six items of .582 at the
individual level of analysis (n = 18,021) and .750 at the organization level
of analysis (n = 153). The corresponding coefficient alphas are .874 and
.938, both indicating substantial internal consistency reliability.

The point-biserial correlation between this 6-item scale and whether
a firm that applied to be on the 1998 100 Best List was selected to appear
on the list is .67 (n = 153). This suggests to us that using 55 items, as did
the full survey actually used to select the 100 Best, would likely yield a
substantially higher point-biserial correlation than .67. In other words,
.67 is probably a lower bound for the actual correlation between 100 Best
list membership and employee survey results.

For one of the six items (which had a mean score based on 11,497
employees in the 100 Best companies of 5.65 on a 6-point scale), we
were able to obtain comparable normative data from two sources: He-
witt Associates (n = 170,868 employees) and the Gallup Organization
(n = 1,000 employees). This item was: “If you have your way, how likely
are you to be working at this organization 1 year from now?” (6 = very
likely, 1 = not likely at all). The Hewitt item was identical to the item ad-
ministered to employees at the 100 Best companies. The Hewitt sample
is based on employee responses from client organizations. The Gallup
item differs somewhat from the item administered to the 100 Best com-
panies and the Hewitt item, but is similar in its focus: “Plan to be with
the company a year from now?” (2-point scale with 1 = yes, 0 = no). The
Gallup data come from a nationally representative sample of employed
adults aged 18 and older (Gallup, 2001). Because the Gallup norm is a
positive/negative response, the 100 Best responses were transformed to
a proportion, with responses on the positive side of neutral (i.e., 4, 5, or
6) being coded yes (i.e., as 1) and remaining responses (1, 2, or 3) being
coded no (i.e., as 0). The 100 Best mean on this recoded dichotomous
item was 94.5%, versus a mean of 61.3% for the Gallup norm.

To compare the 100 Best responses to the Hewitt and Gallup norms,
we used the d statistic, an effect size statistic equal to the difference
between means divided by the standard deviation. According to Cohen
(1992), a d of .20 indicates a small effect size, .50 a medium effect size,
and .80 a large effect size. Comparing the 100 Best mean to the Hewitt
norm and to the Gallup mean yields effect sizes of .59 and 1.28, respec-
tively. The mean of these two d statistics is .94, a large effect size. Note
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that this d is based on a single item. It is likely that d would be larger
if based on the multi-item employee survey that was actually used as a
major factor in assigning companies to the 100 Best list, as the multi-item
survey would be more reliable.

We conducted additional analyses by breaking the 100 Best compa-
nies into 10 ranks (companies ranked 1 to 10 were in Rank 1, compa-
nies ranked 11 to 20 were in Rank 2, and so forth). Those companies
not on the list were placed in a separate rank. We then entered these
11 rank categories as a class variable in an ANOVA and used them to
predict both the single employee survey item and the 6-item scale. We
obtained the following Rs: Single-item .632; 6-item scale .760. Treating
the 100 Best list and the 6-item measure as alternate forms of a mea-
sure assessing the same construct, a satisfactory degree of reliability is
observed (Nunnally & Bernstein, 1994, suggest .70 as an acceptable min-
imum standard). Alternatively, the .760 might instead be seen as a con-
vergent validity, given that the methods are not the same.

The question of whether the companies on the 100 Best list are re-
ally “best” can also be approached analytically. Drawing on the prop-
erties of the normal distribution, we can estimate how a sample that is
selected based on a particular cut score will differ from the mean of the
population. Assume that variable x has a normal distribution and that
the p percent highest scoring observations are selected for inclusion in
a sample, and that c is the cutoff score (in standard score terms). Then,
the mean standard score of those selected for inclusion in that sample is
given by (Hunter & Schmidt, 1990, p. 133):

== zl) 8 (271r)% 8 exp(‘ (222—))

As noted in our description of the selection of the 1998 Best Com-
panies, 238 companies were invited to submit materials supporting their
inclusion in the 100 Best. With 100 out of these 238 companies having
been selected for the list, p = .42, which yields a Z = .93. In other words,
our estimate would be that the 100 Best set of companies would be .93
standard deviations above the mean of the population (i.e.,ad = .93) on
variable z, which is close to the d = .94 estimate obtained above. Even
using only the subsample (n = 161) of companies choosing to participate
(presumably a self-selected subsample having better employee relations
than those choosing not to participate) yields a Z = .61.

Although these analyses do not assure that the 100 Best companies
had better employee relations and employee attitudes than companies in
the two company peer groups used for comparing financial performance,
we believe that the evidence presented above makes a compelling case.
The companies in the broad market index and the matched companies
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used in this analysis were not selected on the basis of positive employee
relations. Thus, there is no reason to believe that, as a group, they are
anything but average on this dimension, whereas we have shown that the
companies on the 1998 100 Best list are much better than average. We
note that our approach, comparing companies that are above the mean
on the independent variable to companies that are at the mean, is more
conservative than the type of comparison that is sometimes used, which
is to compare companies that are one standard deviation above the mean
to companies that are one standard deviation below the mean.

Employee Attitude Measures

The majority of employee survey questions used in selecting the 1998
100 Best list were created and administered by the Great Place to Work
Institute® of San Francisco and this instrument is referred to as the Great
Place to Work® Trust Index©. This group has administered the em-
ployee survey each year since 1998 for Fortune’s 100 Best list. The Great
Place to Work Institute® has a Web site (www.greatplacetowork.com)
which describes a number of sample items from the survey along with
the dimensions they are intended to capture. Examples include:

Credibility

e Communications are open and accessible
Competence in coordinating human and material resources
Integrity in carrying out vision with consistency
Management keeps me informed about important issues
People around here are given a lot of responsibility

Respect

Supporting professional development and showing appreciation

o Collaboration with employees on relevant decisions

o Caring for employees as individuals with personal lives

e Management involves people in decisions that affect their jobs or
work environment

Employees offered training and development to further themselves
professionally

Fairness
¢ Equity—balanced treatment for all in terms of rewards
o Impartiality—absence of favoritism in hiring and promotions
e Justice—lack of discrimination and process for appeals

Pride
e In personal job, individual contributions
o In work produced by one’s team or work group
e In the organization’s products and standing in the community
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Camaraderie
e Ability to be oneself
e Socially friendly and welcoming atmosphere
o Sense of “family” or “team”

Financial and Market Measures

Accounting performance. Return on assets (ROA) is calculated as net
income divided by the average of total assets at the end of the previous
year and at the end of the current year. ROA measures the efficiency
with which a firm utilizes its current assets in place. The market-to-book
ratio is the number of common shares outstanding at the end of the year
(i.e., the number used to compute earnings per share) times the clos-
ing price, divided by the book value of common shareholders’ equity.
This ratio gives a sense of the market’s perception of the value of a com-
pany relative to the accounting measure of equity and, thus, is consid-
ered an indicator of anticipated future profitability (e.g., Loughran &
Ritter, 1997). All financial ratios are on a fiscal year-end basis. Finan-
cial information used for matching and to form accounting ratios was
taken from the annual database of Standard & Poor’s Compustat.

Stock returns. Stock returns data are obtained from the Center for
Research in Security Prices (CRSP). Stock returns for a given firm are
computed by CRSP as simple returns, which, when measuring long-term
return performance, are preferable to continuously compounded re-
turns (Barber & Lyon, 1997). Annual returns are on a calendar year ba-
sis; dividends (if any) are reinvested at month end. Portfolio returns (an-
nual and cumulative) are computed as the equally weighted average of
the returns for each of the stocks in the portfolio. Annual and cumula-
tive returns are computed for both 100 Best and matched portfolios;
in addition, annual and cumulative returns are computed by CRSP for
the broad stock market using the CRSP value-weighted NYSE-AMEX-
NASDQ index compounding over the appropriate number of holding pe-
riods. Returns for this index proxy returns for the stock market as a whole.

Analyses
Employee Attitudes
To assess stability in the employee attitude levels of companies in
our sample, we used 2 years of data on the single attitude item described

earlier, “If you have your way, how likely are you to be working at this
organization 1 year from now?” (6 = very likely, 1 = not likely at all).
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This item was included on the survey, but not used in the selection pro-
cess. The first year of data was based on the sample used to generate
the 1998 Fortune list. The second year of data, collected 1 year later,
was collected on the sample used to generate the 1999 Fortune list. In
both samples, we used all companies reporting data, not just those that
made the 1998 Fortune list, in order to increase our sample size. We also
included privately held companies in the stability analysis (even though
they could not be included in our later comparisons of financial perfor-
mance), again to increase sample size. We computed intraclass correla-
tions (Shrout & Fleiss, 1979) to estimate reliability of company level at-
titude means within each sample year. We then estimated the test-retest
correlation for the company level mean for that item across years.

Accounting and Stock Market Performance

We analyzed financial (accounting) performance and stock returns
for 3 years prior to the publication of the list, the publication year itself,
and subsequent years through and including 2000. Thus, 1995 through
2000 was our analysis period.

Adapting a methodology sometimes used for long-term event studies
(Loughran & Ritter, 1997), we analyzed annual and multiyear compar-
isons between the 100 Best portfolio and the market index (for stock
returns) and between the 100 Best portfolio and the matching firm port-
folio (for stock returns and accounting ratios). We adapted this design
because it allowed us to choose a matched firm at a point close to the
announcement of the 100 Best list and then look backward in time to
see what performance differences might have existed that predated and,
thus, would have been uninfluenced by inclusion on the list. Though not
of primary interest to us, such a design could also shed some light on
whether there is a financial performance “halo” influencing selection to
the list of The 100 Best Companies to Work for in America, as has been
found to be the case with other notable lists (Brown & Perry, 1994). We
were also able to look forward prospectively from list publication to see
if prepublication patterns were sustained in subsequent years.

We opted to use this approach (comparing firms on the list to those
not on the list) instead of comparing 100 Best ranking with financial per-
formance among the 100 Best for two reasons. First, using rankings to
predict performance does not allow us to control for variables such as in-
dustry, firm size, and so on, that may also have effects on performance.
In addition, from an applied standpoint, we are less interested in the in-
cremental value of small differences in employee attitudes among com-
panies who are already leaders in employee relations (within group dif-
ferences) and more interested in the effect of having great employee
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relations as compared to merely average employee relations (between
group differences).

Nonparametric statistical tests are recommended where the analysis
variables are accounting ratios due to the typical nonnormality of these
ratios (e.g., Barber & Lyon, 1996). Consistent with other studies using
similar methodology (e.g., Loughran & Ritter, 1997), we utilized the
Wilcoxon signed-rank test. Monthly stock returns are relatively normally
distributed (Fama, 1976); consequently, standard t-tests were used to
test for statistical significance.

Results
Employee Attitudes

There were 111 companies reporting data on the single attitude item
(“If you have your way. . . ) for both years. Our first step was to estimate
the intraclass correlation (Shrout & Fleiss, 1979) of the single employee
attitude item for the 1998 and 1999 samples ICC(1,1), the estimated re-
liability of a single employee response, was .056 for 1998 and .037 for
1999. Our interest here, however, is in the reliability of the company av-
erage employee attitude (group-level mean), thus, the ICC(1,k) is more
relevant (Glick, 1985). Even in the presence of low ICC(1,1) levels, re-
liable group-level means may be obtained with sufficiently large group
sizes (Bliese, 1998). With an average of 136 employee responses per
company, the ICC(1,k = 136) was .890 in Year 1 and .839 in Year 2.
These ICC(1, k) estimates indicate that firms can be reliably differen-
tiated with respect to their mean employee attitude, a key indicator of
employee relations.

Next, we obtained the test-retest correlation of mean company em-
ployee attitude to directly examine stability. Based again on 111 com-
panies, the correlation between the 1998 and 1999 surveys (i.e., a 1-year
interval) was .65, which shows substantial stability. One factor to recog-
nize in interpreting this correlation is that it is attenuated due to range
restriction. Based on the sample of 111 companies, the mean of the com-
pany attitude means in 1998 was 5.51 with a standard deviation of .29.
Companies on the 100 Best list had a mean of 5.64, SD = .21. Those
not on the list had a mean of 5.30, SD = .31. (F statistic for the dif-
ference is 43.08, p < .0001, point-biserial correlation between attitude
mean and whether on the list or not is .53). To estimate the correlation in
the absence of range restriction, one needs a good estimate of the unre-
stricted population standard deviation estimated at the company level of
analysis. That is not readily available. However, to illustrate the poten-
tial effect of range restriction, consider that Ostroff (1992), in a large
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multiorganization sample and using an organization-level analysis, re-
ported a mean of 3.23 and a standard deviation of .28 (on a 5-point
scale vs. our 6-point scale) for her measure of employee satisfaction, or
a standard deviation to mean ratio of .087. If our standard deviation had
likewise been .087 times our mean of 5.51, that would imply a standard
deviation of .48, rather than our observed .29. For sake of illustration,
using .48 as the population standard deviation estimate and .29 as the
restricted sample standard deviation estimate would yield, using Cohen
and Cohen’s range restriction correction formula (1983, p. 70), an esti-
mated test-retest correlation of .94.

In addition, it is informative to assess stability by examining the
change in mean employee attitude over the 1-year interval. For each
company, we computed the raw change in its mean employee attitude
from 1998 to 1999. The mean (n = 111) was -.01. Because some com-
panies no doubt increased and other decreased, raw changes may have
offset each other. Thus, we also computed the absolute value of the
change in mean employee attitude from 1998 to 1999. As expected, this
yielded a higher sample mean, .17 (n = 111). However, dividing .17
by the beginning (1998) mean of 5.51 indicates that the mean absolute
change was only 3% across companies. This small change again suggests
very strong stability of employee attitude.

Taken together, these analyses provide support for Hypothesis 1. It is
important to recall that this significant stability was found despite using
only a single employee attitude item in these analyses. It seems quite
possible that a multi-item employee survey, like the Trust Index© used
in selecting the 100 Best list, would exhibit substantially higher stability.

Firm Performance—Accounting Measures and Stock Returns

We present median values of the accounting ratios for both the 100
Best group and the matching group in Table 2. Significantly higher ROA
was noted for the 100 Best in 1997 and 1998, and marginally higher ratios
in 1999 and 2000. We note that for 1997, the matching year, ROA is
significantly different. Because the matching procedure included as one
of the matching criteria an operating performance measure similar to
ROA, there would ideally be a nonsignificant difference in 1997 (the
matching year). However, because the operating performance measure
was the last hurdle in the match screening process (after industry and
firm size matching), the fact that such a difference remains suggests that
many of the “best companies” on the 1998 100 Best list simply performed
better than all others in their matching pool based on just industry and
size. In these instances, even though the next closest performer was
selected for the match, the differences were apparently large enough and
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TABLE 2

Median Return on Assets, Market-to-Book Ratios, and Z-Statistics Testing the
Equality of Distributions Using the Wilcoxon Matched-Pairs Signed Ranks Test
For Selected Companies in the Fortune “100 Best Companies to Work for in
America,” published January 12, 1998, and Matching Companies

1995-2000
Portfolio median Portfolio median
return on assets market-to-book ratio
100 Matched z 100 Matched Z

Year Best firms statistic Best firms statistic
1995 9.86% 7.11% 0.41 3.69 2.64 0.92
1996 10.09% 8.17% 0.96 4.20 3.05 1.57
1997 10.78% 7.76% 3:23%¢ 491 3.18 2.49*
1998 9.03% 6.65% 2.66** 434 2.32 2.62**
1999 9.15% 7.64% 1.76¢ 443 277 2.23*
2000 7.93% 6.96% 1.68¢ 5.40 217 2.34*

Note: Sample sizes range from 43 to 50 for ROA, and 39 to 48 for market-to-book ratio
as result of missing data and delisting due to mergers, etc., with generally smaller sample
sizes in later years.

tp<.10 *p <.05 #*xp<.01

numerous enough to influence the significance of the group comparison
in that year. ROA was not significantly different between the 100 Best
and matched groups prior to 1997. The results here suggest that the 100
Best firms do have better profitability than matched firms in most of the
years compared.

Market-to-book ratios were significantly higher among the 100 Best
in 4 out of 6 years. The dominance of market-to-book ratios seems to
indicate that the marketplace values 100 Best firms more highly relative
to their book value of equity than it does their industry- and size-matched
peers.

Table 3 presents annual and cumulative stock returns (total share-
holder returns) over various periods. The top half of the cumulative re-
turns table shows the comparison between our subset of 100 Best firms
and the broad market index. The lower half of the cumulative returns ta-
ble shows the comparison between the 100 Best firms and their matched
firms. Similarly, for annual returns, the top half of the table compares
the 100 Best to the broad market and the lower half compares the 100
Best with matching firms.

All cumulative returns of the 100 Best portfolio are significantly
higher than those for the broad market index during the same time
periods. The magnitude of the significant differences between cumu-
lative returns is substantial. Indeed, Table 3 indicates that the forty-
five 100 Best list companies with stock returns information for all years
had a total return during the 1995-2000 period of 376%, compared
with 193% for the broad market index, an advantage of 183 percent-
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TABLE 3

Selected Cumulative and Annual Returns For Selected Companies in the Fortune
“100 Best Companies to Work for in America,” published January 12, 1998,
the CRSP NYSE/AMEX/NASDAQ Value-Weighted Index, and Matching Firms

Cumulative returns
Mean cumulative total shareholder return for portfolio

1995-1997 1998-2000 1995-2000
100 Best companies 156.6% 82.2% 376.4%
Value-weighted index 114.7% 36.5% 193.0%
Difference 41.9% 45.7% 183.4%
t-statistic 2.15* 2.13* 2.53%
n 47 46 45
100 Best companies 166.0% 88.7% 421.1%
Matching firms 117.7% 52.7% 246.8%
Difference 48.3% 36.0% 174.3%
t-statistic 1.76+ 1.05 1.64
n 40 39 33

Annual returns
Mean annual total shareholder return for portfolio

1995 1996 1997 1998 1999 2000

100 Best companies 40.9% 39.9% 276% 249%  37.8% 7.4%
Value-weighted index 35.7% 21.3% 30.4% 22.5% 251% -11.0%
Difference 52% 186% -2.8% 24% 12.7% 18.4%
t-statistic 0.90 3.27** -0.57 0.37 1.18 2.66*
n 47 47 49 50 48 46

100 Best companies 41.6% 38.2% 27.6% 258%  39.2% 4.3%
Matching firms 47.0% 31.8% 19.6% 72% 33.5% 4.7%
Difference -5.4% 6.4% 8.0% 18.6% 5.7% -0.4%
t-statistic —0.62 0.67 1.18 2.37* 0.45 -0.04
n 42 45 49 49 46 39

tp<.10, *p<.05 »xp<.01

age points or 95%. Analyses in the lower half of the cumulative re-
turn table indicate that the 100 Best were marginally better perform-
ers than matched firms in the 3-year period prior to the announce-
ment of the 1998 list: 166% versus 117.7% (p < .10). Differences in
other cumulative return comparisons were in the predicted direction but
not significant, although the 1995-2000 cumulative return was nearly so
(p = .1091).

With respect to annual returns relative to the broad market index, the
100 Best were significantly better performers in 1996 and 2000. Com-
pared to the matched firms, the 100 Best had higher returns (25.8%
vs. 7.2%) in 1998, following the January publication of the 100 Best list.

In summary, the results of the financial performance and stock re-
turns analyses are generally supportive of Hypothesis 2, particularly for
financial ratios and cumulative stock returns. Financial performance as

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



INGRID SMITHEY FULMER ET AL. 985

measured by ROA and market-to-book value of equity is generally bet-
ter among the 100 Best than their matched peers, with significant differ-
ences in 4 out of 6 years. Cumulative stock returns of the 100 Best rela-
tive to the broad index are significantly better. Relative to the matched
portfolio, performance of the 100 Best is marginally significantly bet-
ter (p < .10) over the 1995-97 period. As for annual returns, although
the 100 Best are not in any year significantly worse than the broad mar-
ket or their matched peers, the 100 Best are significantly better only
in sporadic years.

These results are partially supportive of Hypothesis 3, which pro-
poses differential effects on accounting and market performance mea-
sures. To be supported, effects of sustained superior employee rela-
tions would be reflected in ROA of the 100 Best for several years be-
fore and after list publication, whereas the strongest effects on measures
like market-to-book value of equity and stock returns would be expected
around the time of list publication (to the degree the publication of the
list contains new information) and later (for market-to-book value of
equity). Based on our statistical significance tests, ROA and market-
to-book value of equity are both significantly higher for 100 Best ver-
sus peers in the same four years, 1997-2000, and although differences
are in the predicted direction, ROA is not higher compared to peers in
1995 and 1996, contrary to Hypothesis 3. The observation that ROA
and market-to-book value ratios seem to move together (i.e., are signif-
icantly better in the same years) could be due to the market recognizing
and rapidly incorporating the superior operating performance of these
firms into the stock price. It is also possible that significant market-
to-book ratios in 1997 could be due to the market having information
about firms with good employee relations from sources pre-dating the
publication of the 100 Best list, or that market values were reflecting
advance news of the January 1998 list that may have become available
in late 1997. Hypothesis 3 is supported in the sense that, compared
to matched firms, median ROA for the 100 Best group is more consis-
tently superior across time than are annual stock market returns. ROA
is higher for the 100 Best in 4 of 6 years, although annual stock mar-
ket returns versus matched firms are only higher in 1998. This finding
(superior annual returns in 1998) is not inconsistent with the Hypothe-
sis 3 logic that announcement of the 100 Best list was informative over
and above any prior information the market may have had about firms’
employee relations.

Post hoc analyses were employed to attempt to tease out issues of
causality. We regressed postannouncement performance on pre-
announcement performance, and retained the residuals. If preannounce-
ment performance affected selection to the list through effects on at-
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titudes, these “cleaned” postannouncement residuals should not differ
between 100 Best and matched firms. We then attempted to repeat our
analyses using residualized ratios and returns. Unfortunately, due to a
lack of requisite years’ longitudinal data for many firms, those results
were largely inconclusive (i.e., sample sizes were generally too small to
enable us to rule out the possibility that any nonsignificant differences
were due to low power. See Koys, 2001, for further evidence on the
causality at the facility level of analysis.) In any event, our analysis runs
the risk of overpartialling if it is the case that previous financial perfor-
mance is endogenous to previous employee relations.

Discussion and Future Directions

To examine whether having an attractive workplace is related to sus-
tained superior organizational performance, we consider companies in-
cluded on the list of 100 Best Companies to Work For in America in
comparison with two sets of other companies, a matched group and the
broad market of publicly traded firms. We find that organization-level
employee attitudes of the 100 Best firms are both highly positive and
stable over time (supporting Hypothesis 1), bolstering the case for the
characterization of positive employee relations as strategic assets as de-
scribed in the strategic management literature. We then find that ac-
counting ratios (ROA and market-to-book value of equity) of publicly
traded companies included on the 100 Best list are generally better than
those of a matched comparison group, supporting Hypothesis 2 and es-
tablishing a link between employee attitudes and organization-level fi-
nancial performance, which has previously been unstudied. As for stock
returns, we find that the 100 Best companies outperform the broad mar-
ket when considering cumulative (longer-term) returns, though not con-
sistently for annual returns. We do not find that the 100 Best signif-
icantly outperform their matched peers in most annual returns com-
parisons other than 1998; they do outperform their peers in the 1995-
1997 cumulative return period. Taken together, these results suggest that
100 Best companies are able to successfully manage relationships with
multiple stakeholder groups (Freeman, 1984; Jones, 1995), in this case,
both employees and shareholders. At a minimum, these companies are
able to create attractive workplaces without hurting the bottom line, and
in many cases the 100 Best exhibit superior performance. Our hypothe-
sis that different measures of performance would be affected differently
over time is partially supported (Hypothesis 3). For the 100 Best versus
peers over time, similar patterns are observed for superior ROA perfor-
mance and higher market-to-book value of equity, but superior annual
stock returns are less frequently seen. This analysis illustrates the point
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that various measures of performance may be differentially affected by
a similar phenomenon.

Our study is the first to demonstrate a connection using firm-level
data between the strategy of developing an attractive workplace (the
success of which is judged primarily by employees themselves) and hav-
ing financial performance that is as good, and often substantially bet-
ter than that of competitors. That this subset of companies from the
1998 100 Best list performed better than other companies provides, to
our knowledge, the strongest evidence to date of a direct positive link
between employee relations and employee attitudes and financial per-
formance at the firm level. Being an attractive employer may create an
important intangible asset, positive employee relations, that differenti-
ates firms in a value-producing way. At the very least, our study finds no
evidence that positive employee relations comes at the expense of finan-
cial performance. Firms can have both. In fact, our study demonstrates
that an investment portfolio constructed on the basis of employee rela-
tions in 1998 (i.e., whether a company was on the 100 Best list) would
have yielded significantly superior cumulative investment returns over
the broad market in subsequent years (82% vs. 37% over 1998-2000 in
our subset of 100 Best firms).

Having found a link between being an attractive employer and finan-
cial performance, it is constructive to think about what the next steps
might be in this line of research. This study is the first that we know
of that has attempted to validate whether the 100 Best are indeed bet-
ter than other firms when it comes to employee relations. Given the
many attractive features of the 100 Best selection process (large em-
ployee sample, repeated annually, etc.), future researchers would ben-
efit from continuing to study and validate this process in greater detail.
In addition, it would be useful to understand which specific organiza-
tional practices contribute most to workplace attractiveness. For ex-
ample, although the high performance/high involvement work systems
paradigm (e.g., Batt, 2002; Ichniowski, Shaw, & Prennushi, 1997; Mac-
Duffie, 1995) has identified a range of HR practices that may be ben-
eficial, there is a lack of consensus regarding which of these practices
is most relevant (Becker & Gerhart, 1996; Godard & Delaney, 2000).
In addition, there is, as of yet, little systematic evidence on how these
practices actually relate to key employee attributes such as attitude. Al-
though it seems reasonable that aggregate employee attitudes, like other
workforce characteristics such as firm-specific skills and behaviors, are
impacted by HR practices, the intervening mechanisms by which this oc-
curs are not yet well understood.

Another obvious domain for further exploration is the search for
the intervening processes whereby workforce attitudes affect financial
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performance. Our study demonstrates a relationship and our prior dis-
cussion suggests some likely avenues, but the explication of the spe-
cific mechanisms at play is left to future studies. Is this linkage accom-
plished by way of in-role job performance, through extra-role behav-
iors such as being a good organizational citizen, or through increases in
even more discretionary behaviors such as innovation and knowledge-
sharing? To what extent do good employee relations ultimately im-
prove workforce quality (e.g., through retention of experienced employ-
ees and/or through reputational effects on recruitment) and what is the
impact of improved workforce quality on performance?

Answering these questions will depend on designing studies (or a se-
ries of studies) that document the key mediating variables between orga-
nizational practices (such as HR practices), employee attitudes, and firm
performance and, once established, identifying potential moderators in
these relationships (Becker & Gerhart, 1996; Becker & Huselid, 1998).
The findings of our study provide an important step in this direction,
suggesting that differences in workplace attractiveness and workforce
attitude play a key role in generating differences in firm performance.

In terms of methodology, we drew from both psychology and strate-
gic management “traditions,” which enabled us to effectively link what
are commonly thought of as relatively microlevel phenomena (i.e., em-
ployee attitudes) with organization-level outcomes. Capitalizing upon
the fact that the 100 Best selection process utilizes multiple respondents
from each firm, we were able to develop a highly reliable measure of
firm-level employee relations, thus overcoming the measurement error
problem that has typically plagued studies of the relationship between
HR practices and business performance (Gerhart, Wright, McMahan &
Snell, 2000). Our use of a longitudinal design strengthens our confidence
in the causal direction of the relationship between employee relations
and firm performance. In addition, we drew heavily from the finance
literature in our effort to isolate the influence of employee relations on
firm performance, while controlling for other firm characteristics that
could influence performance; we found it helpful to capitalize on a pre-
viously established methodology in our study given the importance of
choosing good matches for our comparisons. We encourage researchers
to consider whether integrating methodologies not only from different
perspectives within management but also from fields outside of manage-
ment might be useful in future research.
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Appendix A
Instructions Provided to Firms for Conducting a Random Sample

Guidelines for Selecting a Random Sample

To select the sample of employees, Hewitt Associates, the consulting
firm assisting us with this project, suggests you follow the steps outlined
below. This is an example, which needs to be revised based on your
employee population size. (Consider U.S.-based employees only.) The
example below assumes an employee population of 6,700. If your em-
ployee listing is computerized, your in-house system staff may be able
to select the sample by computer. The first step is to obtain a list of
all U.S.-based employees and ensure this list is randomly sorted. Often
companies use Social Security number or employee ID number by which

to sort the list. Then continue as outlined below.

The steps

For example

1. Divide the number of your total U.S.
employee population by 225 (the num-
ber of surveys to be distributed). The
resulting number is your “quotient.”

2. If the quotient is a fraction, round it
down to the next lower whole number.

3. Choose a number randomly between
1 and your rounded quotient.

4. Refer to the employee list arranged
randomly. Count downward and start
at the random number you selected.
(That becomes the first participant
on your list.)

5. From the first participant, count
down the list to whatever your
rounded quotient is. (That becomes
the second participant on your list.)

6. Continue the process of counting
down by the quotient until you come
to the end of the list. (The end is the
name just before the first one you
began with.)

Assuming your U.S, population is 6,700
employees, then the division would be
6,700/225 = 29.8.

Therefore, your quotient is 29.

Say you pick the number 5 (a number
between 1 and the rounded quotient, 29).
The fifth employee on the list
becomes the first selected participant.

The 34st employee (5 plus 29)
becomes the second participant.

Number 63 (34 plus 29) becomes the third
participant. Number 92 becomes the
fourth and so on until you reach the
end of the list. You should end up with
225 employees chosen to receive a survey.
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Appendix B

Method for Selecting Matching Firms

For the analysis of operating performance and stock returns, match-
ing firms were selected for each of the “best companies” on the basis
of (a) industry, (b) size, and (c) scaled operating performance. Finan-
cial data are as of the end of the year closest to the announcement of
inclusion in the “best companies” list, that is, Compustat data year 1997.
Compustat data items used for matching include: (a) industrial classifi-
cation (SIC) code, (b) total assets, and (c) the ratio of operating income
before depreciation to ending assets (OIBD/Assets ratio). We also elim-
inated as potential matches companies that have ever been included on
any listing of “100 Best Companies to Work for in America” (through
and including the January 2000 list). In addition, we also required that
matching company securities be identified as corporate common shares
in CRSP and that each company have returns data available at the time
of the announcement of the 100 Best list.

Our primary concern was to select matching companies that were
as similar to the 100 Best companies as possible on factors that might
have an effect on relative performance, focusing primarily on industry,
then on firm size, and lastly on operating performance at a given point
in time. Including matching year operating performance as a matching
(control) criterion was done because there is evidence that test statis-
tics comparing levels of operating performance in matched samples are
misspecified when comparison firms are not matched on operating per-
formance (Barber & Lyon, 1996). Including operating performance as
a matching criterion potentially stacks the deck against finding signif-
icant differences, depending on the composition of the matching pool
that results from filtering on the basis of size and industry first, prior to
applying the final performance criterion. We also sought to make the
matching group as different as possible from the 100 Best companies on
the predictor of interest: employee-rated reputation as a good place to
work. It is for this reason that we did not allow prior or subsequent 100
Best companies (including those on a 1993 list selected using a different
methodology [Levering & Moskowitz, 1993], and through and including
the January 2000 Fortune list) to be included as matching firms. The fol-
lowing algorithm was used to select matches:

1. Ifthere is at least one company other than the target “best company”
in the group of companies in the same 4-digit industry code group
and with total assets within 25% to 200% of the target company, the
firm with the closest OIBD/assets ratio to the target is chosen as the
matching firm. (Thirty-three of the 50 matching firms were selected
using this set of criteria.)
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2. If no company meets criterion (a), the matching pool is expanded
to the group of companies in the same 3-digit industry code as the
target, also with the same size range restriction. The nontarget with
the closest OIBD/assets ratio to the target is chosen as the match-
ing firm. (Six of the 50 matching firms were selected using this set
of criteria.) If no match is found, the same procedure is followed
with the larger group of companies in the same 2-digit industry code
group, again with the same size range restriction. (Eleven of the 50
matching firms were selected using this set of criteria.)

3. If one of the 100 Best companies is delisted from Compustat, it and
its matching company are eliminated prospectively from the analysis
of ratios utilizing Compustat data (ROA and market-to-book value
of equity). If a matching company is delisted from Compustat while
information on its corresponding 100 Best company is still available,
a replacement matching company is selected utilizing the algorithm
above for the original matching period and used on a prospective
basis. For any given year where both “best company” and matching
company information are available, but where information to com-
pute a particular ratio is unavailable for one or the other, that pair
of companies is excluded from the computation of medians and test
statistics for that particular ratio for that year. If either a “best com-
pany” or a matching company is delisted during the year from CRSPE,
the CRSP Value-Weighted Index of NYSE/AMEX/Nasdaq stocks is
spliced in for the remainder of that year only for purposes of comput-
ing the annual return. Annual returns are only computed for those
firms that are still CRSP-listed during the year (including firms with
spliced returns for a partial year). Multiyear cumulative returns are
only computed where data for all relevant years are available, includ-
ing any index data spliced in subsequent to delisting. For any given
period where returns information is unavailable for one or the other
of a matched pair, that pair of companies is excluded from the com-
putation of means and test statistics for that particular item (annual
or cumulative return) for that year.

This matching procedure is adapted from a methodology employed
in corporate finance studies using matched pair financial performance
analysis (Barber & Lyon, 1996; Loughran & Ritter; 1997). The final list
of Best companies and matching firms included in the study is available
upon request from the first author.
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