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Social Capital

_ _ WWith respect to
Social Capital unit of analysis:

—  Lewvel of Analysis:

External

Ay Macro-Societal Level (Futnam, 1993, 2000, /q {Bridging) Mahapiet & Ghoshal, 1998
Fukuyama, 1995) '

— | Organization (Leana & Van Buren, 1999, Gabbay |\ _ /' Structural
& Leenders, 1939) Internal (Eonding-

Putnam; Closure- | Relational (Trust)
— | Group or Department (Oh, Chu, & Labianca, Caleman) \
2004; Tsai & Ghashal, 1998) Cognitive (Associability
—  Individual (Burt, 1992; Baker, 2000} » External Only
(Brokera_ge; Cuifurs
Zonnections of
top managers)
Relational Social Capital “The kind of personal relationships people have developed with each other through a
history of interactions” (Leana & Pil, 2006; Nahapiet & Ghoshal, 1998).
Cognitive Social Capital “Resources providing shared representations, interpretations, and systems of

meaning” (Nahapiet & Ghoshal, 1998 244).

Describing the cognitive dimension, Leana and Pil (2006, 354) note that “the shared
vision and goals, and the collectively held values that underlie them, help promote
integration and create a sense of shared responsibility and collective action.”



Measuring Culture/Social Capital

External
Adaptability Mission
«Creating Change (5 Items) «Strategic Direction & Intent (5 Items)
*Customer Focus (5 Items) *Goals & Objectives (5 Items)
*Organizational Learning (5 Items) *Vision (5 Items)
Flexibility Stability
Involvement Consistency
*Empowerment (5 ltems) *Core Values (5 Items)
*Team Orientation (5 Items) *Agreement (5 Items)
*Capability Development (5 Items) *Coordination & Integration (5 ltems)

Denison, 1990
Internal



Sample

o 102 firm-level data points of public
companies that were surveyed from
1997-2004

71 unique firms/31 surveyed In two different
years.

Average number of respondents per company
was 1,145

o MIiN=27; max=15,965
o Total=116,031

The sample represents 29 industries (two-digit
SIC code)




Performance

o Measures of firm performance:
return-on-assets,
sales growth, and
market-to-book ratio.

o Industry-Standardized

Created from all firms within the same two-
digit SIC code of our 71 companies.

Calculated the z-score of a firm based on its
relative standing on ROA, sales growth, & MtB.

1997 1998 1999 2000 2001 2002 2003 2004
Year Surveyed < \ >

Financial metrics /
~

are relative to

d Financial Metric
survey date. based on year of Year0  {»  Year1 Year2 {® Year3
survey




Correlations across time
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*Corresponds with Huselid’s (1995) finding that employee motivation had a stronger impact on
market-based performance measures as opposed to accounting-based returns.



Correlations with Sales Growth
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Industry Volatility

o Computed separately in each of the
29 Industry databases by measuring
the dispersion about the regression
line when companies’ total sales
were regressed on time (Dess &
Beard, 1984).

Sales

Time



Contingency Theory

o Correlation between industry
volatility and Culture
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Sales Growth
correlation seen

more in low
volatility
industries

Low Volatility Industries

High Volatility Industries

Involve. Consist. Mission Adapt. Involve. Consist. Mission Adapt.
Year 0 (N~57) Year 0 (N~41)
ROA (%) .288* 141 .298* .230* 214 A17 144 .246
ROA (Ind. Std. Z-score) 183 133 145 212 .097 .051 -.005 .086
Sales Growth (Y ear 0-1) .263* .250 312
Sales Growth (Ind. Std. Z-Score) 115 071 Nl
Market-to-Book .075 -.076 .089 -.014 @ 144 .248 @
Market-to-Book (Ind. Std. Z-score) -.034 -.127 -.101 -.058 10 .060 -.041 .036
Year 1 (N~50) Year 1 (N~30)
ROA (%) 149 .190 195 227 155 .075 077 214
ROA (Ind. Std. Z-score) .054 .109 124 157 .061 .040 -.004 094
Sales Growth (Y ear 1-2) .059 140 126 146
Sales Growth (Ind. Std. Z-Score) =122 -.161 -.192 -.017
Market-to-Book .063 -.034 .055 .017 109 248 @
Market-to-Book (Ind. Std. Z-score) -.005 -.064 -.068 -.015 225 75 140 121
Year 2 (N~44) Year 2 (N~23)
ROA (%) 135 .081 182 77 .209 314
ROA (Ind. Std. Z-score) 11 .023 172 195 134 196
Sales Growth (Y ear 2-3) .030 .022 -.081 129 .099 234
Sales Growth (Ind. Std. Z-Score) .268* 221 .168 .504** -.107 .062
Market-to-Book 123 -.074 .052 .044 192 A17*
Market-to-Book (Ind. Std. Z-score) .031 .006 .036 .012 137 235

Flexibility
Traits show
stronger
correlation
with ROA &
MtB over
time.



Contributions

o Conceptual Integration

o Empirical test results show:

Adaptability/Involvement predict
ROA/MtB In 2-3 years.

Sales growth shows short-term bump.

Industry volatility exacerbates these
effects.

Consistency seems to be a financial
liability (especially seen in regression
results reported in manuscript).




