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Abstract

Today, accountants and accounting information systems (AIS) managers are expected to contribute directly to the management of corporations.  In order for them to achieve this goal, the most essential issue is to encourage the widespread use of information by motivated employees.  A problem exists when employees do not know enough to coordinate with others inside and outside the organization and not motivated to do so.  Our proposed solutions to this are: 1. to adopt Open Book Management (OBM), the sharing of management information with all stakeholders, and 2. to motivate employees to use that information to work earnestly towards the corporation's goals though Employee Stock Ownership Plan's (ESOP's).  Anecdotal experience indicates that further expansion of OBM depends on overcoming traditional adherence to secrecy and residual resistance to ESOP's.   Recently available data provides documented evidence supporting these two proposed solutions to allow companies to have more information shared by employees and to have increased organizational opportunities. 
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1.
Introduction

Open Book Management (OBM) is, on a practical level, sharing management secrets, primarily financial and accounting information provided by the organizations, with ordinary employees.  These employees are taught enough accounting and other subjects so they can comprehend this information.  Employees are empowered to make local decisions based on their new knowledge of the bottom line goals that provide a map for their behavior.  Then they are rewarded for all this initiative and coordination with stakeholders inside and outside by stock ownership.  This idea has been around for at least a decade and has been adopted by many corporations.  From this experience, we have learned that the key to achieve a successful implementation of OBM is that the accountant acting as the accounting information systems (AIS) manager in overcoming a traditional corporate culture of secrecy, and also in convincing management to adopt an Employee Stock Option Program (ESOP) to motivate employees to use their new information in the interests of the corporation. This article will have three main parts besides a conclusion.  In the first part, we consider arguments and evidence in favor of the greater transparency needed by OBM.  In the second part, we consider recent evidence in favor of ESOP's, an explosive motivational tool when used in tandem with the other parts of OBM.  Finally, in the third section, we consider OBM itself.  

2.
Open-Book Management and Organizational Transparency

American experts on the recent Asian financial crisis have called for these closed corporations and their economies to be more transparent to investors, bankers, and government planners.  Recent troubles facing Bridgestone/Firestone and Ford Company in its Explorer utility vehicles once more demonstrate that both companies would not have faced this public relations debacle if they had kept their customers and dealers more informed.  Secrecy, however, if only to avoid trouble, is a pervasive feature of modern organizational life.  In this article, we consider the direct and indirect costs of such organizational secrecy.  These costs include forgone opportunities for greater coordination, innovation, planning, and sharing information with employees, clients, and suppliers that may far outweigh the competitive advantage from keeping such secrets from competitors.  To help companies overcome their instincts for secrecy, we recommend a total reform of their systemic incentives to promote information sharing based on OBM.

One of the key functions of designing AIS is deciding who in the organization receives information, especially what is typically thought of as sensitive management information.  In the past few years, organizations have been considering whether more openness or secrecy will provide them with a competitive edge.  Traditionally, management intuitively embraces secrecy of financial information, product formulas, and production knowledge in order to gain competitive advantages over other companies and even other nations.  To this legitimate function of secrecy, many organizations keep what can be labeled as "extraneous secrets" both to insiders and those on the outside that may be interfering with the pursuit of other important company goals, such as good employee coordination or morale.  This may occur when managers and employees participate in the cloistering of information, sometimes for valid organizational purposes and other times to conceal mistakes, avoid criticism or conflict, or to enable trading of that information for favors of power.

The current media focus on open source software also has highlighted that an environment of open and shared information may be advantageous to organizations.  Considering modern methods of organizational spying, the net result of a closed information policy is that a competitor may end up knowing our organizational strategy and the planned means of achieving it, while the company's own employees are unsure.  

Mishra and Crampton (1998) report that secrecy within the corporation is problematic.  Corporate secrecy does not and will not work for most large organizations.  Thus, we report a recent paradigm shift in management - the "open- book management" (OBM) that tries to maximize the combined gains and losses from this trend.  We suggest that most organizations will find this new strategy to increase the transparency of information within the organization rewarding.  That is to educate an increasing number of the organization's employees, clients, and vendors to understand the organization's long-term goals well enough to coordinate their own goals and efforts with those of the organization.  Trusting employees more fully, for example, can provide more benefits than hiding information from them.  Finally, in this article, we will suggest specific methods for managers to implement OBM into their organizations.

3.
The Fallacy of Secrecy

The spectacular spy trials of the Cold War demonstrated in both the East and West that, despite extraordinary and heroic effort and expense, prolonged protection of secrets in large organizations is almost impossible.  More recently, troubles with information security at Los Alamos National Labs and pitfalls befallen Firestone/Bridgestone and Ford Companies have once again highlighted the difficulty of keeping secrets and the near impossibility of determining points of information leakage.  These most recent cases teach organizations to learn to keep only the most essential secrets and guard them well, while at the same time leave non-essential information declassified.

We are concerned with unnecessary, unjustified and unsubstantiated organizational secrecy inside and outside the company, because all stakeholders collectively contribute to the success of the business.  In addition, we believe essential organizational information should be shared fairly and openly among all stakeholders.  We will assert here that the costs of loosing competitive edge over competitors due to leaked organizational secrets are likely less than the costs of missed business opportunities due to uninformed or misinformed stakeholders in the corporate decision making processes.   Common sense dictates that, while certain organizational information such as planning for new advertising programs and new product developments need to be kept secret, they should be limited to a reasonable and brief period only, so they do not become methods where a growing number of non-essential secrets and cover-ups can be allowed to fester.  

We recommend the adoption of OBM as a way to open up organizational secrets in a systematic and cost-effective way.  In addition, we recommend that organizations develop a corporate policy specifying the very few circumstances when some secrecy is allowed, followed by brief sunshine periods when such secrets are declassified for dissemination to the public.  Those who argue that some secrets are kept internally and leaked outside of the company again invite the expensive development of an internal security apparatus and identification that the organization has secrets to penetrate.   

 
Our recommendation of the OBM topic comes as the result of the availability of quantitative empirical evidence from recent studies.  We will report some of these important research findings to substantiate the proposed paradigm of OBM in various organizations.

Corporate Secrecy Blinds Clients, Employees, and Suppliers, but Not Competitors 

Thus, the most unfortunate situation for an organization is that its competitors may know its secrets, while its own employees and other stakeholders, such as investors, customers and suppliers, do not.  This is all costly preventive measures without any direct benefits.  Moreover, business investigators intent on spying on your organization likely don't need to engage in trespassing on your property.  They can find out much of the information they want often by simply visiting the dining and drinking establishments your employees frequent.  They can hack into your computers including your company e-mail system.  They can also just hire some of your employees.  Their task then becomes collating the bits of information they have gathered.  In another example, despite extensive security precautions between two companies in the same town, much of each company's secrets, it was later found out, secrets were being exchanged to the other through employees' spouses working for the other company.  In many sophisticated labs located throughout the world, it is now possible to reverse engineer nearly any product.  Perhaps most alarmingly, sophisticated national intelligence services now apply their expertise toward uncovering valuable business information that is often forwarded to organizations located in their country, or sometimes auctioned off to the highest bidder.

 In smaller companies where employees enjoy personal relationships with their managers and where organizational goals are clearly defined, the policy of secrecy may sometimes work.  Such employees have little trouble coordinating their efforts even if the boss tries to hide information.  Still even inside these small companies, every day the public reads stories in business press of such employees betraying their employers and running off with the company's money.  Even in these companies, increased transparency would allow all your employees to be your internal auditors.  

Still, as organizations grow bigger and geographically spread out, the tradeoff between the benefits of secrecy and the increased problems of coordination, creativity, expense, and trust becomes more important in terms of costs of secrecy and foregone opportunities. Case (1995) points out that, most organizational secrets, especially financial information, are inconsequential anyway.  Moreover, despite the claims of industry pundits that we live in an information age, it is far too easy for us to sacrifice innovation on the altars of confidentiality and non-disclosure agreements.

Planning Ahead on Policies on Corporate Secrecy

Garfinkel and Spafford (1996) believe that organizations should have specific policies on what information is kept secret before an incident requires making a decision. What organizations chose to keep secret and what should no longer be kept secret needs management's careful attention.  Factors that may be used to decide the level of secrecy include company's consideration of risk management, cost-benefit analysis, and the likelihood that corporate spies can get to it regardless of organizational policy.  Furthermore, there are costs in terms of coordination and morale in the planned hiding of parts of the organization from employees.  These costs stem from that organizational secrecy, and may interfere with employees' ability to make the most efficient use of limited organizational resources.  

Hidden Applications of Secrecy

As a final thought on the realities of keeping secrets in organizations is that corporate secrecy is not always practiced overtly.  Some secrecy practices could be better called security by obscurity: i.e. unauthorized persons cannot trespass if they do not know the property exists.  In a company's computer network, this is sometimes practiced when the organizations' computing facilities do not allow display of menus to system users.  The rationale behind this is that those authorized to make use of system capabilities will already be aware that the capability exists.  Those not authorized will likely not attempt to make use of capabilities they do not know exist.  The obvious problem here is the likelihood that those unauthorized persons will soon discover, perhaps through casual conversations, that those capabilities exit, and in no time find a way to access them.  Still the whole experience makes them feel not trusted and even more, not accepted, another fraternity of insiders that they play outside to.  What is worse is that such behavior promotes a hacker mentality in the groups left out, which can lead to other troubles for the organization.  The net result of such efforts to obtain security through making the systems capabilities obscure seems to be more insecure systems.

4.
Costs of Secrecy

Just holding and protecting secrets has costs.  As Lanning (1995) notes, the US government spent at least 28 billion dollars in 1995 alone on secrecy measures such as locking up information and evaluating, and classifying and declassifying documents.  Estimating the expenses businesses accrue as a result of their perceived need for secrecy is a more daunting task, but some observers believe the total cost may exceed even that of governmental spending.  More importantly, these costs are out of pocket rather than merely opportunity costs, representing checks written by organizations that would not be written otherwise.

Opportunity Costs of Secrecy


Moreover, a less well-defined but nevertheless real subset of the costs of secrecy is the opportunity costs of keeping employees in the dark about certain company matters.  This includes the loss of innovative solutions that the widest possible group of individuals could bring to the organization.  Important to national defense, the development of radio was hastened by an active American program to share technical information with the sorts of barnyard and garage inventors and greatly stimulated that industry.  In fact, the whole federal government system of patenting inventions is to encourage inventors to share their technology with others while still protecting their property rights of their invention.  Again, we need to make clear that companies should keep their new innovations secret and also seek quick patent approval of those products or processes, so they can then stop their secrecy efforts concerning those innovations.


Morale can suffer when employees feel that the organization is hiding information from them, or do not consider that they can be trusted with the information they now posses.  Distrust and confusion are thus developed.  For example, many companies hide information of executive salaries from their employees.  Research has shown that such policy leads to suspicions from employees that their executives have unfairly gained excessively large salary deals.  The speculated amount of executive salary is often many times more than the real salaries.  

Agency Costs of Secrecy


In accounting, agency theory argues that corporations have adverse costs from the goals of top managers diverge from the stockholders - the owners of the corporation.  Financial accounting operates on the idea that a method of constraining managers' self-serving behavior is making their decisions observable though management's preparation of general-purpose financial statements.  Management's success in preventing its behavior observable to these outside owners weakens the stockholders' ability to align management's goals with its own.  

5.
Making All Employees Your Internal Auditors


Similarly, one of the classic conundrums of accountability is "Who shaves the barber?"  That is, who is watching the watcher?   Secrecy policies exacerbate this issue by removing the majority of the possible audience.  One of the benefits of a less secretive, more open information policy is a larger audience able to better observe and understand what is going on. Our contention is that, having that larger audience is one of the primary benefits of a less secretive information policy.  Linus Torvalds, the creator of the Linux, notes about debugging software, "given enough eyes, all bugs are shallow."  That philosophy maps directly to OBM.  Given a picture window on the street, any passerby can determine who is shaving whom.

WEB Technology Eases Surveillance


An additional factor to consider is the ease with which surveillance may be carried out.  Computing technology and the Internet have provided inexpensive and pervasive tools that may be used to pierce organizational veils of secrecy.  For example, the FBI has sought congressional approval to search the Internet for e-mail communications.  The British have considered a system that could monitor in theory all e-mail and voice communications in their nation.  Day care centers now have cameras at various locations throughout their facilities and that those cameras can be hooked-up with the Internet.  Concerned parents can simply point their web browsers at work to the day care center's site and verify that their children are being cared for properly.  These systems are being used to monitor all workspaces in many companies.  For example, many construction sites now mount small cameras on telephone poles near the site, connect those cameras via telephone lines to their own computers, and record periodic snapshots of the construction site.  Obviously competitors or others interested in the organization's activities can hack into all these systems to monitory whatever competitive information is going through those systems.  This type of software never sleeps but could be silently watching every activity in your business, keyed to those most significant competitive aspects by its programming 


Information search has also become significantly easier and less expensive.  With very little expertise and a fair amount of patience, interested parties can, via the Internet and public search engines, uncover large amounts of data about an organization.  That data can then be analyzed quickly and inexpensively via microcomputers and user-friendly software.  Obviously investors use this capability. but clearly others can use the same capabilities equally well, if not better.  In other words, secrecy is likely to be a largely illusory comfort.

6.
The Gains with Employee Stock Ownership Plans ESOP) ESOP and Corporate   
             Performance
Throughout the years, the National Center for Employee Ownership (NCEO) has been conducting surveys and research to study the relationship between Employee Stock Ownership Plans (ESOP) and corporate performance.  Data listed in this section come primarily from NCEO's online library (NCEO 1999a). As NCEO surveys indicate, ESOP is becoming common in employee ownership companies.  In a 1987 General Accounting Office (GAO) report, about one-third of all ESOP companies had some degree of employee participation.  By 1993, a study of Ohio companies by the Northeast Ohio Employee Ownership Center and Kent State University found that about 60% of the companies now had active employee involvement programs, such as autonomous work teams, total quality management, or similar programs. The incidence of participation roughly doubled after the initiation of an ownership plan.  These participative companies, the GAO reported, showed a strong improvement in productivity when they combined their ESOPs with participative management practices.   Over the years, the NCEO has reported on new research on employee ownership and corporate performance. Now that a substantial body of work exists on the subject, we thought it would make sense to summarize it in one place.  The research comes to a very definite conclusion: the combination of ownership and participative management is a powerful competitive tool.  Neither ownership nor participation alone, however, accomplishes very much.

      
The findings apply only to ESOP companies.  As of yet, there are no studies of the impact of broad-based stock option plans on corporate performance.  The findings also seem to apply primarily to closely held companies.  Research indicates that public companies generally do not view employee ownership as much more than another corporate benefit.  For this and other reasons explored below, the relationship between employee ownership and corporate performance in public companies is ambiguous.

The 1986 NCEO Study


The first study to show a specific causal linkage between employee ownership and corporate performance was by Michael Quarrey and Corey Rosen of the NCEO.  The study looked at the performance of employee ownership companies for five years before and after they set up their employee stock ownership plans (ESOPs).  It indexed out market effects by looking at how well employee ownership companies did relative to competitors in the pre- and post-ESOP periods, then subtracted the difference.  For example, if a company were growing 3% per year faster than its competitors in the pre-ESOP period, and 6% per year faster in the post-ESOP period, there would be a +3.0% difference attributable to the ESOP, other things being equal.
      
The study found that ESOP companies had sales growth rates 3.4% per year higher and employment growth rates 3.8% per year higher in the post-ESOP period than would have been expected based on pre-ESOP performance.  When the companies were divided into three groups based on how participative they are in management, however, only the most participative companies showed a gain. These companies grew 8% to 11% per year faster than they would have been expected to grow, while the middle group did about the same, and the bottom group showed a decline in performance.


      
Participation alone, however, is not enough to improve performance.  A large number of studies show that the impact of participation absent ownership is short-lived or ambiguous.  Ownership seems to provide the cultural glue to keep participation going.

The New York and Washington Studies

Economist Gorm Winther and colleagues in New York and Washington State followed up the NCEO study, using the same research design but different samples, one of 25 employee ownership firms in New York State and one of 28 employee ownership companies in Washington State. In both studies, employee ownership per se had little or no impact on corporate performance, but a substantial impact when combined with participative management.  In Washington, companies that combined ownership and participation grew in employment 10.9% per year more than would have been expected.  Sales grew 6% per year more.  The New York results used correlations and cannot be compared directly, but the results were in the same direction. In Washington, majority employee-owned firms that were participatively managed did even better.

      
The Washington study also found that the synergistic effect of ownership and participation was not diminished even when the control group companies had no employee ownership, but had profit sharing and participation programs. 

The GAO Study


In 1987, the U.S. General Accounting Office (GAO) did a before and after study using a similar methodology, but covering 110 firms and focusing on productivity and profitability.  The measures the GAO used were controversial because they assumed that employee ownership firms did not increase overall compensation when they set up an ESOP.  In fact, it appears that about half of all ESOP companies do increase compensation, and few decrease it.  The GAO results are probably too conservative because of this assumption.
     
 The GAO study found that ESOPs had no impact on profits, but that participatively managed employee ownership firms increased their productivity growth rate by 52% per year. In other words, if a company's productivity growth rate were 3.0% per year, it would be 4.5% after an ESOP.

7.
The Impact of ESOPs on Employee Compensation

One reaction to the above findings might be that employee ownership companies do better because they substitute stock for wages or benefits.  A 1998 study by Peter Kardas and Jim Keogh of the Washington Department of Community, Trade, and Economic Development, and Adria Scharf of the University of Washington, Wealth and Income Consequences of Employee Ownership, shows that, in fact, employees are significantly better compensated in ESOP companies than are employees in comparable non-ESOP companies.  Using 1995 employment and wage data from the Washington State Employment Security Department, and 1995 data on retirement benefits from a survey of companies and from federal income tax form 5500, the study matched up 102 ESOP companies with 499 comparison companies in terms of industrial classification and employment size. In terms of wages, the median hourly wage in the ESOP firms was 5% to 12% higher than the median hourly wage in the comparison companies, depending on the wage level of those being compared.  The study found the average value of all retirement benefits in ESOP companies was equal to $32,213, with an average value in the comparison companies of about $12,735.  Looking only at retirement plan assets other than ESOPs, the ESOP companies had an average value of $7,952, compared to $12,735 for non-ESOP companies.  Given that the typical ESOP is actually about 20% invested in diversified assets other than company stock, employees in ESOP companies would have had about as much in diversified assets as employees would have in all assets in non-ESOP companies.  In ESOP companies, the average corporate contribution per employee per year was between 9.6% and 10.8% of pay per year, depending on how it is measured. In non-ESOP companies, it was between 2.8% and 3.0%.

Public Companies and Employee Ownership 
The data for public companies are much more ambiguous. In 1992, Douglas Kruse and Joseph Blasi of Rutgers University, and Michael Conte of the University of Baltimore, created an "Employee Ownership Index" (EOI).  The EOI tracks the average percentage increase in stock price of all publicly traded companies with a public record of 10% or more employee ownership and more than $50 million in market value.  The EOI is now maintained by American Capital Strategies, an investment bank based in Bethesda, MD, and is published quarterly in the NCEO's Journal of Employee Ownership Law and Finance. The EOI grew 193% from 1992 through 1997, while the Dow was up 145% and the S&P 500 140%.  The authors do not attribute any causal relationship to these numbers, however.

      
Other studies look at before and after results, with mixed conclusions. Donald Collat, in a 1995 study, found that public companies that did not set up their ESOPs in response to a takeover threat saw their operating margins improve 2.1% per year compared to their pre-ESOP performance.  The study looked at companies for three years before and after the ESOP, indexing for market effects. Takeover threat ESOPs, however, saw a decline of 3.3%. In a 1996 study, Mary Ducy, Zahid Igbal, and Aige Akhigbe found that ESOP companies show a decline in operating cash flow of .2% to 2.1% in post-ESOP performance, also using a three years before, three years after measure, and again indexing for market effects. While these are the most thorough of several studies on public company ESOPs, others come to a similarly mixed conclusion.
      
Finally, a 1998 study by Margaret Blair, Douglas Kruse, and Joseph Blasi found that companies that are publicly traded and at least 20% or more owned by an ESOP are more organizationally stable than comparable non-ESOP companies. Looking at companies between 1983 and 1996, the study found that 74.1% of the ESOP companies remained as independent operations while only 37.8% of the comparison companies did (these figures changed to 59.3% and 51.1% for the period 1983 through 1997, however).  None of the ESOP companies went bankrupt, but 25% of the comparison companies did.


     
 These mixed results are probably explained by three factors.  First, a 1997 NCEO study found that public companies generally seem to view employee ownership solely as a benefit plan, not part of an explicit organizational culture, as many closely held companies do.  Second, ESOPs in public companies tend to own a much smaller percentage of company stock than ESOPs in closely held companies.  Some studies have indicated this is a factor in how effective ESOPs are.  Finally, in many cases, public company ESOPs simply replaced existing plans where the company contributed company stock to a 401(k) plan.  Now the company used an ESOP to make this contribution instead.  Hence, the "before" was really not much different from the "after," so not much could be expected to change.                                                        

Other Studies         

 Several other studies are suggestive but not as able to show causal relationships as these four.  A 1990 study by the Michigan Center for Employee Ownership and Gainsharing and Michigan State University asked executives to indicate if employee ownership had had an impact on sales, profits, productivity and other measures. The results were very positive.  They were the most positive, however, in companies that scored high on participative management measures. Majority employee owned companies also did better. In addition, the study found that the incidence of employee participation programs, such as work teams and advisory councils, increased 50% to 100% after an employee ownership plan was set up.
      
A 1993 Northeast Ohio Employee Ownership Center study also found dramatic increases in participation after an ESOP was set up, with the incidence of programs like team based management and participation training programs doubling in most cases.  The study did not provide before and after data, but it did find that employee owned companies outperformed competitors on job growth measures 49% of the time, did the same 50% of the time, and did worse only 1% of the time.


     
A 1999 study by Hamid Mehran of Northwestern University for Hewitt Associates found that ESOPs in 382 publicly traded companies increased the return on assets (ROA) 2.7% over what would otherwise have been expected.  The study looked at the companies' financial returns for two years prior to the plan's implementation and four years after.  Each company was compared to industry norm ROA figures for both periods.  Mehran also found that for the 303 ESOP companies surviving the entire four year post-ESOP study period, ROA was 14% higher than the comparison group scores, while for the 382 companies as a group, ROA was 6.9% higher for the four-year period. Over 60% of the companies experienced an increase in their stock price in the two-day period following public announcement of the ESOP, with the average increase for all companies at 1.6%. This suggests that the stock market now reacts positively to ESOPs, a change from the pattern in the 1980s when ESOP announcements were often seen as an indicator that a company was trying to prevent a hostile takeover.

8.
Broad Stock Options and Corporate Performance

To date, there has only been one assessment of the impact of broad-based stock option plans on corporate performance.  The 2000 study, entitled Broad-Based Employee Stock Options in the US: Company Performance and Characteristics was done by Douglas Kruse, Joseph Blasi, and Jim Sesil of Rutgers University, and Maya Krumova of the New York Institute of Technology, using data provided by the NCEO.  The study will be published by the NCEO in mid-2000.
      
The study sample was drawn from the 1998 NCEO study Current Practices in Stock Option Plan Design.  That study sent surveys to 1,360 companies that were identified as possibly having broad-based option plans, which we defined as plans in which more than 50% of full-time employees would actually receive options. We received 141 responses.  For the Rutgers study's purposes, 105 companies provided usable data.  The authors used a before and after approach to the data to reduce or eliminate sampling bias issues.


      
Results were based primarily on the 91% of the sample companies that were publicly traded. Data were gathered on productivity, return on assets, Tobins Q (a complex financial measure of return on assets that produced similar results to the return on assets measure and is not reported here), and total shareholder return. These were then compared to all non-broad based stock option companies in their industries of similar size (the full sample group) and to paired comparisons of matched non-broad based stock option companies (the paired sample).
      
Because few companies had discrete plan start dates early enough to perform a comprehensive before and after analysis, the researchers, as a substitute, analyzed companies in the period 1985-87 and 1995-97, reasoning that few, if any, of the companies had option plans in the earlier period and most had them in the later period.  Comparisons were made with non-stock option companies for the two periods and the difference subtracted. In effect, the earlier period results provide a baseline to measure the performance in the later period.  If a stock option companies had productivity 3% greater than its peers in the earlier period and 6% greater in the later period, than it could be argued that the plan improved relative performance on this measure by 3%.

The study found that productivity rates did improve with the institution of a plan.  The difference between productivity scores from the for the overall sample from the pre-plan period (1985 to 1987) to the post-plan period (1995 to 1997) was 14.8% when the comparison group was all non-option companies and 16.8% when looking just at paired comparisons.  Sampling error can be strongly rejected as an explanation for these results.

Return on assets showed a similar pattern.  Here the stock option companies showed an improvement of 2.5% on ROA relative to the full sample in the post-plan period compared to the pre-plan period.  When just paired comparisons are used, the improvement was 2.05%.  Again, sampling error is very unlikely to have caused these results.

Total shareholder return, however, showed no statistically significant difference in the relative performance during the two periods, meaning any measured change could simply reflect random sampling error.  The researchers thus believe that the any value consequences of dilution caused by broad-based options seems counterbalanced by increased productivity.
      
Looking simply at how the companies did in the period 1992 to 1997, without trying to adjust for market effects, a similar pattern emerged.  Productivity growth was 1% per year greater and return on assets 5.8% greater, but shareholder return was not statistically distinguishable
      
In a study by NCEO, published in the September/October 1987 Harvard Business Review, we found that participative ESOP companies grew 8% to 11% faster with their plans than they would have without them.  In both the NCEO and GAO studies, no other factors had any influence on the relationship between ownership and performance.  Three other recent studies confirmed both the direction and magnitude of these findings.  Only participation can translate the motivation of ownership into the reality of a fatter bottom line.  Participation is not enough on its own, either, as hundreds of studies have shown.  One reason is that few participation programs last more than five years in conventional companies. By contrast, over the last decade we have not found a single ESOP company that has dropped its program.
      
The structure of participation varies from firm to firm, but basically boils down to employees forming groups to share information, generate ideas, and make recommendations. 

      
In essence, opening the books means sharing information to help people improve the company's performance, most often information close to their jobs. You could call it "sharing financial information to improve performance," but that lacks the cache of open-book management and makes for a terrible acronym (SFITIP). Open-book management is really about building a "line-of-sight" from employees' daily jobs (which they know better than anyone else) to the firm's big picture financial performance. And developing a regularized process to communicate about performance: an effective feedback loop.


      
Like any performance improvement initiative-and that's what open-book management is, a strategy to improve performance, nothing more, nothing less-open-book management is a process. Companies that open the books do it strategically. How? There are many ways. All, however, lead down the same path: as employees build skills and knowledge, more information is shared. At some firms, the result is sharing virtually all information, including salaries; at others, it is not. At conferences, some companies are vehement about information sharing, dramatically uttering that "it's all or nothing," which could scare you off because it's not.

9.
OBM To Increase Business Opportunities

While there is always some secrecy in an organization that needs to be kept, secrecy policy is often created emotionally and ad-hoc based on embarrassing organizational events.  Once such an event is kept as an organizational secret, an often-overwhelming requirement is instituted until the economic drag of that rule is widely recognized, and then the controls are eventually eased or removed.  We suggest that, the rubric of Open-Book Management (Stack and Burlingham, 1992; Case, 1995 & 1999; Schuster et al., 1996; NCEO, 1999) can be a potent counter to management's instinctive push for confidentiality.  

NECO (1999b) defines Open-Book Management as organizational policies that include the following components: 

· Sharing the income statement and balance sheet with most employees; 

· Sharing other data with employees (such as productivity and plant utilization/quality data); 

· Encouraging employees to use the information in their daily work; 

· Training employees to understand financial numbers; and 

· Sharing the financial results through a gain-sharing program.

In the same study, NCEO (1999b) also reports its finding that organizations that implemented the open-book management have consistently outperformed those who did not.  For example, companies that did not apply open-book management have average annual sales growth of 1.66% with a 1.27% increased employment, while companies with open-book management have sales growth of 2.21% annually with a lower employment increase of 1.14%.  It also points out those companies that apply open-book management policies would be nearly twice the size within three years that would normally expected after thirty years.

10.
Fighting Management Malfeasance

Open Book Management can actually increase a corporation's stock price by reducing the cost of monitoring the behavior of top management and employees pursing goals not benefiting the organization.  For example, Semler (1993) also argues for more open information sharing in various organizations to support his theory of pervasive management negotiation with employees.  His argument is based on his extraordinarily successful Brazilian manufacturing company.  He concludes from his business experience that information about the organization should be made available, so that an employee can negotiate nearly everything with management.  This policy even means employees can criticize and negotiate the removal of nonproductive functions and managerial pet projects, reassuring stockholders and creditors.  These managerial innovations support Open-Book Management in order to keep a constant pressure on top administration to manage well as they negotiate their wages, benefits, and work conditions with the employees and other stakeholders.

11.
Fighting Employee Fraud 

Fortune magazine once reports that there is at least 400 billion dollars of fraud, at the time of reporting that accounted for ten percent of the total economic growth.  White-collar crime or fraud is destroying companies and significantly slowing down the growth of our economy.  If an organization's financial and operating information that is usually restricted to management is instead shared with employees, these employees can provide nearly universal observation of company activities to identify a potential fraud.  Widespread corporate transparency would also allow the organization to curb such management indulgences such as nepotism and pet projects, many of which are totally unrelated to the bottom line. 

12.
Implementing Open-Book Management

Denton (1997) points out changing a company's direction and understanding of itself is the ultimate test of leadership. Management must develop a valid vision and then see that it is communicated - shared throughout the organization and implemented.   Based on the above discussion, we recommend the following tactics concerning open-book management:

* 
Regularly posts new developments in the newsletter and places around the company such as employee cafeterias and common areas.  Establish links for employees with vendors and clients to share information, and send their management regular reports of your organization's plans and accomplishments.

* 
Develop an organizational culture that allows individuals to make mistakes and learn from them, as well as to share what is learned with other employees.  Learn to accept failures and mistakes.  Knowing that the problem with blaming to increase accountability is that others develop new secrecy skills to counteract it, and soon blaming does not work at all. 

* 
Train managers to coach employees in order to develop their leadership authority rather than hoard information for this purpose. 

* 
Recommend that all employees get training in accounting and other skills, so they can understand completely the new information they receive.

* 
Arrange meetings with vendors early to get their input into new product development and costing.  Connect them directly with production by placing plenty of phones or the Internet down onto production floors.

* 
Meet with customers also in the early product stages, and share company information with them - what we can do, what are our advantages, etc.                                                                                                                                                                                                                                                                                 

* 
Have open meetings with stockholders, analysts, and the public.  Avoid trying to manage the behavior of shareholders by leaking information to specific analysts so you can put a spin on the information.  These efforts usually fail over the long run, and then nobody will ever trust you again in the future.

* 
If your organization is racked with office politics and blaming, develop anonymity systems to insulate discussion of problems from blame telling.  A good example is the air transport system where pilots can report near misses and other air flight problems to the government without blaming the individuals involved. 

· Examine files for secrets to declassify.  Better yet, do not hold non-essential secrets at all.  Examine files for documents to throw away on regular basis.

13.
Relating Systems Design to Overall Organizational Effectiveness

We believe that the AIS professional needs to focus both on the overall mission rather than power and detail.  They need to leap from thinking about systems issues to how the organization functions and that relates to the changes in the AIS system.  We have argued that Open Book Management which has implications for improving the effectiveness of the organization's systems security.  We have suggested that there is a need for IT professions to building in greater open access to certain management information previously denied the rank and file in order that they can do their jobs better and more creatively.  But Open-Book Management needs a motivation mechanism other than fear and secrecy and that is where profit sharing through employee stock option plans can work.   Obviously other profit sharing arrangements can work but we feel that ESOPs are proven incentive systems.

Thus, one problem we see in designing systems is the ability of a few managers deep in the hierarchy to abuse the systems by hiding information from employees, colleagues, even top management so that they can barter this for power or to avoid embarrassment.  Therefore, they may be less than open and even manipulative when speaking to system designers working in their departments.  Open Book Management creates a philosophy of openness to counteract a sometimes dysfunctional philosophy of a few managers to hide information either along class lines within the organization (we are middle-managers!) or departments (don't tell anything to engineering!) that prevents coordination and the creative perception of new business opportunities by all employees necessary in this hyper- competitive market.  Yet, systems designers may be so use to a command top down viewpoint of the various managers that they can lose their organizational value add in schemes merely meant to protect the fiefdoms of particular managers in the organization.

14.
CONCLUSIONS

        Overcoming management's traditional suspicion of the competition and aversion to open information is a large task, and probably one that will not increase your popularity with managers until the task is largely complete.  Not overcoming those traditional behaviors, however, means that your organization incurs unnecessary costs and does not realize maximum benefits from the efforts of its employees. Systematically reviewing secrecy policies in light of the constraints those policies place upon your organization, especially the ways those policies keep employees from creatively solving problems, can dramatically enhance your organization's ability to compete.  Similarly, there may still be a residual bias in some organizations from adopting Employee Stock Option Plans despite the overwhelming recent empirical evidence.  Restating the conversation in terms of Open-Book Management rather than secrecy policy and ESOP's may be key to a successful change in organizational culture.   Information professional and users alike have an opportunity to facilitate the sort of flexible, forward thinking that will allow your organization to compete successfully in an ever more challenging environment. 
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