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DECEPTION IN FINANCIALLY CORRUPT
ORGANIZATIONS
Mikhail A. Gorshunov
Western Illinois University
Achilles A. Armenakis
Hubert S. Feild
Auburn University
ABSTRACT
Implications of prior field research on verbal cues to deception in financial
reports are at odds with findings of laboratory studies on verbal deception cues.
Previous laboratory research has identified psychological mechanisms of
deceptive behaviors, but far less is known about how such mechanisms function in
deceptive financial reports. The purpose of this study was to extend findings of
laboratory research on verbal deception cues to deception in financially corrupt
firms. Financial corruption in public firms results in substantial adverse impact on
a multitude of organizational stakeholders. We predicted that verbal deception cues
would positively relate to deception in financially corrupt firms. We used
DICTION 7.0 (a computer-aided text analysis software) to assess verbal cues to
deception in shareholder letters. To identify financially corrupt firms, we reviewed
Accounting and Auditing Enforcement Releases available from the US Securities
and Exchange Commission. On average, financial corruption in our sample was
repeatedly committed for consecutive 4.4 years by groups of 5.7 perpetrators found
guilty of the crime. We used a matched-pairs sample study design of financially
corrupt firms and a control group of companies that were compliant. We found
evidence that shareholder letters signed by senior leaders of financially corrupt
firms contained wording signaling negative emotions, which suggested deception.
Additionally, the wording in these shareholder letters signaled that the authors
attempted to disguise their deception. Our study extends extant knowledge by
confirming predictions of laboratory research on verbal deception cues in a natural
field setting.

Keywords: financial corruption; deception; DICTION; shareholder letters;
CATA
INTRODUCTION
Deceptive financial reports of public firms is an area of crucial interest for
investors, auditors, media, employees, policy-makers, and regulators of financial
markets (Dyck et al., 2010). Deception in financial reports prevails across
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economies worldwide (Zahra et al., 2005) and results in large damages to
organizational stakeholders (Amiram et al., 2018).
Fleming and Zyglidopoulos (2008) determined that deception by a public
firm about its financial performance repeated over time was a phenomenon
different from deception committed only once. Fleming and Zyglidopoulos
reported that a single incidence of deception indicated internal monitoring
practices that were effective to detect the initial deception, while repeated,
consecutive incidences of deception was corruption supported by a corrupt culture
that over time escalated stakeholder damages and spread within an organization.
Following the reasoning of Fleming and Zyglidopoulos, we focus on and define
financial corruption as repeated, consecutive deception in financial reports. We
distinguish deception (i.e., a deliberate attempt to mislead others; DePaulo et al.,
2003) from error (i.e., unintentional communication of falsehoods; DePaulo et al.,
2003). An example of financial corruption is the criminal behavior of 16
perpetrators who deceived stakeholders in HealthSouth Corporation’s financial
reports for eight years (Armenakis and Lang, 2014).
An emerging field research has investigated if verbal deception cues could
expose deception in financial reports (see Nicolaides et al., 2018). Similar to
Pinocchio’s nose that grew in length when Pinocchio told a lie, verbal deception
cues point out in language that deception occurs, without revealing what is being
concealed (DePaulo et al., 2003). In their review of research on deception cues,
Nicolaides et al. concluded that findings were at odds across contexts. Nicolaides
et al. reported that a meta-analysis of verbal deception cues in laboratory studies
showed that liars used verbal cues signaling negative emotions (see DePaulo et al.,
2003). In contrast, Nicolaides et al. added that field research in the context of
financial reports generally found that verbal cues signaling positive emotions were
associated with deception (e.g., see Larcker and Zakolyukina, 2012), suggesting
that findings of laboratory studies did not extend to deception in financial reports.
Bloomfield (2012) argued that Larcker and Zakolyukina’s research design was
inadequate to investigate verbal deception cues. Nicolaides et al. and Bloomfield
concluded that further research should extend existing investigations of verbal cues
to deception in financial reports.
The purpose of this study was to extend findings of laboratory research on
verbal deception cues (DePaulo et al., 2003) to deception in financially corrupt
firms. Following Bloomfield’s (2012) recommendations, the design of our study
included the following three elements. First, to ensure our investigation included
only cases of detectable deception, we focused on financial corruption because
leaders of financially corrupt firms had a high level of criminal intent to deceive
stakeholders (Ashforth and Anand, 2003; Baer, 2008), as well as verbal deception
cues had larger effect sizes in studies involving deception about crimes (DePaulo
et al., 2003; Hauch et al., 2015). Second, we investigated verbal cues to deception
in shareholder letters because these letters reflected the mindset of leaders signing
these letters (see Amernic et al., 2010). Finally, we focused on investigating the
cluster of verbal deception cues that received the strongest theoretical and
empirical support (cf. DePaulo et al., 2003).
5
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Financial corruption in our sample was repeatedly committed for
consecutive 4.4 years by groups of 5.7 perpetrators on average. The majority of
these perpetrators were senior managers (e.g., CEOs, CFOs, VPs) who authored
deceptive shareholder letters. The letters we investigated were prepared during
financial corruption and prior to accusations by the US Securities and Exchange
Commission (SEC).
Our study contributes to research on verbal deception cues by extending
findings of laboratory research on verbal deception cues to organizational practice.
We offer prescriptions for parties interested in exposing deception by perpetrators
in financially corrupt firms using verbal deception cues.
HYPOTHESES
Certain individual behaviors are associated with deception, including (a)
experiencing negative emotions (e.g., deceivers experience guilt about engaging
in deception and fear of getting caught) and (b) attempting to control behaviors
(e.g., deceivers attempt to control their behavior so as to maintain the deception;
Ekman, 2009). Based on the results of 1,338 estimates of 158 deception cues, a
meta-analysis provided evidence that adult liars systematically used
communication cues that signaled negative emotions and attempts to control their
behaviors (DePaulo et al., 2003).
There is a large number of deception cues but most have small effect sizes
(DePaulo et al., 2003). Studies using computer analyses of verbal deception cues
without a priori theoretical predictions are futile (Hauch et al., 2015). Examining
a cluster of deception cues gives more valuable information about deception than
investigating each cue individually (Vrij, 2008). Meta-analytic evidence showed
that using a cluster of deception cues resulted in 70% of truths and lies being
classified correctly, including forensic settings (Hartwig and Bond, 2014). Thus,
we focused on investigating the cluster of verbal deception cues that received the
strongest theoretical and empirical support, as well as those that were relevant to
financial corruption.
Negative Emotions
Emotions experienced by liars predict behaviors that differentiate liars
from truth tellers. People have little choice about whether an emotion is felt;
instead, they experience emotions regardless of their intention (Ekman, 2009).
Deceivers appear to experience fear, guilt, shame, and anxiety (Zuckerman et al.,
1981). Negative emotions are particularly difficult for people to conceal (Ekman,
2009).
Two types of negative emotions are associated with deceit: fear of being
caught and guilt about lying (Ekman, 2009). The greater the deceivers’ fear of
being caught, the clearer fear cues are (e.g., speech errors, indirect speech). A
moderate level of fear can result in behavioral cues salient to a skilled lie catcher.
Fear of detection is stronger when stakes are high and involve obtaining rewards
and avoiding punishment (DePaulo et al., 2003). Thus, senior managers
perpetrating financial corruption should produce strong cues of negative emotions
6
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in their communications to stakeholders because they have significant financial
incentives to deceive (Johnson et al., 2009) and face substantial penalties for their
deception (Karpoff et al., 2008).
Another reason why the strength of fear of detection varies is the level of
perceived difficulty of deceiving someone (Ekman, 2009). If someone is known as
being tough to fool and has a reputation as an expert in detecting lies, the deceiver
will have a strong fear of being caught. Investors, the SEC, auditors, employees,
media, and industry regulators were shown to identify deceptive financial reports
(Dyck et al., 2010). Therefore, we expect senior managers perpetrating financial
corruption to experience a strong fear of detection that results in observable verbal
cues of negative emotions in their communications to stakeholders.
Likewise, guilt about deception varies in strength (Ekman, 2009). Guilt is
a discomforting emotion triggered by committing crimes. Deceivers experience
higher levels of guilt and show stronger cues of negative emotions if the deceit is
selfish and involves victims who trust liars and derive no benefit from being
deceived. Such deception may cause liars to suffer moral qualms and feelings of
discomfort (DePaulo et al., 2003). Because the lie should often be repeated to cover
the original deceit, liars underestimate how much they may suffer from deception
guilt. Such is the case of financial corruption that is a path-dependent crime, and it
is difficult to stop once started (Baer, 2008). When guilt about deception becomes
strong, it results in severe mental pain, eroding the sufferer’s most fundamental
feelings of self-worth (Ekman, 2009). One way to relieve such a pain is confession.
For instance, Ramalinga Raju, Chair of board of directors and CEO of Satyam
Computer Services, was under increasing pressure to conceal his deception,
leading to his confession of lying in financial reports for seven years (Craig et al.,
2013).
Meta-analytical evidence has demonstrated that cues of negative emotions
have larger effect sizes in lies about crimes (DePaulo et al., 2003; Hauch et al.,
2015). Specifically, liars express words signaling negative emotions (e.g., anger,
anxiety, sadness) more often than truth tellers do. Additionally, liars use more
claims signaling aversion toward a person or an opinion, such as negations and
claims reflecting negative emotions (Vrij, 2008). Liars use more negation words
(e.g., no, never, not) because these words signal a more defensive tone or denial of
crimes that co-occur with negative emotions of liars (Hauch et al., 2015). Because
verbal cues of negative emotions in written communications has been linked to
deception about crimes, we posited the following hypothesis:
Hypothesis 1: Verbal cues of negative emotions expressed in
shareholder letters will positively relate to the likelihood of financial
corruption.
Attempted Control
Deceivers monitor and try to control their words (Ekman, 2009).
Attempted control occurs when deceivers deliberately manipulate the content of
their narratives. Paradoxically, deceivers’ attempts to control their behaviors to
hide deception can provoke cues that instead reveal it. Concealment of negative
7
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emotions is a difficult task and requires one to struggle (Ekman, 2009). Even if the
deception is successful resulting in no leakage of cues of negative emotions
indicative of a lie, the struggle of concealing the emotions itself will be detectable
as a deception cue. Liars are likely to be unable to control all aspects of their
behavior resulting in verbal and nonverbal discrepancies from truth telling
(Zuckerman et al., 1981). For instance, when deceivers control their behaviors they
may appear planned, rehearsed, and lacking in spontaneity. Additionally, liars
provide answers that are convoluted and indirect (Ekman, 2009). Perpetrators
committing repeated financial crimes devote considerable efforts to avoid
detection and prosecution (Sanchirico, 2006). Therefore, we expect senior
managers involved in financial corruption to dedicate substantial energy to
detection avoidance activities, which will result in detectable verbal cues.
Deceivers may give statements providing observers with as little
deception-catching opportunities as possible (Vrij, 2008). Deceivers can
accomplish this objective by using general, non-specific language. Also, deceivers
can prepare the stories they are going to tell in advance and can adhere to a scripted,
rehearsed story line each time when asked to repeat it (Vrij, 2008). In contrast,
truth tellers recall stories from their memories. Because memory is fallible and
reporting skills are imperfect even when people are telling the truth, truth tellers
may express self-doubts, claim they do not remember things, or spontaneously
correct something they already said (DePaulo et al., 2003). Hauch et al. (2015)
found that liars expressed words signaling cognitive processes (e.g., cause, know,
ought) and inner thoughts (e.g., think, know, consider) less often than truth tellers.
The key difference between truth tellers and liars is that the former
make honest claims, and the latter make illegitimate statements (DePaulo et al.,
2003). Because people cannot or do not want to embrace false claims to the extent
they embrace truthful statements, liars need to make deliberate attempts to manage
their behaviors, emotions, and thoughts to appear truthful. Such deliberate attempts
to manage impressions (e.g., impressions of credibility) consume mental
resources, resulting in greater self-regulatory busyness. In comparison, truth tellers
act naturally and effortlessly. Meta-analytical evidence has shown that liars appear
less forthcoming (i.e., unwilling to divulge information) and provide fewer details
compared to truth tellers (DePaulo et al., 2003). Moreover, when liars have
incentives to deceive, their response length is shorter (DePaulo et al., 2003). Also,
liars provide shorter statements (measured by the number of words) compared to
truth tellers when deception is about crimes (Hauch et al., 2015). Because verbal
cues of attempted control behaviors in written communications has been linked to
deception about crimes, we posited the following hypothesis:
Hypothesis 2: Verbal cues of attempted control expressed in
shareholder letters will positively relate to the likelihood of financial
corruption.
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RESEARCH METHODOLOGY
Sample Selection
We identified firms involved in financial corruption through three
selection criteria. First, non-US-based companies were excluded to avoid
confounding effects because of differences in financial reporting practices across
countries (Bushman and Piotroski, 2006). Second, we only considered financial
reporting in violation of Section 13(b)(2)(a), Section 13(b)(2)(b), or Section
13(b)(5) of the 1934 US Securities Exchange Act as potentially deceptive if the
SEC or the US Department of Justice (DOJ) also alleged the violation of Section
10(b)-5 of the 1934 US Securities and Exchange Act or Section 17(a) of the 1933
Securities Act (see Table 1; Karpoff et al., 2017). To sue under these regulations,
the SEC and the DOJ must establish some form of scienter (i.e., intent to deceive,
manipulate, or defraud; Buell, 2011) on behalf of the defendants. Finally, to ensure
that the sample included only financial corruption, we used only cases that
involved firms and senior managers found guilty of repeatedly violating Section
10(b)-5 or Section 17(a) and restated deceptive financial reports for at least two
consecutive fiscal years. For example, in the case of financial corruption in
Birmingham-based HealthSouth Corporation mentioned earlier, 16 senior
managers were found guilty of lying in HealthSouth’s financial reports for eight
years (Armenakis and Lang, 2014).
Data Collection Procedures
To identify financial corruption, we collected data from the series of
Accounting and Auditing Enforcement Releases (AAERs). The SEC issues
AAERs that contain rich descriptions of the nature of the offense, effect of
violations on firms’ financial reports, perpetrators and firms perpetrating financial
crimes, and outcomes of court proceedings. Following the reasoning of Karpoff et
al. (2017), we used AAERs to identify financial corruption because AAERs
allowed to avoid type one error, which involved classifying compliant firms as
financially corrupt and increase statistical power of research design because of
accurate classification of violations.
We retrieved copies of 751 AAERs from the SEC Website
(sec.gov/divisions/enforce/friactions.shtml; see Table 2). The SEC listed the
AAERs chronologically based on the progress of investigations. Because some
cases have more than one AAER, we collected the releases in two steps. In the first
step, we retrieved an AAER from the SEC’s list and reviewed it to identify the
name of the firm, nature of the offense, and period of the violation.
To ensure our findings are generalizable for periods before and after the
enactment of the US Sarbanes-Oxley Act of 2002 (SOX), we implemented our
data collection procedures for two periods of AAER issue dates to include cases
that occurred before and after July 30, 2002. Although we relied on AAER issue
dates to determine periods of financial corruption, the AAER issue date was not
an exact indicator. The initial AAER associated with a given instance of violation
lagged an average of 1,017 days after the initial public revelation of the violation
(e.g., informal inquiries or formal investigations by regulating agencies; Karpoff
9
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et al., 2017). Additionally, there was usually a difference of a few years between
issue dates for the first and the final AAERs associated with a given case of
violation. For instance, the SEC released the first and final AAERs in the case of
HealthSouth Corporation on March 20, 2003, and on April 23, 2007, respectively.
Thus, we started with the first available AAER issued in 2003 (AAER 1697
released on January 7, 2003) and ended with AAER 1785 issued on May 19, 2003.
All AAERs concerned violations that occurred in fiscal years ending before SOX.
Next, to identify violations after SOX, we started with the first available AAER
issued in 2010 (AAER 3094 released on January 6, 2010) and finished with AAER
3301 issued on June 27, 2011.

10
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In the second step of data collection, we searched for additional releases
to identify other relevant AAERs referring to a given case of violation identified
in the first step of data collection. We employed the SEC Website search engine,
using an organization’s name and an employee’s name as search criteria. Issue
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dates for 751 AAERs ranged from December 22, 1998 (AAER 1091) to October
23, 2014 (AAER 3591).
Following Karpoff et al.’s (2017) recommendations, our data collection
procedure involved systematic and substantial culling of irrelevant violations to
identify financially corrupt firms. To avoid confounding effects because of
lumping meaningful categories of violations into one group (see Baucus, 1994),
we investigated only cases of financial corruption. Specifically, we reviewed 751
AAERs and found 183 distinct cases of financial violations (see Table 2). Among
the 183 violations, 138 did not meet our criteria for sample inclusion because of
the following reasons: (a) unrelated to financial reporting; (b) single incidences of
violation or without financial restatement data available; (c) violations because of
error or with dismissed SEC’s charges; or (d) in non-US-based firms. Thus, we
identified 45 cases of financial corruption in US firms, which met our selection
criteria. We excluded seven US financially corrupt firms because we could not find
matched compliant firms, and nine firms because we could not locate shareholder
letters. Therefore, our sample of financially corrupt firms amounted to 29.

Matched-Pairs Sample Study Design
To control for potential endogeneity, we followed prior research on
financial reporting violations (see Gomulya and Mishina, 2017) by using a
matched-pairs sample study design of companies involved in financial corruption
and a control group of companies that were compliant. The matched-pairs sample
study design is appropriate for investigation of infrequent phenomena and
functions as a quasi-experiment that (a) strengthens causal inference, (b) maintains
good internal validity, and (c) achieves high external validity (see Grant and Wall,
2009).
Following prior research (Gomulya and Mishina, 2017), we used
COMPUSTAT’s
Fundamentals
Annual
Database
(see
wrdsweb.wharton.upenn.edu) to identify companies matched on (a) the same industry,
measured by the four-digit Standard Industrial Classification code, (b) similar
12
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organizational size, measured by total assets at the end of the fiscal year before
violations, (c) the same financial reporting requirements, limiting our sample to
firms incorporated in the US, and (d) the same time period, measured by fiscal
year. We ensured that each matched company was itself not the subject of an
AAER or otherwise accused of financial violations. To ensure the equivalency of
the matched pairs, we examined the two groups in terms of total assets, revenue,
and net income, finding no statistically significant difference between the groups
on any of these dimensions.
Organizations within their industries may develop and share procedures
for avoiding detection of crimes (Daboub et al., 1995). Additionally, industries
vary on the level of monitoring by regulatory agencies (Daboub et al., 1995).
Organizational size has been shown to be positively associated with SEC scrutiny
(Beneish, 1999). Thus, matching companies on industry and organizational size
was our attempt to control against classifying financially corrupt firms as
compliant because of potential shortcomings of the SEC to identify financial
corruption (Snyder and McKnight, 2004). No firms outside the US were
considered for matching to avoid confounding effects because of differences in
financial reporting practices across countries (Bushman and Piotroski, 2006).
Because changes in macroeconomic conditions were shown to relate to CEOs’
unethical behaviors in financial reporting (Bianchi and Mohliver, 2016), we
matched firms on the same time period. COMPUSTAT’s Fundamentals Annual
Database did not provide matched compliant companies for seven cases of
financial corruption that were not subject to AAER (e.g., HealthSouth Corporation
was excluded because many large firms in the health services industry committed
financial crimes; cf. Stowell et al., 2018; see Table 2). Thus, we excluded these
seven financially corrupt firms from our sample.
Shareholder Letters
Annual reports to shareholders contain shareholder letters. In shareholder
letters, corporate leaders express their business visions, strategies, and interpret
financial statements. Shareholder letters reflect the mindset of leaders signing these
letters (see Amernic et al., 2010). To locate shareholder letters, we used the
Mergent Online database (see mergentonline.com).
We could not identify shareholder letters for nine financially corrupt firms
during periods of financial corruption. We excluded these nine cases, resulting in
our final sample of 29 financially corrupt firms and 29 matched compliant firms.
In Table 3, we listed firm names, periods of deceptive annual financial reports, and
perpetrator group sizes for the 29 financial corruption cases. In Table 4, we listed
names for the 29 matched compliant firms, periods of matched shareholder letters,
and counts of matched letters.

13
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For the final sample of 29 financially corrupt firms and 29 compliant firms,
we identified at least one annual report to shareholders containing a shareholder
letter that was issued during a period of financial corruption. We obtained 72
annual reports to shareholders containing shareholder letters issued by the 29
financially corrupt firms. Because annual reports to shareholders were issued after
10-K annual financial reports were filed with the SEC, we reviewed all of them for
the presence of disclosed information about financial reporting violations. As a
result, we identified two annual reports to shareholders, which revealed some
information about the presence of financial corruption. Xerox Corporation and
Delphi Corporation admitted in their annual reports to shareholders for fiscal years
ending in 2000 and 2004, respectively, that they had ongoing accounting problems
that resulted in financial restatements. Thus, we excluded these two annual reports
to shareholders and kept the remaining 70 annual reports.
14
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We located an additional 70 annual reports to shareholders containing
shareholder letters issued by the 29 compliant firms. We matched these 70 annual
reports issued by the compliant firms on the time period same as the 70 annual
reports issued by the financially corrupt firms. Thus, our sample included 140
shareholder letters issued by 29 matched pairs of firms. Among the 29 matched
pairs, the number of letters ranged from one (nine pairs) to seven letters (the
matched pair of Affiliated Computer Services, Inc. and Acxiom Corporation; see
Table 4).
Among the 70 shareholder letters issued by financially corrupt firms, 49
(70%) were signed by senior leaders (e.g., CEOs, COOs, VPs), who were
identified by the SEC and the DOJ as guilty of conspiring to commit and
committing the crime. No signees of the remaining 21 (30%) letters were charged
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with violations. However, other senior managers who did not sign these 21
shareholder letters perpetrated financial corruption (see Table 3).
Content Analysis of Shareholder Letters
We used a computer-aided text analysis (CATA) to capture verbal cues to
deception in shareholder letters. CATA provides an opportunity to evaluate subtle
distinctions in linguistic styles reliably and uncover the cognitions of the text
author. DICTION 7.0 is a CATA software program that is able to analyze
narratives and reveal word usage patterns, as well as differences between texts
(Hart and Carroll, 2014). The software program uses (a) categories based on
linguistics theory to examine the subtle power of word choice and verbal tone
(Hart, 1984); (b) elements of artificial intelligence (Short and Palmer, 2008), such
as ability to learn, i.e., update its database with every processed text; and (c) a
statistical weighting procedure for homographs (i.e., words that are spelled the
same but have different meanings; Pennebaker et al., 2003).
DICTION 7.0 covers a broad range of linguistic features, relying on
10,000 search words allocated to categories without overlap (Pennebaker et al.,
2003). DICTION 7.0 includes 31 dictionaries, which are word lists, and four
calculated variables, which result from calculations rather than word list matches.
Additionally, DICTION 7.0 has five master variables that are built by
concatenating dictionaries and calculated variables scores. DICTION has been
used in a number of organizational studies (see Short and Palmer, 2008).
Measures
Independent variables: Verbal cues of negative emotions. Verbal cues
of negative emotions were measured using three DICTION 7.0’s unique
dictionaries: Blame, Hardship, and Denial. Higher values of the three dictionaries
signal negative emotions associated with deception. For instance, Davis et al.
(2012) measured verbal cues of negative emotions of managers in earnings press
releases, using the three dictionaries to predict firms’ future performance. Verbal
cues of guilt and fear have not been clearly determined, but they included verbal
cues of negative emotions in general (Ekman, 2009). As presented above, liars use
negative comments and words that signal negative emotions caused by guilt and
fear (Vrij, 2008). Prior research measured verbal cues of negative emotions by the
number of negative comments and complaints (DePaulo et al., 2003) and by the
number of words that expressed negative emotions (e.g., hate, worthless, enemy;
Hauch et al., 2015). Therefore, among 31 available dictionaries, we selected the
Blame and Hardship dictionaries because they reflected a number of concepts
associated with negative emotions, including unplanned vicissitudes (e.g.,
nervous, painful), censurable human behavior (e.g., infidelity, betrayal), and
normal human fears (e.g., grief, apprehension).
Blame was represented with terms designating social inappropriateness
(e.g., mean, naive, sloppy) and downright evil (e.g., blood-thirsty, repugnant,
malicious; Hart and Carroll, 2014). Additionally, adjectives describing unfortunate
circumstances (e.g., rash, morbid, embarrassing) or unplanned vicissitudes (e.g.,
16
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weary, nervous, painful,) were included. The dictionary also included outright
denigrations (e.g., illegitimate, offensive, miserly).
The Hardship dictionary contained words that referred to concepts,
including natural disasters (e.g., earthquake, tornado, pollution), hostile actions
(e.g., bankruptcy, enemies, vices), censurable human behavior (e.g., infidelity,
despots, betrayal), unsavory political outcomes (e.g., injustice, exploitation,
rebellion), normal human fears (e.g., grief, unemployment, apprehension), and
incapacities (e.g., error, cop-outs, weakness; Hart and Carroll, 2014).
Additionally, we selected the Denial dictionary to measure verbal
cues of negations that signaled a defensive tone or denial of wrongdoing, which
co-occurred with negative emotions (Vrij, 2008). Hauch et al. (2015) measured
negations by words that expressed negations (e.g., no, never, not). Denial was a
dictionary that consisted of standard negative contractions (e.g., aren’t, shouldn’t,
don’t), negative function words (e.g., nor, not, nay), and terms designating null
sets (e.g., nothing, nobody, none; Hart and Carroll, 2014).
Independent variables: Verbal cues of attempted control. Verbal cues
of attempted control were measured using DICTION 7.0’s unique variables of
Complexity, Cognition, and Total Words Analyzed. Higher values of Complexity
and lower values of Cognition and Total Words Analyzed signal attempted control
behaviors associated with deception. Complexity was a measure of the average
number of characters-per-word in a given text (Hart and Carroll, 2014). Complexity
was based on Flesch’s (1951) assumption that convoluted phrasings made a text’s
ideas abstract and its implications unclear (Hart and Carroll, 2014). Courtis (2004)
used similar measures based on Flesch’s study to capture obfuscation (i.e., more
complex discourse structures) in corporate reporting. Because liars were shown to
provide convoluted and indirect statements more often than truth tellers (Ekman,
2009), we used Complexity to capture convoluted phrasings signaling attempted
control.
We employed Cognition to capture verbal cues signaling cognitive
operations involving retrieval and memory processes. Because liars attempt to
control their behaviors by adhering to a scripted, rehearsed story line (Vrij, 2008)
and expressing less self-doubts compared to truth tellers (DePaulo et al., 2003),
they use fewer verbal cues signaling cognitive operations including retrieval and
memory processes (Hauch et al., 2015). To capture verbal cues of cognitive
operations, prior research used words related to cognitive processes (e.g., cause,
know, ought) and words related to a person’s insight (e.g., think, know, consider;
Hauch et al., 2015). The Cognition dictionary contained words referring to cerebral
processes, both functional and imaginative, such as modes of discovery (e.g., learn,
deliberate, consider, compare) and domains of study (e.g., psychology, logic,
economics; Hart and Carroll, 2014). Additionally, the dictionary contained mental
challenges (e.g., question, forget, re-examine, paradoxes), institutional learning
practices (e.g., graduation, teaching, classrooms), and three forms of intellection,
namely, intuitional (e.g., invent, perceive, speculate, interpret), rationalistic (e.g.,
estimate, examine, and reasonable), and calculative (e.g., diagnose, analyze, factfinding; Hart and Carroll, 2014).
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Liars who control their behaviors are less forthcoming (i.e., unwilling to
divulge information) by providing fewer details, shorter responses (DePaulo et al.,
2003), and shorter statements (Hauch et al., 2015) than truth tellers. Total Words
Analyzed was a measure of the number of words in a given text (Hart and Carroll,
2014). We used Total Words Analyzed to measure forthcomingness indicative of
attempted control behaviors.
Control variable: Number of shareholder letters. Craig et al. (2013)
showed that linguistic characteristics of deceptive communications changed over
time across shareholder letters issued by the financially corrupt firm, Satyam.
Therefore, we statistically controlled for the number of shareholder letters because
the number of letters available for the firms in our sample varied (ranging from
one to seven letters; see Table 4). Number of shareholder letters was measured
using the count of shareholder letters available for a given firm.
Dependent variable: Financial corruption. We coded financial
corruption as 1 = firms that perpetrated financial corruption (see above) and 0 =
firms that were compliant.
Analyses
Given our use of a binary dependent variable and continuous independent
variables, logistic regression analysis was appropriate for analysis (see Menard,
1995). Because logistic regression assumes independence of observations, we
included only one observation per firm to satisfy this assumption. We had 140
shareholder letters issued by 58 firms. To produce one observation per firm, we
followed the approach of Johnson et al. (2009) to data aggregation by averaging
data for all shareholder letters when firms had multiple letters. In sum, we obtained
shareholder letter scores for 29 firms exhibiting financial corruption and 29
matched firms that were compliant (N = 58 firms). Results from logistic models
with the number of observations per independent variable (OPIV) of at least five
are reliable, especially so if results are statistically significant (Vittinghoff and
McCulloch, 2007). OPIV in our full model with all independent variables included
was 9.7, exceeding the required threshold of at least five OPIV.
Interpretation of the odds ratio in logistic regression assumes that
values of independent variables range for at least one integer. DICTION 7.0 scores
may contain fractionated integers or values of less than 1 (Hart and Carroll, 2014).
Therefore, to ensure that our interpretation of results was not out of range, we
increased values of the five independent variables (Blame, Hardship, Denial,
Complexity, and Cognition) by a factor of 10. Because DICTION 7.0 reports values
of Total Words Analyzed without fractioned integers, we kept values of this
independent variable in the original form.
RESULTS
In Table 5, we provide descriptive statistics and correlations among all
study variables. For 58 firms in our sample, total assets was $3.9 billion on average
(SD = 8.1). Net income was $208.8 million on average (SD = 559.2). We examined
the logistic regression model to ensure (a) no multicollinearity, using variance
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inflation factors, (b) the correct specification of the model, using the HosmerLemenshow goodness-of-fit test, and (c) a linear relationship between the
independent variables and the logit transformation of the dependent variable, using
the Box-Tidwell test (see Menard, 1995).

Because logistic regression assumes no significant outliers or influential
points, Menard (1995) recommended examination of observations that have
Studentized residuals greater than 3 in absolute value and exclude these
observations if exclusion results in improvement of model parameters. We
identified three observations, in which the Studentized residuals exceeded the
absolute value of 3. The three excluded outliers were two financially corrupt firms
(Merge Healthcare, Inc. and Bally Total Fitness Holding Corporation) and one
compliant firm (Sun Microsystems, Inc.). Removing these observations resulted in
the increase in a number of the model’s parameters. First, chi-square increased
from χ2 (7) = 16.31, p < .05 to χ2 (7) = 30.83, p < .01. Second, explained variance
increased from 32.7% (Nagelkerke R2) to 57.2% (Nagelkerke R2). Nagelkerke R2
is a modified version of the coefficient of determination (R2) used for binary
response models (Nagelkerke, 1991). Third, the overall predictive accuracy of
correct classification of observations into either financial corruption or compliance
categories increased from 70.7% (20.7% above the model having only a constant)
to 80% (29.1% above the model with only a constant).
In Table 6, we present results of the logistic regression analysis. In Step 1,
we entered our control variable (number of shareholder letters). The model with
the control variable only did not predict financial corruption (χ2 (1) = .10, p > .05).
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In Step 2, we entered the six independent variables (Blame, Hardship,
Denial, Complexity, Cognition, and Total Words Analyzed). The full model (Step
2) shows the effect of the independent variables on the prediction of financial
corruption, after controlling for differences in number of shareholder letters (χ2
(7) = 30.83, p < .01; Nagelkerke R2 = .57). In Step 2, the control variable {i.e.,
number of shareholder letters (b = .73, p < .05)} had an effect on the prediction of
financial corruption.
Hypothesis 1 predicted that verbal cues of negative emotions in
shareholder letters will positively relate to the likelihood of financial corruption.
Blame (b = .05, p < .05), Hardship (b = .09, p < .05), and Denial (b = .26, p < .01)
positively related to the likelihood of financial corruption (see Table 6).
Accordingly, shareholder letters issued by financially corrupt firms were more
likely to have verbal cues of negative emotions than letters issued by compliant
firms. The results indicated that while holding other variables constant, a 10-unit
increase in Blame, Hardship, and Denial increased the odds of financial corruption
by 5%, 9%, and 30%, respectively. Thus, Hypothesis 1 was supported.

Hypothesis 2 predicted that verbal cues of attempted control in shareholder
letters will positively relate to the likelihood of financial corruption. Complexity (b
=1.03, p < .01) positively related to the likelihood of financial corruption, while
Cognition (b = -.07, p < .01) and Total Words Analyzed (b = -.002, p < .05)
negatively related to the likelihood of financial corruption (see Table 6).
Accordingly, shareholder letters issued by financially corrupt firms were more
likely to have verbal cues of attempted control than letters issued by compliant
firms. Holding the other variables constant, a 10-unit increase in Complexity
increased the odds of financial corruption by 181%, while a 10-unit increase in
Cognition decreased the odds of financial corruption by 7%. A one-unit increase
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in Total Words Analyzed decreased the odds of financial corruption by .2%, while
holding the other variables constant. Therefore, Hypothesis 2 was supported, as
well.
DISCUSSION
Contributions
Previous laboratory research has identified psychological mechanisms of
deceptive behaviors, but far less is known about how such mechanisms function in
deceptive financial reports (see Bloomfield, 2012; Nicolaides et al., 2018). Such
knowledge is valuable to uncover deception in financially corrupt firms. Only
when deception is exposed, actions can be taken to hold criminals to account. This
study extends extant research by confirming predictions of laboratory research on
verbal deception cues in a natural field setting. Our results showed that verbal cues
of negative emotions and attempted control positively related to deception in
shareholder letters authored by leaders of financially corrupt firms.
Findings of this study can be directly applied to the problems
organizational practitioners face. Our recommendation for investors, the SEC,
auditors, employees, media, and industry regulators who have been shown to
identify financial violations (Dyck et al., 2010) is to adopt the approach employed
in this research to increase effectiveness of their efforts. For parties interested in
exposing deception in financially corrupt firms using verbal deception cues, we
recommend that they use the following guidelines. First, use CATA software to
analyze shareholder letter(s). The approach used in this study is accessible to all
stakeholders who have access to DICTION 7.0 and annual reports to shareholders.
The DICTION 7.0 software has a user-friendly graphical interface and comes with
a detailed help manual at an accessible cost. US-based public companies publish
current shareholder letters in annual reports to shareholders on their respective
websites. Second, interested parties can use our matched-pairs sample study design
by building samples of companies, matching on the country of incorporation, year,
industry, and organizational size. Third, use the four unique dictionaries of Blame,
Hardship, Denial, and Cognition, as well as the calculated variables Complexity
and Total Words Analyzed to assess verbal deception cues. If the analysis of
shareholder letters indicates verbal deception cues, respective annual reports to
shareholders should be further investigated for the presence of financial corruption.
Boundary Conditions, Limitations, and Future Research
Our study has two potential boundary conditions. First, we investigated
deception in US financially corrupt firms that used the English language. Because
of distinctions in financial reporting practices, cultures, and languages across
nations, our findings may not apply to firms incorporated in other countries.
Second, the focus of this study was on investigating deception in financially
corrupt firms. It is unclear how the model applies to deception conceptualized in
other settings. Suggestions for future research are to identify alternative contexts
to investigate potential boundary conditions of the findings in this study.
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This study has two limitations. First, because this study is based on a
convenience sample, our findings may not generalize to a population of financially
corrupt firms. Future research may consider taking a random sample of the data to
confirm our findings. Second, we investigated only cases of financial corruption
that were exposed and reported by the SEC. Findings of our study may not
generalize to financial corruption that fall outside these selection criteria. Future
research may address this limitation using alternative selection criteria.
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ABSTRACT
Using data from the U.S. Energy Information Administration (EIA), this paper
examines the weekend effect in commodity (oil and gas) spot and futures markets.
While there is ample evidence on the existence of the weekend effect in equity
markets, similar evidence for commodity spot and futures markets remains scares,
a void we seek to fill with this study. Building on a variety of estimation techniques
and accounting for possible seasonalities in the data, we document the followings
for our sample period. First, a weekend effect exists for crude oil in both the spot
and futures markets. Second, there is evidence of a “reverse” weekend effect in the
spot market for natural gas. Finally, neither a weekend nor “reverse” weekend
effect appears to exist in the futures market for natural gas. Overall, with an
analytical framework that differs from that of prior studies with the accounting of
seasonalities and the inclusion of year and month fixed effects, our findings shed
new light on the differences in return patterns commodities spot and futures
returns. With these findings, we contribute to the ongoing debate by academics and
practitioners on the existence of the weekend effect in commodities spot and
futures markets.
Keywords: Calendar anomalies, Crude oil, Natural gas, Weekend effect

INTRODUCTION
The efficient market hypothesis (EMH) excludes the ability of investors to predict
future returns using historical data or publically available real time data. If the
EMH is correct, asset prices should move in a random, unpredictable fashion as
new information is absorbed by investors. In such events where there exist patterns
in securities prices, savvy investors are expected to initiate positions to take
advantage of the predictability of the said securities prices; a mechanism that,
overtime, renders the profits generated by patterns in securities prices
economically insignificant.
Academics refer to these predictable pricing patterns as anomalies. Numerous
market anomalies have been identified throughout the literature (Tadepalli and
Jain, 2018). Several of the anomalies have disappeared over time, whether they
were time-period specific or new risk factors incorporated into asset pricing
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models. However, many anomalies have stood the test of time (Stambaugh et al.,
2012). Among those anomalies documented in the academic literature are the socalled calendar anomalies, which include the weekend effect (Cross, 1973; French,
1980), turn of the month (Ariel, 1987; Cadsby and Ratner, 1992), the January effect
(Wachtel, 1942; Rozeff and Kinney, 1976), and holiday effect (Fields, 1934;
Lakonishok and Smidt, 1988). While calendar anomalies have been studied over
time, a recent and extensive survey of the literature by Tadepalli and Jain (2018)
identify the need to investigate calendar anomalies in various markets and across
various time periods.
The purpose of this paper is to address this gap in the literature, as called for by
Tadepalli and Jain (2018), with a thorough examination of the weekend effect in
oil and gas spot and futures markets. An investigation of the presence of the
weekend effect in these markets has been overlooked by academic researchers.
The reason for this inattention is puzzling, because both the increased access to,
and the attractiveness of commodities have led institutional investors to
increasingly use commodities as a viable asset class (Tang and Xiong, 2010). This
increased accessibility is illustrated by the significant growth in commodityrelated investing by institutional investors, growing more than ten-fold from 2003
(estimated $15 billion) to approximately $200 billion in 2008 (CFTC, 2008).
Furthermore, in a report released by the CME Group (2018) for the first quarter of
2018 the two most actively traded futures contracts amongst commodities were
Crude Oil West Texas Intermediate (WTI) and Natural Gas with an average daily
volume of 1,316,246 and 490,660 contracts, respectively.
The results of this study contribute to the ongoing debate by academics and
practitioners on the existence of the weekend effect in commodities spot and
futures markets, specifically oil and gas spot and futures markets. Spot and futures
contract data were collected from the U.S. Energy Information Administration.
Four different regression techniques were utilized to account for the bias related to
outliers. In our models, we were also careful to account for possible seasonalities
in the data.
Our findings demonstrate the presence of a weekend effect in both spot and futures
markets for crude oil. We also report evidence of the existence of a “reverse”
weekend effect in natural gas spot markets. However, we find no evidence that a
weekend effect is present in the natural gas futures markets, suggesting greater
market efficiency in the natural gas futures market relative to the spot market.
These findings also highlight the need for further research on commodity markets
to focus beyond spot markets and incorporate futures markets. Collectively, this
study helps to fill a void in the extant literature on calendar anomalies in financial
markets by examining oil and gas spot and futures markets.
The organization for the remainder of the paper is as follows: Section 2 provides a
concise review of the relevant anomaly literature. The third section presents the
data sample and research methodology. Section 4 presents and discusses the
empirical results. The final section concludes the study.
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LITERATURE REVIEW
Over the past 80 years, calendar anomalies in financial markets have been heavily
studied (Tadepalli and Jain, 2018). The first calendar anomaly identified in the
literature is known as the holiday effect (Fields, 1934; Kim and Park, 1994), by
which financial markets experienced an abnormal increase in value on the last day
before market-mandated closures of exchanges due to holidays occurring on
typically normal trading days. Next, the January calendar anomaly (Wachtel, 1942;
Vetter and Wingender, 1996) shows that returns for securities are much higher for
the month of January relative to other months. In a recent study, Hamid and Dhakar
(2018) analyze the Nasdaq Composite Index for the monthly calendar anomaly.
The weekend effect (Cross, 1973; Gibbons and Hess, 1981) reveals that returns on
Monday are significantly lower than other weekdays. The financial literature also
established the turn of the month effect (Ariel, 1987; Kunkel et al., 2003), by which
markets tend to move upward over the last several days and first few days of a
month. Given the depth and breadth of this particular literature, a complete review
of the entire calendar anomaly is beyond the scope of this paper. For a thorough
review of the calendar anomalies literature, however, please see Philpot and
Peterson (2011), Rossi (2015), and Tadepalli and Jain (2018).
The literature examining the weekend effect in commodity markets is quite
limited. The gold market is one commodity that has been examined extensively in
this literature (Ball et al., 1982; Chang and Kim, 1988), and Ma (1986) observed
the weekend effect in the gold market. In a related study on the seasonality in metal
markets, Borowski and Lukasik (2017) find evidence of the weekend effect in both
gold and copper markets. However, studies of oil and gas tend to focus on volatility
(Pindyck, 2004; Narayan and Narayan, 2007), spillover effects (Lin and Tamvakis,
2001; Chang et al., 2010), and links between the two markets (Wolfe and
Rosenman, 2014; Caporin and Fontini, 2017).
Two existing publications cover the weekend effect in the crude oil and natural gas
market: Kohli (2014) and Hoelscher et al. (2017). Kohli (2014) investigates crude
oil markets and does not find evidence of negative Monday returns. However,
Hoelscher et al. (2017) study the spot markets of both crude oil and natural gas.
They find evidence of the weekend effect in spot oil markets and a “reverse”
weekend effect in spot gas markets. However, these studies are limited to spot
markets and do not control for the seasonality of oil and gas by failing to
incorporate month and year fixed effects.
This research aims at extending these studies to oil and gas futures markets, control
for seasonality factors, and contribute to the limited body of research for this
commodity market. The next section discusses the methodology and the data used
to accomplish this purpose.
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DATA AND RESEARCH METHODOLOGY
Sample Description
The data for the daily closing spot price (WTI, Brent, and Gas) and for the closing
prices of the two nearest futures contracts (Crude Oil and Natural Gas) are
available online from the U.S. Energy Information Administration (hereafter EIA)
website (www.eia.gov) beginning in 1983. However, the sample period is not
uniform as data availability is different based upon the commodity and whether it
is the spot or futures contract prices. Table 1 provides specific sample period
information. The sample period for all variables used in this analysis concludes on
April 30, 2018.
Table 1: Data Periods
This table provides the data availability periods used in this study. WTI refers to the
Cushing, Oklahoma WTI spot price in dollars per barrel, Brent denotes the Europe Brent
spot price in dollars per barrel, Oil (1) refers to the nearest futures contract price for
Light, Sweet Crude Oil in dollars per barrel, and Oil (2) signifies the second nearest
futures contract price for Light, Sweet Crude Oil in dollars per barrel. Gas indicates the
Henry Hub Natural Gas spot price in dollars per Million Btu, Gas (1) denotes the nearest
futures contract price for Natural Gas in dollars per Million Btu, and Gas (2) refers to
the second nearest futures contract price for Natural Gas in dollars per Million Btu. The
data are publicly available from the U.S. Energy Information Administration (EIA).

Oil & Gas
Commodity
WTI
Brent
Oil (1)
Oil (2)
Gas
Gas (1)
Gas (2)

Beginning Date
January 2, 1986
May 20, 1987
April 4, 1983
January 2, 1985
January 7, 1997
January 13, 1994
January 12, 1994

End Date
April 30, 2018
April 30, 2018
April 30, 2018
April 30, 2018
April 30, 2018
April 30, 2018
April 30, 2018

# of
Observations
7,889
7,675
8,489
8,067
5,188
5,864
5,865

In order to investigate the weekend effect of returns for oil and gas
commodities, returns are calculated for each commodity series as follows:

𝑅𝐸𝑇𝑖,𝑡 = (

𝑃𝑖,𝑡 −𝑃𝑖,𝑡−1
𝑃𝑖,𝑡−1

) ∗ 100

(1)

where RET refers to the return calculated, P denotes the price on the respective
commodity, i equals the specific commodity series (e.g, WTI, Brent, Oil (1), etc.),
and t represents the appropriate day. The sample is subject to the data screen
requiring two consecutive days of trading to calculate typical daily trading returns.
This process eliminates calendar holidays that occur during normal trading days
and reduces the potential for any bias associated with holidays.
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Regression Models
The models below follow Lucey and Zhao (2008), Haggard and Witte (2010), and
Hoelscher et al. (2017) to empirically investigate the presence of the weekend
effect for returns in the spot and futures energy market. The following is the
baseline OLS model:
𝑅𝐸𝑇𝑖,𝑡 = 𝛼 + 𝛽1 𝐹𝑟𝑖𝑑𝑎𝑦𝑡 + 𝛽2 𝑀𝑜𝑛𝑑𝑎𝑦𝑡 + 𝜀𝑖,𝑡

(2)

where RETi,t is the return of the respective commodity series i on day t, Fridayt and
Mondayt are binary variables that equal one for Friday and Monday trading days
respectively, and zero otherwise. However, other seasonal determinants may bias
the results. For example, monthly or yearly effects may exist. Therefore, the
extended OLS model estimated throughout the manuscript is as follows:
𝑅𝐸𝑇𝑖,𝑡 = 𝛼 + 𝛽1 𝐹𝑟𝑖𝑑𝑎𝑦𝑡 + 𝛽2 𝑀𝑜𝑛𝑑𝑎𝑦𝑡 + 𝛾𝑋𝑡 + 𝜀𝑖,𝑡

(3)

where Xt is a vector of fixed effects, including month and year fixed effects. Model
3 is estimated for each commodity series incorporating both month and year fixed
effects. This fixed effect approach ensures that specific month or year returns do
not bias results from model estimations.
Return outliers can bias calendar anomaly results and need to be accounted for in
model estimations. To address this issue, we follow Haggard and Witte (2010) by
including Huber (1964) and Hampel (1974) M-estimation techniques for OLS
regression estimates. Additionally, the robust OLS regression method
recommended by Li (1985) that utilizes Cook’s distance and iterations of Huber
and biweights is estimated.
To offer further robustness to our findings, we also follow Haggard et al. (2015)
by estimating median regressions with robust standard errors (Koenker and
Hallock, 2001). This methodology estimates the conditional median function and
is unaffected by extreme outliers in the data.

EMPIRICAL RESULTS
Descriptive Statistics
Summary statistics for the final sample of daily returns for the oil and gas
commodity series are presented in Panel A of Table 2. The mean returns for the
crude oil commodities are approximately four basis points with the median being
slightly higher for all except Brent, which has a median return of approximately
one basis point. Natural gas mean returns range from six to eight basis points with
the median daily return being zero basis points. The number of daily return
observations per oil and gas series differs due to data availability and requiring
consecutive trading days to calculate returns.
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Table 2: Sample Statistics for Daily Oil and Gas Returns
Panel A reports the descriptive statistics for the daily returns for the oil and gas prices used
throughout the research. Returns are reported as whole percentages and decimal values can
be interpreted as basis points. Panel B reports the correlation matrix and coefficients for
daily oil and gas returns over the sample period. Correlation coefficients above the
diagonal reflect pairwise Spearman correlations and below the diagonal reveal Pearson
correlations. The data are publicly available from the U.S. Energy Information
Administration (EIA).
Panel A: Descriptive Statistics
Commodity Series
N
Mean
S.D.
25% Median 75%
WTI
7,889
0.034
2.47
-1.185 0.051
1.268
Brent
7,675
0.04
2.246 -1.099 0.009
1.185
Oil (1)
8,489
0.038
2.334 -1.066 0.039
1.147
Oil (2)
8,067
0.037
2.118
-1.07
0.055
1.124
Gas
5,188
0.066
4.486 -1.985
0
1.845
Gas (1)
5,864
0.083
3.518 -1.892
0
1.831
Gas (2)
5,865
0.071
3.077 -1.715
0
1.66
Panel B: Correlation Matrix
WTI
Brent Oil (1) Oil (2)
Gas
Gas (1) Gas (2)
WTI
0.547
0.929
0.909
0.054
0.23
0.246
Brent
0.598
0.572
0.576
0.146
0.112
0.122
Oil (1)
0.903
0.62
0.968
0.059
0.225
0.239
Oil (2)
0.878
0.636
0.947
0.061
0.23
0.246
Gas
0.055
0.128
0.062
0.066
0.273
0.258
Gas (1)
0.215
0.12
0.212
0.224
0.255
0.956
Gas (2)
0.232
0.138
0.231
0.243
0.196
0.919

Correlation coefficients for the daily returns of oil and gas commodities are
reported in Panel B of Table 2. Pairwise Spearman correlation coefficients are
reported in the upper diagonal and Pearson coefficients in the lower diagonal. The
correlations between WTI and Oil (1) and Oil (2) are the highest for oil
commodities, which is to be expected given the futures contracts designates WTI
as the oil commodity. Nevertheless, there is a relatively strong correlation between
Brent and the other oil commodities. Amongst the natural gas commodity series,
the futures contracts (i.e., Gas (1) and Gas (2)) are highly correlated. Interestingly,
the spot price for natural gas (i.e., Gas) consistently has the lowest correlations
with the other return series. For example, Gas return correlations range from 5.4%
with WTI to 27.3% with Gas (1).
Regression Analysis
Previous investigation of the weekend effect in oil and gas spot markets (e.g.,
Hoelscher et al., 2017) focused on robust OLS and median analysis as provided in
Equation #2. However, the ability for other seasonality factors such as year or
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month effects were unaccounted for in the analysis. To address this limitation,
month and/or year fixed effects are incorporated into the regression estimations as
outlined in Equation #3. Oil spot and futures markets are examined first.
Table 3: Weekend Effect and Oil Spot Market Fixed Effects Regression
Analysis
Panel A contains the results of regression specifications conducted to analyze the weekend
effect for the WTI spot market (crude oil; Cushing, OK). WTI refers to the Cushing,
Oklahoma WTI spot price in dollars per barrel. Panel B provides the results of regression
specifications conducted to analyze the weekend effect for the Brent spot market (crude
oil; Europe). Brent refers to the Europe Brent spot price in dollars per barrel. The data are
publicly available from the U.S. Energy Information Administration (EIA). t-statistics are
provided in brackets below the respective coefficients. For brevity, constant terms are not
reported. The symbols ***, **, and * denote statistical significance at the 0.01, 0.05 and
0.10 levels, respectively, using a 2-tailed test.
Panel A: WTI Spot Market
(1)
(2)
(3)
(4)
Huber
Hampel
Biweight
Median
Friday
0.039
0.135
0.032
0.06
[0.671]
[0.450]
[0.554]
[1.159]
Monday
-0.157***
-0.163***
-0.158***
-0.203***
[2.626]
[2.642]
[2.659]
[3.146]
Month FEs
YES
YES
YES
YES
Year FEs
YES
YES
YES
YES
Panel B: Brent Spot Market
Friday
0.016
0.02
0.013
0.038
[0.289]
[0.350]
[0.233]
[0.718]
Monday
-0.118**
-0.118**
-0.122**
-0.102*
[2.091]
[2.025]
[2.170]
[1.860]
Month FEs
YES
YES
YES
YES
Year FEs
YES
YES
YES
YES

Results reported in Panel A of Table 3 support the existence of a weekend effect
in WTI spot markets, even after accounting for other seasonality factors. Monday
(𝛽2 ) is negative and significant across all model estimations. This finding suggests
that returns for WTI on Mondays are significantly lower (p-values < 0.01) than
other daily returns throughout the week regardless of incorporating both month
and year (Models 1 through 4) fixed effects to control for seasonalities. For
example, in Model (1), using the Huber (1964) M-estimation method, the mean
Monday return is approximately 16 basis points lower than other days. Focusing
on the median regression estimation (Model (4)), the median Monday return
compared to other weekday returns is approximately 20 basis points lower. Across
all model estimations, Friday (𝛽1 ) is positive but consistently insignificant.
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Turning to the Brent spot market in Panel B of Table 3, there is also evidence of
the weekend effect. As expected, the signs of returns for Friday and Monday are
consistent with those reported in Panel A given the high correlation between Brent
and WTI. However, the mean Monday return is slightly lower (approximately 12
basis points) than those for WTI, but still significant (p-value < 0.05). Interestingly,
the median Monday return estimate (Model (4)) is only marginally significant (pvalue < 0.10). This finding is understandable as the daily median return for Brent
was approximately one basis point compared to WTI that had a median return of
around five basis points. Friday (𝛽1 ) is positive, yet insignificant across all models.
Table 4: Weekend Effect and Oil Spot Futures Fixed Effects Regression
Analysis
Panel A provides results for Oil (1) and Panel B contains estimates for Oil (2). Oil (1) refers
to the nearest futures contract price for Light, Sweet Crude Oil in dollars per barrel and Oil
(2) signifies the second nearest futures contract price for Light, Sweet Crude Oil in dollars
per barrel. The data are publicly available from the U.S. Energy Information
Administration (EIA). t-statistics are provided in brackets below the respective
coefficients. For brevity, constant terms are not reported. The symbols ***, **, and *
denote statistical significance at the 0.01, 0.05 and 0.10 levels, respectively, using a 2tailed test.
Panel A: Oil (1) Futures Contract
(1)
(2)
(3)
(4)
Huber
Hampel
Biweight
Median
Friday
0.055
0.047
0.062
0.033
[1.058]
[0.868]
[0.944]
[0.758]
Monday
Month FEs
Year FEs
Friday
Monday
Month FEs
Year FEs

-0.103*
[1.916]
YES
YES

-0.118**
-0.122**
[2.108]
[2.264]
YES
YES
YES
YES
Panel B: Oil (2) Futures Contract
0.057
0.046
0.051
[1.103]
[0.858]
[0.991]

-0.137**
[2.314]
YES
YES

-0.097*
[1.817]
YES
YES

-0.140**
[2.413]
YES
YES

-0.103*
[1.859]
YES
YES

-0.105*
[1.955]
YES
YES

0.077*
[1.752]

The weekend effect finding in oil spot markets is consistent with the findings of
Hoelscher et al. (2017). This research extends their analysis by incorporating
month and year fixed effects into model specifications, as well as utilizing a longer
sample period. However, the spot markets for commodities (e.g., crude oil and
natural gas) operate differently than the spot markets for equities or derivatives and
its access is also not as widespread. Hence, it is conceivable that a weekend effect
that exists in a commodity spot market might not be persistent or even present in
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futures markets. Therefore, it is important to study whether this weekend anomaly
exists in the futures markets for crude oil.
For this analysis, the daily returns of the nearest (Oil (1)) and second nearest (Oil
(2)) futures contracts are utilized. Table 4 reports the estimates for Oil (1) in Panel
A and for Oil (2) in Panel B. For brevity, the discussion of these results will focus
on the results for Oil (1) given the high correlation between the futures contract
returns (i.e., 94.7% and 96.8%) and consistent findings. Surprisingly, there is still
evidence that a weekend effect exists in crude oil markets. Monday (𝛽2 ) remains
consistently negative across all models. This finding suggests that both mean (e.g.,
10 basis points) and median (e.g., 14 basis points) returns for Oil (1) on Mondays
are significantly lower than other daily returns throughout the week. The returns
are smaller in magnitude than and not as strong as evidence from the spot market.
This outcome is understandable given the difference in market structure and ease
of trading in the futures market relative to the spot market. Collectively, the results
in Panel A support the proposition that there is not only the presence of a weekend
effect in crude oil spot markets, but in the futures markets as well.
Next, we investigate the existence of the weekend effect in gas spot and futures
markets. Evidence reported in Table 5 supports the existence of a “reverse”
weekend effect in the Gas spot market after controlling for other seasonality
dynamics. This “reverse” calendar anomaly is evident by the significantly positive
Friday (𝛽1 ; p-values < 0.01) and significantly negative Monday (𝛽2 ; p-values <
0.01) coefficients. The mean and median Friday returns are approximately 100
basis points lower than other daily returns and are larger in magnitude than Monday
returns that are approximately 40 basis point higher than other daily returns.
Table 5: Weekend Effect and Gas Spot Futures Fixed Effects Regression
Analysis
This table contains the results of regression specifications conducted to analyze the
weekend effect for the Gas spot market (Henry Hub Natural Gas). The data are publicly
available from the U.S. Energy Information Administration (EIA). t-statistics are provided
in brackets below the respective coefficients. For brevity, constant terms are not reported.
The symbols ***, **, and * denote statistical significance at the 0.01, 0.05 and 0.10 levels,
respectively, using a 2-tailed test.
(1)
(2)
(3)
(4)
Huber
Hampel
Biweight
Median
Friday
-1.088***
-1.116***
-1.002***
-0.963***
[9.654]
[9.588]
[9.000]
[8.002]
Monday
Month FEs
Year FEs

0.468***
[4.034]
YES
YES

0.466***
[3.887]
YES
YES

0.384***
[3.347]
YES
YES

0.316**
[2.521]
YES
YES

Although this paper is not the first to document a “reverse” weekend effect finding
in gas spot markets, the paper enhances prior research (i.e., Hoelscher et al., 2017)
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by incorporating month and year fixed effects into model specifications as well as
a longer sample period.
Finally, it is important to determine whether calendar anomalies that exist in the
spot market extend to the futures markets for gas. Daily returns of the nearest (Gas
(1)) and second nearest (Gas (2)) futures contracts are used. The model estimates
are reported in Panels A (Gas (1)) and B (Gas (2)) of Table 6. For conciseness, the
discussion of these models will focus on the results for Gas (1) given the high
correlation between the futures contract returns (i.e., 91.9% and 95.6%) and
consistent findings. Remarkably, the indication of a “reverse” weekend effect
disappears in the natural gas futures market and there is no empirical evidence of
a weekend effect. While the signs for both Friday (𝛽1 ) and Monday (𝛽2 )
coefficients are consistent with the spot market, neither are statistically different
from zero. Ultimately, while there is evidence of a calendar anomaly in gas spot
markets, this anomaly is absent from the futures market.
Table 6: Weekend Effect and Natural Gas Futures Fixed Effects Regression
Analysis
Panel A provides results for Gas (1) and Panel B contains estimates for Gas (2). Gas (1)
denotes the nearest futures contract price for Natural Gas in dollars per Million Btu and
Gas (2) refers to the second nearest futures contract price for Natural Gas in dollars per
Million Btu. The data are publicly available from the U.S. Energy Information
Administration (EIA). t-statistics are provided in brackets below the respective
coefficients. For brevity, constant terms are not reported. The symbols ***, **, and *
denote statistical significance at the 0.01, 0.05 and 0.10 levels, respectively, using a 2tailed test.
Panel A: Gas (1) Futures Contract
(1)
(2)
(3)
(4)
Huber
Hampel
Biweight
Median
Friday
0.082
0.125
0.108
0.041
[0.823]
[1.221]
[1.083]
[0.465]
Monday
Month FEs
Year FEs
Friday
Monday
Month FEs
Year FEs

-0.105
[1.018]
YES
YES

-0.112
-0.097
[1.057]
[0.943]
YES
YES
YES
YES
Panel B: Gas (2) Futures Contract
0.098
0.123
0.117
[1.088]
[1.340]
[1.302]

-0.041
[0.285]
YES
YES

-0.078
[0.836]
YES
YES

0.005
[0.038]
YES
YES

-0.105
[1.105]
YES
YES

-0.106
[1.134]
YES
YES

CONCLUSION
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While an extensive body of prior research has investigated the so-called calendar
anomalies across broad financial markets, this body of the literature tends to focus
on aggregate returns and to be skewed towards analyses of equity returns.
However, with the advancement and maturation of financial markets, investors
(i.e., speculators) have increasingly gained access to derivatives markets,
especially futures markets. This increased access to and ease of trading in futures
markets should, according to the efficient market hypothesis, lead to greater market
efficiency. Yet, there has been limited research on the existence of calendar
anomalies in the commodity markets. This research examines whether a weekend
effect exists in crude oil and natural gas spot and futures markets by utilizing a
series of regression techniques to alleviate the impact of outliers, and by
accounting for the possibility of other seasonality factors such as month and year
fixed effects.
This study provides evidence of differential effects across oil and gas markets as
well as between spot and futures markets. In the oil spot market, there is consistent
evidence of a weekend effect by which Monday returns are significantly lower
than other weekdays. Unexpectedly, this weekend effect is still evident in the oil
futures markets, which suggests a lack of market efficiency. Turning to the natural
gas spot market, there is robust evidence of a “reverse” weekend effect where
Monday returns are greater than other daily returns despite the inclusion of
seasonality fixed effects. However, once returns for the natural gas futures market
are considered, the “reverse” weekend effect disappears, suggesting that gas
futures markets are more efficient than gas spot markets.
The evidence in this research contributes to the literature of calendar anomalies in
financial markets by investigating overlooked commodity markets. Collectively,
this study illustrates the presence and absence of calendar anomalies in the spot
and futures market of oil and gas. The findings highlight the importance of
studying both spot and futures markets when researching calendar anomalies in
commodity markets. Future research should also consider incorporating
seasonality factors such as month and year fixed effects to account for various
periods in the data and possible structural breaks.
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THE FUTURE OF EMPLOYMENT AT WILL IN NEW
YORK: ROUGH SEAS OR SMOOTH SAILING?
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ABSTRACT
“Employment at Will,” the legal doctrine which provides that employment is at
the “will” of the parties to the employment relationship, has long been the law in
New York. Indeed, New York courts regularly voice their adherence to the
doctrine, their reluctance to create judicial exceptions to the rule, and their view
that any alterations to the doctrine remain within the purview of the legislature.
Notwithstanding the courts’ reticence, the employment at will doctrine has
eroded in New York, with many legislative exceptions to the rule having been
enacted. This paper examines the employment at will doctrine as applied by the
New York State courts, the numerous New York State statutory exceptions to the
rule that have arisen, and the recent legislative proposal by the New York City
Council to enact a just cause for termination standard applicable to the fast food
industry. This paper proposes research to explore the view of New York small
business owners to the elimination of the employment at will doctrine in favor of
a legislatively enacted “for cause” standard. A quantitative research study of New
York small business owners and labor union officials will elicit information from
which recommendations may be formulated to provide guidance to New York
State legislators as to how to craft a for cause employment standard acceptable to
New York State small business owners and labor unions.
Keywords:

Employment at will, just cause, legislation, termination,
progressive discipline
1.

INTRODUCTION

“Employment at Will,” the legal principle that provides that the employment
relationship may be terminated by either the employer or employee, with or
without notice, and for any reason or no reason at all, has long been recognized
in the United States, in general (Hillman, 2015; Fineman, 2013; Corbett, 2013;
Roseman, 2008), and in New York, in particular (Limani, 2006; Minda and Raab,
1989). Although the New York courts have expressed an unwillingness to create
judicial exceptions to the rule (Minda and Raab, 1989), legislatively created
exceptions have significantly chipped away at the employment at will doctrine in
New York. This paper explores the extensive erosion of the employment at will
doctrine in New York, the resultant complex, often unwieldy, “employment at
will, with exceptions,” standard and the recent proposal to legislatively enact a
just cause for termination standard on the fast food industry in New York City.
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Further, this paper proposes that in light of these developments a survey be
conducted to explore the receptiveness of small business owners and union
representatives in the New York City metropolitan area to the legislative
imposition of a just cause for termination standard.

2.

LITERATURE REVIEW

2.1

The historical background of employment at will

The employment at will doctrine has its roots in English common law, which
held that in the absence of a written agreement specifying the duration of the
employment, a presumption that the employment would be for a term of one year
arose (Limani, 2006; Sentell, 2008; McGowan, 1998; Feinman, 1976). As early
as 1891, New York State’s highest appellate court (the New York Court of
Appeals) adopted this standard in Adams v. Fitzpatrick, 125 N.Y. 124, 128-130
(1891). Nevertheless, four years later, the presumption of a one-year term was
rejected by that same appellate court in Martin v. New York Life Ins. Co., 148
N.Y. 117 (1895), in which the court held that an employee hired on an annual
salary could be terminated mid-year. In doing so, the court adopted the Wood’s
employment at will standard, under which a general or indefinite hiring was
presumed to be at will, unless the parties agreed that the employment
rela.tionship was to be for a specific term (Minda and Raab. 1989; Feinman,
1976)

2.2

A brief review of the recent history of the employment at will
doctrine in New York State

Since the Martin decision, the New York State courts have continued to rule that
employment in New York State is at will: either party may terminate the
relationship at any time, for any reason, or no reason at all (Garb, 2012; Hamid
and Ford, 2013).
In Murphy vs. American Home Products Corp., 58 N.Y.2d 293 (1983), the New
York State Court of Appeals confirmed its ongoing adherence to the employment
at will doctrine, refusing to create an exception to the rule in a case where the
plaintiff claimed his discharge was in retaliation for his revelation of serious
accounting improprieties to management (Ballam, 2000). The court refused to
create either a public policy exception or a breach of good faith and fair dealing
pursuant to an implied contract exception, even where, as in the case before it, it
was alleged that the termination was retaliatory, wrongful, malicious and in bad
faith. The court held: “absent a constitutionally impermissible purpose, a
statutory proscription, or an express limitation in the individual contract of
employment, an employer’s right at any time to terminate an employment at will
remains unimpaired.” (Murphy v. American Home Products, p. 305). Further, the
court made clear its view that such determinations were “best and more
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appropriately explored and resolved by the legislative branch of our government”
(p. 302).
Several years later, in Sabetay v. Sterling Drug, Inc., 69 N.Y.2d 329 (1987), the
Court reiterated its unwillingness to recognize a public policy exception to the
employment at will doctrine, stating that such a change is "best left to the
Legislature because stability and predictability in contractual affairs is a highly
desirable jurisprudential value” (p. 336).
Despite its strongly expressed refusals in Murphy and Sabetay to encroach upon
the legislative power by establishing an exception to the employment at will
doctrine, in Wieder v. Skala, 80 N.Y.2d 628 (1992) the Court recognized a limited
exception to the employment at will doctrine in the case of the employment
relationship between an attorney/employee and his law firm/employer. The Court,
stating that the implied essential purpose of the attorney/employee – law
firm/employer relationship was to conduct the practice of the law in accordance
with the ethical standards of the profession, recognized a limited exception to the
employment at will doctrine, in the unique circumstances before it, wherein an
attorney alleged he was wrongfully terminated for insisting that the firm report his
colleague (also an attorney), to the state disciplinary committee pursuant to the
state Code of Professional Responsibility. Emphasizing the limited extent of the
exception, and the unique obligation of an attorney to report breaches of
professional responsibility, the Court has continued to refuse to recognize a public
policy or implied contract exception to the employment at will doctrine.
With the exception of its narrowly crafted decision in Wieder, the New York Court
of Appeals has continued to adhere to its pronouncement in Murphy that “absent a
constitutionally impermissible purpose, a statutory proscription, or an express
limitation in the individual contract of employment, an employer’s right at any
time to terminate an employment at will remains unimpaired” (Murphy v.
American Home Products, p. 305).

2.3

The growing list of recognized exceptions to the employment at
will doctrine in New York

Notwithstanding the refusal of New York courts to create judicially sanctioned
exceptions to the employment at will doctrine, over the years, numerous
exceptions to the at will doctrine, as applied in New York, have arisen. For
instance, pursuant to federal law, unionized employees covered by a collective
bargaining agreement are likely entitled to just cause for termination, as a result
of collective bargaining. Similarly, individual employment agreements may be
excluded from the employment at will doctrine, pursuant to the individual
contract of employment exclusion set forth in Murphy.
Perhaps more noteworthy are the ramifications of the Court of Appeal’s
admonition that even under the “Employment at Will” doctrine, employers are
constrained from terminating employees for constitutionally impermissible or
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statutorily proscribed reasons. The laundry list of situations where federal, state
and local laws protect New York employees from being summarily terminated by
their New York employers increases by the day. For instance, protections for
whistleblowers ((N.Y. Lab. Law Sections 215, 740, and 741; N.Y. Finance Law
Section 191; Sarbanes-Oxley Act of 2002; Title I and V of the Americans with
Disabilities Act of 1990; the Affordable Care Act); protection from retaliatory
discharge for filing a New York State Workers Compensation claim (NY
Workers Comp. Law Section 120); protection from discharge and retaliatory
discharge under employment discrimination laws (N.Y. Exec. Law Section 296;
N.Y.C. Human Rights Law Section 8-107; Title VII of the Civil Rights Act of
1964; the Age Discrimination in Employment Act of 1967; Title II of the Genetic
Information Nondiscrimination Act of 2008); protection from retaliatory
discharge for exercising rights under the New York City Paid Sick Leave Law
(NYC Paid Sick Leave Law Section 20-918); restrictions on the unfettered right
to terminate employees under the New York State Unemployment Insurance Law
(N.Y. Lab. Law Sections 501, 593); protection from retaliatory discharge for
filing a claim related to workplace safety (OSHA), protection from termination
when taking a medical/adoption related leave under the Family Medical Leave
Act; and protection by the National Labor Relations Board (“NLRB”) from
retaliatory discharge for employees engaging in union and concerted activity.
(See Appendix A, providing a list of numerous laws limiting the unfettered right
of employers to discharge employees under the employment at will doctrine in
New York).

2.4

Current perspective of the employment at will doctrine

It must be noted that the employment at will doctrine remains a uniquely
American standard (Corbett, 2013; Slater, 2007). Most industrialized European
countries have rejected the employment at will concept (Slater, 2007; Estreicher,
1985). In sharp contrast to the United States model, European countries, to
varying degrees, have afforded their employees protection from being terminated
summarily (Slater, 2007; Summers, 2000).
In the United States, the employment at will doctrine remains the default
standard, with the exception of Montana (Roseman, 2008; Tompkins, 1988;
Sprang, 1994), Puerto Rico (29 P.R. Laws Ann., §§ 185a-m) and the United
States Virgin Island 24 V.I. Code Ann. §§ 76, et seq.) (Roseman, 2008, p. 7, n.
50). In Montana the state legislature enacted a just cause for termination
standard, known as the Wrongful Discharge from Employment Act (Montana
Code Ann. §§ 39-2-901, et seq. (1987)). Although efforts to enact a federal just
cause for termination law were also being pursued at the time the Montana
statute was enacted, those efforts ultimately proved unsuccessful. As described
by Sprang (1994, pp. 856-858), in the late 1980’s, the National Conference of
Commissioners on Uniform State Laws were unable, despite several attempts, to
agree on a national uniform employment termination law; however, the
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Commissioners were able to approve a model act, known as the Model
Employment Termination Act (“META”). To date, no state has adopted the
META blueprint for a just cause for termination law.
Notwithstanding the widespread adherence to the doctrine in the United States,
American workers largely believe that they may only be terminated for just
cause. (Bodie, 2017, p. 226; Corbett, 2013, p. 19, n. 6; Leiser-Levy, 2005;
Limani, 2006, p. 309; Befort, 2002). Further, the employment at will standard has
been widely reviewed and criticized by scholars (Bodie, 2017; Fineman, 2013, p.
275).
Although employment at will remains the default standard in the United States,
exceptions to the doctrine have increased, slowly chipping away at the doctrine.
In addition to the numerous federal, state and local statutory exceptions noted
above, further exceptions are generally divided into three categories: claims of
breach of implied (employment) contract, tort claims for wrongful discharge in
violation of public policy and breach of the implied covenant of good faith and
fair dealing (Roseman, 2008; Limani, 2006; Befort, 2002; Muhl, 2001).
Unsurprisingly, given the ever-expanding exceptions to the rule, numerous
scholars have suggested the employment at will doctrine be eliminated (ArnowRichman, 2010, p. 4-5, n. 10; Ballam, 2000; Partee, 1991), with many suggesting
a legislatively imposed just cause for termination standard, whether it be on a
nationwide, federal level, as recommended by McGinley (1996) and Steiber
(1983), or state wide, as endorsed by Minda and Raab (1989).
Other scholars have recommended supplementing the exceptions to the doctrine.
For example, Limani, (2006) recommends the New York State judiciary
recognize a public policy exception, while Bodie (2017) suggests a personal
autonomy exception to the rule. Both Corbett (2013) and Ballam (2000) suggest
exceptions based on tort law concepts: Corbett on the tort of intentional infliction
of emotional distress and Ballam on a tort of wrongful discharge. ArnowRichman (2010) recommends a notice requirement for discharge, or, as expressed
in a later article (2016), a notice requirement coupled with showing of procedural
good faith for termination. On the other hand, Fineman (2013), arguing that a just
cause standard is not a viable option, suggests further exploration of the
application of vulnerability scholarship to the employment arena.

2.5

Current status of the employment at will doctrine in New York

In New York State, the legislative bodies (federal, state and local) have carved
out many exceptions to the “Employment at Will” doctrine. In contrast, the New
York State judiciary has been far more selective; recognizing a few very narrow
exceptions, while deferring to the legislative prerogative to further create
exceptions.
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There are advocates who would completely eliminate the doctrine of
“Employment at Will” (McGinley, 1996; Delmendo, 1991; Estlund, 1996) and
impose a statutory just cause restriction to protect employees in New York
(Minda and Raab, 1989, p. 2). Attempts have been made to legislate “just cause”
employment protection. (Tompkins, 1988; Minda and Raab, 1989, Sprang, p. 2).
To date, these efforts have failed in New York State.
Thus, the employment at will doctrine does technically remain the default
standard in New York. However, given the many statutory exceptions to the
doctrine that exist, it would be imprudent for a New York employer to rely
singularly on the doctrine when terminating an employee. At a minimum, a New
York employer should investigate whether an applicable exception exists prior to
implementing a discharge decision. Making the decision to terminate an
employee in New York is not a matter of simply pointing to the default standard
and declaring the employer always has the right to terminate for any reason, or
no reason at all. Rather, a more accurate description of the employer’s right to
terminate is the right to terminate at will, provided the reason does not violate
one of the many exceptions to the rule.
Complicating the matter further is the fact that any time, a federal, state or local
legislative body could change the rule. In fact, at least one local legislative body
is currently entertaining such a possibility. At the time of this writing, the New
York City Council has before it for consideration, a bill to amend the New York
City Administrative Code which would prohibit fast food employers operating in
New York City from discharging employees without just cause (Lotito, M. and
Saltsman, M. 2019). The bill, sponsored by New York City council members
Lander and Adams (among others), proposes to amend the New York City
administrative code to include a new subsection, Wrongful Discharge From
Employment, under which “any cessation of employment, including termination,
constructive discharge, reduction in hours and suspension” would be prohibited,
unless for just cause (New York City Council, 2019, February 13).
The proposed bill would significantly restrict New York City fast food operators
in their right to hire and fire its employees at will. Not only does the bill propose
that just cause be defined so as to require that fast food employers demonstrate
that an employee has failed to “satisfactorily perform job duties” or engaged in
“misconduct that is demonstrably and materially harmful to the fast food
employer’s legitimate business interests,” it further requires a showing that the
employee violated an explicitly stated employment rule or policy.
The proposed amendment would further require the rule or policy be reasonable
and applied consistently, that a fair investigation was made prior to the dismissal
decision, and that written notice of the reason for discharge be provided to the
employee. Significantly, the proposed amendment prohibits a finding of just
cause where the employee was not progressively disciplined within the year prior
to the discharge. As drafted, the proposed law gives the discharged employee, or
class of employees, the right to pursue the matter in a private cause of action or
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before an independent arbitration, selected from a panel of qualified arbitrators.
Employees would be entitled to damages, including back pay, punitive damages,
reinstatement, restoration of hours, and other injunctive relief. Notably, the
amendment provides not only that the burden of proof would be on the employer,
but also that where the arbitrator finds for the plaintiff employee(s), the arbitrator
shall award reasonable attorney fees and costs.

3.

THE FUTURE OF EMPLOYMENT AT WILL AS THE
DEFAULT IN NEW YORK IS UNCERTAIN

Admittedly, the proposed amendment to the New York City Administrative Code
currently pending before the Council is limited in scope to fast food employers.
Outside the New York City fast food industry, the default employment at will,
with exceptions standard continues as the law throughout the state and
throughout all other businesses. Yet the questions of whether the proposed
amendment will become law and whether such proposal could lead to further
action to erode, or even eliminate employment at will in New York persist. In
light of the judiciary’s unwillingness to alter the doctrine without legislative
authority, and the legislatures’ failure, over the course of many years to enact
such a change, what impact does this proposed bill foretell? Will the bill pass? If
it does, what effect will it have on the New York City fast food industry? Will
calls to impose a just cause standard spread to other industries outside the city?
How will employers react? Will they oppose a just cause standard? Are they
aware of the employment at will standard as it stands today? Have they
considered the impact such a change might bring? Would they be open to such a
change? These and many other questions remain unanswered.
In view of these many unanswered questions and the significant consequences
this limited change in the law could potentially lead to for all business owners in
New York, this paper proposes a survey be conducted to explore the
receptiveness of small business owners and union officials in the New York City
metropolitan area to the legislative imposition of a just cause for termination
standard.

4.

RESEARCH PROPOSAL

We propose a study to investigate the knowledge and understanding of small
business owners and union representatives in the New York City metropolitan
area of 1) the history and application of the employment at will doctrine, 2) the
various exceptions to the doctrine in New York, and 3) the just cause provisions
contained in most labor-management agreements.
The study will also explore the receptiveness of the sampled small business
owners and labor unions to the adoption and implementation of the attached
proposed ‘just cause” legislation (Appendix “B”) which would require that an
employer have sufficient grounds to justify terminating an employee from
employment (including, but not limited to, misconduct, layoff due to lack of
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work or the employee’s failure to satisfactorily perform job duties, and any other
circumstances in which the employment relationship ends). The study will seek
input from the perspective of the participants as small business owners and union
representatives, on how to improve the proposed legislative language. This
information will then be used to craft legislation to be submitted to New York
State legislators for their consideration.

Figure 1. RESEARCH PROPOSAL: Would small business owners and
labor union officials be willing to end the employment at will doctrine in
favor of just cause legislation in New York State?
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A quantitative research project will be conducted in which one hundred and fifty
(150) New York City metropolitan area small business owners and one hundred
and fifty (150) New York City metropolitan area labor union officials will be
questioned as to their knowledge of and views regarding employment at will, just
cause, and the attached proposed “just cause” legislation. In order to assure the
validity, accuracy and reliability of the results, a minimum of seventy-five (75)
completed small business owner surveys and seventy-five (75) completed labor
union official surveys will be required as a threshold.
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5.2

Participants

The participants will be randomly selected from small businesses (defined as
employing two (2) to five hundred (500) employees) and labor unions operating
throughout the five boroughs of New York City, Nassau County and Suffolk
County. The surveys will be conducted to gather information regarding the
participants’ understanding of the employment at will doctrine as applied in New
York, their knowledge of just cause, and their familiarity with the currently
pending proposal to amend the New York City Administrative Code to include a
just cause provision applicable to fast food businesses operating in New York
City. The participants will also be asked a series of questions related to the
proposed just cause legislation (Appendix “B”), with emphasis placed on their
concerns and/or objections to the proposal in general, to any specific clause(s),
and any recommendations they have to revise the proposal to address their
concerns or objections.

5.3

Components of the Survey

The survey will explore the New York small business owners’ and labor union
officials’ familiarity with the employment at will doctrine, with an emphasis on
their knowledge of the complexities of the doctrine given the many exceptions
applied in New York. Participants will also be asked about their knowledge of
and familiarity with the just cause doctrine. Further the participants will be
questioned regarding their awareness of legislative proposals to eliminate the
doctrine in favor of a just cause standard. Participants will be given our model
“just cause” legislation (Appendix B) and asked to critique it focusing on what
they consider to be the positive aspects and the weaknesses of the draft
legislation. They will also be asked to modify and presumably improve the draft
legislation. Last, the participants will be asked whether they would be willing to
support legislative elimination of the employment at will doctrine in New York,
and if not, why they would oppose such a change.
Research results will be verified by the use of focus group interviews. We will
digitally record and transcript will be generated. At all stages of the research,
confidentiality of the participants will be preserved. Recruitment is anticipated to
begin in the summer, 2020 and data collection is expected to conclude by spring,
2021. Focus group information collection is projected to end by fall, 2021.
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5.4

Analysis

We will analyze the interviews and the completed surveys utilizing the NVIVO
software program. Our goal is to identify and analyze repeating and similar
concepts regarding any concerns, objections, and/or recommendations that either
the business or labor union stakeholders may have for changes to the proposed
just cause legislation.

5.5

Expected Outcome

The data obtained from our study will lead to framing focused recommendations
on implementing model “Just Cause” legislation. It is anticipated that future
research will explore drafting and implementing similar uniform “Just Cause”
legislation on a national level to govern all fifty (50) states.
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APPENDIX A
Statutory Exceptions to the Employment at Will Doctrine
Recognized in New York State

Basis for Limiting the
Employment at Will
Doctrine

Whistleblower
Protections

Examples of Statutes Prohibiting / Limiting the
Doctrine

New York Labor Law, section 215 - general no retaliation
law
New York Labor Law, section 740 – prohibits retaliatory
discharge for reporting practices which threaten the public
health
New York Labor Law, section 751 – prohibits retaliation
by health care employers against employees who disclose
or threaten to disclose improper quality of patient care
New York Labor Law, section 861-f – prohibits
retaliatory discharge for reporting violations of the New
York State Industry Fair Play Act
New York Labor Law, section 862-e – prohibits
retaliatory discharge for reporting violation(s) of New
York State Commercial Goods Transportation Act
New York Finance Law, section 191 – provides remedies
for employees terminated in retaliation for filing claims
under the New York False Claims Act
New York Commercial Goods Transportations Act
Sarbanes-Oxley Act of 2002 – prohibits retaliation against
informants and witnesses in enforcement proceedings
under the law (which establishes auditing and financial
reporting requirements to protect shareholders, employees
and the public)
Title I of the Affordable Care Act – prohibits retaliation
against employees for reporting violations of the law
Aviation Investment and Reform Act for the 21st Century
(AIR 21) – prohibits retaliating, including discharge, for
reporting air carrier safety violations
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Retaliatory Discharge
Protections – Workers’
Compensation

New York Workers Compensation Law, section 120 –
prohibits retaliatory discharge for filing a worker’s
compensation claim or testifying in a worker’s
compensation hearing

Retaliatory Discharge
Protections Employment
Discrimination

New York Executive Law, section 296 - prohibits
discharge or retaliation on the basis of an individual’s age,
race, creed, color, national origin, sexual orientation,
military status, sex, disability, predisposing genetic
characteristics, familial status, marital status, or domestic
violence victim status
New York City Human Rights Law section 8-107 prohibits employers from refusing to hire or discharging a
person on basis of that person’s actual or perceived age,
race, creed, color, national origin, gender, disability,
marital status, partnership status, caregiver status, sexual
orientation uniformed service or alienage or citizenship
status
Title VII of the Civil Rights Act of 1964 – prohibits
discrimination in employment, including discharge, on the
basis of race, color, sex, religion or national origin
Pregnancy Discrimination Act of 1978 - prohibits
discrimination in employment, including discharge, on the
basis of pregnancy
Age Discrimination in Employment Act – prohibits
discrimination in employment, including discharge, on the
basis of age
Americans with Disabilities Act of 1990 - prohibits
discrimination in employment, including discharge, on the
basis of disability

Retaliatory Discharge
Protections – Sick Leave

New York City Paid Sick Leave, section 20-918 –
prohibits retaliation, including discharge for requesting or
using sick leave

Restrictions on the Right
to Discharge under New
York State
Unemployment
Insurance Law

New York Labor Law, sections 501 and 593 – in general,
prohibits refusing unemployment insurance benefits to
terminated employees unless the employer can
demonstrate that the employee voluntarily quit or engaged
in disqualifying misconduct
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Retaliatory Discharge
Protections – Health and
Safety

Occupational Safety and Health Act – prohibits
retaliation, including discharge, for reporting injuries,
safety concerns or for other protected activity

Restrictions on the Right
to Discharge – Family
Medical Leave

Family Medical Leave Act of 1993 – prohibits retaliation,
including discharge, for taking family or medical leave as
provided for under the Act
New York State Paid Family Leave - prohibits retaliation,
including discharge, for taking family leave as provided
for under the law

Retaliatory Discharge
Protections - Employee
Union Activity /
Employee Concerted
Activity

National Labor Relations Act – prohibits retaliation
including discharge, on the basis of union activity or
employee concerted activity
New York Public Employees Fair Employment Act (the
NY Taylor Law) – prohibits retaliation, including
discharge against New York public sector employees on
the basis of union activity
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APPENDIX B
The Equitable Employment Termination Act
(Proposed New York State Legislation)
A state law to amend the laws of the State of New York, in relation to equitable
termination from employment:
Short title:
§ 101.1 This article shall be known as the Equitable Employment Termination Act.
Purpose:
§ 101.2 This purpose of this article is to ensure the fair, reasonable and equitable
treatment of all parties to the employment relationship. In pursuit of this purpose,
this article requires that when employment is terminated, such termination shall be
for just and equitable reasons.
Definitions:
§ 101.3
meanings:

As used in this article, the following terms have the following

§ 101.3 (a)
“Employee” shall mean any person who works for or provides
services for the benefit of another, in exchange for wages, salary or other thing of
value. The term employee shall not include a person who is an independent
contractor.
§ 101.3 (b)
“Employer” shall mean any person, individual, corporation,
partnership, trustee or business entity who provides wages, salary or any other
thing of value to another person in exchange for that person’s provision of work or
service.
§ 101.3 (c)
“Termination” means any cessation of employment, including
discharge, constructive discharge, reduction in hours, indefinite suspension,
elimination of the job, layoff for lack of work, failure to recall or rehire, and any
other cutback in the number of employees for a legitimate business reason.
§ 101.3 (d)
“Constructive discharge” means the voluntary termination of
employment by an employee because of a situation created by an act or omission
of the employer which a reasonable person would find so intolerable that
voluntary termination is the only rational alternative. Constructive discharge does
not mean voluntary termination because of an employer's refusal to promote the
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employee or improve wages, responsibilities, or other terms and conditions of
employment.
§ 101.3 (e)
“Reduction in hours” means a reduction in an employee’s hours
of work totaling at least 15 percent of the employee’s weekly work schedule.
§ 101.3 (f)
“Probationary period” means a defined period of time, not to
exceed ninety (90) days from the first day of employment, whereby employers
and employees are free, at any time, with or without notice and with or without
just cause, to end the employment relationship.
§ 101.3 (g)
“Progressive discipline” means a disciplinary system that
provides a graduated range of reasonable responses to an employee’s failure to
satisfactorily perform job duties, with the disciplinary measures ranging from
mild to severe, depending on the frequency and degree of the failure. Nothing
herein shall preclude an employer from terminating an employee immediately for
egregious or gross misconduct constituting just cause.
§ 101.3 (h)
“Just cause” for termination means reasonable job-related
grounds for discharge based on an employee’s failure to satisfactorily perform
job duties or misconduct that is demonstrably and materially harmful to the
employer’s legitimate business interests.
Prohibition of termination of employment without just cause:
§ 101.4 (a)
An employer shall not terminate an employee who has
completed the employer’s probation period except for just cause.
§ 101.4 (b)
Any employee claiming to be aggrieved by an employer’s
violation of this article may bring an arbitration proceeding, including on a class
or collective basis, for back pay and benefits and other damages, including
punitive damages, for reinstatement, restoration of hours, and other injunctive
relief, and for such other remedies as may be appropriate. In an arbitration
proceeding brought pursuant to this article, if the arbitrator finds in favor of the
employee, the arbitrator shall award such employee, in addition to other relief,
reasonable attorneys’ fees and costs.
§ 101.4 (c)
An employee’s sole remedy for termination of employment
without just cause shall be pursuant to the provisions of this article.
§ 101.4 (d)
An employer shall provide written notice of termination of
employment to an employee no later than seven days from the date of discharge.
The notice of termination shall include all grounds upon which the employer’s
decision to terminate the employee’s employment was based.
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§ 101.4 (e)
Employers shall conspicuously post, in an area(s) regularly and
frequently used by its employees, written notice addressed to its employees,
advising such employees that, pursuant to this article, it may only terminate nonprobationary employee for just cause (the “termination for just cause posting”).
The termination for just cause posting shall include a written description of the
employee’s right to dispute a termination of the grounds that the termination was
without just cause, by filing a demand for arbitration with the local Office of
Equitable Employment.
Administration
§ 101.5 (a)
There is hereby created an office for the administration of the
Equitable Employment Termination Act, to be known as the Office of Equitable
Employment. The Office of Equitable Employment shall have the power and duty
to adopt, promulgate, amend, and rescind suitable rules and regulations to carry
out and administer the provisions of this article, including, establishing and
maintaining a principle office and such other local offices as needed; appointing
and hiring officers, attorneys, clerks and such other employees as necessary; and
establishing and maintaining a roster of arbitrators and mediators, with suitable
knowledge, experience, and qualifications in labor relations and employment law,
to carry out the provisions and purposes of this article.
§ 101.5 (b)
An employee who alleges he/she has been terminated from
employment without just cause, in violation of this article, shall within thirty days
from his/her last day of employment, file a demand for arbitration with the Office
of Equitable Employment. The demand for arbitration must include a general
description of the alleged violation(s) but need not reference the precise section(s)
alleged to have been violated. The employee shall simultaneously provide a copy
of the demand for arbitration to his/her employer at the employer’s business
address by regular mail, electronic mail, or private mail service.
§ 101.5 (c)
The right to demand arbitration through the Office of Equitable
Employment shall be the sole and exclusive remedy for to an employee alleging
termination without just cause.
§ 101.5 (d)
The Office of Equitable Employment shall establish fair and
equitable procedures for the designation of mediators and arbitrators to resolve
allegations of unjust termination, in violation of this article.
§ 101.5 (e)
Within fourteen calendar days of receipt of a demand for
arbitration for failure to terminate for just cause, the Office of Equitable
Employment shall notify the employer in writing of the demand for arbitration and
shall describe and set forth the right of the parties to submit their dispute to
voluntary mediation (“notice of voluntary mediation”). A copy of the notice of
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demand for arbitration and notice of voluntary mediation shall simultaneously be
provided to the employee.
§ 101.6 (f)
The notice of voluntary mediation shall explicitly advise the
parties of the following: that mediation pursuant to this article is voluntary; that
mediation must be agreed to in writing by both parties; and, that any decision,
award, opinion, determination or writing of the mediator shall not be binding upon
the employee or employer unless and until such writing of the mediator is agreed
to and signed by the employee and the employer.
§ 101.6 (g)
Should the parties agreed, in writing, to submit their dispute to
mediation, the Office of Equitable Employment shall designate a mediator to act
as a conciliator between the parties to negotiate a mutually agreed to resolution of
their dispute.
§ 101.6 (h)
Either party, at their sole discretion, may withdraw from
mediation by advising the opposing party, the mediator and the Office of Equitable
Employment, in writing, of their decision to withdraw (“notice of withdrawal from
mediation”).
§ 101.6 (i)
Within seven days of receipt of a notice of withdrawal from
mediation, the Office of Equitable Employment shall initiate proceedings to
submit the dispute to final and binding arbitration.
Arbitration
§ 101.7 (a)
Should either party decline to voluntarily submit the dispute to
mediation, or should the parties fail to timely respond to the Office of Equitable
Employment’s notice of voluntary mediation, the dispute shall be submitted to
final and binding arbitration.
§ 101.7 (b)
The Office of Equitable Employment shall designate an arbitrator
to review evidence and to hear witnesses and argument to determine if the
employer had just cause to terminate the employee.
§ 101.7 (c)
In determining whether an employee has been terminated for just
cause, the arbitrator shall consider, in addition to any other relevant factor(s), the
following:
i.

Did the employer warn the employee that his/her conduct might
result in termination before taking action?

ii.

Did the employee violate a clearly communicated work rule which
covers the conduct and which is reasonable and related to the
orderly, efficient and safe operation of the employer’s business?
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iii.

Did the employer investigate the incident before taking action?

iv.

Was the employer’s investigation fair and objective?

v.

Did the employer establish a preponderance of evidence that the
employee is committee the misconduct?

vi.

Did the employer fairly and even-handedly enforce the rule(s) in
question? Has the employer treated other employee(s) differently
in applying the rule(s) in question?

vii.

Was the degree of discipline appropriate in relation to the
seriousness of the worker’s offense and worker’s prior work
record?

viii.

Did the employer provide the employee with relevant and
adequate training?

ix.

Did the employer consider any mitigating circumstances, double
jeopardy and/or any other equitable consideration(s)?

x.

Federal, State and Local law, claims brought in equity and in
contract law.

§ 101.7 (d)
In determining whether an employee has been terminated for just
cause, the arbitrator shall not consider any reason(s) not included in the employer’s
written notice of termination, provided for in section 101.4 (d) herein.
§ 101.7 (e)
A termination shall not be considered based on just cause unless
the employer has utilized progressive discipline, except in cases of egregious or
gross misconduct constituting just cause.
§ 101.7 (f)
The employer shall bear the burden of proving just cause by a
preponderance of non-hearsay evidence in any arbitration brought pursuant to
this article.
Remedies:
§ 101.8 (a)
In an arbitration proceeding brought pursuant to this article, if the
arbitrator finds in favor of the employee, the arbitrator may award such employee
back pay and benefits and other damages, including punitive damages,
reinstatement, restoration of hours, injunctive relief, and such other remedies as
may be appropriate.
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§ 101.8 (b)
In an arbitration proceeding brought pursuant to this article, if the
arbitrator finds in favor of the employee, the arbitrator shall award such employee,
in addition to other relief, reasonable attorneys’ fees and costs.
§ 101.8 (c)
The employer may, in its sole discretion, elect to pay its
terminated employee a severance payment in lieu of wrongful termination
proceedings under this article, provided the severance package meets the minimum
threshold set forth here. Where an employer agrees to voluntarily pay its employee
a severance, the arbitrator shall award employees employed 1-10 years a lump sum
payment of five thousand dollars ($5,000) plus of one (1) months wages for each
year of employment; for employees employed 10 or more years, the arbitrator shall
award the employee ten thousand dollars ($10,000) plus of one (1) months wages
for each year of employment. Such severance award shall be in full settlement of
any and all claims brought or that could have been brought under this article.
§ 101.8 (d)
The determination of the arbitrator shall be final and binding and
shall be enforceable in the New York State Appellate Division, Third
Department.
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THE BREXIT ANNOUNCEMENT: A TEST OF
MARKET EFFICIENCY

Jordan Boulton
Frank W. Bacon
Longwood University
ABSTRACT
This study tests the market efficiency theory by examining the effect of
the Brexit announcement on a sample stock firms and the market as a whole. The
analysis examines 10 firms traded on the New York Stock Exchange and also
heavily linked with markets in the UK and European Union. The purpose of this
study was to test market efficiency around the Brexit vote, which affected many
different global markets, influenced these 10 companies in the NYSE market.
Results of this analysis show risk adjusted stock price returns for the sample of
companies declined approximately 21 days prior to the vote date and continued
dropping after the vote result was announced. This suggests that the market
reacted to the Brexit announcement according to the semi-strong form market
efficiency theory.
Key Words: Brexit, Market, Efficiency, Returns, Uncertainty.

INTRODUCTION
The call for a referendum on the UK remaining a part of the EU began
back in January 2013. David Cameron promised a vote, in what is known as the
Bloomberg speech, of an in/out referendum if the Conservatives won the 2015
election. The vote for Brexit, which would result in the United Kingdom leaving
the European Union, took place on the 23rd of June 2016. The result of this vote
was that a majority of the British public voted in favor of the leave campaign.
Leave won by 51.9% to 48.1% and the referendum turnout was at 71.8%, with
more than 30 million people voting. Since the vote took place, the following days,
weeks and months led to financial market and political uncertainty throughout
Europe and even spreading to the nations heavily associated with the EU.
The European Union, commonly referred to as the EU, is an economic and
political partnership involving 28 European countries. It began after World War II
and was created to foster economic co-operation between the countries, with the
idea that countries would freely trade with one another and avoid going to war with
each other. It has since grown to become a "single market" which allows goods
and people to move around more freely. It has its own currency, the Euro (€), used
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by 19 of the countries, and its own parliament located in Brussels. They set rules
in a wide range of areas on topics like the environment, transport and consumer
rights. (Hunt & Wheeler, 2018)
In the days following the referendum the British Pound depreciated
sharply, falling against the US dollar (from 1.49 to 1.37), the euro (from 1.31 to
1.23) and the yen (from 157.6 to 139.4). The pound is still in a slump in its value
and is currently about 10% down against the dollar, and 10%-15% down against
the euro. See Tables 1 and 2 for other effects.
Table 1.

Table 2.

However, many predictions of immediate doom were wrong, with the UK
economy estimated to have grown 1.8% in 2016, second only to Germany's 1.9%
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among the world's G7 leading industrialized nations. The UK economy continued
to grow at almost the same rate in 2017 although there was slower growth, of 0.6%
in the first half of 2018. This shows how the UK has managed to regulate and
recover following the initial surprise vote to Leave the EU.

LITERATURE REVIEW
After months of negotiation, the UK and EU produced a 585-page
withdrawal agreement. This covers how much money the UK owes the EU: an
estimated £39bn, and what happens to UK citizens living elsewhere in the EU and
EU citizens living in the UK. (Hunt & Wheeler, 2018)

Brexit
A part of the Brexit deal includes the transition period. It refers to a period
of time after 29 March 2019 to 31 December 2020. If it gets extended after going
to a European vote, everything will be in place and allow businesses and others to
prepare for the moment when the new post-Brexit rules between the UK and the
EU begin. It also allows more time for the details of the new relationship to be
fully put into order and for it to be a clean-cut agreement. Free movement will
continue during the transition period, as the EU wanted, and the UK will be able
to strike its own trade deals, although they won't begin until 1 January 2021. This
transition period is currently only due to happen if the UK and the EU agree to a
Brexit deal which is still in the drafting process. (Hunt & Wheeler, 2018)
Inflation initially rose after June 2016 but has since eased to stand at 2.2%.
Unemployment has continued to fall, to stand at a 43-year year low of 4%. Annual
house price increases have steadily fallen from 8.2% in June 2016 to 3.2% in the
year to August 2018, according to official ONS figures. This is the lowest annual
increase in prices for five years, but it is still higher than inflation, so property
continues to show "real terms" increases in prices. See Tables 1 and 2 above.

Market Efficiency and Investment Analysis Fees
This study tests the semi-strong market efficiency theory by using the
standard event study methodology in the finance literature (Bacon, 2008). If the
market is semi-strong form efficient, then two popular methods of stock valuation
are rendered useless resulting in a significant implication of this study’s findings.
Investors pay analysts who use these valuation models billions of dollars annually
for investment advice and guidance. But if the market is efficient, these investors
are wasting billions of dollars on useless investment advice. Efforts to determine
the “right” value of stock are useless if the market is semi-strong form efficient
since the “right” price is the market price that instantly impounds all available and
relevant information (Bacon & Cannon, 2018).
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Market Efficiency
If the market is semi-strong form efficient, investors are wasting billions
of dollars on technical and fundamental analyst fees for worthless advice. There
are three different forms of market efficiency as defined by the efficient market
hypothesis (Fama, 1970). These include strong-form, semi-strong form, and weak
form efficiency. Strong form efficiency states that the market reacts to all forms of
information including past, public, and private so fast that no investor can earn an
above normal risk adjusted return by acting on such information. This makes it
impossible for someone to earn an above normal return because the stock price
reflects all information whether known or not. An above normal return would be a
return greater than the expected risk adjusted return of the stock price.
Accordingly, an investor can’t earn an above normal return by acting on inside
information. Research suggests that the market is not strong form efficient because
insiders outperform the market (Bacon & Cannon, 2018). This finding provides
enough evidence to refute the strong-form of the efficient market hypothesis
(Finnerty, 1976). Next, the weak form efficient market hypothesis states that all
past information is imbedded in stock price. This means that the stock price would
not reflect other information, such as earnings forecasts, merger announcements,
or money supply figures (Ross et. al., 2016). This means that no investor can earn
an above normal return by acting on past information rendering technical analysis
useless since its basic assumption rests on the ability to use the past stock price
movement identified in charts to predict future stock prices. Weak-form efficiency
is the weakest type of efficiency since historical price information is the easiest
kind of information about a stock to acquire (Ross et. al., 2016). No investor can
earn an above normal return by acting on past information (Bacon & Cannon,
2018).

Semi-Strong Form Efficiency
Finally, the form of market efficiency tested in this study is the semi-strong
form efficient market hypothesis. This states that all stock prices reflect public
information making it impossible to earn an abnormal return by acting or investing
on public information, thus rendering fundamental stock analysis useless. This
information includes historical stock prices and published accounting statements
of a firm (Ross et. al., 2016). This study tested the semi-strong form efficient
market hypothesis by examining the risk-adjusted returns of 10 firms’ stock prices
from thirty trading days before the event to thirty days after. Ross defines an
efficient market response as an immediate stock price adjustment to new
information. There is no tendency for subsequent increases and decreases (Ross et.
al., 2016).

DATA AND METHODOLOGY
For this test of market efficiency, 10 firms that are exposed to Britain and
the European Union markets, but also traded on the New York Stock Exchange
were used. In this study the market’s reaction to the announcement, along with the
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impact it had on these firms in the market, is being tested. The 10 firms and the
corresponding S&P 500 index from 180 days before the announcement date of
June 23rd 2016 and 30 days after the announcement were analyzed, and the
following hypotheses are used to test the effect of the announcement on the 10
firms stock prices and the semi-strong market efficiency theory.
H1(0): The adjusted stock price return of the sample of firms announcing
Brexit is not significantly affected by information on the announcement date.
H1(1): The adjusted stock price return of the sample of firms announcing
Brexit is significantly negatively affected by information on the announcement
date.
H2(0): The adjusted stock price return of the sample of firms announcing
Brexit is not significantly affected by information around the announcement date
as defined by the event period.
H2(1): The adjusted stock price return of the sample of firms announcing
Brexit is significantly negatively by information around the announcement date as
defined by the event period.
The method for the analysis is as follows:
1.) The event date was obtained (June 23rd, 2016) and is day 0. Past stock
prices are obtained for all companies in the sample and the S&P 500 from
yahoo.finance for the duration of the event study, -180 trading days to +30 trading
days.
2.) The holding period returns of the companies (R) and the S&P 500 index
(Rm) were calculated using these formulas:
Current daily stock return= (current day close price – previous day close price)/
previous day close price
Current daily index return= (S&P current close- S&P previous close)/
S&P previous close
3.) A regression analysis was conducted to calculate the alpha (the
intercept) and the beta (the slope of the regression line). This was completed by
using the actual daily return of each company (dependent variable) and the
corresponding S&P 500 index daily return (independent variable) over the course
of the pre-event period, -180 days to -31 days. Alphas and betas are shown in the
Table 3.
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Table 3. Alphas and Betas
Company name

Alpha

Beta

Nike

-0.00047356

0.888580876

Adidas

0.003345412

0.728386313

Gsk

0.000455815

0.858709072

Amazon

0.001559789

1.149566215

Prudential

-0.001321516

1.681219601

Coors Brewing

0.001097642

0.58095818

Invesco

-0.000837154

1.740849112

Citigroup

-0.001298378

1.832187953

Apple

-0.001300198

1.144730644

Marathon oil

-0.002436079

2.415216697

4.) For this study, in order to get the normal expected returns, the risk-adjusted
method (market model) was used. The expected return for each day of the event
period from day -30, to day +30, was calculated as: E(R)= alpha+Beta (Rm). Where
Rm is the return on the market, i.e. the S&P 500 index.
5.) Then, the Excess return (ER) was calculated as: ER= the Actual Return
(R) – Expected Return E(R).
6.) Average Excess Returns (AER) was calculated (for each day from -30
to +30) by averaging the excess returns for all the firms for a given day. AER =
Sum of Excess Return for given day/n. Where n = number of firms in sample.
7.) Cumulative AER (CAER) was calculated by adding the AERs for each
day from –30 to +30.
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8.) Graphs of AER and Cumulative AER was plotted for the event period
i.e. day -30 to day +30.

QUANTITATIVE TESTS AND RESULTS
Did the market actually react to the Brexit announcements? Was the
information surrounding the event significant? If the information surrounding the
event was significant and contributed to a change in stock price in either direction,
negative or positive, there would be a substantial difference between the Actual
Average Daily Returns (Day -30 to Day +30) and the Expected Average Daily
Returns (Day -30 to +30). In order to test for a significant difference between the
Actual Average Daily Returns and the Expected Average Daily Returns for the
samples, a paired sample t-test was conducted. For the sample of firms, the paired
sample t-test provided evidence at the 5% significance level that there was a
difference between the Actual Average Daily Returns and the risk-adjusted
Average Expected Daily Returns. These results support the hypothesis H2(1): the
risk adjusted rate of return of the stock price of the sample firms is significantly
negatively affected by the Brexit event around the announcement date as defined
by the event period.
In addition, it is important to test the stock price reaction to the Brexit
announcement to determine the level of efficiency of the market response.
Basically, did the market display weak, semi-strong, or strong form market
efficiency? By analyzing the market reaction, it is possible to conclude how
quickly the market reacted to the Brexit vote.
The main factor in examining market efficiency is testing to see if the
Average Excess Return (AER) and the Cumulative Average Excess Return
(CAER) for the sample of firms are significantly different than zero; the other
factor is observing a graphical relationship between time and AER or CAER
(Charts 1 and 2). T-tests of both AER and CAER for the sample of firms indicated
that the means were different than zero at the 5% significance level.
The average excess returns (AER) and the cumulative average excess
returns (CAER) graphs for the ten companies is shown below (Charts 1 and 2).
Chart 1 shows the AER for the 10 companies varying for day -3) to day -6, but it
is at this time that there is a huge spike upwards only 5 days prior to the Brexit
vote date. This spike upwards just 5 days prior to the vote could be due an
expectation that the UK would not leave the European Union. This is backed up
by polls released June 20 that suggested the prospect of an “exit” was diminishing,
prompting a surge in global stock markets (Calamur, 2016).
This surge in the market was quickly diminished in the last couple of days
before the vote, as shown through a spike downwards. Then when the news of
Brexit vote broke out, this led to further losses in the market shown through the
huge spike downwards in terms of return at day 0 to day 3. This was clearly a shock
to a lot of people, especially with the vote being so close and led to huge losses in
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the financial markets, particularly to companies that are exposed to the European
and British markets.

With regards to the CAER, around 21 days prior to the vote date the
cumulative excess returns of the 10 companies begins to decrease. These results
confirm the semi-strong market efficiency theory, which shows that the market
anticipated the Brexit announcement with negative decline in stock prices. This
ends around 5 days to go before the vote, where the cumulative returns shoot up,
again due to expectation of staying in the EU. On day 0 a big decrease is observed
with an occasional spike upwards followed by a decreasing trend for the following
21 days after the vote. Only then does the market seem to bounce back from the
news of the UK voting to leave.
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CONCLUSION
In the days prior to the Brexit vote, there was definitely an uncertainty
about the final expected vote. This is backed up by the declining return of these 10
companies in the final few weeks before the vote and supports the semi-strong
market efficiency theory. The surge before the vote date was due to the expectation
that the ‘Remain’ votes would exceed the ‘Leave’ votes. Finally, when the vote
hit, and it was not the result that so many had predicted or expected, this led to
huge drops in returns for the following couple of days and continued downward
trend in return for the 21 days afterwards. This shows how Brexit had an effect on
global stock price uncertainty and led also to a lot of economic and political unrest.
Brexit is still currently having an effect on many companies and governments and
it is thought to not fully be ironed out until sometime in the new year.
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ABSTRACT
Healthcare costs in the United States continue to rise, consuming nearly 20% of
the nation’s gross domestic product (GDP), with sustained projected increases in
the foreseeable future. Diagnostic testing accounts for 3% of this total, one third
of which is deemed unnecessary. Under the current fee-for-service (FFS) model,
physicians have been incentivized to order more testing and provide more
treatment because payment is dependent on the quantity of care rather than the
quality of care, thus doing little to inspire patient involvement, patient education,
or preventative care in a system that already shields patients from the true cost of
care. By identifying the contributing factors for improper test utilization within the
clinical laboratory, including genetic testing, healthcare organizations can reduce
overall costs for all stakeholders by implementing changes outlined in this paper,
including electronic medical record restrictions and consulting specialists in
diagnostic and genetic testing such as the Doctorates in Clinical Laboratory
Sciences (DCLS).
Key Words: Free for service model, electronic medical record DCLS practitioners
INTRODUCTION
In today’s hospitals and healthcare facilities, many organizational challenges must
be overcome for facilities to succeed in the ever-changing United States healthcare
system. Led by the enormous growth in healthcare spending, with ongoing
projected increases (Centers for Medicare & Medicaid Services, 2018; Centers for
Medicare & Medicaid Services, 2019), governmental regulations and pressure to
contain costs for all stakeholders continue to move in the direction of decreasing
reimbursements, restrictive coverage, and higher premiums for at-risk patients,
requiring the improvement in the quality of care by means of measuring key
performance indicators within healthcare facilities. In their efforts to optimize
performance while decreasing costs, healthcare facilities are faced with significant
operational challenges, including: supply chain disruptions and back-orders
resulting in expediting charges and increased chances for erroneous drug
conversion mistakes due to relying on back-up medications; misfiling claims to
payers leading to innately lower reimbursements; attracting and retaining
productive staff to decrease turnover rates and costs associated with hiring,
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training, and on-boarding; and, properly utilizing organizational resources to
maximize key performance measures tracked by overseeing governmental
agencies. This paper will focus on one of these challenges—the issue of properly
utilizing organization resources—discussing effective test utilization within the
clinical laboratory, reviewing current best practices that have been trialed by other
organizations, and proposing a broad solution that healthcare facilities could
implement to achieve their goals of stronger financial strength and the provision
of higher quality patient care. The issue of efficient test utilization spans the entire
available test menu and affects patient safety overall; however, this paper will
emphasize modern genetic testing, which has gained accelerated attention due to
its significant costs and the unprecedented benefits for patients compared to other
laboratory assays available to providers.
CONTRIBUTING FACTORS AND IMPACTS OF IMPROPER CLINICAL
LABORATORY TEST UTILIZATION
Clinical laboratory test utilization is the summation of physicians and other
healthcare providers selecting the correct laboratory test at the correct time for their
patients and then correctly interpreting that test result before administering the
correct treatment or ordering subsequent testing to achieve the correct diagnosis.
Ineffective or inappropriate test ordering has been classified as “pre-pre” analytical
errors, referring to improper test selection before a patient sample has even been
collected (Laposata & Dighe, 2007). Also identified, but on the opposite end of the
assay-ordering spectrum, are “post-post” analytical errors, where an incorrect
interpretation of a laboratory test results in a provider misdiagnosing or
inaccurately treating the patient in a manner that is excessive or needless (Laposata
& Dighe, 2007). As previously mentioned, the overall financial impact of
diagnostic testing, representing just 3% of all healthcare spending, is fairly low,
even when considering expensive genetic assays (e.g. next-generation full genome
sequencing); however, the downstream testing and procedures based on those
laboratory findings (or lack of) can be tremendously pricey giving rise to the
aforementioned unmanageable costs.
In recent studies, nearly one-third of all laboratory testing was deemed to be
unnecessary, with multiple factors contributing to the issue of improper test
utilization by physicians (Jones, 2017; Wertman, Sostrin, Pavlova & Lundberg,
1980). Perhaps one of the most challenging contributing factors is the lack of
evidence-based recommendations. As payers move towards an outcome-based
model, evidence-based best practices have led to efficiencies in the provision of
many healthcare services. In the world of laboratory testing, however, there have
been limited studies towards improving test utilization methods. The lack of
resources available to hospital and healthcare administrators hinders their ability
to implement progressive change when they are forced to withstand the trial and
error process themselves. Add in the technological limitations of big data mining,
compilation, and understanding, and the goal of superior test utilization is all but
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lost in the endless list of priorities that organizations must balance with dwindling
resources.
In the earlier days of clinical laboratory sciences, a finite test menu was offered to
clinicians due to limited testing methodologies. Today, technological
advancements within the realm of diagnostic assays have cultivated the rise of
testing platforms that offer insight to nearly every biochemical aspect of human
beings, from simple enzymatic and antibody/antigen reactions down to exact
sequences of genetic material to identify mutations in single nucleotides or genes
along with entire human genomes. Hospital testing menus can range from one to a
few hundred tests; then, add in the upwards of several thousand other tests offered
through reference laboratories and it becomes difficult for any single healthcare
provider to know not only which test would provide the patient information most
expediently, but, to also know how to interpret those results within the clinical
context of their patient’s diagnosis and health history. The enormity of tests
available has convoluted these decision-making issues that providers face on a
daily basis.
Given the degree of innovative assay development in recent years, the issue of
ineffective test utilization and high risk of result misinterpretation is compounded
when modern genetic testing is involved. Medical schools fail to properly educate
student physicians on diagnostic testing and interpreting results, and, the vast
majority of schools rarely explore genetic testing if their curriculum does include
clinical laboratory sciences (Laposata, 2007). The lapse in didactic coursework is
caused primarily from a profuse shortage in clinical molecular biologists and
geneticists who are knowledgeable enough about cutting-edge genetic testing to
educate providers, including those enrolled in medical schools as well as
experienced physicians already in the workforce (Riley, 2015).
Another contributing factor to improper test utilization is the over-bundling of test
panels, which has evolved from two differing influences: (1) facilities that make it
easier for physicians to order more tests in order to generate increased revenue
under the FFS model, and (2) as healthcare organizations diversify to encompass
more of the patient share within the market and offer specialized treatment options
for more diseases and injuries, more order sets are generated that are tailored to
each new treatment (e.g. stroke, chest pain, and wound care). The creation of order
sets fosters redundancy as the same tests might be included in multiple panels.
Along the same lines of over-bundling test panels, but restrictive to repeat testing
of specific tests, are standing orders. Easy to use, and easier to lead to waste,
standing orders rarely have scenarios where it is beneficial to continuously monitor
particular analytes over periods of time. One such scenario that benefits from
standing orders is therapeutic drug monitoring while patients receive
pharmaceuticals; however, far too often, these ordering practices span longer than
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the essential time period or the information sought could have been achieved from
simpler or fewer repeated analyses.
The new environment of healthcare within the United States depicts aggressive
legislature focusing on turning the current FFS reimbursement models into valuebased models in an attempt to be prohibitive on the ever-growing costs of care
(Committee on Quality of Health Care in America, 2001). While the FFS model
has been in place, unsustainable healthcare costs have caused the country to spend
nearly 20% of its GDP on healthcare, resulting in part from tempted physicians
and other healthcare providers to habitually over-utilize clinical laboratory
resources and testing aiming for higher reimbursement from payers (CMS, 2018).
This number will continue to creep upwards until the conversion towards outcomebased payments has been fully achieved and integrated into society. This issue, in
particular, is one that compounds an earlier contributing factor – the lack of
education and training older physicians face because these providers have been
embedded with the sense that facility resources, in terms of diagnostic testing, is
unlimited and not an opportunity for improvement when administrators are
attempting to contain costs.
When genetic testing is isolated as a part of the test utilization problem, the effects
of increasing wastes and costs are amplified due to their significantly higher costs
as compared to all other traditional diagnostic assays apart from imaging
procedures. Most physicians are unaware of the costs of testing, much as patients
are oblivious to the true cost of healthcare. Bates (1997) observed that when
physicians are provided with the cost per test their patients would be charged, no
significant change in test ordering occurred from the price transparency thus
suggesting that providers either do not care about the costs patients accrue or they
see the charge as potential revenue for services rendered. Also worth mentioning
is that patients might overlook the costs of tests as well due to increased demand
for genetic and genomic testing resulting from enhanced public awareness and
public perception of its benefits (Kotzer, 2014). Moreover, patients will often pay
the cost of additional tests if they believe, or have been informed by their doctor,
that there is added benefit from the result for higher probabilities of improved
treatment as money is generally not a factor when their or a loved one’s health is
in jeopardy.
Test result interpretation is another challenge that is becoming increasingly
complicated when genetic tests are ordered and also when numerous, very detailed
and focused assays are ordered concurrently. Due to the underwhelming
understanding of the vast data we can obtain from amplifying a patient’s genetic
code, the risk of doctors inaccurately treating patients not comprehending the “big
picture” of mutations within whole and exome genomes is virtually guaranteed.
Without highly trained and specialized genetic counselors available for
consultation, physicians are simply ordering tests with the mindset of “why not?”
rather than “why?” and subsequently are unable to efficiently diagnose or treat
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their patients due to the lack of knowledge regarding these tests. Kotzer (2014)
recognized that as the demand for genetic testing in healthcare continues to
increase and become more complex, the need for genetic counselors that can
increase genetic testing utilization also increases. Limited training and limited time
to address complexities surrounding these uniquely specialized tests further
support the need for trained personnel.
The core motivating goal of utilization management is cost savings. Lowered costs
within healthcare organizations have been achieved through various measures,
including decreased length-of-stay (LOS), fewer days on antibiotics, fewer tests
ordered and resources used, reduced chances for patient harm resulting from
improper treatment, optimized staffing productivity, and decreased readmission
rates. When monitoring departmental costs attributed to clinical laboratory testing,
all direct and indirect costs, including pre-analytic and analytic, variable, semivariable, and fixed costs, must be accounted for in order to derive the true overall
cost (MacMillan, 2013). Knowing the true cost is imperative in order to determine
downstream savings that can be achieved through utilization efforts. These costs
cannot always be directly measured due to the volatile nature of patient outcomes
and clinical presentations within the same patient populations with matching
diagnoses; therefore, cost accounting becomes even more important in analyzing
laboratory costs and the impacts of improved utilization management.
SUGGESTED MEASURES TO IMPROVE TEST UTILIZATION
Measures to improve test utilization, including genetic tests, begins with the
difficult clinical decision to define the patients that do and do not need a test (Baird,
2014). Once this step has been completed, the process to develop physician tools
for test ordering and interpretation can be created. Clinicians are often compelled
to order more tests initially for myriad reasons, including (1) an assumption that
the initial visit might be the only opportunity to get the desired information; (2)
patients’ requests resulting from information they obtained online; or, (3) the
practice of defensive medicine that causes doctors to over-utilize tests in order to
avoid potential malpractice litigation, or worse, patient harm. Because of this
tendency to order unnecessary tests, proper planning and implementation of tools
are imperative and should lay the foundation for improved diagnostic testing
utilization.
The most significant tool available to healthcare administrators and providers to
improve laboratory testing utilization is the facility’s electronic medical record
(EMR),with its three main subsystems of clinical decision support system (CDSS),
computerized physician order entry system (CPOE), and health information
exchange (HIE) (Aziz & Alshekhabokakr, 2017). Today’s leading EMR’s have
been developed with a plethora of functionalities that can customize the software
to tailor the needs of the organization. One example of those functionalities is
“hard-stops” which are alerts embedded within the EMR to alert professional
healthcare staff of errors that have been made or are about to be made. Hard-stops
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integrate the idea of stewardship interventions categorized into 3 varying strengths
consisting of gentle, medium, or strong in order to stop an unwanted behavior with
strong interventions designed to eliminate unnecessary and unintended laboratory
testing (Dickerson, et. al, 2017). Tailoring hard-stops to alert nursing and clinical
staff that specific tests cannot be ordered on particular patient populations is one
way to cease ordering errors. Another hard-stop might be created to alert ordering
personnel of duplicate test orders within specific timeframes where repeated
analyte testing is not necessary or beneficial until a specified amount of time has
passed.
Another functionality within EMR’s that can be harnessed once patient
populations have been identified to benefit the most from specific diagnostic tests
is reflexed testing. Reflexed testing, simply the sequential ordering of downstream
tests based on the results from the previous test results, has enormous potential for
streamlining patient care. Creating and modifying these types of testing
formularies generates gained benefits for all healthcare stakeholders for multiple
reasons: ease-of-use for physicians who are untrained or lacking education about
downstream testing and interpretation, cost savings for the facility and patient
since only appropriate testing will be performed based on the results of the
previously order test or test panel, and time saved for providers who are already
juggling high patient volumes and hectic schedules. Many reflex testing panels and
formularies include complex result interpretations by pathologists and clinical
laboratory technical directors to assist care providers receiving the result
information by explaining the findings and suggesting treatment approaches based
on the clinical presentation of the patient in conjunction with their other symptoms.
Along the lines of EMR functionalities, but for an organizational health system
with multiple care sites and less useful to stand-alone facilities, is standardization.
Identifying, creating, and implementing new testing formularies, reflex testing,
and alerting ordering personnel of duplicate testing orders can be spread
throughout the organization as a whole allowing for larger scales of efficiency to
be achieved. Standardization cannot be achieved without physician buy-in and
input to avoid hindering their abilities to treat their patients. Physicians are most
commonly the end-users in standardization efforts so success rides on their input
and willingness to accept new processes. One such example of physician buy-in
and achieving successful genetic test utilization is human papillomavirus (HPV)
DNA testing. By developing ordering criteria and identifying which patients would
benefit from HPV DNA tests, providers could prevent costs without benefit and
potential over-treatment of women (Solomon, 2009).
As mentioned above, doctors are not typically taught how to interpret molecular
and genetic assay results prior to completing medical school and must learn onthe-job during residencies and fellowships. Physicians who are nearing retirement
are often the least trained and knowledgeable in understanding the complex
methodologies integrated into genetic testing. These physicians would benefit
75

Journal of Business and Behavioral Sciences

greatly from geneticists and molecular biologists. Laboratory leaders at the
Cleveland Clinic sought to correct this shortfall by requiring providers without
specialty training in genetics to use genetic counselors and molecular genetic
pathologists to assist in test selection. By requiring untrained ordering personnel
to use genetic counselors and molecular genetic pathologists, Cleveland Clinic
generated a gross cost savings over $1.5 million dollars in two years as a result of
test utilization management efforts alone (Riley, 2015). Laboratory genetic
counselors are able to increase genetic test utilization through review and
assessment of the appropriateness of the ordered testing, developing protocols, and
by increasing communication with ordering providers (Kotzer, 2014). Genetic
counselors are also available to obtain detailed family histories that are crucial to
interpreting genetic test results which can prove burdensome to standard
physicians.
Diagnostic management teams (DMT) are a possible solution for both lack of
education and training as well as understanding expanding test menus, and, they
would be cost-neutral since they would be comprised of already employed hospital
staff (Laposata, 2007). Each member of the team would stem from their own
specialty as the subject-matter expert for that field, including the pathologists and
clinical technical directors mentioned above but also the medical laboratory
scientists performing the tests since they are the most knowledgeable about testing
limitations and interferences. One emerging resource with high promise to bridge
the educational gap between non-laboratorians and clinicians are the Doctorates in
Clinical Laboratory Sciences (DCLS). Medically trained, these DCLS offer insight
to diagnostic test result interpretation and proper test utilization. Along the lines of
DMT’s, leaders at the University of Michigan Health System (UMHS) created a
laboratory test utilization program that included the establishment of a Laboratory
Formulary Committee and through the application of peer-reviewed medical
evidence, input by medical content experts, and excellent cooperation by medical
staff, the utilization program led to a robust process of test utilization oversight,
ideal communication with clinical services, and significant UMHS activityadjusted reductions in laboratory expense (Warren, 2013).
Proposed implementation plan
To begin implementing a test utilization effort, data must be gathered and analyzed
within the organization. Trends and ordering patterns within physician specialties
and related diagnosis populations should be compared to medical knowledge and
literature to ensure doctors are practicing relevant testing configurations and
avoiding archaic methodologies (e.g. erythrocyte sedimentation rate versus Creactive protein). Trends and inconsistencies amongst evidence-based practices
should then be shared with key providers to initiate physician buy-in. Test
utilization programs would benefit most from having clinical pathologists, DCLS
practitioners, or the laboratory medical director lead dialogue as they can be the
physician champion bridging the clinical laboratory to patient providers.
Successful collaboration between doctors and the laboratory is vital for developing
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guidelines and algorithms that encourage proper test usage. Testing formulary
changes would include eliminating obsolete tests, implementing frequency
limitations so that certain tests might only be orderable once per day or even once
per admission, and supporting physician ordering tiers so that only highly-skilled
personnel would be able to order specialized testing. Diagnostic management
teams could also be created to assist providers with efficient test ordering and
interpretation in conjunction with EMR tactics. Utilization improvement
opportunities should then be implemented and monitored for process improvement
and performance outcomes. Even if test utilization processes were only rolled out
as small-scale changes localized to one physician practice, documented success
could then be spread throughout the organization as the new standard for
diagnostic test ordering.
CONCLUSION
When challenged with scarce resources and dwindling reimbursements, healthcare
organizations and facilities must identify opportunities for cost containment.
Efficient diagnostic test utilization, particularly genetic testing, is a rising area of
interest to healthcare administrators given that downstream patient testing and
treatment can equate to poor resource allocation and time management. Physicians
must ensure that they are diagnosing and treating their patients correctly and
quickly in order to meet recent governmental standards and receive maximum
reimbursement for their services. To generate cost savings in the form of shorter
length-of-stay, lower readmission rates, and higher staffing productivity, hospitals
must identify outdated and uneconomical physician ordering behaviors and
implement new strategies for reducing waste. Strategies can include creating
DMT’s composed of highly trained personnel and/or EMR regulations to assist
providers in ordering the right tests at the right time in order to administer the right
treatment.
REFERENCES
Aziz, H., & Alshekhabobakr, H. (2017). Health informatics tools to improve
utilization of laboratory tests. Laboratory Medicine, 48(2), e30-e50.
doi:https://doi.org/10.1093/labmed/lmw066
Baird, G. (2014). The laboratory test utilization management toolbox. Biochemia
Medica, 24(2), 223–234. Retrieved June 17, 2018, from
http://doi.org/10.11613/BM.2014.025
Bates D.W., Kuperman G.J., Jha A., Teich, J., Orav, J., Ma’Luf,
N.,…Tanasijevic, M. (1997) Does the computerized display of charges
affect inpatient ancillary test utilization? Arch Intern Med, 157(21),
2501–2508. doi:10.1001/archinte.1997.00440420135015
Centers for Medicare & Medicaid Services. (2018, December 11). National
Health Expenditure Data. Retrieved March 11, 2019, from
77

Journal of Business and Behavioral Sciences

https://www.cms.gov/research-statistics-data-and-systems/statisticstrends-andreports/nationalhealthexpenddata/nationalhealthaccountshistorical.html
Centers for Medicare & Medicaid Services. (2019, February 26). National Health
Expenditure Projections 2018-2017. Retrieved March 11, 2019,
https://www.cms.gov/Research-Statistics-Data-and-Systems/StatisticsTrends-andReports/NationalHealthExpendData/Downloads/ForecastSummary.pdf
Committee on Quality of Health Care in America. (2001). Crossing the Quality
Chasm: A New Health System for the 21st Century. Institute of Medicine.
Dickerson, J., Fletcher, A., Procop, G., Keren, D., Singh, I., Garcia, J.,…Astion,
M. (2017, September). Transforming laboratory utilization review into
laboratory stewardship: Guidelines by the PLUGS National Committee
for Laboratory Stewardship. The Journal of Applied Laboratory
Medicine, 2(2), 259-268. doi:10.1373/jalm.2017.023606
Jones, Kathy. (2013). Three in 10 Laboratory Blood Test Unnecessary. General
Health News. Retrieved March 11, 2019, from
www.medindia.net/news/three-in-10-laboratory-blood-tests-unnecessary127916-1.htm
Kotzer, K, Riley, J, Conta, J, Anderson, C, Schahl, K, Goodenberger, M. (2014).
Genetic testing utilization and the role of the laboratory genetic
counselor. Clinica Chimica Acta, 427, 193-195. Retrieved June 20, 2018,
from
http://www.sciencedirect.com/science/article/pii/S0009898113003811
Laposata, M. & Dighe, A. (2007). “Pre-pre” and “post-post” analytical error:
high-incidence patient safety hazards involving the clinical
laboratory. Clinical Chemistry and Laboratory Medicine, 45(6), pp. 712719. Retrieved 18 Jul. 2018, from doi:10.1515/CCLM.2007.173
MacMillan, D. (2014). Calculating cost savings in utilization
management. Clinica Chimica Acta, 427, 123-126. Retrieved June 20,
2018, from
https://www.sciencedirect.com/science/article/pii/S0009898113003707.
OrchardSoftware. (2014). Effective test utilization: A laboratory's first step in
contributing to the new healthcare model. Retrieved June 20, 2018, from
http://www.orchardsoft.com/files/white_paper_test_utilization.pdf
Riley, J., Procop, G., Kottke-Marchant, K., Wylie, R., & Lacbawan, F. (2015).
Improving molecular genetic test utilization through order restriction,
test review, and guidance. The Journal of Molecular Diagnostics, 17(3),
225-229. Retrieved June 20, 2018, from
https://www.sciencedirect.com/science/article/pii/S1525157815000367.
78

Mize, Hunt and Redman

Solomon D, Papillo J, Davey, D. (2009). Cytopathology education and
technology consortium statement on HPV DNA test utilization. Acta
Cytologica, 53, 247-248.
Warren (2013). Laboratory test utilization program: structure and impact in a
large academic medical center. American Journal of Clinical Pathology,
139(3), 289-297. Retrieved June 19, 2018,
from https://doi.org/10.1309/AJCP4G6UAUXCFTQF
Wertman, B. G., Sostrin, S. V., Pavlova, Z., & Lundberg, G. (1980). Why do
physicians order laboratory tests? JAMA (243)20, 2080-2081. Retrieved
March 11, 2019 from
https://jamanetwork.com/journals/jama/fullarticle/369981

79

Journal of Business and Behavioral Sciences
Volume 31, No 2; Fall 2019

TRUST AS A MEDIATOR OF WORKPLACE
SPIRITUALITY AND JOB PERFORMANCE
Jose Luis Daniel
Texas A&M University-Kingsville
ABSTRACT
The purpose of this research is to study the mediating effect of trust between
workplace spirituality (inner life, sense of community, and meaningful work) and
job performance. Data from a sample of 156 workers in Mexico was collected and
analyzed using structural equation modeling (SEM). Results show that two
elements of workplace spirituality are positively and significantly related to job
performance as a direct effect. When trust is incorporated as a mediator, sense of
community and meaningful work were found to be positively and significantly
related to trust, and trust was found positive and significantly related to job
performance. Finally, trust partially mediates the association between meaningful
work and job performance.
Keywords: Workplace spirituality, Trust, Performance, Inner life
INTRODUCTION
In today’s competitive environment, understanding antecedents of employee
performance is vital for organizations (Arvey and Murphy, 1998). Different
research has been conducted with respect to predictors of job performance. Among
these, organizational culture and some of its elements have been noted to play an
important role (Sheridan, 1992). Specifically, it has been noted that some elements
related with workplace spirituality influence job performance (Jurkiewicz and
Giacalone, 2004).
Workplace spirituality (WS) has played an important role in the organizational
environment of workplaces (Marquez, 2007). Several books and articles have been
written on the impact that this construct can bring to organizations (Golparvar and
Abedini, 2014; Gotsis and Kortezi, 2008). It has been noted that this construct
could create a unique environment within the workplace that positively affects
employees (Rego and Cunha, 2008; Neal, 2000 ). Jurkiewicz and Giacalone (2004)
mentioned that this unique environment could also be understood as a set of values
that shape employee behavior and performance. Among these values, trust has
been proposed to be an outcome from an organizational environment rich in
spirituality (Altman, 2001; Jurkiewicz and Giacalone, 2004).
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Different articles have remarked the importance of trust within organizations (Ring
and Van de Ven, 1994; Costa, 2003). It has been noted that it can elicit major
benefits, such as more cooperation among employees and enhanced job
performance (Kramer, 1999; Dirks and Ferrin, 2001). However, despite the vast
amount of research on trust, little has been conducted with respect to its role as a
mediator in the relationship between workplace spirituality and outcomes such as
job performance. In this sense, Rego and Cunha (2008) remarked the importance
of finding potential moderators between WS and employee outcomes. In the same
line, Jurkiewicz and Giacalone (2004) highlighted the importance in finding
potential mediating and moderating variables in the relationship between
workplace spirituality and job performance. According to them, a simple
relationship between both construct would be simplistic. Therefore, the main
objectives of this research are twofold: First to analyze the potential role of trust
as a mediator between both constructs. Second, to study the direct relationship that
workplace spirituality could have on employee performance.
This study contributes to the organizational theory field by addressing the need to
study less visible elements such as trust within organizational cultures (Mele
2003). In addition, it also contributes to human resource practitioners by unveiling
important information with respect to the influence of trust in workplaces, the
potential implementation of activities that could improve: the connectedness
among employees, the meaningfulness of the activities they conduct and the ability
to express their inner self in the workplace. In addition, this paper also contributes
to the workplace spirituality field by expanding the measurability of the WS
construct with a sample of Mexican employees. So far, the majority of empirical
research has been conducted in the US. Finally and from a multinational
perspective, the results of this research could also lead to a better understanding of
the behavior of Mexican employees for those companies who would like to
conduct business in Mexico. Morrison and Conawey (2006) remark the importance
of building relationship and trust when interacting with people from the country.
LITERATURE REVIEW AND HYPOTHESES
Workplace spirituality foundations
The workplace spirituality phenomenon has become a new, popular construct in
the field of organizational behavior. Mohamed et al. (2004) mentioned that factors
such as layoffs and restructuring during the 80’s and 90’s made employees to view
spirituality as an exit and solution to their mental health. They also noted that many
companies realized the importance of incorporating a spiritual dimension in their
organizational culture in order to make it more human oriented. Mele (2003)
highlighted the importance of humanistic management, as a means to better
understand employees’ needs.
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It has been noted that this spiritual dimension is the result of the inclusion of
management practices aimed at enhancing the organizational culture of the
organization (Marques, 2005). In this sense, it has been stated that HR have been
playing an important role in the incorporating of these practices, which have been
related with employee outcomes such as employee performance (Marques, 2007;
Driver 2005). This role of human resources departments in employee performance
can be understood by the theory of performance improvement for Human Resource
Development (Rummler and Brache, 1988; Swanson 1995). According to this
theory, environmental factors within the organization can be manipulated in order
to enhance employee performance. Workplace spirituality has been mentioned to
be one of these elements that influence employee outcomes (Jurkiewicz and
Giacalone, 2004; Altman, 2001).
The relationship of workplace spirituality and outcomes could also be explained
by the theory of work adjustment (TWA), which states that employees and
workplace environments demand requirements from on one another (Dawis and
Lofquist, 1984). This also goes in line with the person-organization fir concept,
which suggests that when there is a fit between the employee’s values and the
organization’s values, employees will present work outcomes (Saks and Ashforth,
1997; Cable and DeRue, 2002). This research views workplace spirituality as an
environmental factor that connects with the employee and could influence
outcomes such as trust and performance. Moreover, it is expected that trust
mediates the relationship between workplace spirituality and job performance.
Having mentioned this, it is important to present a definition of the WS construct.
Ashmos and Duchon (2000) noted that workplace spirituality exists when
employees work in a context of community and have an inner life that is
encouraged by meaningful work. The inner-life part of this definition concerns
when employees try to find an opportunity in the workplace to express themselves.
The meaningful-work part of the definition is related to workers and the activities
that they conduct daily. Ashmos and Duchon (2000) said that from the spiritualityat-work perspective, employees seek work that can give them meaning, joy, and
purpose in their lives. The third aspect involves community, which they said is tied
to employees connecting with others at work. For the purpose of this research, the
three elements of workplace spirituality proposed by Ashmos and Duchon (2000)
will be used for the purposes of this study. They have been used in previous
empirical studies and with samples inside and outside the US (Rego and Cunha,
2008; Milliman et al., 2003). The next section presents the hypotheses for the
direct relationship between workplace spirituality and performance.
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Sense of community and job performance
The community element of workplace spirituality focuses on the importance of
connectedness in the workplace. McMillan and Chavis (1986) said sense of
community refers to a feeling of shared faith. Moreover, it has been noted that a
community atmosphere entails cooperation, sharing, commitment,
communication, trust, justice, empowerment, adaptability, and tension reduction
(Naylor et. al., 1996). This emphasis of being connected has been said to elicit
positive outputs at the individual level. Rossi and Shank (2000) noted the
importance of community within the workplace, which they said can incorporate
elements that can impact employee performance. Royal and Rossi (1996) noted
that a sense of community at work can be associated with lower levels of
ambiguity, less conflict between workers, and higher levels of performance. They
studied the relationship between community atmosphere and outcomes among
students and employed adults. Results showed that sense of community
experienced by both had a positive relationship with personal well-being and
performance. Therefore, it is expected that a community atmosphere will impact
employee performance positively. We propose this hypothesis:
H1: Sense of community is positively associated with job performance.
Inner life and job performance
The inner-life element of workplace spirituality involves understanding the
employee from a spiritual perspective (Duchon and Plowman, 2005). Ashmos and
Duchon (2000) said inner life is evident when employees are viewed as spiritual
beings and when their souls need nourishment. Other authors have said inner life
can be understood through a self-concept approach (Shamir, 1991). According to
this theory, certain assumptions are viewed as strengthening work-motivation
theories. These assumptions emphasize that employees could be more motivated
when their self-concept (inner life) is strongly identified with the work context and
when this context allows them to express their spiritual identities. Amabile and
Kramer (2007) termed this inner-life aspect as work inner life, which they said is
evident when an employee experiences emotions, perceptions, and motivations
within the workplace. In addition, they said that when people have negative
perceptions of their co-workers, leaders, and the overall organization, their
performance is negatively affected in the short and long run. Therefore:
H2: Inner life is positively associated with job performance.
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Meaningful work and job performance
Meaningful work is the other element of workplace spirituality. It has been said
that work serves not only an economic function for employees, but also one of
purpose, a sense of accomplishment, and a way to express themselves (Morse and
Weiss, 1955). Bowie (1998) said meaningful work encompasses several
characteristics that give the concept a unique meaning, such as autonomy and
independence, which are crucial for employees’ performance and empowerment.
Other authors have found that when employees conduct meaningful activities, they
register higher performance levels (Claes and Ruiz-Quintanilla, 1994).
Wrzesniewski et al., (2003) said there are certain cues that employees receive,
allowing them to find meaning in their activities, leading to improved individual
performance. Therefore:
H3: Meaningful work is positively associated with job performance.
Mediating role of trust
The role of trust within organizations has been noted in many articles and
disciplines (Deluga 1995; Dirks and Ferrin 2001; Robinson 1996). Cook and Wall
(1980) defined interpersonal trust as “the extent to which one is willing to ascribe
good intentions to and have confidence in the words and actions of other people”
(p. 39). They noted that the presence of interpersonal trust within the organizations
is vital for the well being of its members.
It has been mentioned that the organizational culture plays an important role in the
development of interpersonal trust within companies. For instance Al-Alawi et al.,
(2007) noted that organizational cultures present essential attributes such as trust,
which influence employee’s outcomes. In the same line, Jurkiewicz and Giacalone
(2004) stated that organizational cultures encompass various elements that impact
employee’s behavior. They noted that not only economic and political influence
employee’s outcomes but also elements related with workplace spirituality. They
proposed a values framework for those organizations in which WS is evident.
According to them, values such as benevolence, integrity, mutuality, receptivity,
respect, responsibility, and trust exist in workplaces rich in spirituality. Brown
(2003) also said that workplace spirituality encompasses many beneficial aspects,
such as trust and truth. In the same line, Wagner-Marsh and Conley (1999)
mentioned that the spirituality movement within the workplace could be
understood as a fourth wave named that encompasses spirituality-based firms,
which are characterized by high levels of trust and mutual respect. In addition,
Krishnakumar and Neck (2002) said workplaces rich in spirituality foster trust and
honesty. The aforementioned literature notes the presence of values such as trust
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in organizations with high levels of workplace spirituality, but it is important to
present more detail in the relationship between the elements of WS adopted by this
study and trust.
With respect to the relationship between sense of community and trust, it can be
understood by the theory of sense of community presented by McMillan (1976)
and McMillan and Chavis (1986). According to this theory, sense of community is
a “feeling that members have of belonging, a feeling that members matter to one
another and to the group, and a shared faith that members’ needs will be met
through their commitment to be together” (p. 9). In this view, sense of community
presents principles such as membership, influence, integration and fulfillment of
needs and shared emotional connection. Focusing on influence, McMillan (1996)
noted that community should be able to influence its members and one important
salient outcome of this influence is trust. Manion and Barthlomew (2004) said a
sense of community encompasses several aspects, including inclusivity, worker
commitment, ability to form consensus, sense of realism, contemplative nature,
sense of safety, and a flow of leadership roles that allow outcomes such as trust. In
addition, Bijlsma and Van de Bunt (2003) looked for managerial behaviors that
could be seen as predictors of trust. They found that support of workers is a
substantial predictor of trust.
Regarding inner life, Shamir (1991) proposed a theory of self –concept which
states that humans are not only goal-oriented, but also seek ways to express their
feelings, attitudes, and self-concepts. In this line, human behavior not only follows
instrumental functions but also expressive ones. Along these lines, Jones and
George (1998) analyzed trust as a psychological construct. They mentioned that
trust could be understood as an outcome of the interactions of people’s values,
attitudes, moods, and emotions. According to them, trust is an outcome from
people’s attitudes toward another entity. Moreover, when individuals encounter
positive experiences or emotions at work, they may form positive perceptions of
others, creating higher levels of interpersonal trust. In addition, (Whitener et al.,
1998) presented a framework for understanding antecedents of trustworthy
behavior. They proposed that organizational culture has a significant impact in
creating trust. Specifically, they said trust is found in workplaces that stress
inclusivity, open communications, and valuing workers.
With respect to meaningful work, it can be better understood by research on calling
and vocation. According to this view, calling and vocation could also be
understood as providing purpose and meaning (Schnell et al., 2013; Dik et al.,
2009). In this line, Lips-Wiersma and McMorland (2006) noted that meaning is
inherited in dimensions of vocation, which overlap with meaning in work. In their
review of meaning of work literature, Rosso et al., (2010) noted that people tend
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to see more meaning in their work when the work itself provides opportunities that
personate their callings. (Gardner et al., 2001) said employees do their best work
when they focus on difficult activities, use all their skills, and receive regular
feedback. Holbeche (2004) noted that employees are constantly looking for
meaning in their work. She said this search for meaning could be considered a
human need. Moreover, when individuals experience a lack of meaning in the
workplace, this was accompanied by a lack of trust. Cartwright and Holmes (2006)
said one of the most important workplace challenges is providing work that is
meaningful to employees. According to them, mistrust could be found in
organizations that just provide simple jobs. Finally, Holbeche and Springett (2004)
also noted that employees look for jobs that could provide meaning for them. They
said meaningful work is strongly associated with values such as trust. Moreover,
they also noted that trust could also contribute positively to employee performance.
The above literature remarks the relationship between the three elements of
workplace spirituality and trust. In addition to this, research has also suggested that
when employees perceive trust in the organizational culture, they tend to present
positive outcomes such as individual performance (Kramer, 1999; Dirks and
Ferrin, 2001; Costa et al., 2001; Earley, 1986; Robinson, 1996). This relationship
could be better understood by Kanfer and Ackerman’s (1989) theory of motivation
and cognitive abilities. According to them, an issue that diverts one’s focus of
attention from a task could hurt performance. They noted that an absence of trust
could divert employee’s attention from activities and impact his/her individual
performance.
Other studies have noted the implications of trust on employee performance. For
instance, Dirks and Ferrin (2001) mentioned that high levels of trust lead to
superior levels of cooperation and performance. Rich (1997) analyzed rolemodeling behavior of sales managers and found that trust in managers presented a
positive effect on sales performance. Also, Oldham (1975) studied the impact of
supervisory characteristics, such as personal trust on subordinate goal acceptance
and performance. Results showed that personal trust was positively associated with
performance. In addition, Early (1986) conducted an empirical study assessing
trust in supervisors, the importance of praise and criticism, workers’ perceived
amount of praise and criticism, and job performance of U.S. and British workers.
Results showed that trust and feedback importance mediated the effect of feedback
on performance. Based on the above literature, trust is expected to function as a
mediator between the elements of workplace spirituality and employee
performance:
H4: Trust mediates the relationship between sense of community and job
performance.
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H5: Trust mediates the relationship between inner life and job performance.
H6: Trust mediates the relationship between meaningful work and job
performance.
The analysis of the mediating effect follows the general approach proposed by
Baron and Kenney (1986) and the one proposed by Kock (2014). According to
these approaches, several conditions must be met for mediating analysis to be
effective. First, the independent variable must impact the dependent variable
significantly. Second, when incorporating the mediator, the independent variable
must impact the mediator variable significantly. Third, the mediator must impact
the dependent variable significantly. Fourth, the product of the association between
the independent variable and the mediator and the mediator and the dependent
variable must be significant. Finally, if the relationship between the independent
variable and the dependent variable becomes insignificant in the presence of the
mediator, then full mediation is occurring. If it is significant, then partial mediation
is occurring. The relationships among the independent and dependent variables are
presented in Figures 1 and 2. The first model involves the direct relationship
between the three elements of workplace spirituality and job performance. The
second model includes trust as a mediator between inner life, sense of community,
and meaningful work performance.

87

Journal of Business and Behavioral Sciences

METHODOLOGY
Measurement and sample
Trust was measured by adopting six items from the Cook and Wall (1980) scale.
This instrument was selected because it measures interpersonal trust and considers
faith in the trustworthy behaviors of others and confidence in the ability of others.
In addition, the scale can be referred to peers and management. Some questions
used for measuring trust were: “If I go into difficulties at work, I know my
workmates would try and help me out”; “I have full confidence in the skills of my
coworkers”. The three elements of workplace spirituality were gauged using the
scale from Ashmos & Duchon (2000). The scale included nine items on sense of
community, five items on inner life, and seven items on meaningful work.
Questions for measuring these elements were: “At work, we work together to
resolve conflict in a positive way”; “I feel hopeful about life”; “I experience joy in
my work”.
Finally, Job performance was measured by using nine items from the scale of the
Mott group (1972) so that it can measure individual performance. Some questions
used were: “How does your level of productivity compare to that of your
colleagues’ productivity levels?”; “Compared to your colleagues, how effective
are you with keeping up with changes that could effect the way you work?”.
Participants were asked to answer based on a 5-point likert scale. 1 for strongly
disagree and 5 for strongly agree for the workplace spirituality section and trust;
and 1 for below average and 5 for excellent for the job performance construct.
The sample included a total of 156 Mexican employees mainly from the health,
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education, manufacturing, and software sectors. The majority of the surveys were
collected in the north and center part of the country. Table I presents the descriptive
statistics about the sample. The Surveys were distributed by e-mail using Google
docs and hard copy. In addition, age (AGE), education (EDU), and experience
(EXP) were included as control variables.
Table I. Descriptive statistics

Male
Gender
Female
N/A
Total
Secondary
High School
Bachelor's
Education
Some College
Master's
Doctor's
N/A
Total
N/A: Did not answer

Sample
77
77
2
156
6
23
78
10
31
5
3
156

Descriptive Statistics
%
49
Full time
49
Employment
Part Time
1
Status
N/A
100
Total
4
15
Health
50
Education
6
Industry
Manufacturing
20
Software
3
Other
2
Total
100
Age
Mean

Sample
116
34
6
156
50
31
25
23
27
156
29 years

%
74
22
4
100
32
20
16
15
17
100

Technique
For the analysis of the data, Structural Equation Modeling (SEM) was used.
According to Fornell and Bookstein (1982), SEM techniques examine theory and
measurements simultaneously, providing the flexibility of modeling complex
relationships among latent endogenous and exogenous variables. It also can assess
both the measurement and structural model. The statistical technique used for the
analysis was Partial Least Squared (PLS). This technique is relatively robust to
deviations from multivariate distributions, supports small sample sizes, and
presents fewer convergence problems (Gefen et al., 2000; Hsu et al., 2006). The
software used for the analysis was WarpPLS 5.0 (Kock, 2015).
Model assessment
The measurement model was assessed for convergent and discriminant validity.
Convergent validity refers to when the indicators load or belong to the same
construct (Chin, 1998). (Hair et al., 2009) noted that a model has good convergent
validity when the loadings are higher than 0.5. In this study, a confirmatory factor
analysis was conducted. Table II presents all the loadings and cross loadings from
WarpPLS. All the indicators presented a value higher than 0.5. Regarding
discriminant validity, it is presented when one construct is different from another
(Hair et al., 1998; Kline, 2009). One way to measure it is by looking at the average
variance extracted (AVE). Kline (2005) noted that the AVE should be higher than
the other correlations related to the latent variable. Table III presents the AVE of
each latent variable. In this case, the values in parentheses are higher than the other
correlations.
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Table II. Factor loadings for workplace spirituality trust and
job performance
Inner Life

(.818)

I feel hopeful about life

.567

My spiritual values influence the choices I make

.801

I consider myself a spiritual person

.899

Prayer is an important part of my life

.799

I care about the spiritual health of my coworkers

.729

Meaningful work

(.879)

I experience joy in my work

.716

I believe others experience joy as a result of my work

.729

My spirit is energized by my work

.824

The work I do is connected to what I think is important in life

.780

I look forward to coming to work most days

.738

I see a connection between my work and the larger social good of my
community

.774

I understand what gives my work personal meaning

.772

Conditions for community

(.858)

I feel part of a community in my immediate workplace (department,
unit etc.)

.547

My supervisor encourages my personal growth

.743

I have had numerous experiences in my job which have resulted in
personal growth

.514

At work, when I have fears, I’m encouraged to discuss them

.732

At work, when I have a concern, I represent it to the appropriate person

.741

At work, we work together to resolve conflict in a positive way

.693

I am evaluated fairly here

.802
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I am encourage to tae risks at work

.652

I am valued at work for who I am

.721

Trust

(.907)

If I got into difficulties at work, I know my workmates would try and
help me out

.815

I can trust the people I work with to lend me a hand if I need it

.804

Most of my workmates can be relied upon to do as they say thy will do

.858

I have full confidence in the skills of my coworkers

.849

Most of my fellow workers would get on with their work even of
supervisors were not around

.812

I can rely on other workers not to make my job more difficult by
careless work

.816

Job performance

(.918)

Which of the following selections best describes how your supervisor
rated you on your last formal performance evaluation?

.602

How does your level of productivity compare to that of your
colleagues’ productivity levels?

.741

How does the quality of your products or services compare to your
colleagues’ output?

.790

How efficiently do you work compared to your colleagues? In other
words, how well do you use available resources (money, people,
equipment, etc.)?

.771

Compared to your colleagues, how good are you at preventing or
minimizing potential work problems before they occur?

.831

Compared to your colleagues, how effective are you with keeping up
with changes that could effect the way you work?

.810

How quickly do you adjust to work changes compared to your
colleagues?

.810

How well would you rate yourself compared to your colleagues in
adjusting to new work changes?

.807
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How well do you handle work place emergencies (such as crisis
deadlines, unexpected personnel issues, resource allocation problems,
etc.) compared to your colleagues?

.831

Cronbach’s Alpha is presented in parenthesis

Table III. Correlations among variables.
CC
(0.689)
0.570***
0.268***
0.193*
0.505***
-0.122
-0.161*
-0.074

MW
(0.762)
0.537***
0.368***
0.490***
0.024
-0.031
0.111

IL

(0.767)
0.392***
0.344***
0.021
-0.14
0.044

PERF

TRUST

AGE

EXP

EDU

(.780)
0.323***
0.08
-0.163
-0.009

(0.826)
-0.131
-0.112
-0.145

(1.000)
0.418***
0.397***

(1.000)
0.126

(1.000)

Average variance extracted (AVEs) are reported in parentheses.CC= Conditions
for community; MW= Meaning at work; IL= Inner Life; PERF= Job
performance; Tru= Trust; GEN= gender; EDU= Education; EXP= Experience
Notes: ***, **, * indicate significant level at .1%, 1% and 5% respectively

The measurement model also was assessed for reliability, which refers to the extent
to which a scale presents the same results when it’s used several times (Hair et al.,
1998). Cronbach’s alpha is considered a good measure for reliability. The most
acceptable threshold is that the value is higher than 0.7. For this research, all the
Cronbach’s alpha values presented levels higher than 0.7 (Table II). In addition,
the model also was assessed for multicollinearity. It has been noted that
multicollinearity exists when the variables are highly correlated (Kline, 2009;
Fornell and Larker, 1981). One way to assess multicollinearity is by looking at the
variance influence factors (VIFs). The recommendation is that VIFs should be
lower than 5 (Kline, 2005). Table IV presents the VIFs values, which are lower
than 5.
Table IV. Full collinearity values
CC
1.731

IL
1.539

MW
2.204

Full collinearity VIF's
JP
TRUST
1.334
1.592
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RESULTS
The results are presented in Figures 3 and 4. Figure 3 presents the results of the
direct relationship between the three elements of workplace spirituality and job
performance (Hypotheses 1, 2, and 3). Hypothesis 1 proposed an association
between sense of community and job performance. Results show that the
association is insignificant. Hypothesis 2 suggested a relationship between inner
life and job performance. Results show a positive and significant relationship (β=
.318, P<0.001). Hypothesis 3 proposed a relationship between meaningful work
and job performance. Results show a positive and significant relationship (β=.255,
p<0.001).
Figure 3
Workplace spirituality
Elements
Community

H1 = 0.129

H2 = 0.318***

Job
Performance

Inner life

Control Variables:
• Age
• Experience
• Education

R2 = 0.378

H3 = 0.255***
Meaningful
Work

***, **, * indicate significant level at .1%, 1% and 5% respectively

Figure 4 presents the results of the model when incorporating the mediating role
of trust. Results show a positive and significant association between sense of
community (β= 0.317, p<.001) and meaningful work (β=0.282, p<.001) with trust,
and an insignificant association between inner life and trust. In addition, there is
also a positive and significant relationship between trust and job performance
(β=.209, p<.01). Finally, sense of community presents an insignificant relationship
with job performance, and inner life (β=.309, p<.001) and meaningful work
(β=.162, p<.05) present a positive and significant relationship with job
performance. Table V also presents results from Sobels standard error test.
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Figure 4
Workplace spirituality
Elements

Sense
Community

0.110

0.317***
0.209**
0.102

Job
Performance

Trust

Inner life

R2 = 0.343

0.282***

Control Variables:
• Age
• Experience
• Education

R2 = 0.407

Meaningful
Work
0.162*

0.309***
***, **, * indicate significant level at .1%, 1% and 5% respectively

Table V. Sobel’s test results
Variables
1.- Sense of community
and trust
2.- Inner life and trust
3.- Meaningful work and
trust

Product path
coefficient
0.0663

Standard error for
mediating effect
0.0296

P value

0.0213
0.0589

0.0191
0.0274

p=0.1326
p<.05

p<.05

As presented in the model, and based on the analysis of mediating effect, trust does
not mediate the relationship between sense of community and job performance.
This is because all the conditions are met with the exception of the insignificant
relationship between sense community and performance in the direct model
(Figure 3). Therefore, Hypothesis 4 is not supported. Results also show that trust
does not mediate the relationship between inner life and job performance because
Sobel’s test presents an insignificant result of the product of the association
between the independent variable and the mediator and the mediator and the
dependent variable. Based on this, Hypothesis 5 is not supported. Finally, trust
partially mediates the relationship between meaningful work and job performance.
This is because the relationship between meaningful work and job performance is
significant. Therefore, Hypothesis 6 is partially supported.
DISCUSSION
The two main objectives of this research were to study the direct relationship of
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inner life, meaningful work and sense of community on employee performance,
and to study the role of trust as a mediator between the WS elements and
performance. The sample was mainly collected from the north and center of
Mexico and included individuals from different industries. Based on the results
from Figure 3, it can be stated that inner life and meaningful work play an
important role in boosting employee performance. As noted in the literature, each
of the these elements is positively and significantly related to job performance.
From Figure 4, and when incorporating trust as a mediator, we can conclude that
just meaningful work presents a partial mediating effect with job performance.
Thus, we can mention that conducting meaningful activities at work could, at some
extent, trigger trust and once created, it could help in boosting job performance.
Finally, trust does not mediate the relationship between inner life and sense of
community with job performance. A possible explanation is that for Mexican
employees, trust is not needed to boost their individual performance.
IMPLICATIONS AND CONCLUSIONS
The results of this research remark the importance workplace spirituality and trust.
The creation of both elements becomes relevant for employee performance. With
respect to the direct relationship between the three elements of workplace
spirituality and job performance, it can be stated that human resource departments
and business specialists can incorporate practices aimed at boosting workplace
spirituality to increase employee performance. Marques (2005) stressed the
importance of human resource departments in implementing practices that
establish spirituality in the workplace. She said practices such as helping
employees connect with nature, holding outdoor meetings when possible, staging
frequent company celebrations to acknowledge milestones and achievements,
holding meetings in the round to increase feelings of egalitarianism, encouraging
employees to get to know each other better (e.g., discussing hobbies, likes, and
dislikes), and creating an evolving mission statement that employees can be proud
to live and work by can nurture workplace spirituality. In addition, she said it is
important for organizations to invest time and effort in their recruitment processes.
Selecting candidates that match the company’s mission and core values also can
help create spirituality in the workplace. Gross-Schaefer (2009) also proposed
potential management practices or activities that could be used to create an
organizational environment rich in spirituality. Such practices include feedback to
employees, job rotations to build job meaningfulness and increase performance,
allowing personal-leave days beyond the amount mandated by law, offering
training programs in management, cultivating a healthy balance between work and
family, and holding short sessions featuring wellness activities, such as meditation
or yoga.
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As far as creating meaningful work, Hansen and Keltner (2012) said it comes about
from activities that make positive contributions that help others; when the work
offers opportunities to learn, expand one’s horizons, and improve self-awareness;
when accomplishments are recognized; and when the work provides certain
freedom and autonomy. With respect to inner life, Tsai (2001) remarked the
importance of organizational climates as a determinant of expression of emotions
at work. He suggested that managers could evaluate the appropriateness of
expressed emotions and give rewards or punishments accordingly. In addition,
managers could also encourage emotion expression by rebuking employees that
show hostility to co-workers who are willing to express their emotions at work.
Regarding the role of trust as a mediator, results showed that only meaningful work
presented a partial mediating effect. So, employees could at some extent boost
performance through meaningful work activities only if trust is presented within
the organizational environment. In this sense, Whitener et al., (1998) remarked the
importance of incorporating trust within organization. They noted that theories
such as social exchange and agency help in understanding the creation of trust.
They presented a framework for understanding elements of trustworthy behavior.
They proposed that human resource departments could include procedural justice
principles into performance appraisal and rewards systems in order to increase
trustworthy behavior. Moreover, they also proposed that trust could be
incorporated in an organizational culture that allows risk taking, open
communication and inclusiveness.
Concerning academia, this study uncovers important information and implications
with respect to the workplace-spirituality construct. First, it analyzed the role of
trust as a mediator between WS and job performance. This could be a good starting
point for future research that analyzes potential mediators such as respect,
responsibility, or integrity. The results of this research could also unveil important
information about the values that workplace spirituality practices could create in
organizational environments. Second, this research focused on a country outside
the U.S. Future research should continue using and validating such research
endeavors in different countries. In addition, studying the perceptions of workplace
spirituality in different regions of the globe – West, Middle East, Asia-Pacific -could reveal significant differences.
Regarding limitations, the data was mainly collected in the north and center parts
of Mexico, and the results should not be considered as representative for the whole
country, countries such as Mexico have subcultures that could be considered for
future research. Perhaps studying the perceptions of workplace spirituality in
different regions (north, south, east and west) could reveal more significant
differences.
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ABSTRACT
This paper discusses the wisdom of the U.S. President Trump’s trade war with
China. It begins with an introduction and a brief background note followed by a
review of protectionism in the U.S. and its mounting trade deficit with China since
the 1980s. The primary factors contributing to the deficit is then presented. In order
to fulfill his 2016 campaign promise, Trump initiated a trade war with China in 2018.
A chronology of the tit-for-tat follows. To better understand the relative strengths of
the two countries in a trade war, the paper first explains china’s development policy
since structural reform began in 1979. The conclusion from China’s carefully crafted
approaches to development then logically leads to a discourse on ‘who is better
positioned in a trade war.’ To exemplify in more logical terms as to who wins in this
trade war, the paper discusses the two new development policy initiatives
implemented by China. The paper then ends with a brief conclusion.
Key Words: Trade War, China, Tariffs.

INTRODUCTION AND A BACKGROUND NOTE
Deng Xiaoping succeeded Mao Zedong as China’s paramount leader in 1978. Under
Deng’s direction, systemic transformation and structural reform began early in 1979.
Deng’s approach to systemic transformation combined tight political controls with
liberalization economic policies, emphatically affirmed and reaffirmed the
leadership role of the Chinese Community Party in national affairs. The catch
operational phrase was “Politics in Command.”
China’s centralized command system under Mao underwent an orderly and phased
systemic transformation under Deng. China’s economic system has since
transformed into a hybrid system that relies nearly exclusively on market
coordination on the micro level and concurrently strong state-planned and directed
policies on the macro level.
The two primary engines of China’s phenomenal rise on the world stage as a major
player are its reform successes in attracting foreign investment and rapid growth in
foreign trade.
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In every Five-Year Development Plan (FYDP) beginning in 1981, the government
would set export growth targets. By the end of each of the FYDPs, export growth
invariably exceeded the planned growth target. Trade surpluses kept mounting. As
of February 2019, China’s foreign reserves had soared to $3.1 trillion while that for
the U.S. was only $126 billion.
Attracting foreign capital inflow aside, it has been China’s aggressive export growth
that has resulted in its meteoric rise in the economic sphere and political domain on
the world stage. The U.S.’s sustained growth of imports from China over the past
three and half decades has contributed substantially to China’s rapid economic
growth. In recent years, China began pursuing its new “Belt and Road” Initiative,
reviving the ancient “Silk Route” trade route in an effort to continue expanding its
foreign economic relations/markets. Beginning earlier this year, President Trump
started a ‘trade war’ with China.
In China, through the market mechanism, it is the state machinery that designs,
promotes and implements developmental and trade policies via its micro entities.
There is focus, there is direction, there is constancy and there is continuity in China’s
development policies. Throughout, China’s foreign trade policies play a pivotal role
in powering its rapid economic expansion in international relations.
By contrast, the emphases of economic policies in the U.S. could and do vary from
one administration to another, not infrequently influenced by ideological
underpinnings and political considerations of the administration and the Congress.
Shorter term objectives for the economy more often than not play a second fiddle to
synchronized long term sustained growth for the nation as a whole.

REVIEW OF PROTECTIONISM IN THE U.S.
The Fordney-McCumber Act of 1922 marked the beginning of the U.S.
protectionism episodes. The response from Europe was retaliatory tariff increases.
In time, as the European economies began recovering from the ruins of WWI in the
early 1920s, farm production and productivity in Europe kept rising. Agricultural
exports from Europe posed a substantive challenge to the U.S. exports of farm
products, leading to depressed food prices on the world market. Farm-belt
legislators, urged by their respective constituents, called for protection. Coinciding
with Herbert Hoover’s promise during the presidential campaign supporting the call
for protection, the Smooth-Harley Act of 1930 was enacted. Retaliation from
European and Canadian governments ensured, resulting in drastic decreases in U.S.
exports. The worldwide downturn in trade further eroded the western nations’ ability
to recover from the grip of the Great Depression that began in 1929.
It was not until 1934 that, after FDR’s election, the policy of protectionism was
discredited and abandoned. In its place, the Reciprocal Trade Agreement came to
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be, giving the president the authority to enter into negotiated tariff reduction
agreements with foreign economies.
After WWII, with assistance from the U.S., Japan’s economy began recovering and
rebuilding. By the 1960s and the 1970s, the performance of the Japanese economy
had already surpassed those in West Europe. The main engine of Japan’s rapid
economic growth could be attributed to its phenomenal expansion of its export
sector. It was through the macro policies coordinated and synchronized by the
Ministry of International Trade and Industry (MITI) that Japan’s miracle decades
materialized. On the one hand, Japan kept expanding its export markets of
automobiles and high-tech products and, on the other, resorted to non-tariff barriers
against foreign imports. The U.S. trade deficit against Japan kept mounting.
Domestic pressure mounted against Japanese imports. President Reagan raised
tariffs on Japanese exports to the U.S., especially on Japan’s automobile exports to
the U.S. Japan, however, instead of retaliating with higher tariffs against U.S.
exports to Japan, it began expanding its investments in the U.S., especially in auto
manufacturing and thereby effectively evaded the increased tariffs on its exports.
Meanwhile, the U.S.’s trade deficit continued mounting.
Since then, there also have been a few minor episodes of trade wars with Canada
over its lumber exports to the U.S., over banana exported to Europe that originated
from the U.S.-owned growers in Latin America and over Europe’s steel exports to
the U.S.i The overall effects of the U.S.’s trade wars with external economies have
been higher prices for domestic consumers, increased costs for domestic producers
using more competitive imports of intermediate goods and a growing sense of
dependency on the part of the less competitive domestic industries on protection.

THE U.S.’S PERENNIAL TRADE IMBALANCES WITH CHINA
Trump’s action towards China’s trade relations with the U.S. is part and parcel of
his campaign promise. China’s growing influence has cast a ominous shadow on the
U.S.’s leadership role in the world. Taking action against China’s growing economic
and political influences may be Trump’s attempt to reassert the U.S.’s leadership
role in international affairs and to “make America great again.” However, The U.S.
system of government makes a President transient, one administration’s policy that
is faced with a state machinery controlled by a centralized political mechanism that
has been in power since 1949. At issue is whether Trump’s trade war against China
would or could endure beyond his presidency and thereby yield the envisioned
consequences.
On the part of China, its economic miracle has been the result of a carefully
orchestrated growth landscape. There has been consistency, there has been
sustainability and there has been continuity in macro policies. Since the inception of
its systemic restructuring, China’s phenomenal reform successes have been based
solidly on its two-pronged policies of inducing foreign capital inflow and sustained
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expansion of its export markets. Its comparative advantages reside primarily on its
ample supply of cost-effective labor force. And the U.S. has since consistently been
China’s largest export market. Given the U.S.’s free trade policies and practices,
imports from China kept mounting since the mid 1980s. It has not been the result of
a haphazard economic policy on the part of China. It is the result of a policy designed
by a dominant state machinery.
Table I and Figures I and II below help present a partial landscape of the U.S.’s
concerns over China’s trade policies and practices.
Table I: The U.S.’s Trade Relations with China since 1985ii
U.S. Trade Good in China
(select years, in millions USD)
Year
Exports
Imports
Balance
1985
3,855
3,861
-6
1988
5,021
8,510
-3,489
1991
6,278
19,969
-12,691
1994
9,281
38,786
-29,505
1997
12,886
62,557
-49,695
2000
16,185
100,018
-83,833
2003
28,367
152,436
-124,068
2006
53,673
287,774
-234,101
2009
69,496
296,373
-226,877
2012
110,516
425,619
-315,102
2015
2018
2019*

115,873
111,158
33,891

483,201
493,489
142,773

-327,328
-382,331
-106,882

As China’s economy kept growing since the 1979 reforms, so has its imports from
the U.S. However, for the corresponding years since 1985, the pace of China’s
exports to the U.S. has been growing at a slower but steady pace. By 2018, the U.S.’s
trade deficit against China had grown to $382 billion. The widening gap between
the U.S.’s exports to China and that of China’s exports to the U.S. is evident in
Figures I & II illustrated below.
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Growing trade deficit against China aside, China has been investing its foreign
earnings from the U.S. in the latter’s burgeoning public debt. By early 2018, China
was holding $1.17 trillion worth of U.S. Treasury bills and bonds.iii The implication
is that China’s economic policy towards the U.S. in the future could have significant
impact on the stability and vulnerability of the latter’s economy. It is a scenario that
Trump would like to alter. Section 301 of the U.S.’s trade law of 1974 became a
weapon in Trump’s trade war against China.
One of the purposes of The Trade Law of 1974 was “…to strengthen economic
relations between the United States and foreign countries through open and
nondiscriminatory world trade….”. It grants the President broad authority: to take
all appropriate action, including retaliation, to obtain the removal of any act, policy,
or practice of a foreign government that violates an international trade agreement or
is unjustified, unreasonable, or discriminatory, and that burdens or restricts U.S.
commerce.iv
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On August 18, 2017, the USTR formally initiated an investigation
into China’s trade policies and practices that deemed as in violation
of international trade laws and practices,v The trade war began five
months later.
On March 22, 2018, President Trump issued a memorandum aimed
at measures countering China’s ‘economic aggression.’ Among the
charges against China are that it:
• Uses joint venture requirements, foreign investment restrictions,
and administrative review and licensing processes to force or
pressure technology transfers from U.S. companies to a Chinese
entity;
• Maintains unfair licensing practices that prevent U.S. firms from
getting market-based returns for their IP;
• Directs and facilitates investments and acquisitions which
generate large-scale technology and IP transfer to support China’s
industrial policy goals, such as the Made in China 2025 (MIC
2025) initiative); and
• Conducts and supports cyber intrusions into U.S. computer
networks to gain access to valuable business information.vi

FACTORS CONTRIBUTING TO THE TRADE WAR WITH CHINA
The U. S. administrations had perennially complained against China for violating
intellectual properties (IP). Dating back to President George H.W. Bush’s
administration, understanding between the U.S. and China had already been reached
that the latter would tighten the enforcement of IP laws. With no apparent results
from the agreement, President Clinton’s administration signed a seemingly more
stringent agreement with China in 1992. China agreed to strengthen its laws
protecting IP. Violation of IP continued, affecting not only the musical industries
but more so industrial and commercial spheres through hacking. In 1994, the U.S.
Trade Representative’s Office (USTR) identified two and half dozens of factories in
China profiting from pilfered IP. The ensuing year, the number of these factories
increased to 34. Clinton threatened sanctions. On the eve of the threatened sanctions,
another new agreement was reached in June of 1996 between the two countries. The
violations continued. Business Software Alliance (BSA) in 2015 identified some
70% of the computer software installed in China were stolen IP. And the U.S. IP
Commission asserted that hundreds of billions of dollars of IP earnings were lost in
2015 due to violations of the IP laws, with the largest share of the loss incurring in
China.vii
During the presidential campaign in 2016, candidate Trump’s favorite slogans were
‘Make America Great Again’ and ‘America first.’ He denounced ‘outsourcing’ of
American jobs and currency manipulations by China. He promised to fix China’s
‘longtime abuse of the broken international system and unfair practices.”viii He
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promised to rectify the situation that had harmed the U.S. interest. With his sight set
on being reelected, Trump single-mindedly embarked on a journey of ‘fulfilling his
campaign promises.’ His declaration of ‘national emergency’ over the Congress’
unwillingness to fund the wall is suggestive of his intent for assuring his political
base that, being an outsider to Washington, he delivers his campaign promises.

TIT FOR TAT: RECIPROCAL TARIFF INCREASES
Members of both the Senate and the Congress of the U.S. urged President Trump to
take actions against unfair trade practices of trading partners, with special focus on
the U.S.’s trade relations with China. Beginning in January 2018, the U.S. fired the
first salvo of a round of tariff increases against China. China responded with
corresponding tariff increases on U.S. exports to China. An abbreviated chronology
of tit for tat is as follows:
• January 22, 2018: U.S. imposed a 30% tariffs on solar panel imports and an
additional 20% increases on washing machines. China is the world’s largest
solar panel exporter. China filed a grievance against the U.S.’s action.
• March 22, 2018: Trump raised $60 billion’s worth of tariffs on China’s
exports to the U.S. China promptly responded with a $3 billion tariffs to be
imposed on the U.S.’s agricultural exports to it, with the understanding that
the farm belt constitutes an integral part of Trump’s political base.
• April 3, 2018: The U.S. administration announced that it would impose
tariffs on $50 billion of electronics and machinery imported from China.
China responded with a 25% tariffs on $50 billion’s worth of imports from
the U.S.
• April 5, 2018: Trump directs the U.S.’s trade representative to identify
products that would be appropriate for an additional tariff of $100 billion, if
and when needed.
• June 15, 2018: Citing China’s continual violations of U.S. companies’
intellectual property, Trump announced some $50 billion’s worth of tariffs
on imports from China. The first portion, a $34 billion sum out that $50
billion targeted more than 800 lines of Chinese exports to the U.S. to take
effect on July 5, 2018.
• June 16, 2018: China’s commerce ministry issued a statement assuring that
China would “immediately introduce countermeasures of the same scale and
strength,” totaling $34 billion to take effect beginning on July 6, 2018.
• June 18, 2018: Trump threatened that if China should implement its June 16
announcement, then the U.S. would consider an additional tariff of $200
billion on imports from China. And on July 6, 2018, both the U.S. and China
began implementing their respective June 15, 2018 and June 16, 2018’s
pronouncements.
• July 10, 2018: The Trump administration issued a tentative list of 10%
tariffs on imports from China amounting to $200 billion.
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•

July 12, 2018: China announced that it would impose $60 billion of
additional tariffs on U.S. exports to China annually.ix

Throughout the months of the tit-for-tat chain reactions, complaints to the WTO
were filed by both sides, and negotiations between the countries were held. On
December 1, 2018, the Trump administration announced that negotiations were to
begin immediately “…on structural changes with respect to forced technology
transfer, intellectual property protection, non-tariff barriers, cyber intrusions and
cyber theft.”x
On January 18, 2019 China announced that it would take steps to reduce the U.S.
trade deficits with China by way of increased imports from the U.S., especially
agricultural, energy and industrial products. A tentative halt to threatened tariffs
increases were announced by both sides. Between January 30, 2019 through May 9,
2019, China’s Vice Premier Liu He and China’s delegation made several trips to
Washington. During that same period, the U.S.’s Trade Representative Robert
Lighthizer and Treasury Secretary Steven Mnuchin made several visits to Beijing as
well. Both sides blamed each other for failure to reach an agreement over issues of
mutual concerns. On May 13, 2019, the U.S. announced tariffs on $200 billion of
imports from China beginning on May 10, 2019. On the same, China announced a
$60 billion of U.S. exports to China beginning on June 1, 2019. The jury is out as to
whether a new trade agreement can be reached and what the outcomes of the trade
dispute will be in the long run.
Momentarily stepping back to March 2018, President Trump assured the American
public that “trade wars are good and easy to win.”xi The merits of President Trump’s
assertion may be examined in light of China’s development policy since the early
1980s as outlined below. The ensuring paragraphs briefly highlights the structure
and functioning of China’s reformed hybrid economic system. It would illuminate
how effective a trade war with China will be.

CHINA’S DEVELOPMENT POLICY
China’s economy since 1951 has always been under the control and guidance of its
Five-Year Development Plans (FYDPs). China’s ‘visible-hand’ mechanism
controlling or guiding the economy’s structure and functioning has been the state’s
Central Planning Commission (SPC). Under Mao, the SPC’s FYDPs controlled
every aspect of China’s economy, from production, distribution down to a
household’s consumption. With reform, the SPC’s structure and functioning itself
underwent a gradualism-approach to progressive transformation over time. The
same FYDPs constructed by the restructured SPC after 1979 became the primary
instrument of China’s development policies.
In tandem with administrative decentralization and systemic transformation was
China’s ever widening and deepening policies of foreign economic relations.
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Inducing foreign investment and sustained expansion of export growth became
China’s primary engines of economic development.
Over four decades of continual and flexible adjustments to rapidly changing world
economic conditions, China kept up the pace of its export volumes as well as the
number of trading partners. By October 2018, China’s foreign reserve exceeded $3.1
trillion, with second-place Japan trailing notably behind at $1.3 trillion. For
comparison purposes, the U.S.’s foreign reserve was a meager $0.126 trillion.
China’s immense foreign reserves reflects the success of China’s development
policies in a hybrid state-market system characterized by stability, flexibility,
resilience and continuity.
By mid-2019, the two largest economies in the world are still engaged in a tit-fortat tariffs increases. It is a battle of the U.S. market economy versus China’s statemarket coordinated economy. The ensuing segment of the paper highlights the
implications of China’s evolving development policies and the effectiveness of
Trump’s trade war with China. The objective of Trump’s trade war with China as
well as with members of the NAFTA and EU has been to “Make American Great
Again.”

EFFECTIVENESS OF CHINA’S GROWTH AND TRADE POLICIES
The function of China’s restructured SPC is to chart the country’s economic growth
policies and development approaches over time. The emphases of China’s
successive FYDPs, as designed by the SPC, kept flexibly adjusting to rapidly
changing world economic conditions in lieu of the Communist Party’s directives.
The state government then promulgates and supports the development policies as
outlined by the progressively adjusted objectives over time, though functionally the
policies are market-based and market-driven. There is consistency. There is
continuity. In contrast, the U.S. development policies are variable, pending on the
ideology of a given party in control. Consistency and continuity in economic policies
has not been a permanent feature on the growth landscape.
China’s 6th FYDP (1981-1985) marked the beginning of evolving development
focuses since reform began, continuously adjusting to the internal and external
economic reality. That is, since reform began until the present, every FYDP has had
specified targets. For example, for the first FYDP, the emphases were “adjust,
reform, rectify, improve.” Translated, the primary emphases of the first FYDP was
to rectify past systemic errors in the economy’s structure and functioning. At the
same time, China envisioned expanded foreign economic relations by designating
four Special Economic Zones (SEZs) in 1980. The purpose of the SEZs were to
attract foreign investment and increase the production of exportable goods. In
subsequent FYDPs, development emphases included deepening of structural reform,
quadrupling 1980s GDP by 2000, inducing advanced foreign technologies,
environment protection, investing foreign reserves oversea and increasing spending
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on R&D in order to accelerate the growth in China’s hi-tech industries. As rapid
growth in exports was the primary engine for China’s meteoritic increases in GDPs,
export growth targets were also specified in each of the successive FYDPs.xii And
by the end of each of the FYDPs, the respective actual export growth rates invariably
either approximated or exceeded the specified growth targets.xiii
The success of China’s growth policy in general and its trade policy in particular
maybe evidenced in China’s foreign exchange reserves. By May 2019, China’s
foreign reserve was $3.1 trillion, approximately 22.7% of its GDP. In contract, The
U.S.’s foreign exchange reserve by May 2019 was $ 0.127 trillion, approximately
equal to 0.2% of its GDP.xiv

WHO IS BETTER POSITIONED IN A TRADE WAR?
Though China’s per capita income is significantly below that of the U.S., its GDP is
expected to surpass that of the U.S.’s by the year 2030, if not sooner.xv China’s
successes have been the result of its restructured economic system that combines
and synchronizes market forces with that of the state machinery. Monetary
complements the fiscal policy in pursuit of state objectives. For instance, the Asian
financial crisis of 1997 witnessed economic downturns for most of the economies in
East and Southeast Asia. To protect its economy from being adversely affected by
the contagion, China flexibly adjusted its fiscal as well as monetary policies by
injecting additional financial resources into the economy to prevent an undue
adverse consequence. While neighboring economies experienced significant
negative growth as a result, China’s average growth rate for the two years of 1997
and 1998 still exceeded seven percent. There is no independence of the monetary
authority as in the West. And there is no functional ‘check and balances’ in policy
implementation. All resources of the state are deployed towards the attainment of
the central government’s growth objectives.
In contrast, Trump’s trade policy with China suggests weaknesses in strategy and
consistency. A ‘twitter’ President, he is perceived as inconsistent domestically and
overseas.xvi Threatening new tariffs one day and suspending them the next.
Prohibiting U.S. exporters from supplying China’s telecommunication giant Huawei
with tech components in mid-May 2019 and then he permitted U.S.
telecommunication part suppliers to resume exports to China’s Huawei and other
tech companies. For domestic producers marketing products in China and elsewhere,
policy inconsistency heightens uncertainty and dampens investment confidence.
Examined from a different perspective, Trump’s “trade policy,” today with China
and the next day with NAFTA and EU partners, would indicate the President’s
questionable grasp of basic economic understanding. On July 4 2019, President
asserted that: “…by the way, billions and billions of dollars of tariffs are coming in
and China is paying for it, not our people.”xvii According to a 2019 report by
Reuters,
113

Journal of Business and Behavioral Sciences

it has not been an isolated instance that the President has made such an assertion.xviii
In reality, it is the U.S. consumers as well as domestic manufacturers that import
intermediate products or raw materials from China that pay much of the increases in
import prices due to increased tariffs. Higher import tariffs lead to higher consumer
prices and reduced consumer surplus, not to mention the additional ‘dead weight
loss’ incurred by both sides. The same scenario applies to the Chinese consumers
and importers of U.S. exports. Given that the U.S.’s imports from China invariably
exceeds China’s imports from the U.S., in the end it is the U.S. economy that pays
more from the reciprocal tariffs increases.

LONG TERM PERSPECTIVE ON A TRADE WAR WITH CHINA
The U.S.’s market economy is owned and powered by the private sector. It is
efficient. And its successes are a function of government policies. The downturn in
the growth cycles, however, may also in varying degrees be attributable to
government policies. Ideologies of the two major political parties differ. Political
agendas within the same political party may also vary over time. The government’s
economic policies overtime did vary from one administration to the next. Policy
consistency is not a necessary feature.
China’s economy is comprised of two major sectors: the private and the state-owned
enterprises. Oligopolies abound in both. Both sectors look to the government for the
state’s long- term growth objectives and accompanying policies when making
investment and operational decisions. Financial resources of both the state-owned
and private enterprises flow to where the state’s growth objective indicate. There
has been rapid growth. There has been slower growth. But even during years of
slower growth, the growth rates still ranked among the highest in the world. More
significant is the fact that the series of the FYDPs over the past four decades have
been consistent in development approaches and policies. Successful completion of
one FYDP paves the way for the state to envision and plan for the next FYDP’s
objectives and policies. The ensuing paragraphs briefly highlight a few of the
focuses of China’s Five-Year Development Plans in the part and the recent
development objectives.
With the progression of successive FYDPs, reform and development emphases
evolved from liberalization to establishing Special Economic Zones, Open Cities
and Delta Development Regions. When China’s export sector kept maturing, the
government prepared and then applied for a formal membership in the WTO.
Thereafter, planned objectives rotated toward developing alternative sources of
energy and using China’s vast foreign reserves as well as the private sector’s
accumulated financial resources to promote the ‘Going Out’ strategy. To accentuate
China’s forward-looking approach to sustained and stable economic growth, only
two more recent government initiatives are briefly highlighted below. One of the
two new initiative is the “Belt and Road Initiative” while the other is the “Made in
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China 2025” policy. The implications of these two new initiatives can help shed light
on whether Trump’s trade war with China will have a significant impact on the
future of the two economic powers of the world.
(1) The Belt and Road Initiative. China’s President Xi Jinping’s 2013 visit to
Kazakhstan and Indonesia paved the way for China to launch the Belt and Road
Initiative that same year. Termed as ’One Belt and one Road,’ the initiative was to
rebuild the ancient Silk Road, linking China’s market to those of the economies
along the belt and the road. The envisioned Road aims at constructing infrastructure
for moving merchandise via land transportation. And the Belt includes ocean and
air transports of goods and services. “To date, more than sixty countries--accounting
for two-thirds of the world’s population--have signed on to projects or indicated an
interest in doing so.”xix
Two primary factors contributed to China’s Belt and Road. initiative. First, since
reform began in 1979, China’s productive capacity kept mounting both in quantity
and in quality. Having already built up and modernized its domestic infrastructure
such as the transportation and communication systems, its excess productive
capacity is in need of new employment outlets. The initiative seeks to expand
employment opportunities overseas and to upgrade the quality of its products
domestically for a broadening market internationally. Second, China’s ever growing
foreign reserves needs investment opportunities abroad. The build-up infrastructure
overseas such as roads, ports and rail system, among others--especially in
developing countries--benefits the countries that receive credits from China in these
undertakings. For China, its excess investment/productive capacity can thereby also
be gainfully employed.
Going beyond economic rationale for the initiative maybe President Xi’s vision of
extending China’s influence in world affairs as well. In general, developing
countries would welcome an assist. And China, combining state and private
resources, has been able and willing to oblige. Since political winds and economic
performance in the developing countries might be more volatile than in the West,
default on loans from China is a distinct possibility. For debt forgiveness or debt
renegotiations, China can thereby extract concessions from these developing
economies. Such concessions could be either economic or political, or it could be
both.
As the initiative continues its course, Russian President Vladimir Putin attended the
‘Second Belt and Road Initiative Forum’ hosted by China’s President Xi in April of
2019. By early July 2019, Russian officials approved the construction of a 1,250mile new highway that “…will run Westward from the country’s border with
Kazakhstan, creating the shortest route to move goods between mainland Europe
and China…”xx China’s outreach initiative, planned and crafted even before its
announcement in 2013, was the product of the state’s long-term development
scheme. That is, the state has been planning its long-term comprehensive, consistent
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and cohesive development policies and approaches ever since reform began. The
long term effect of a trade war with China--viewed in light of China‘s restructured
state planning mechanisms-- therefore, could only be transient and short-term.
Conversely, the U.S.’s net gain from the trade war, taking into account that the bulk
of tariffs increase is being borne by American consumers and manufacturers, would
be both negligible and fleeting.
(2) The ‘Made in China 2025 Initiative’ One of the main objectives of The Belt and
Road Initiative is China’s efforts to broaden its export networks abroad. The ‘Made
in China 2025’ initiative, on the other hand, may pose a direct challenge to the
developed economies’ dominance.
After gaining membership into the WTO in 2001, China’s labor intensive and valueadded markets began to face increasing competition from the lower-cost economies
like India, Bangladesh and Vietnam, among others. And, yet, on the high end and
high tech front, China’s ability to compete with developed economies of the West
was still quite limited. China was in need of adjusting to the rapidly changing world
economic conditions in order to maintain its growth momentum. China sought to
accelerate its quest for advanced technology. It needed to expand its export markets
to high-end and high tech domains. The ‘Made in China 2025’ initiative was the
scheme. It was first announced in 2015 by China’s Premier Li Keqiang.
The ‘Made in China 2025’ document, though announced in 2015, was the end
product of a long-term planning process that began a decade ago. China first
announced the ‘National Medium and Long-Term Science and Technology
Development Plan Outline (2006-2020)’ in 2005. It was a 15-year development
plan. That plan itself was the result of a two-and-half-year of joint effort by China’s
Industry and Information Technology, China’s Academy of Engineering and
China’s National Development and Reform Commission.xxi The plan, as based on
the idea of Germany’s “Industrial 4.0” plan, calls for shifting “…manufacturing
from isolated, optimized cells of business processes, systems and resources to fully
integrated data and product flows across corporate borders.”xxii
In simpler terms, the ‘Industrial 4.0 plan’ aims at increased efficiency by applying
advanced technologies and information systems to the production and delivery
systems. The ‘Made in China 2025,’ however, goes one step further. It focuses on
specific domains where China wishes to be competitive. The plan highlights 10
priority sectors: 1) New advanced information technology; 2) Automated machine
tools & robotics; 3) Aerospace and aeronautical equipment; 4) Maritime equipment
and high-tech shipping; 5) Modern rail transport equipment; 6) New-energy vehicles
and equipment; 7) Power equipment; 8) Agricultural equipment; 9) New materials;
and 10) Biopharma and advanced medical products.xxiii
Deng Xiaoping, China’s paramount leader after Mao had cautioned the leaders to
“…hide our capabilities and bide our time; never try to take the lead.xxiv The
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Economist Explains. But, contrary to Deng’s directive, the government under Xi has
publicized its intent to challenge the West by announcing the ’Made in China
2025.’ Viewed from the perspective of China’s phenomenal successes since reform
began in 1979, it would suggest that China views that the targets enunciated in the
‘Made in China 2025’ initiative were not far-fetched.
The ‘Belt and Road Initiative’ and ‘Made in China Initiative’ are more than just
China’s efforts to increase the number of markets abroad. They are also initiatives
that would help diversify China’s export clienteles. There are industries in China
that are still capable of only producing traditional export items. At the same time,
the number of enterprises that are capable of producing higher end and higher tech
products has been on the rise. By diversifying export clienteles--in conjunction with
concerted efforts at R&D, indigenous innovation and acquiring new and more
advanced technologies--the gap between the two groups of producers can be
narrowed without having to idle existing productive capacities.
Trump had disallowed U.S. firms from exporting high-tech components or
transferring advanced technologies to China. But then just as quickly, after meeting
China’s President Xi at the G 20 meeting in Tokyo in June, 2019, Trump abruptly
lifted the ban. Even if President Trump would re-impose the high-tech transfer
restrictions, there are high-tech enterprises in other developed economies that might
be sufficiently ready to help fulfill China‘s objectives. The lure of being allowed to
access the markets of a rapidly growing economy in China would be hard to resist.
Meanwhile, China has also been emphasizing the need of domestic innovations as
well. The question, then, is ‘Can Trump win a trade war with China?’

A BRIEF CONCLUSION
A trade war, both in theory and in effect, implies shortsightedness and aggressivepassivity. Deng Xiaoping’s dictum of hiding one’s capabilities while aggressively
planning and implementing constructive policies would have served the U.S. interest
far better than waging a trade war. The planning and implementation processes of
China’s ‘Belt and Road Initiative’ and the ‘Made in China 2025 Initiative’ are a
valuable lesson in development studies. Even if Trump wins a second term, there is
no constructive ways that he can slow down China’s momentum for sustained
growth and accomplishments. Trump needs a more constructive set of policies to
‘Make America Great Again.’
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ABSTRACT
The Civil Rights Act was passed in 1964 to eradicate intentional
discrimination in the workplace. However, Congress provided an exception to the
law that allows a discriminatory exclusion known as a Bona Fide Occupational
Qualification (BFOQ). Given that much of the court proceedings surrounding
BFOQ pertain to sex discrimination and that there are comparatively few articles
on the subject (Cavico & Mujtaba, 2016), it would be prudent to review the case
law, derive guiding principles for managers and administrators, and identify
emerging trends in the law and management practices. With up about 4% since
1997 and sex discrimination claims rising 24% since 2010 (eeoc.gov), this inquiry
is important. A keyword search on BFOQ and employment related to the Civil
Rights Act yielded 2 cases at the Supreme Court level and more than 50 cases at
the appellate court level. These cases were reviewed and analyzed for guiding
principles given the case law at this level is more settled. District court cases were
only used when appeals court decisions were not available or to identity emerging
trends in the case law and any trending problem in management practices.
Key words: Bona Fide Occupational Qualification (BFOQ), Civil Rights Act,
Disparate treatment, intentional discrimination

THE LAW
The Civil Rights Act of 1964 as amended prohibits discrimination based
on gender, pregnancy, national origin, religion, race and color. However, Congress
provided for an exception under the disparate treatment burden of proof labeled
BFOQ and the BFOQ must be reasonably related to the legitimate operations of
the business. This exception is intended by Congress and interpreted by the courts
to be a narrow exception (Cavico & Mujtaba, 2016).
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EEOC guidelines further restrict its use by mandating that there cannot be
a refusal to hire based on sex because of the comparative characteristics of the
protected class does not fall within the exception. For example, the assumption that
turnover among women is higher than for men (Code of Federal Regulations,
2018). Additionally, EEOC regulations state that “refusal to hire an individual
because of the preferences of coworkers, the employer, clients or customers”
(Code of Federal Regulations, 2018, Title 29, Sec. 1604.2 at 2) is prohibited.
EEOC guidelines also prohibit discrimination on the basis of sex should
management refuse to provide gender specific facilities for the sexes such as
toilets, showers, and dressing rooms (Code of Federal Regulations, 2018). After
reviewing the relevant case law legitimate use of the BFOQ can be broadly
classified in the categories of essence of business, authenticity, safety, and norms
of society. We will review each in turn after discussing one major exclusion.

RACE AND COLOR
The BFOQ exception under the Civil Rights Act does not include race and
color (Chaney v. Plainfield Healthcare Center, 2010). For example, in Chaney v.
Plainfield Healthcare Center (2010) a nursing home had a racial preference policy
which excluded the nurse’s aide from work areas and residents solely on account
of race. When this practice was challenged in court, it was defended on the basis
of nursing home residents’ preferences and stated that black staff might suffer
racial harassment from those residents that preferred whites. The appeals court
reversed the district court’s decision for the defendant and allowed the case to go
to trial since BFOQ is not a permitted defense under to the Civil Rights Act for
refusing blacks employment nor is it an admissible practice to protect them from
harassment (Chaney v. Plainfield Healthcare Center, 2010).
In another case (Ferrell v. The Parker Group, 1999), a telephone marketing
firm assigned black employees to follow a “black” script to boost black votes and
white employees to use a different ‘white” script to increase white votes. After a
laid-off black worker sued, the company claimed the practice was protected under
BFOQ. The courts disagreed, finding that use of BFOQ for race or color is
explicitly excluded from the Civil Rights Act (Ferrill v. The Parker Group, 1999).

ESSENCE OF BUSINESS
The key principle in evaluating BFOQ cases is its mission or essence of
business. In the landmark decision, Diaz v. Pan American World Airways (1971),
the Fifth Circuit Court of Appeals first articulated this principle. In this ruling, a
male applicant was denied a flight attendant position because he was not female.
Pan American presented data that its customers overwhelming preferred females.
However, the court pointed out the essence of business for an airline is safely
transporting passengers from one location to another. In order to omit all men from
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consideration as flight attendant, Pan American would first have to establish that
all men are incapable of performing the function of safely transporting passengers
from one location to another. In general, the court also found use of customer
preferences is not a viable defense because it tends to perpetuate stereotypes which
the Civil Rights Act was intended to eliminate. Arbitrary stereotypes about
physical capabilities of the sexes cannot be used to establish sex as a BFOQ (Everts
v. Sushi Brokers, 2017). Yet, the Fifth Circuit of Appeals did say that refusal to
hire according to customers’ preferences would be lawful when it is based on a
company’s inability to perform the primary function or service it offers (Diaz v.
Pan American World Airways, 1971).
In support of the essence of business principle, The Supreme Court, in
International Union v. Johnson Controls (1991), pointed out that many women
could work on the production line (the essence of business) as well as men and that
the employer must direct its concerns in this regard to those aspects of the woman’s
job-related activities that fall within the “essence’ of the particular business
(International Union v. Johnson Controls, 1991). Johnson Controls had defended
itself based on safety considerations which were denied (discussed below). In Pime
v. Loyola Univeristy (1986), the Seventh Circuit of Appeals sanctioned a BFOQ
for membership in a religious order of a particular faith (in this instance Jesuit),
and that a Jesuit “presence” was important to the successful operation of the
Catholic Univeristy.
Another example of essence of business BFOQ would be only hiring
females as exotic dancers in a men’s club. In jobs where sex titillations is the
primary business, the courts have generally ruled for the establishments (Yuracko,
2004). It would be illegal, however, to limit the number of African-American
dancers in a men’s club or prohibit them from playing certain types of music since
the BFOQ defense is not available for race (Selena Garden v. Caligula XXI, 2002).
It has been less clear whether a restaurant/bar such as Hooters would
qualify for this exemption. After a four year investigation, the EEOC dropped a
case against Hooters when it agreed to hire men in ancillary positions, such as
bartenders and bar-backs; only women would be servers and wear skimpy outfits
though (Times, 2006; Cavico & Mujtaba, 2016). As a result, one can conclude that
the female servers and not the food is the essence of business for Hooters. This
opens the door for other similar establishments to follow the same prescription
such as Twin Peaks. Importantly, if skimpy outfits are not related to the essence of
business as in Sage Reality where it required female elevator operators to wear
revealing outfits, the practice may be ruled to be sexual harassment (EEOC v. Sage
Realty, 1981).
Additionally, an organization charging higher rates to women than to men
for their retirement plan would be illegal if cannot prove that it is related to the
essence of its business. In the only case of its kind (Manhart v. City of Los Angeles,
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1976), a city charged higher rates to women but the Ninth Circuit of Appeals stated
that this in no way affected the ability of the city to provide water and power to its
citizens (its essence of business) and denied the exception.

AUTHENTICITY
EEOC guidelines sanction discrimination when it is necessary for the
purpose of authenticity or genuineness of the job or situation such as sex as a
BFOQ for actor or actress (Code of Federal Regulations, 2018). This would
include TV shows and movies depicting real events. For instance, only a man could
play Abraham Lincoln, if the story was intended to be historically accurate.
While the BFOQ defense is not available to defendants accused of
discrimination based on race, there has been tacit acceptance of race by the courts
as a BFOQ in jobs where the authenticity of an actor in a role is central (Rothstein,
Liebman, & Yuracko, 2015). This would include Lincoln in the example above
and even actors in the movie Saving Private Ryan. This “race” BFOQ has even
extended to providing a preference for black applicants over white applicants for
correctional officers in a correctional “boot camp” composed mostly of African
Americans (Wittmer v. Peters, 1996). However, it has not expanded to encompass
firefighters because the court said that there was no compelling evidence that white
firefighters could not be effective firefighters in areas with a high percentage of
African American residents (Rothstein, et. al., 2015).
Disney has fended off several lawsuits employing the BFOQ exception
such as only having nationals work in their respective countries’ pavilions in Epcot
or other culturally themed resorts (Garcia, 2011). Cavico & Mujtaba (2016) noted
that there is legislative and scholarly evidence “that courts may recognize a BFOQ
defense to a national origin discrimination claim when a restaurant maintains an
authentic ethnic atmosphere” (Cavico & Mujtaba at 9). A BFOQ has even been
upheld for requiring helicopter pilots that are hired to fly into Mecca to be Moslem
(Kern v. Dynalectron Corp., 1984).
In spite of these, the BFOQ exception does not apply when it comes to
enforcing English speaking rules and rejecting an applicant for a job based on their
nationality (Fragant v. City and County of Honolulu, 1989). The defendant would
have to demonstrate that all members of a particular nationality could not speak
English. Nevertheless, denying a specific individual(s) a position because of poor
English would be a protected practice under the business necessity defense
(Fragant v. City and County of Honolulu, 1989).
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SAFETY
The Supreme Court has addressed BFOQ twice. The first, in Dothard v.
Rawlinson (1977), The Supreme Court stated that safety considerations could take
overriding importance even though the excluded protected class could perform the
essence of business. In, Dothard (1977), a female was rejected as a prison guard
for a male penitentiary because she was not male. Evidence was introduced that at
least 20% of the male prisoners were known sex offenders. They were scattered
throughout the prisons and posed a real threat not only to the victim of the assault,
but to the basic control of the prison, protection of its inmates, and the other
security personnel. As a result, the BFOQ was permitted on the basis of safety risks
to third parties and likely break down of control of the prison (Dothard v.
Rawlinson, 1977).
In the second, International Union v. Johnson Controls (1991), women of
child bearing age or ability were not permitted to work on the production floor
because of the possible harmful effects of lead exposure to any potentially unborn
fetus. The Supreme Court rejected this argument because women could perform
the essence of business. The Court stated that a potentially unborn fetus does not
fall within the third party safety risk exception. Also, The Court pointed out that
the lead exposure was also harmful to the male reproductive system, but men were
not denied jobs on the production line (International Union v. Johnson Controls,
1991).
Similarly, in Hayes v. Shelby Memorial Hospital (1984) an x-ray
technician was terminated when she became pregnant. The hospital did not want
to subject her unborn fetus to ionizing radiation in radiology department where she
worked. However, the Eleventh Circuit of appeals noted that the technician could
perform the essence of business and that potential for fetal harm, unless it
adversely affected a mother’s job performance, was irrelevant to the BFOQ issue
(Hayes v. Shelby Memorial Hospital, 1984).

OBJECTIVE EVIDENCE
Safety considerations must be real and supported by objective evidence.
In another case involving pregnant women, Pan American (Harriss v. Pan
American World Airways, 1980) had a policy that required flight attendants to
cease working as soon as they learned that they were pregnant. This was justified
on the basis that pregnant women run a small risk of miscarriage during flight, and
since some pregnant women suffer from nausea and fatigue and may become
disabled during an emergency. However, the Ninth Circuit Court of Appeals found
that logic flawed in that it assumed that nonpregnant flight attendants would not
have disabling conditions such as hernias, high blood pressure, or heart disease and
that these conditions would be less likely to occur. However, if the airline could
introduce objective evidence to support its argument and prove that pregnancy
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problems during an emergency would occur at a higher rate than other potentially
debilitating issues, then the court would be willing to approve the BFOQ (Harriss
v. Pan American World Airways, 1980). It should be noted that airlines have been
more successful under the business necessity defense (Burwell v. Eastern Air
Lines, 1980).
In Henry v. Milwaukee County (2008), a detention facility designed to
temporarily house juveniles awaiting court proceedings instituted a policy
requiring at least one person of the same sex on third shift for several reasons,
including safety concerns. However, the institution could not supply any proof to
demonstrate the manner in which this policy made the environment safer.
Moreover, there had been no assaults or safety problems in the past. The Seventh
Circuit of Appeals pointed out that it was willing to consider sex as a BFOQ for
prison guards so long as the institution could provide proof to support the policy
such as previous assaults, etc. (Torres v. Wisconsin Department of Health and
Social Services, 1988).
Of note, a BFOQ based on sex has been broadened to include certain
nurses in high- risk birth situations. In EEOC v. Mercy Health Center (1982), male
nurses were denied positions in the labor and delivery area but the hospital was
able to establish that there were a large percentage of high-risk births and
potentially life-threatening deliveries. Over 70% of the women objected to male
nurses in the delivery room. The court stated “due to the objections voiced by the
doctors and to the results of the written survey, and due to the sensitive and intimate
duties performed by staff nurses in this area, there is a factual basis for determining
that the employment of male nurses in the labor and delivery area would cause
medically undesired tension” (EEOC v. Mercy Hospital at 163) and upheld the
BFOQ. This is example where overruling customer preference could prevent the
establishment from performing its primary function or service.

PREGNANCY
Organizations seem to continually want to apply the BFOQ mantra to
pregnancy. In an early case, the City of Philadelphia (1978) had a practice of
terminating female police officers once they became pregnant. Shortly after the
Civil Rights was amended in 1978 to protect pregnancy, a pregnant female office
was terminated. Regardless of the fact that her performance met standards and
there was no work-related issues to suggest that she could not perform her job. She
was fired solely because she was pregnant. The Appeals court had her reinstated
(United States of America v. City of Philadelphia, 1978).
This problem persists to the present day. In EEOC v. Bob Evans Farms
(2017), a restaurant server was removed from the schedule because management
thought her due date was imminent. This is not a BFOQ. Only a doctor may
determine whether a pregnant female is fit for work and when the delivery day is
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imminent (EEOC v. Bob Evans Farms, 2017). In another recent situation, a
different restaurant tried to argue that a pregnant female could not be a server
because of the lifting requirements and feared for her and the unborn fetus’s safety
(Everts v. Sushi Brokers, 2017). As a result, management reassigned her to a lesser
paying hostess position. The restaurant could not offer any objective evidence,
other than their opinion, that she could not do the fundamental job and there was a
safety risk to her unborn child and to customers. The BFOQ argument failed
(Everts v. Sushi Brokers (2017). Once again, these are decisions best left to
medical experts.
Recently, at least one company has attempted to apply the BFOQ safety
argument to trucker training. In EEOC v. New Prime (2006), a company assigned
applicants to same sex trucker training to protect them from sexual harassment and
to maintain their privacy. Since there were so few female truck instructors, it
caused female applicants to have to wait more than a year to receive the necessary
training. Clearly, either sex could perform the duties of trainer. The court also
found that this was not a legitimate practice for protecting women from sexual
harassment and that the privacy issues were minimal (EEOC v. New Prime, 2006).

NORMS OF SOCIETY
There are deeply rooted attitudes, perceptions, and societal norms
concerning differences between the sexes such as issues related to nudity, personal
hygiene, and sex that impact employment practices which the courts have allowed
to continue. These are broadly classified into dress codes, therapeutic care, and
privacy issues.

DRESS CODES
The sexes are biologically different and do not dress the same. However,
any appearance standards for men and women that are even-handedly applied have
been judged by the courts to be legal (Findley, Fretwell, Wheatley and Ingram,
2006: Rothstein, et. al., 2015). For example men can be barred from wearing ear
rings and women can be expected to wear make-up as long as there are similar sex
differentiated demands placed on each gender (Findley, et. al, 2006; Jespersen v.
Harrah’s, 2006).
The courts have pointed out that “a sex-differentiated appearance standard
that imposes unequal burdens on men and women is disparate treatment that must
be justified as a BFOQ” (Frank v. United Airlines at 854). For example, a business
may require all employees to wear sex-differentiated uniforms, but it cannot
demand only females wear uniforms unless it can establish it as legitimate BFOQ.
One airline went so far as to use different weight tables for men and women. The
women’s table required them to be thinner than the comparable table for men.
However, the airline could not demonstrate that having disproportionately thinner
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female than male flight attendants bore any relation to the flight attendants ability
to greet passengers, push carts, move luggage, and provide physical assistance in
emergencies and if anything inhibits the performance of female flight attendants
(Frank v. United Airlines (2000). As a result, the BFOQ defense failed.
The Supreme Court declared in Price Waterhouse v. Hopkins (1989) that
society is beyond the day where it judges people on how they dress. Since this
decision, transgender workers are litigating and wining lawsuits related to whether
or not they must conform to a particular sex-role stereotype on the basis of dress
(EEOC v. R.G. & G.R. Harris Funeral Homes, 2018). In general, courts across the
country are finding that compelling transgendered people to dress based on their
biological gender in order to conform to traditional sex-role stereotypes cannot be
defended as a BFOQ (EEOC v. R.G. &G.R. Harris Funeral Homes, 2018).

THERAPEUTIC CARE
In Healey v. Southwood Psychiatric Hospital (1996), the hospital assigned
at least one male and one female to each shift because it maintained that it was
necessary to provide appropriate therapeutic care. Management argued that a “role
model’ is an important element of the staff’s job and only a male can truly serve
the male role model and vice versa. Also, a balanced staff is necessary because
children who have been sexually abused will disclose their problems more easily
to a member of the same sex. Therefore, not having a member of both sexes present
on a shift would undermine its fundamental operation of therapeutic care. The
Third Circuit of Appeals agreed and upheld this practice as a BFOQ (Healey v.
Southwood Psychiatric Hospital, 1996).
Similarly, in Moteles v. University of Pennsylvania (1984), at least one
female security officer had to be assigned to each shift. When this was contested
in court, the institution reasoned that a female officer must be present in the event
of a rape cases for privacy reasons (discussed below) and because female rape
victims will respond more to females and not males. This was found to be a valid
BFOQ (Moteles v. University of Pennsylvania, 1984).
In contrast, counselors for weight loss centers are not protected under
BFOQ (EEOC v. Hi 40 Corp., 1996). This policy is mainly related to customer
preferences and not the ability of the men to perform the essence of business
(EEOC v. Hi 40 Corp., 1996).

PRIVACY ISSUES
For privacy reasons, EEOC guidelines mandate separate but equal
facilities for the sexes for toilets, showers, and dressing rooms (Code of Federal
Regulations, 2018). These must be equally maintained for sanitary reasons (Lynch
v. Freeman, 1987).
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Privacy issues were first upheld in 1977 (Fesel v. Masonic Home of Del.,
1977) and continues through the present day (Everson v. Michigan Department of
Corrections, 2004). In Fesel (1977), the Masonic Home hired only women as a
nurses’ aide because it argued that female residents would not consent to men
dressing, bathing and changing geriatric pads for incontinent patients with
catheters, and assisting with the use of toilets and bed pans. The Court found the
home could not force patients to consent to being intimately cared for by male
aides and that it would undermine their essence of business (Fesel v. Masonic
Home of Del., 1977).
In Everson v. Michigan Department of Corrections (2004), the Sixth
Circuit of Appeals reversed a district court decision to allow sex as BFOQ for some
250 positions in housing units at a female prison because the plan would (1)
significantly enhance the security at the facilities (2) decrease the likelihood of
sexual abuse, and (3) protect female inmates privacy rights with regard to nudity
and other intimate female activities.
If the organization can arrange the work such that the same sex is present
for body searches, toiletry and other activities where a person is in a state of
undress, the BFOQ as a defense cannot be utilized (Torres v. Wisconsin
Department of Health and Social Services, 1988). Also, in prison situations, there
must be objective evidence that assaults, safety, and control concerns, etc. are
occurring or are likely to occur when guards are of the opposite sex (Torres v.
Wisconsin Department of Health and Social Services, 1988; Henry v. Milwaukee
County, 2008). Nevertheless, in a recent case (Crews v. City of Ithaca, 2018), a
district court ruled that refusing to allow a gay female officer to search and observe
female prisoners in the shower and toilet areas was not a permissible BFOQ due
to the defendants failure to provide sufficient objective evidence supporting its
position.
In certain situations, BFOQ argument can be made for janitorial staff,
particularly when a union is present. For example, in Brooks v. ACF Industries
(1982), a female janitor was assigned to clean the men’s bathhouses but the toilets
(no doors on the toilets) and dressing areas were in plain view. She requested that
the men dress in shower area or she be allowed to clean the bathhouses on the night
shift. The court found these alternatives to be unworkable. The first would cause
the men’s clothes to become wet because they would have to be placed so close to
the showers and the second would require violating a collective bargaining
agreement since she had lower seniority rights. When she was transferred due to
these problems and replaced with a man, she file with the EEOC for sex
discrimination. Due the intimate privacy issues, the court upheld the BFOQ.
However, in most janitorial situations viewing nudity in bathrooms, etc. is only a
possibility and easily worked around. Consequently, the BFOQ is not allowed
(Hernandez v. University of St. Thomas, 1992).
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Massage therapy is another area where the BFOQ defense was applied but
failed. In the only case of its kind, (Olsen v Marriott, 1999), a male massage
therapist was denied employment at a hotel spa because the customers preferred
female massage therapists. In fact, the spa asked each customer if they preferred a
male or female therapist. In ruling for the plaintiff, the court pointed out that the
job did not involve viewing or touching breasts or genitalia nor did the therapist
view the client completely nude, so privacy issues were minimized (Olsen v
Marriott, 1999). This is better handled by hiring massage therapists as valid
independent contractors (independent contractors are exempt from the Civil Rights
Act) and waiting for the customer to request a particular gender in their massage
therapy session.

CONCLUSIONS
Interestingly, while the BFOQ exception is a narrow one, it is effectively
applied to a wide range of occupations and industries and affects tens of thousands
of jobs. The key principle when employing this exception is to be sure that (1)
those excluded cannot perform duties required for the essence of business, (2) there
are serious safety risks to third parties, or (3) the policy would violate norms of
society as previously discussed.
Many industries should take note, particularly, those that assign blacks to
service black customers and whites to cater to white clientele such as in the banking
industry or African Americans marketing products to inner-city communities that
are predominantly African American, those practices are illegal (Thomas and Ely,
1996). However, hiring only those of Chinese descent to work in an authentic
Chinese restaurant in china town would be a legal BFOQ (Cavico & Mujtaba,
2016). In other businesses that cater to one sex or the other such as a women’s
gyms, refusing to hire men would be illegal since they can perform the essence of
business as well as women (Rothstein, et. al., 2015). It would only be permissible
if the gym employed fewer than 15 employees (exempt from Civil Rights Act).
From the case law, several other guidelines may be gleaned. Companies
must be careful not to remove pregnant females from their positions without a
medical evaluation. When dealing with privacy issues, organizations should
develop objective evidence to support the sex-based BFOQ it has implemented and
be able to demonstrate that it would be too difficult to reorganize the duties so that
privacy concerns are negated. Moreover, when dealing with transgender
employees and complying with dress codes, permit them to dress according to their
chosen gender.
Organizations must also be cognizant of state laws. For example, at least
19 states specifically protect transgender employees (Buckley & Green, 2018). In
at least one state (California), forcing women to wear dresses is now prohibited
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even though the Civil Rights Act permits it as long as there are similar
requirements for men (Rothstein, et. al., 2015).
Clearly, the BFOQ exception under the Civil Rights Act is much
misunderstood and misapplied. When crafting and implementing BFOQ policies,
organizations are best advised to obtain input from expert labor lawyers and
provide periodic training to its managerial staff on its appropriate applications of
BFOQ.
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ABSTRACT
As small business entrepreneurs decide to open or pursue a small business, one
important option available to most entrepreneurs involves whether or not to
purchase a fast food “franchise” or “licensed” business. An increasing number of
small businesses started during the last 30 years have involved some form of
franchise or licensing business. One major reason small business owners choose
to become franchisees or licensees is these small business models is that it allows
individuals to operate as if they were much larger enterprises or corporations with
hopefully better profit margins and lower risks than initially starting a business
from scratch.As one analyzes franchisee and licensee businesses, it appears there
are a variety of similar fees and monthly expenses related to all these businesses.
However, a large majority of potential entrepreneurs are still confused over what
fees are actually required and what sort of monthly profits one should expect. It
also appears a large number of fees and monthly expenses in the fast food industry
are based on the original McDonald’s Corporation fee structure started years ago.
Important insights can be gained by analyzing the concepts employed by
McDonald’s franchising with regard to fees and expenses as we accomplished in
earlier papers and presentations at the ASBBS Annual Conference in February
2011 (Volume 18, Number 1) and in February 2015 (Volume 11,Number 1 ).
Franchise/license fees, security fees, base rent fees, percent rent fees, service fees,
and royalty fees, not to mention the various purchase cost options and expected
annual revenues, all come into play when analyzing potential expected business
profits from fast food restaurants. In this paper, we will look specifically at the
fast food chicken industry targeting Chick-fil-A, Kentucky Fried Chicken (KFC)
and Chicken Express restaurants for bottom-line insights. Hopefully, in this paper
while analyzing the fast food industry’s monthly fees, expenses, and expected
revenues, we will be able to make enlightened comparisons and conclusions about
potential bottom line profits for chicken franchisees, as well as provide a general
model to analyze any fast food restaurant’s monthly bottom line potential.

Key words: Fast food chicken, McDonald’s, Chick-fil-A, Chicken Express, KFC,
Franchise
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INTRODUCTION
Caves and Murphy (1976) defined a franchise as “one lasting for a definite or
indefinite period of time in which the owner of a protected trademark grants to
another person or firm, for some consideration, the right to operate under this
trademark for the purpose of producing or distributing a product or service” (p.
572). This allows small business potential owners the opportunity to operate a
successful business while minimizing risk.
Numerous times when small business entrepreneurs are considering the fast food
industry or attempting to become a franchisee or licensee, the question of fees and
bottom line profits are a major concern. In earlier published papers with the
American Society of Business and Behavior Sciences, we have investigated and
made comparisons of the fees, purchases, expenses and the projected annual
revenues of various fast food restaurants all in comparison to McDonald’s model
of franchising. Table I lists key researched financial data for KFC, Chicken
Express and Chick-Fil-A restaurants along with baseline McDonald’s data. In this
table you will see different monthly fees, different projected annual revenues as
well as the differences in initial purchase expenses. These differences are key
financial indicators for us to analyze and consider in looking at bottom line profits
of our individual chicken franchises which could also be applied to any franchise
or license type of restaurant. We will use the researched data on franchises and
licensed companies (Table I) to determine generic profit and loss (P&L) statements
which reflect bottom line profits.
For our data analysis and comparison, we will use basic descriptive statistics to
summarize and present data comparing the franchise model of McDonald’s to
serve as a baseline while looking at the fast food chicken franchises. Kentucky
Fried Chicken (KFC), Chicken Express and Chick-fil-A will be three franchises
we analyze in the fast food chicken. We will use a systematic comparison of 1)
monthly franchise fees, 2) common industry expenses, and 3) projected annual
revenues of these three different restaurants to figure monthly bottom line profits.
This methodology will present opportunities for potential owner/operators looking
into in these types of businesses to make solid decisions on what works best for
their future financial success based on the data collected and the model presented
for each of our 3 selected fast food chicken restaurants. Past and present literature
searches and reviews on “franchising” and “licensing” offers little if any
substantial data for comparisons of bottom line profits or monthly P&L’s. This is
the area that we hope to address with our research in this paper.
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TABLE I
BASE-LINE FEES & EXPENSES
McDonald’s

Chicken
Express

KFC

8-13% of sales

8-12.5% of
sales

8-10% of
sales

Chick-fil-A

Monthly Fees
% Rent
(Royalty)

*lease

15% gross
sales
50% profit

*lease
*royalty 5%
Service Fee

4% of sales

4.25%

5% of sales

None

Purchase Price

Varies

Varies

Varies

None-no
equity

% Down of
Purchase Price

25%

10-25%

25%

None-no
equity

Franchise Fee

$45K

$10K

$45K

$5K

Security Fee

$15K

None

2%

None

Projected Annual

$1.5-$2

$1.5-$2

$2-$3

(Revenues)

million

million

$1.2-$1.3
million

Lease
Agreement

20 years

20 years

20 years

Year to year

(Advertising)
Purchasing
Expenses

million

TRADITIONAL McDONALDS’s FRANCHISE --- MONTHLY BOTTOM
LINE
When figuring the monthly bottom line for a McDonald’s restaurant, we are
considering a traditional or stand-alone building. The traditional franchise of
McDonald’s usually includes an ongoing service fee of approximately 4 % of the
monthly sales/revenues of that particular store. This 4% is used for advertising
and marketing. This may also be referred to as the advertising fee. This money is
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used for TV, radio, internet advertising/promotions, as well as other marketing
choices. In addition to this 4%, there is an ongoing “monthly percent rent fee”
(royalty fee) of 8.5% to 13% of monthly revenues due to McDonald’s Corporation
for use of the building which is usually owned by McDonald‘s Corporation. These
fees are shown in Table I. This rent is based on McDonald’s Corporation owning
the land and building for that particular restaurant. These McDonald’s “monthly”
fees and expenses are separately illustrated in Table II. This rent percent/royalty
fee can be reduced in rare cases where the franchisee owns the building. There
may be a few cases where the franchisee owns both the building and the land, but
McDonald’s Corporation usually owns the land and the majority of buildings
where McDonald’s restaurants are located. Hence, McDonald’s has become one
of this country’s largest commercial real estate holding companies, owning
thousands of prime commercial locations throughout the United States. Average
revenues for a traditional McDonald’s are in the neighborhood of $1.5 - $2 million
per year. For this paper, we will estimate the monthly revenue to average around
$150,000 per month ($150,000 x 12 months=$1.8 million) for a McDonald’s.
Table III presents a generic P&L of all the monthly fees and revenues (sales) for
this franchise. After considering McDonald’s monthly service or advertising fee
of 4% and percent rent (8.5%-13%), we used the 4% advertising fee and an
average of 10% for the percent rent to figure monthly bottom line profit for a
McDonald’s (Table III). We then added in industry average expenses for other
items such as labor (25%), food (30%), utilities (5%) and miscellaneous expenses
(5%) to figure an approximate bottom line monthly profit, before mortgage, of
$31,500 (Table III). This is for an average traditional McDonald’s restaurant. In
this example, we also estimate a monthly payment for a mortgage of approximately
$10,000 based on industry averages. This number would vary depending on the
purchase price, term of the loan and interest rate. This would result in a monthly
bottom line of approximately $21,500 to the McDonald’s franchisee and could
increase to $31,500 per month once the mortgage is paid off. Table III illustrates
a generic model/P&L with revenues (sales), franchise fees and other industry
expenses all included, that we can now use, to look at other fast food franchises,
like those found in the fast food chicken industry.
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TABLE II
“Monthly Fees” to McDonald’s Based on Monthly Sales (Revenue)
Of $150,000.00 Per Month
Estimated: Monthly Sales/Revenues
150,000.00
X .10
15,000.00
Percent Rent Fee (Figuring 110%)
$15,000.00
Service (Advertising Fee – 4%)
$150,000.00
X.04
$6,000.00
From Monthly Sales of $150,000.00 franchisee pays $15,000 + $6,000 = $21,000.00
To McDonald’s. Four percent is the monthly advertising fee – 2% for National
Advertising and 2% for Regional Advertising .

Per Month Sales

TABLE III
McDonald’s Month Bottom Line (Approximate)
$150,000

Percent Rent (At 10%)

-$15,000

Advertising (4%)

- $6,000

Labor (25%)

- $37,500

Utilities (5%)

- $7,5000

Misc. (Insurance, Repairs, Uniforms) (5%)

- $7,500

Total Expenses

$118.500

Franchisee Bottom Line (w/o Mortgage)

$31,500

Mortgage Payment

- $10,000

Franchisee Bottom Line (w/Mortgage)

$21,500

At Store Sale: McDonald’s Franchisee gets equity from business sale
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TRADITIONAL KENTUCKY FRIED CHICKEN (KFC) FRANCHISE
KFC’s were started in 1952 in Salt Lake City, Utah. KFC’s current business
strategy has been aimed at international growth while also emphasizing freshly
made products. As of 2017, there were 21,487 KFC’s operated worldwide with
4,570 of these stores in the U.S. These stores saw a 3% growth in same-store sales
in 2017. KFC’s are a part of the larger corporation called Yum Brands. This
brand also includes Taco Bell and Pizza Hut. A large portion of the KFC’s are
traditional stand-alone buildings with smaller satellite KFC units also found in
airports, gas stations, etc. KFC’s are similar to McDonald’s in that there is a legal
franchise agreement lasting 20 years between the franchisee and KFC. This
agreement will state the monthly fees due to KFC. One such fee is an advertising
fee of 5% which is broken down into 2% for national KFC advertising and 3% for
local advertising. This 5% is similar to McDonald’s advertising fee but 1% higher
(4% vs. 5%). Additionally, KFC charges a monthly rent Royalty Fee of 5% of
gross sales/revenue or a minimum of $600 per month for each KFC restaurant.
This Royalty Fee is in addition to any mortgage payment or lease the franchisee
may be paying for the existing building. This is unlike McDonald’s where the
majority of restaurants and land are solely owned by McDonald’s.
In addition to the monthly fees mentioned, there are additional costs in purchasing
a KFC. The actual purchase price of an existing traditional location again varies
and is based on previous sales, location and good-will pricing involved. Like
McDonald’s, KFC usually requires/desires that the franchisee put down at least
25% of the negotiated price of the traditional KFC being purchased from personal
funds. KFC can also charge a security deposit of 2% of the purchase price of the
restaurant. Additionally, KFC, like McDonald’s will charge a $45,000 Franchise
Fee for the franchise agreement for reach specific restaurant. KFC does maintain
the right to charge $2,300 for new franchise training, and there may be some
additional expenses for computer systems, signage and new restaurant equipment.
One significant difference between KFC and McDonald’s is the percent rent or
royalty fee. As stated earlier, McDonald’s charges 8-13% of monthly sales while
KFC charges 5% of monthly sales in addition to any lease or mortgage that the
franchisee may encounter. KFC charges a monthly advertising fee of 5% while
McDonald’s charges 4% of monthly sales. Average projected revenue for the
traditional KFC is $900,000-$1,100,000 per year when figuring fees and profits.
All of the KFC monthly fees and expenses are summarized and compared in Table
I. (www.franchisedirect.com; www.kfc.com; www.franchise-insider.com ) Using
these projected revenues and monthly fees, we can now estimate a bottom line
profit for potential franchisees in Table IV. The average monthly bottom line for
a KFC turns out to be approximately $25,000 per month without a mortgage and
about $15,000 if a mortgage is involved. KFC provides equity in the business to
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the franchisee when the business is sold. These bottom line results will be further
discussed in the conclusion.

TABLE IV
KFC Average Monthly Bottom Line (Approximate)
Per Month Sales

$100,000

Royalty Fee (5%)

- $5,000

Advertising (5%)

- $5,000

Labor (22%)

- $25,000

Food & Paper (30%)

- $30,000

Utilities (5%)

- $5,000

Misc. (Insurance, Repairs, Uniforms) (5%)

- $5,000

Total Expenses

75,000

Franchisee Bottom Line (w/o Mortgage)

$25,000

Mortgage Payment

- $10,000

Franchisee Bottom Line (w/Mortgage)

$15,000

At Store Sale: KFC Franchisee gets equity from business sale

TRADITIONAL CHICKEN EXPRESS FRANCHISEE
Chicken Express is a growing family owned (Stuart’s) franchisee operating out of
Texas. In 1988 this regional franchise opened its first stores in Mineral Wells and
Benbrook just outside of Fort Worth, Texas. The family owned franchisee began
growing in the 1990’s by opening additional stores in north Texas. Today the
franchisee has branched into Oklahoma and Louisiana and extending east as far
as into Georgia. By the late 1990’s the family franchisee had grown to 60 stores.
Today the franchisee that began in 1988 has grown to 270 stores. The franchise is
still family owned and privately held by Stuart Enterprises.
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In the first years of existence the Stuart’s expanded the Chicken Express name by
being one of the first fast food chicken delivery businesses. Their slogan was “our
chicken can’t fly, so we deliver”. The delivery business proved very successful in
spreading the word about their quality product. As a result, during the period of
between 1990 and 1994 all franchisees utilized the dine-in, drive-thru, and/or
delivery concept. Now with more stores in more locations the main business
strategy has evolved into drive-thru, dine-in, carhop, and/or catering. Table I show
the fees and expected revenues for the average Chicken Express. Most of these
franchisees have an average monthly royalty fee of 10% with an advertising fee of
4.25% of the monthly revenue. The average revenue per store varies but appears
to be approximately $150, 000 per month. Combining these numbers with average
industry data of approximately 25% for labor, 30% for food/ paper, 5% for utilities,
with an additional 5% for miscellaneous expenses, we can then calculate bottom
line profits as shown in Table V. The Chickens Express bottom line profit of
$31,125 without a mortgage and $21,125 with a mortgage are very similar to what
we see in McDonald’s profits and better than the KFC numbers due to the larger
monthly revenues. Chicken Express also provides equity in the business which
goes with the franchisee when the business is sold. Chicken Express results will
be further discussed in conclusion.
TABLE V
Chicken Express Average Monthly Bottom Line (Approximate)
Per Month Sales

$150,000

Royalty Fee (10%)

-$15,000

Advertising (4.25%)

-6,375

Labor (25%)

-$37,500

Food & Paper (30%)

-$45,000

Utiliites (5%)

-$7,500

Misc. (Insurance, Repairs, Uniforms (5%)

-$7,500

Total Expenses

$118,875

Franchisee Bottom Line (w/o Mortgage)

$31,125

Mortgage Payment

-$10,000

Franchisee Bottom Line (w/Mortgage)

$21,125

At Store Sale: Chicken Express Franchisee gets equity from business sale
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TRADITIONAL CHICK-FIL-A LICENSEE/FRANCHISEE
Chick-fil-A has roots going back to 1946 as a family owned restaurant in Georgia.
Chick-fil-A is currently #8 in total yearly revenues among fast food franchises but
is quickly growing in the U.S. Chick-fil-A appears to be the people’s favorite for
fast food chicken. Presently there are only approximately 1,887 Chick-fil-A’s in
the U.S. compared to 4570 KFCs and 270 Chicken Express restaurants. Even
though they are closed on Sundays, their annual store revenues range an impressive
$2-$4 million per store or average approximately $3 million per store. They place
heavy emphasis on quality and lower calories over speed of service. They are
targeting millennial moms and proving to be very successful with this strategy.
The majority of Chick-fil-A’s are traditional free standing locations. These
restaurants are operated by an individual who is operating the restaurant for Chickfil-A on a year to year licensing agreement. Unlike most other franchises, Chickfil-A operators serve basically as partners with the Corporation, sharing bottom
line profit, but acquire no equity/ownership in the restaurant. Chick-fil-A’s are not
bought and sold by franchisees since Chick-fil-A retains all equity in the business.
Hence, there are no purchase expenses or percent down payments when serving as
the licensee of a Chick-fil-A. The year to year agreement between Chick-fil-A and
the licensee does, however, involve a $5,000 initial fee which is substantially less
than the $25,000-$50,000 found in most initial Franchise Fees for a 20 year service
agreement. Chick-fil-A’s licensed partners basically sublease restaurants from
Corporation and then serve as managing partners in the restaurant. There are also
no advertising fees since Chick-fil-A maintains control over advertising. We will
now look at a “licensed” Chick-fil-A and note the differences we detect from the
previous “franchised” stores we have analyzed. We will again use the Table I data
for a Chick-fil-A to find our key numbers for revenue and expenses. From Table
I we can see key difference between our franchises (McDonald’s , KFC, Chicken
Express) and our licensed Chick-fil-A, There are significantly higher projected
annual revenues for a Chick-fil-A store along with the significantly higher royalty
fees to include a 50% sharing of bottom line monthly profits. When we compute
an bottom line chart (Table VI) for Chick-fil-A, we used an average store monthly
revenue of $250,000 (based on an annual revenue of $3 million) to put us in line
with the expected annual revenues found at a Chick-fil-A store. Chick-fil-A
charges its licensees 1) 15% royalty on the monthly revenue as well as 2) 50% of
the final bottom line profit. We used the normal industry expenses of 25% for
labor, 30% for food, 5% for utilities, and another 5% for miscellaneous expenses.
Again, there are no advertising fees charged to the Chick-fil-A licensee since this
expense is paid by the corporation. The average bottom line profit to the licensee,
based on the expenses and revenues, turns out to be approximately $25,000 per
month as shown in Table VI. This licensee option does not include a mortgage
cost since the licensee has no equity in the business, with the building, equipment
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and décor all being owned by the corporation. These results will be further
discussed in the conclusion.
TABLE VI
Chick-fil-A (Licensee) Average Monthly Bottom Line (Approximate)
Per Month Sales

$250,000

Royalty Fee (15%)

-$37,500

Advertising (0%)

$0

Labor (25%)

-$62,500

Food & Paper (30%)

-$75,000

Utilites (5%)

-$12,500

Misc. (Insurance, Repairs, Uniforms (5%)

-$12,500

Total Expenses

$200,000

Bottom Line Profit Before Split

$50,000

Mortgage Payment

-$0

Bottom Line Corp. (50%)

$25,000

Bottom Line Licensee (50%)

$25,000

At Store Sale: Chick-fil-A Licensee has “zero” equity in business

CONCLUSION
Once you have determined the various per cents of revenue required to be paid in
franchise fees and the projected annual revenues that a normal franchise can expect
to make (as shown in Table I), you can formulate a basic or generic profit and loss
statements to estimate monthly bottom line profits. These franchise fees and
revenue estimates can be obtained through the corporate franchise (Uniform
Franchise Offering Circular – UFOC) for potential franchisees/licensees. This
information can also found through researching corporation franchise websites and
annual reports. In this paper all the fees and revenues were researched and then
displayed in Table I. This type of information can significantly help a potential
franchisee/licensee determine their monthly profit for any fast food chicken
franchise being analyzed.
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In this paper we did not consider or discuss the actual costs of purchasing the
franchise which would determine the actual mortgage payment amount. Purchase
prices for franchisees are usually based on a percent of past annual sales/revenues
and usually negotiated between the buyer and seller. For our purchase price we
estimated mortgage payments based on approximations of what we felt were
reasonable numbers for a seven year note. These mortgage payments could also
vary based on the amounts initially put down.
When a potential
franchisee/licensee is analyzing and comparing bottom line profits (Tables I-VI),
they can also analyze the impact of the monthly franchise fees, normal industry
expenses and the average monthly revenues. This technique of subtracting the
appropriate corporate fees and common expenses (food, labor, etc.) from the
projected monthly revenues, provides numerous useful insights. The potential
franchisee/licensee can now figure what sort of mortgage payment can realistically
be made, as well as, what sort of food and labor targets need to be set and
established in order to be profitable. A potential franchisee/licensee can now use
this generic model to analyze any fast food franchise to make comparisons and
analyze potential profits.
KFC follows along the guidelines of a typical franchise. They charge a royalty fee
approximately 5% of the monthly revenue and another 5% for national advertising
or marketing of their products. While average monthly revenue for a KFC is
approximately $100,000, this is significantly less than the monthly sales at a
Chick-fil-A (approximately $250,000). You will notice in Table IV, however, that
a KFC franchisee can earn a bottom line profit of approximately $25,000 per
month without a mortgage or $15,000 per month if a mortgage is still in place.
When the KFC franchisee decides to sell his franchise he will receive whatever
equity he has established in that store and business. KFC franchisees are allowed
to own multiple stores which extremely important to some potential franchisees.
Chicken Express follows the set-up of a typical franchise with regard to fees and
expenses. It is currently only a regional restaurant but with financial numbers that
indicate a bright future. Chicken Express store revenues look very promising for
a regional franchise (approximately $150,000). The franchise fees (10% and
4.25%) along with their industry expenses are in line with their competition as
shown in Table I. In Table V you can see the estimated bottom line profits of
$31,125 per month without a mortgage and $21,125 with a mortgage are better
than KFC and Chick-fil-A once the mortgage is paid off. Chicken Express also
allows multiple store ownership and provides equity in the business when sold.
As mentioned, Chick-fil-A’s monthly revenues ($250,000) are significantly larger
than other competitors in the chicken fast food industry. These revenues are in
light of the fact that Chick-fil-A stores are also closed on Sundays---which
probably also helps reduces employee turnover rates. Chick-fil-A’s monthly
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bottom line profits are approximately $25,000 per month (Table VI). This
compares to the KFC number when the KFC franchisee has finished paying off a
mortgage. You will notice in Table V that the Chick-fil-A licensee pays a 15% fee
of top line revenues to the Corporation as well as a 50% of the bottom line. The
Chick-fil-A licensee has no mortgage and no equity in the business since the
corporation actually owns the business. The Chick-fil-A licensee is essentially a
managing partner. Chick-fil-A is rumored to prefer single store licensees who will
be in the store daily and working. It appears that these licensees do very well
financially in light of no owner equity in the business. These are all things to be
considered when looking into the fast food chicken industry.
It appears all of our analyzed companies can be profitable in varying degrees. One
should not overlook the fact that this model does not always reflect true bottom
lines since the amount of time and effort put in by the franchisee/licensee will
significantly impact bottom line success. Potential franchisees/licensees, using
this model, can now consider various variations of revenues and expenses that best
fits their management style. Another fact to be considered is the ownership of
multiple fast food restaurants. One should not assume that each individual store
in a group of multiple stores will perform as well as one individual store as shown
in our bottom line results. Owning multiple stores usually results in reduced
bottom line profits of the individual stores. In other words, owning three Chicken
Expresses will not result in a bottom line of 3 X $31,125. You should expect
something less due to management issues of increased food and/or labor. This is
a similar phenomenon in all franchised/licensed fast food stores. Hopefully, our
simple but yet effective method of analyzing fast food bottom line profits is a tool
for potential franchisees/licensees would consider before purchasing any fast food
business.
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ABSTRACT
While climate change seems an obvious phenomenon, but what causes the climate
to change is still debated. There are many people, including some scientists1 who
are skeptical about the role of humanity in the process and argue that climate
change is a natural phenomenon caused by “the Little Ice Age” as they call it and
has nothing or little to do with human activities on earth. Others argue that what is
happening to the climate today is mostly manmade. The latter group refer to a
substantial body of peer reviewed scientific research that shows humans playing
major role in the increase in greenhouse gasses, which is responsible for the
climate change. No matter what causes climate to change, the economic impact of
it cannot be ignored. The purpose of this paper is to briefly review climate change
and what causes it, and then focus on the social and economic impact of climate
change on Iran.
Key Words: climate change, weather, greenhouse effect, greenhouse gases, CO2
emissions, fossil fuels, Iran

INTRODUCTION
What is Climate Change?
NASA defines climate change as (NASA 2014) “…a change in the usual weather
found in a place. This could be a change in how much rain a place usually gets in
a year. Or it could be a change in a place's usual temperature for a month or season.
Climate change is also a change in the Earth's climate. This could be a change in
Earth's usual temperature, or it could be a change in where rain and snow usually
fall on Earth”.
The World Meteorological Organization distinguishes weather from Climate. Both
weather and climate are variable. The difference between climate variability and
climate change is the persistence of an “abnormal” condition: “events that used to
be rare occur more frequently (summertime maximum air temperatures
increasingly break records each year), or vice-versa (the duration and thickness of
seasonal lake ice are decreasing with time). Both weather and climate can be quite
variable, but not constitute climate change. Climate change is when weather and
climate average values shift, and variability increases over at least a 30-year
period, breaking records, exceeding upper and lower values, or varying new ways
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from past observations: earlier of later higher highs or lower lows, more frequent
or less frequent weather events (Nagel 2016).

REASONS FOR CLIMATE CHANGE
There are different reasons for earth’s climate change. According to the NASA
(same source):
“Many things can cause climate to change all on its own. Earth's distance from
the sun can change. The sun can send out more or less energy. Oceans can change.
When a volcano erupts, it can change our climate. Most scientists say that humans
can change climate too. People drive cars. People heat and cool their houses.
People cook food. All those things take energy. One way we get energy is by
burning coal, oil and gas. Burning these things puts gases into the air. The gases
cause the air to heat up. This can change the climate of a place. It also can change
Earth's climate.”
One factor that has definite impact on climate change is the expansion of the
“greenhouse effect”.

GREENHOUSE GASSES
When sunlight reaches Earth’s surface, it can either be reflected into space or
absorbed by Earth. Once absorbed, the planet releases some of the energy back
into the atmosphere as heat (also called infrared radiation). Greenhouse
gases slowing or preventing the loss of heat to space. In this way, GHGs act like a
blanket, making Earth warmer than it would otherwise be. This process is
commonly known as the “greenhouse effect.” Figure 1 shows greenhouse emission
in 2014.

.
Figure 1: Illustration of the Portion of Each One in the Atmosphere in 2014
(Courtesy of United States EPA 2014)
Based on the above description, we can say that the greenhouse effect is a process
in which both nature and human (manmade) affect it. Naturally, we as humans
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cannot control nature. But we can either help to slow or strengthen the manmade
portion of it. And that is when technology can be very valuable.

THE EFFECT OF CO2
The International Energy Agency in its June 2018 report stated: “Global energyrelated CO2 emissions grew by 1.4% in 2017, reaching an historic high of 32.5
gigatons (Gt), a resumption of growth after three years of global emissions
remaining flat. The increase in CO2 emissions, however, was not universal. While
most major economies saw a rise, some others experienced declines, including the
United States, United Kingdom, Mexico and Japan. The biggest decline came from
the United States, mainly because of the higher deployment of renewables.”

HOW DO WE KNOW THAT CLIMATE IS CHANGING?
Studying the changes that have been happening to the climate especially during
the past hundred years clearly demonstrate that climate indeed is changing. NASA
for example, on its site entitle: “Global climate change- Vital Signs of the Planet”,
provides the following statement:
“The current warming trend is of particular significance because most of it is
extremely likely (greater than 95 percent probability) to be the result of human
activity since the mid-20th century and proceeding at a rate that is unprecedented
over decades to millennia.
Earth-orbiting satellites and other technological advances have enabled scientists
to see the big picture, collecting many different types of information about our
planet and its climate on a global scale. This body of data, collected over many
years, reveals the signals of a changing climate”.

HISTORICAL DATA
The Study by the American Climate Society shows that the most accurate data on
the history of climate comes from thermometer records covering the period from
1850 to the present. These were shown in figure 2 and as it shows, average world
temperature was much cooler in 1880 than now.
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Figure 2: Global mean surface temperature change since 1880
Source: NASA GISS
Figure 3 also demonstrates the comparison of atmospheric samples contained in
ice cores and more recent direct measurements and provides evidence that
atmospheric CO2 has increased since the Industrial Revolution.

Figure3: Credit: Vostok Ice Core data/J.R. Petit et al.;
NOAA Mauna Loa CO2 record.
The study also shows that during the past 2000 years the atmospheric
concentrations of CO2 (Carbon dioxide is created whenever carbon is burned),
CH4, and N2O (three important long-lived greenhouse gases) have increased
substantially since 1750. The finding suggests that, based on the data, rates of
increase in levels of these gases are dramatic. CO2, for instance, never increased
more than 300 ppm during any previous 1,000-year period but has already risen by
30 ppm in the past two decades.
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Figure4 shows how annual average temperatures in the contiguous 48 states have
changed since 1901. Surface data come from land-based weather stations. Satellite
measurements cover the lower troposphere, which is the lowest level of the Earth’s
atmosphere. “UAH” and “RSS” represent two different methods of analyzing the
original satellite measurements. This graph uses the 1901–2000 average as a
baseline for depicting change. Choosing a different baseline period would not
change the shape of the data over time.

Figure 4 Data source: NOAA, 2016
(Web update: August 2016)

Also, according to the BBC report (McGrath 2019), “climate change poses a
growing threat to the glaciers found in the Hindu Kush and Himalayan mountain
ranges, according to a new report. The study found that if CO2 emissions are not
cut rapidly, two thirds of these giant ice fields could disappear. Even if the world
limits the temperature rise to 1.5C this century, at least one third of the ice would
go. The towering peaks of K2 and Mount Everest are part of the frozen Hindu
Kush and Himalayan ranges that contain more ice that anywhere else on Earth,
apart from the polar regions. But these ice fields could turn to bare rocks in less
than a century because of rising temperatures, say scientists.”
And finally, in a new annual federal report (Wall Street), researchers from the
National Aeronautics and Space Administration and the National Oceanic and
Atmospheric Administration, which independently track annual climate trends for
the federal government, said 2018 was the fourth-warmest year since 1880. The
record was set in 2016, followed by 2017 and 2015, with historic changes largely
from greenhouse-gas emissions from human activities, the agencies said.
The report comes during a year of extreme storms, floods and fires across the
country. NASA scientists linked the extreme weather to rising temperatures,
saying the warming extended fire seasons and fueled bigger storms.
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WHAT OR WHO IS RESPONSIBLE FOR IT?
While the causes of climate change are relatively clear, but who or what is
responsible for climate to change and the role of human in the process is still
debated. There are many people, including some scientists who are skeptical about
the role of human in the process, and argue that climate change is a natural
phenomenon caused by “the Little Ice Age” as they call it and has nothing or little
to do with human activities on earth. Others argue that what is happening to the
climate today is mostly manmade. The latter group refer to a substantial body of
peer reviewed scientific researches that show humans playing major role in
emission of greenhouse gasses, which is responsible for the climate change.

THE HUMAN INFLUENCE ON CLIMATE CHANGE
Scientist who believe in the role of human in climate change argue that human
influence the climate change in the following ways:
1. Burning fossil fuels
2. Deforestation
3. Urbanization
4. Through population growth.
The first three ways are self-explanatory. The impact of population growth is more
complicated.
Katie Luoma (2016) in her article entitled: “How does population growth impact
Climate?” argues:
"In just 50 years, the world's population has more than doubled to over 7.4 billion
people. That's more than 7.4 billion bodies that need to be fed, clothed, and kept
warm, all requiring a large amount of energy. Alongside this consumption, these
7.4 billion people are also producing vast quantities of waste. Consequently, the
demand for energy and the production of waste are significant producers of
greenhouse gas emissions that contribute to climate change. The impacts of climate
change are significant across the globe and its effects are already beginning to take
place in different communities to different degrees."
The graph in Figure5 below shows the relationship between growth in population
and carbon emissions.
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Figure 5: Global Population Growth and Carbon Dioxide Emissions
The contribution of countries to this outcome, according to the United Nations
Population Fund, is different. The fast-growing developing countries (like China
and India) will contribute more than half of global CO2 emissions by 2050, leading
some to wonder if all the efforts being made to curb U.S. emissions will be erased
by other countries’ adoption of our long held over-consumptive ways.
“Population, global warming and consumption patterns are inextricably linked in
their collective global environmental impact,” reports the Global Population and
Environment Program at the non-profit Sierra Club (2016). “As developing
countries’ contribution to global emissions grows, population size and growth rates
will become significant factors in magnifying the impacts of global warming.”
The following graph in Figure 6 also shows in more detail the relationship between
increase in the population and GDP, level of CO2, oil production and consumption
per day.

Source: Elsevier – Economic growth and Sustainability – May 2013
Figure 6: World Growth Examples (1965 – 2010)
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The problem with climate change is that in most cases it is irreversible. Scientists
believe even though climate change operates on large timescales (decades and
centuries), nevertheless many of its effects may not be corrected. For example, the
Greenland and West Antarctic ice sheet holds enough water to raise global sea
levels by over 10 meters (30 feet). That directly affects at least 10 percent of the
global population, and indirectly it affects pretty much everyone else (Wagner,
2015).
THE IMPACT OF CLIMATE CHANGE ON HUMAN LIFE
Whether climate change happens because of human actions (partially or totally) or
not, history provides many examples of civilizations that vanished due to climate
change. Civilization such as: The Ancestral Puebloans, also known as the
"Anasazi" by the Navajo, the Khmer Empire, The Indus Valley Civilization,
sometimes called the Harappan Civilization, (Bronze Age society once boasted a
population of more than five million and was notable for its highly detailed urban
planning and water systems), the Maya civilization of ancient Mexico, and the
Akkadian Empire (mostly due to the famine).
Climate change affects human life in many other ways as well. Walter Leal Filho,
Ulisses Azeiteiro and Fatima Alves (2016) in their book called “Climate Change
and Health” study this relationship extensively. In chapter one they state:
“The global changes are real. There is solid evidence about this and a broad
consensus among the scientific community. Climate factors are known to be of
importance in the preservation of nature, biodiversity and human health and
wellbeing. If the current trends continue, increase in temperature, and the
frequency of extreme weather events may lead to serious consequences to the
environment as a whole and to human health in particular.”
Later in the chapter they argue: “In addition, ecosystem services are not fully
appreciated, and their predatory management has led to some of the paradoxes that
humankind face today, such as: how human species can survive and ensure the
survival of future generations in the context of enormous changes in the
functioning of natural system. How can we live with dignity, health and ensure our
wellbeing?”
Fresh water is another problem. According to the NU water initiative by the
Department of Economic and Social Affairs (NUDESA), by 2025 at least 36
countries will have major fresh water and agricultural resource deficiencies,
compared to only 20 countries facing that problem today. This represents over 1.8
billion people in physical water scarcity and over two-thirds of the world in water
stress conditions.

155

Journal of Business and Behavioral Sciences

THE IMPACT OF CLIMATE CHANGE ON IRAN: GENERAL
INFORMATION ABOUT CLIMATE
Much of Iran is covered by high plateaus and mountain ranges. The plateaus
experience high temperature variations between winter and summer, and have a
continental climate in the north, with cold winters and hot summers, while the
climate is sub-tropical in the central-southern part, where winters are a bit milder,
and summers are scorching and sunny. In the northern most part, winter is very
cold because of the influence of cold air masses coming from Russia. In summer,
the Iranian plateau heats up a lot, so much so that a warm air low-pressure form,
but because of the low humidity, the heat is usually bearable, at least when the
temperature is not too high.
More than 82% of Iran’s territory is in the dry and semi-dry zone of the world. The
average rainfall in Iran is about 260 mm, which is less than 1/3 of the average
rainfall in the world (860 mm). The difference between cold and warm temperature
sometimes range between -20 to +50°C. Severe drought is also recognized as a
feature of Iran’s climate.
It is estimated that if the CO2 concentration doubles by the year 2100, the average
temperature in Iran will increases by 1.5-4.5°C which will cause significant
changes in water resources, energy demand, agricultural products and coastal
zones.

THE IMPACT OF CLIMATE CHANGE
Climate change has already impacted Iran in different ways and the impact can be
seen all over Iran especially Southern region. The Lake Bakhtegan for example,
used to be the country’s second largest lake. It was a gathering point for over
20,000 migratory birds during the winter, and for many other species during their
breeding seasons. It was also the backbone of the surrounding communities’ way
of life because they depended on it to irrigate their farmland. Now, an intractable
drought caused by climate change has completely dried up the lake. Winds pick
up the salt that is left over from the dried lake and sweep over the region causing
disease and making the land infertile. The environment has become so inhospitable
that there isn’t enough pastureland to support livestock, so many have been forced
to leave their homes behind and rebuild their lives in large cities (Pulitzer Center,
2018).
Hamoon Lake—which at 1,600 square miles was once the seventh largest wetland
in the world located in the South Eastern of Iran—is also quickly disappearing. It
depended on Afghanistan’s Helmand River to replenish its water supply, but large
Afghan dams are now preventing that. Because of the dams and a 10-year drought
caused by climate change, the wetland is shrinking. The local economy, which was
built on agriculture and fishing from the wetland, has collapsed. The strong winds
pick up the sand from the dried lake and turn into violent sandstorms which bury
villages and destroy farms. Each year fewer of the 3,000 families who used to live
around the lake remain as it becomes more and more difficult for them to find
work.
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In an article published in Gurdean, Ali Mirchi et. Al (2015) presented a result of a
research that shows Urmia, Iran’s most famous lake has shrunk by nearly 90%
since the 1970s. The authors further added that:” In the late 1990s, Lake Urmia, in
north-western Iran, was twice as large as Luxembourg and the largest salt-water
lake in the Middle East. Since then it has shrunk substantially, and was sliced in
half in 2008, with consequences uncertain to this day, by a 15-km causeway
designed to shorten the travel time between the cities of Urmia and Tabriz.”

THE IMPACT ON AGRICULTUREAL PRODUCTS
The study done by Alireza Gohari et.al (2013) about the climate change impacts
on crop production and water productivity of four major crops (wheat, barley, rice,
and corn) in Iran's Zayandeh-Rud River Basin shows the negative impact of the
climate change. The authors used multi-model ensemble scenarios to deal with
uncertainties in climate change projections for the study period (2015–2044). The
study shows:
“On average, monthly temperature will increase by 1.1 to 1.5 °C under climate
change. Monthly rainfall changes may be positive or negative in different months
of the year. Nevertheless, on the annual basis, rainfall will decrease by 11 to 31%
with climate change. While warming can potentially shorten the crop growth
period, crop production and water productivity of all crops are expected to
decrease due to lower precipitation and higher water requirements under higher
temperature. Out of the four studied crops, rice and corn are more vulnerable to
climate change due to their high irrigation water demand. So, their continued
production can be compromised under climate change.”
According to the study done by Koocheki et al (2016), during the next few decades,
many agroclimatic indices of Iran would be affected by global climate change.
“Using two General Circulation Models showed that the mean annual temperature
of the country will increase between 3.5-4.5°C while mean precipitation will
reduce by 7-15% to 2050. It is well established that crop growth and development
would drastically affect by the future global warming and its consequences
because yield determining processes such as photosynthesis and crop phenology
are directly related to temperature.” They further argue that: “Predicted crop yields
for the year 2050 were compared with the current potential yields considering
some adaptation strategies. Results and Discussion Results indicated the average
over the different regions, yield of wheat, corn, chickpea and sugar beet will be
decreased by 18.6, 19.1, 6.6, and 20%, respectively. This decrease is mainly due
to temperature rise and only 5.6% of the negative effects of temperature will be
compensated by increased CO2 concentration.
The changing climate will also affect wheat, which is the main staple crop.
The historical data indicates that as a result of drought and reduction of
rainfall, wheat production will be sharply reduced. Losses inflicted by the
1998-1999 droughts on wheat production nationwide are estimated at about
1,050,000 tons of irrigated wheat and 2,543,000 tons of rain fed wheat. The
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values indicate that agricultural areas are highly vulnerable to climate
change.

IMPACT ON THE SEA LEVEL
The impact of climate change on the change of temperature and sea level
rise both in the North and South of Iran is also significant. As part of their
finding in their research, Amiri and Eslamian (2016) stated: “According to
the 10-year hourly-recorded data in three sites (Chabahar, Bandar Abbas
and Bushehr), the mean sea level in the Persian Gulf and Sea of Oman has
been rising at an average value of 4.5 mm/yr, which agrees with the IPCC
1995 scenario. The impact of temperature and sea level rise namely: coastal
erosion in the north and south; inundation of low lands such as the
Miankaleh peninsula and Gorgan Bay; mass bleaching of the coral reef, salt
water intrusion caused by flooding and inundation are all outstanding
instances of the vulnerability of Iran’s northern and southern coastal zones.”

WATER AVILABILITY AND ITS QUALITY
Kaveh Madani, an environmental policy expert at London's Imperial College
(2016), explains, there are three main reasons for Iran's rapidly declining water
resources, "one being the rapid population growth". He says: "In less than two
decades the population of Iran doubled. The second cause is an inefficient
agricultural sector. It's been very important for us over the years of war with Iraq
and after that during the sanctions. So, it was natural to be really worried about
food self-sufficiency and food availability in this country. And the third cause
being mismanagement."
"Water is also linked to so many things and unless we understand and appreciate
the linkages and this complexity, we cannot solve this crisis," he adds.
And a crisis is exactly what it is becoming, Madani explains: "Rivers and lakes are
going dry one after another. We're losing wetlands, we're seeing land subsidence,
we're seeing desertification, which is really sad."
Both Government policies and climate change have had negative impact on
availability of water and its quality. Since the 1980s and the introduction of the
government’s policy to become self-sufficient in wheat production,
significant state investments have gone towards damming major rivers and
expanding the area of cultivated land. As a result, many large-scale irrigatedfarming schemes have been developed and dams built over major river
systems. The most important consequence of this policy was
overexploitation of both surface and groundwater resources to increase the
land under cultivation. Often the water was diverted from rivers without
taking into consideration the minimum environmental need. This diverted
water was offered at a low price to farmers in return for a small portion of
the sales of their agriculture products.
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SANDSTORM
Sandstrom is another new phenomenon in Southeastern of Iran. The frequency and
severity of its occurring has been increased in recent years. In 2018 for example,
A massive sandstorm rolled into Yazd. According to the Iranian Students News
Agency, 10 people were injured as the sandstorm passed through the province in
the center of Iran. Yazd province's meteorological organization said the storm had
a wind speed of up to 102 kmh. In dry desert regions like Iran, strong winds can
suddenly create a rolling wall of sand or dust, known as a haboob, that rises
thousands of meters into the air. The dense cloud blankets the area ahead of the
storm, dramatically reducing visibility. Some storms can whip up particles into the
atmosphere for days, even carrying sand across oceans.

COST OF CLIMATE CHANGE
In regard to the cost of climate change, Amiri and Eslamian stated:
“Key impacts of climate change and climate variability on dry-land agroecosystems include:
• Reductions in crop yields and agricultural productivity with subsequent
threats to the food security of dry-land countries
• More erratic rainfall patterns and difficulties in determining timings of
sowing and harvesting, and the selection of suitable crops with varying
durations
• Reduced availability of water in already water scarce regions coupled with
extreme rainfall events with increased loss of water via run off, etc.
• Complete loss of crops resulting from extreme events such as prolonged
droughts and torrential rains
• Slow pervasive loss of soil fertility through loss of soil carbon from
erosion and higher decomposition of soil organic matter as a result of
higher temperatures,
• reduced soil moisture and moisture storage capacity
• Lower livestock productivity from heat dissipation and reduced
availability of feed and fodder
• Alterations in pest and disease risks for both crops and animals (and
humans) as temperatures increase
• Changes in agro-ecologies and the threats from new invasive plant and
animal species.
• Reduction of biodiversity of key crop species through habitat change and
loss
• Increased vulnerability of pastoralists because of erratic rangeland
production, through shifts in rainfall patterns and loss of vegetative land
cover.
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These impacts will further constrain the livelihoods of rural communities in
dry areas resulting in greater poverty, reduced livelihood opportuni ties and
increased rates of migration.”
National Climate Change Office Department of Environment Islamic Republic of
Iran estimated the economic impact on different sectors as (2003):

AGRICULTURE AND FOOD SECURITY
•
•
•
•

Since 71% of cultivated land is devoted to grains with rain irrigation,
climate change has significant adverse impact on food security.
Recent droughts have resulted in 52,000 billion Rials of damage in
agricultural sector and 3,600 billion Rials in water resources
Reduction of job positions in agricultural sector
Increased immigration of farmers into the large cities.

RISING SEA LEVEL
The effects of the sea level rise are:
• Changes in geomorphology of the coastal areas
• Damages to oil and gas installations
• Saltwater intrusion into the drinking water resources
• Changes in job market and shift to illegal traffic of goods

DISEASES
The following diseases have shown increasing trend in this country:
• Malaria
• Leishmaniasis
• Cholera
• Rodents infection

WATER RESOURCES
•
•
•
•

Sea level rise and infiltration of saltwater into underground water
resources
Increased vaporization from the rivers due to higher temperatures which
result in drying out the rivers Variations in intensity and the magnitude of
precipitation (in 53% of the recorded stations flood index has increased)
Decreased volume and deteriorated water quality of underground
reservoirs due to drought and increased surface vaporization which result
in higher treatment costs
Changes in precipitation from snow to rain and changes in melting 16
patterns

SUMMARY
In summary if the government doesn’t intervene appropriately, the climate change
would have a very dire consequences for Iran and its economy. It is estimated that
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economy may lose hundreds of billions of dollars by the end of the century through
water shortages, floods, relocations, and fires.
The impact of climate change in Iran has been an important reason for recent
protests in many of the Iranian cities (access to the water and fair distribution of it
are two issues that many of the protester are asking for). The uprising that has been
responsible for 20 people dead so far.
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DEVICE RELATED FACIAL PRESSURE
INJURIES (DRFPIs) IN RESPIRATORY CARE: A
CHALLENGE TO TACKLE HEADS ON
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Texas Tech Health Sciences Center
ABSTRACT
The Device Related Facial Pressure Injuries (DRFPIs) are long lasting issues in
respiratory care services where wide arrays of therapies result in pressure injuries
on the patient’s face. They are among the most common pressure injuries, although
many studies consider them largely avoidable. The most conservative estimates
ranges from 15% to 25% users are subject to these costly injuries that increase
their stay in hospital and decrease their compliance to treatment plans. Hospitals
also bear significant costs in non-reimbursable services, unnecessary litigations
and lower patient satisfaction. These outcomes require a comprehensive approach
that relies on interdisciplinary skills, supported by strong evidence-based
solutions. The goal of this paper is to comprehensively analyze this issue, propose
elements of solutions that can be easily adopted in and out of hospital settings.
Above all, it’s about “making these injuries history”, an ambitious but achievable
goal susceptible to benefit patients, the respiratory care profession and other
healthcare professionals, healthcare organizations and the public at large.
Key Words: Facial pressure injuries, pediatric intensive care unit, adult intensive
care unit, ulcer advisory panel
INTRODUCTION AND OVERVIEW
Device related facial pressure injuries (DRFPIs) have been a perennial problem in
respiratory care. For a long time, they were considered in this field as an acceptable
trade-off to life-saving therapies that provide oxygenation and ventilation noninvasively for acute as well as for chronic purposes. Multiple efforts have been
devoted to mitigate and prevent these largely avoidable injuries in various
healthcare environments such as the Neonatal Intensive care Unit (NICU), the
Pediatric Intensive Care Unit (PICU) and the Adult Intensive Care Unit (ICU), but
the respiratory care field still lacks a clear strategy to ultimately eliminate them
from the patient care outcomes, at least in the fragmented American healthcare
system. To paraphrase a UT MD Anderson Cancer Center slogan, “make device
related facial pressure injuries history” can be the rallying cry in respiratory care
to transform current clinical practices and reach that target sustainably once and
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for all. This paper aims at study this issue and develops an interdisciplinary
framework, susceptible to reduce the incidences of facial injuries to a negligible
number in patients, who depend on these devices in the short and long term. It’s
about building on previous expert analysis and researches to advocate for a
countrywide effort in the respiratory care community that tackle the issue
decisively with reproducible, efficient evidence-based strategies.
DRFPIs in our paper refer to the bruises, redness, pressure ulcers, cuts and burns
that result directly or indirectly from respiratory therapy devices and interfaces that
come into contact with a patient’s facial area. The mechanism by which these
injuries commonly occur is multivariate. From a physiologic standpoint, Visscher
et al. (2015) noted “pressure ulcers develop from applied pressure, resulting in
periods of ischemia and damage to the epidermis and through to deeper layers of
tissue. This is exacerbated by cycles of ischemia-reperfusion with formation of
cytotoxic free radicals, but damage occurs after a single cycle with only 2 hours of
ischemia”. This application of pressure can be exacerbated by poorly designed
devices, facial deformities and inflammatory conditions present in the affected
skin tissue. However, the incidence of DRFPIs remains largely the result of low
reliability system failures that to are incapable to create a culture of safety at
bedside, despite investments in the costliest technologies and supplies.
The prevalence of DRFPIs in respiratory care is significant by most reputable
estimates. Although it is safe to argue that underreporting or simply inconsistent
data gathering tend to mask the extent of the problem, many efforts were made to
investigate its prevalence in various aspects of respiratory care services. The Joint
Commission (2018) estimates that, in general, “medical device-related pressure
injuries now account for more than 30 percent of all hospital-acquired pressure
injuries”. Of these injuries, a significant portion, specifically around the facial area,
involves respiratory therapy devices. Kayser et al. reported that “the most common
devices associated with MDR PIs (medical device related pressure injuries) were
nasal oxygen tubes, 26%; other, 19%; cast/splints, 12%; and continuous positive
airway pressure/bilevel positive airway pressure masks, 9%”. These estimates
lined up with the National Pressure Ulcer Advisory Panel (NPUAP), which is one
of the most respected scientific authorities on the issue. According to Schallom et
al. (2015) “published rates for the incidence of facial pressure ulcers associated
with noninvasive ventilation masks range from 10% to 31%”. About two thirds of
these injuries are facility acquired, placing respiratory care practitioners and nurses
in the front line of any sustainable strategy to make these avoidable injuries history.

Healthcare is generally considered a team sport and the best way to overcome
DRFSIs is through interdisciplinary quality improvement initiatives. Clapper, C.
(2019) argued that “half of an organization’s improvement will emerge from
efforts to shape internal processes, the other half from efforts to shape the culture
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and make leadership and universal skills common practice within the
organization”. Nowadays, the value of teamwork in healthcare is well established
as a result of multiple solid evidences as promoted by Agency for Healthcare
Research and Quality (AHRQ). Although this paper approaches the problem from
a Respiratory Care perspective, the proposed Continuous Quality Improvement
(CQI) initiative to solve the problem favors an interdisciplinary approach to create
safety champions across the board. It is also important to recognize that DRFSIs
issues in respiratory care encompass multiple aspects that require analysis and
data, some of them go beyond the scope of this paper. Consequently, we will
emphasis in our work the most significant aspects to achieve the stated goal. The
first aspect of our analysis is to establish the cost and healthcare value attached
with eliminating these avoidable facial injuries while delivering optimal
respiratory care services. Then, we will establish the data and the research
parameters that will feed such a CQI project. Thirdly, we will present an example
of a GANTT chart with details for a simulated timeline of activities. The fourth
prong of our study will deal with the human factors and staff training needed to
efficiently achieve the implementation of a culture that support and promote
patient safety at every level of the organization. We will follow that up with
examples of ways high reliability organizations (HROs) have improved patient
satisfaction, clinical outcomes and elevated standards of practice to prevent,
identify, mitigate and successfully control DRFPIs. Finally, we will conclude by
establishing how an interdisciplinary approach can be better equipped to tackle this
issue and irreversibly change an organizational culture regarding these avoidable
facial injuries.

COST OF DEVICE RELATED FACIAL PRESSURE INJURIES
DRFPIs are financially taxing for the healthcare providers, the patients and the
payers. The AHRQ estimates the cost of pressure injuries in the US from 9.1 to
11.6 billion USD per year including the cost of care for injuries that are caused by
respiratory care devices. That is approximately a third of the State of Vermont
2018 GDP allocated each year to care for these avoidable injuries. Some
researchers found that annually “US HAPI (hospital acquired pressure injury)
costs could exceed $26.8 billion” (Padula & Delarmente, 2019). Like Monarca,
Marteka and Breda (2018) highlighted: “in 2008, the Centers for Medicare &
Medicaid Services identified pressure injuries as a preventable hospital-acquired
condition. This is a significant problem considering that hospitals need to maintain
certain quality outcomes to be satisfactorily reimbursed and keep positive patient
satisfaction scores”. On top of the lost in revenue, most of these avoidable injuries
result in lawsuits against the providers or settled out of courts. All pressure ulcers
claims combined, constitute “the second most common claim after wrongful death
and greater than falls or emotional distress” (AHRQ, 2014). Therefore, DRFPIs
are an enormous economic burden on hospitals, sub-acute and long term care
facilities where an important share of their clientele require respiratory care
services. Since, most of these costs are not reimbursable to the organizations, it
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may be argued that these costs are ultimately either passed on to their customer
base directly or recouped from other resources used to deliver these services to the
point where the quality and safety of patient care may be compromised.
Besides the financial costs, DRFPIs have an emotional cost on patients and their
caregivers. On one hand, facial injuries affect the most visible part of a patient’s
body surface, easily accessible for assessment and treatment; on the other hand,
they also play a significant role in the body image of a human being. Some severe
forms of facial skin injuries in neonatal and pediatric patients have long lasting
psychological effects that cannot be easily quantified. Like Rahtz et al. (2018)
noted “although appearance concern is severe among some people with facial
injury, it is not especially different to those with non-facial injuries or the general
public; changes in appearance concern, however, appear to correlate with
psychological distress”. The fact that no differentiation exists between facial and
non-facial injuries when it comes to emotional distress does not minimize the
emotional cost of these injuries. Any effort to reduce the emotional trauma related
to facial injuries should be considered an added value to the quality of healthcare
services delivered.
The DRFPIs not only carry financial and emotional costs on healthcare providers
and their patients, but also significant economic cost on the American healthcare
system. Each time resources are devoted to avoidable injuries in healthcare; it takes
away the ability of the country to be more productive in other branches of the
economy. It also negatively affects the productivity of the workforce while putting
extra pressures on healthcare organizations to care for these injuries. In United
States “a single HAPI episode could cost hospitals anywhere from $500 to more
than $70 000” (Padula & Delarmente, 2019). It is worth highlighting the fact that
the US healthcare system is known to have the highest purchasing power parity
(PPP) among the OECD countries (Frogner, Waters & Anderson, 2011). All the
while , the US has no superior performance to show for it, as most experts would
agreed “on most indicators the United States has not achieved the best health
outcomes compared to other countries in spite of our high levels of health care
spending” (Frogner, Waters & Anderson, 2011). Therefore, it is reasonable to
argue that some of this cost ineffectiveness can be tied to resources wasted
annually to pay for such preventable injuries. Consequently, any effort to
systematically eliminate these types of injuries can go a long way to minimize their
economic cost on the American federal and States budgets.
A MODEL OF COMPREHENSIVE CQI TO SOLVE THE PROBLEM
A project to eliminate DRSPIs from the respiratory care practice can use CQI
methods as the tool to efficiently reach this desired goal. One of the building blocks
of the CQI model is the PDSA (plan, do, study, and act) cycle. “The PDSA cycle
is shorthand for testing a change—by planning it, trying it, observing the results,
and acting on what is learned. This is the scientific method, used for action166
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oriented learning” (AHRQ, 2013). This approach is essential to mobilize the
change agents that will set in motion the healthcare unit where it is applied into
coherent actions to effect the changes envisioned. This approach, for example, was
tested by Monarca, Marteka and Breda (2018) and found that “the combination of
education, development of an evidence-based preventive intervention bundle, and
enhanced documentation and tracking of these pressure injuries resulted in a
facility-wide reduction that persisted over a 12-month period”. Therefore, building
on the PDSA cycle can help this CQI process achieves its goal and effectively
transforms the ways such a persistent issue is being addressed in respiratory care
practice, while improving the patient care outcomes sustainably.
The primary drivers in the project are the interdisciplinary committee and the
choice of motivated team coordinators. The committee should include at a
minimum a staff respiratory therapist, the medical director and the respiratory
department manager, a staff nurse from the adult ICU department and a member
of the nursing management team, a leader in the executive office, an officer from
the supply chain department, a data analyst from the IT department, a patient
advocate and the leader of the quality and safety office. This committee should
work throughout the life of the project to oversee each activity with regard to the
overarching goal of eliminating device related facial pressure injuries from the
respiratory care practice.
CQI in healthcare is a data-driven scientific exercise. “Critical to effective CQI
implementation are, among others: deciding to adopt the CQI philosophy,
constancy of purpose toward improvement of service, leadership to help people do
a better job, training to achieve that end, and an education and self-improvement
program” (Lorch and Pollack, 2014). Such a project must rely on time tested tools
available to guarantee and maintain the accuracy, consistency and completeness of
data at the points of collection, analysis, interpretation and reporting. This is the
best way to minimize biases and confounding factors throughout the life of the
project. “CQI is based on small steps of change theory and capturing data that
reflects the iterative nature of change is important for developing a comprehensive
picture of strategies that were trialed and found by services to be effective and
those that were not” (Gardner et al. 2018). The use of electronic health records
(EHR) in our healthcare system makes it easier to capture the relevant data with
proper staff training and the contributions of the Health Information Technology
constantly reaching new heights in how small data and big data can inform best
healthcare practices at bedside.
Besides implementing the PDSA cycle, the interdisciplinary team and an effective
data management system, the elimination of DRFPIs requires a cultural framework
that will make the findings part of the organizational practice after the life of the
project. The culture of safety and innovation is among other factors, the medium
that solidifies the gains accumulated during and after the implementation stages.
According to Pronovost and Vohr (2011) “hospitals suffer from an antiquated and
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often toxic culture that creates and supports broken systems that, in turn, harm
patients. Without a change in culture, we would not be able to improve those
systems and patients would continue to be in danger” (p. 17). Therefore, a
Comprehensive Unit-based Safety Program (CUSP) is essential to support the goal
of the project in the long run by taking into account the cultural dimensions of
individual units of work environments in any safety initiative. “The goal of CUSP
is to improve communication, teamwork, and culture in these individual units so
they can focus more efficiently on the primary goal of improving patient
outcomes” (Pronovost & Vohr, 2011). Consequently, this example of CQI favors
a bottom-up approach that takes into account the singularity of each unit, while
sharing how others solved common challenges. For example, a pediatric intensive
care unit can learn from their colleagues in the neonatal intensive care unit how
they overcame their workflow challenges, all the while knowing these
improvement activities will need tweaks before application in their own respective
units.
Staff training and evaluation are determining factors of success in any effective
CQI activity. In the preparatory phase, all nurses and respiratory therapists will go
through an intensive training about how to identify and prevent DRSPIs; properly
document skin assessment, findings and interventions, select proper and effective
devices, evaluate equipments and alternatives, and successfully educate and
communicate with the patients. Preventing DRSPIs will be by far the most
effective formula to solve the problem according the vast majority of researchers.
Thereafter, the ongoing training must be done in coordination with team leaders in
each unit. It is important to highlight that in general pressure injuries and DRFPIs
in particular are not usually part of most respiratory therapy schools curricula, all
the while they are, like Pravinkumar (2009) remarked “by far the most common
reason for NPPV intolerance is interface related problems”. As a result, most
respiratory therapists come to the field with limited knowledge about the chain of
events that may occur when these pressure injuries take place. Such a CQI activity
will, over time, fill that void by covering the basics of pressure injuries throughout
the implementation stages.
Organizational support is another pillar that will help the project reaches its
objectives. This support should be expressed not only by the resources allocated
to its execution, but also by strategically communicating the vision to all members
of the organization. It also re-orients all major categories of an HRO such as: the
structure, work processes, policy and protocols, technology and the environment
of care, the culture (Clapper, Merlino & Stockmeier, 2019) to harmoniously align
with the overarching goal. Biweekly team hurdles in each units (15 minutes max)
and enforcement of DRFPIs reports during daily grand rounds as well as shift
changes are to become ultimately part of each unit safety culture.
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EXAMPLE OF A GANTT CHART AND CRITICAL ACTIVITIES FOR
YEAR 1
Make device related facial skin
injuries history.
START DATE

END DATE

5/30

DURATION (days)

7/19

9/7

10/27

12/16

2/4

3/26

5/15

7/4

8/23

Preparatory phase

Pilot testing phase

DESCRIPTION

1/1/19

1/31/19

Preparatory phase

30

Study phase

2/1/19

2/15/19

Pilot testing phase

14

Implementation phase 1

2/16/19

2/28/19

Study phase

12

3/1/19

5/31/19

Implementation phase 1

90

Implementation phase 2
Implementation Phase 3

6/1/19

8/31/19

Implementation phase 2

90

9/1/19

12/1/19

Implementation Phase 3

90

Final project Evaluation

12/2/19

12/31/19 Final project Evaluation

29

Project checkpoint 1

6/1/19

6/15/19

Project checkpoint 1

14

Project checkpoint 2

9/1/19

9/15/19

Project checkpoint 2

14

The year 2019 is an example to demonstrate how the activities can be sequenced
for better harmony and synergy. The timeline is divided into 9 critical stages with
specific activities to efficiently reach the ultimate goal of building a culture of
safety and eliminate facial pressure injuries associated with respiratory therapies.
Each stage, should serve as the building block to smoothly revamp the hospital’s
approach to device-related facial pressure injuries at the end of the project lifetime.
The preparatory phase (30 days) includes: setting up the interdisciplinary team and
choosing the team coordinators. A two-week period for mandatory training and
awareness for all respiratory and nursing staff will also take place at the end of this
stage. The teams should work throughout the life of the project to oversee each
activity with regard to the overarching goal of eliminating device related injuries
from the respiratory care practice.
The pilot testing phase will take place in the adult critical care unit right after the
preparatory phase. For two weeks, every four hours, data will collected regarding
all patient’s facial skin assessment, preventative measures, outcomes of the
interventions and patient’s response to therapies.
The study phase is a two-week period dedicated to evaluate the results of the
testing phase. The data collected will be scrutinized by the interdisciplinary team
for trends, patterns, workflow efficiency and patient satisfaction. In line with the
PDSA cycle, this is a crucial stage to trim the project and appreciate the feedbacks
before a larger scale implementation.
The implementation stages consist of three orderly steps to cover all patients using
respiratory care devices that come into contact with their faces. The first
implementation stage will take place in the adult critical care areas, while
preparations are being made to expand to the floors. The adult ICUs offer the
advantage of a more controlled environment, with a close nit staff and patients
more likely in need of such devices. Building on the learning from the first
implementation stage, the phase 2 will expand the new practices to all floors, the
169
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emergency department and observation units. Finally, the phase 3 will cover the
pediatric critical care unit and floor. It is worth noting that this implementation
plan fits an average full service hospital, but each facility should readjust this plan
to fit its own structure, needs and the population it serves.
In between the implementation stages, the project includes two checkpoint stages.
These are two weeks each time to reevaluate, readjust and redirect or integrate new
ideas if need be to pursue the ultimate goal. The checkpoint in this project should
take a bottom-up approach that takes into account inputs from patients, direct
patient care staff and also digest the results achieved.
The final stage is the evaluation phase, which is a comprehensive study of all
activities including their contributions to the overall result. The interdisciplinary
committee should write the final document, share the results internally and with
the healthcare community in academia and respiratory care scientific forums if
desired.
CONTRIBUTIONS TO PATIENT SATISFACTION, CLINICAL
STANDARDS AND OUTCOMES
Successfully eliminate DRSPIs pertains to the necessary efforts healthcare
organizations in the US have to make in order to succeed and survive the
competitive healthcare market environment. These efforts require the
improvement in patient satisfaction, in clinical outcomes, as well as raising the
standards of safety /quality at bedside. For example, Barros et al. (2014) noted:
“NIV has been shown to fail in 40-60% cases in the acute setting. Interface-related
problems are one of the most common adverse effects, accounting for 50-100% of
all NIV-associated complications”. DRSFIs constitute a large part of such failures.
Thus, the elimination of these injuries can significantly reduce NIV failure and
significantly improve patient satisfaction and clinical outcomes.
This CQI activity is also sensitive of the additional work required from the staff
and the organizations already limited by multiple constraints. Therefore, workflow
analysis is vital to effectively insert new practices in each unit. This analysis
consists of mapping the services, study the equipment and data management
systems to eliminate as much waste as possible, so that each activity can effectively
contribute to improve patient care. According to Sheehan and Bakken (2012) “a
comprehensive understanding of workflow provides input to develop, refine and
evaluate systems that can support the objectives of workers and organizations”. As
a result, the CQI team coordinators must work in concert with leaders on each unit
to analyze workflows and opportunities throughout the life of the project.
Improving clinical outcomes requires a commitment to find innovations that add
value. For example, after a study of face mask injuries, Maruccia, Ruggieri and
Onesti (2013) wrote “we found that refining NIV devices with a protective cushion
made of gauze pad containing HA sodium salt can reduce pressure ulcers and
increase comfort for patients. It is a safe, simple, reliable, reproducible and
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versatile method”. These findings can help hospitals and supply chain managers
communicate to manufacturers what is working at bedside. In a related study,
Belchior, Gonçalves and Winck (2012) concluded that “the PerforMax total face
mask is a useful and effective interface in patients who do not tolerate a nasal or
oronasal mask. It may offer more comfort and better healthcare to these patients”.
These are alternatives supported by strong evidences that can sharply increase the
patient’s compliance and clinical outcomes.
The project to eliminate DRSPIs in respiratory care will also include a measure of
patient satisfaction before and every other month after its implementation because
benchmarking and surveying regularly the outcomes from the patients’ point of
view matter. The patient’s feedback plays an important role not only because it
affects more and more the reimbursement for healthcare services, but it also gives
practitioners guidance into the expectations of their customers. “Patient
satisfaction is an important measure of healthcare quality as it offers information
on the provider’s success at meeting clients’ expectations and is a key determinant
of patients’ perspective behavioral intention” (Xesfingi and Vozikis, 2016).
Consequently, there is a positive correlation between a patient’s satisfaction and
the compliance to the care plan. So, this project has positive ramifications beyond
its clinical values.
CONCLUSION AND PERSPECTIVES
Make DRFPIs history is can be a transformational project with tremendous
contributions in quality and safety of respiratory care services. In the neonatal
population where related nasal trauma “ranges from 15% to 60%” (Chen et al.,
2017) in NCPAP users, such a CQI activity can efficiently help reduce incidences
of nasal septum erosions, disfigurement in shape and size of nostrils, crusting and
scab formation, excoriation at base of septum, nasal hyperemia and nasal snubbing
as listed in the Newnam et al.(2013)’s integrative review. In pediatric respiratory
care where the patient’s compliance to therapies is at time very challenging,
eliminate DRSPIs can go a long way into improving quality and safety standards,
reduce cost of services, length of stay and increase patient satisfaction. In the adult
population, Maruccia, Ruggieri and Onesti (2013) reported “Among the adverse
effects of mask ventilation, skin breakdown, which occurs at the site of mask
contact even after only a few hours of ventilation, is a frequent complication,
ranging from 2% up to a maximum of 70%”. Therefore, this type of project can
touch a large range of patients and injuries where healthcare organizations
continue to devote significant resources for a largely avoidable issue.
Like any CQI, this type project has enablers and barriers that have to be studied,
take advantage of or strategically overcome and adjust to, throughout the
implementation stages. “Commonly reported barriers included knowledge and
attitudes of staff, resistance to change, difficulties in engaging some professional
groups (general practitioners and middle managers), lack of team tenure, high staff
turnover and insufficient senior management support and poor IT capacity”
(Gardner et al., 2018). However, with a successful implementation by
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management, the cultural elements of the project can also build a buffer against
the challenges inherent to such initiatives.
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ABSTRACT
The immigration debate is front and center on the American politics stage today.
This paper examines how selected demographics of the United States are changing,
and especially how the migration into urban centers and various minority racial
and ethnic population groups are significantly impacting the social, economic, and
political milieu. Beginning with a brief overview of some of the major population
projections for the United States, this analysis examines the "Hispanic" and
"Latino“ population attributes using the common factors of age, employment,
education, residency, etc., contrasted with the population traits of the whole U.S.
population. Similarly, the analysis compares the "African American" and "Black
“population, and the "Asian” cohort with the total population distributions. The
statistics reported here, are not surprisingly, at times, contradictory to the "factual"
assertions made by politicians, commentators, opinion writers, and even
immigration and population analysts. Within this context of the report, we learn
that these four cohorts are principally located in urban areas at the same time that
the city has become the defining center for population and economic growth not
only in the United States, but worldwide. The corollary aspect of these population
changes will impact governance, thereby, poising the existential question for the
new Millennium--the 21st Century: "Who's country America"? as the majority
population becomes the minority one and the minority population becomes the
dominant "majority" in the United States
Keywords: Immigration policy, Immigration statistics, Demographics, Diversity,
Pluralism migration, Implicit and Explicit Bias, Immigration and Naturalization
(INS), and Employment
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Introduction
Each week cities are growing by 1.5 million inhabitants. By 2050 two-thirds
of the global population will be city dwellers, up from just one-third in 1950.
Nearly two-thirds of energy demand comes from cities while 70% of CO2 is
generated in cities, although they, globally, produce 80 percent of the world GDP.
In the U.S., 52% of total GDP is created in America’s 20 top metropolitan areas,
and New York City’s metropolitan area produces $1.5 Trillion-- about 10% of the
United States’ total GDP, and The Greater Los Angeles area and Chicago’s
metropolitan area, add another $866 and $610 billion in GDP, respectively.
Growing urban populations puts more pressure on an already strained
infrastructure. The flint water crises exposed 100,000 residents to lead in their
drinking water; Detroit public schools cut off water because of elevated levels of
copper and lead; Des Moines Water Works filed a federal lawsuit, claiming
drainage districts in rural counties were funneling high levels of nitrates into the
Raccoon River, a source of drinking water for 500,000 central Iowa residents.
When Hurricane Katrina struck New Orleans in 2005, Americans witnessed, on
their own soil, what looked like an overseas humanitarian-relief operation. The
storm destroyed much of the city, causing more than $80 billion in damages,
killing more than 1,800 people, and displacing in excess of 270,000. Like armed
attacks, some of the effects of climate change could swiftly kill or endanger large
numbers of people and cause such large-scale disruption that local public health,
law enforcement, and emergency response units would not be able to contain the
threat. For example, a NASA simulation that combined a modest forty-centimeter
sea-level rise by 2050 with storm surges from a Category Three hurricane found
that, without new adaptive measures, large parts of New York City would be
inundated, including much of southern Brooklyn and Queens and portions of lower
Manhattan. The effects of climate change on America’s neighbors could also be
severe, with spillover security effects on the United States. Caribbean countries
such as Haiti and Cuba could be hard hit by extreme weather events, contributing
to humanitarian disasters as well as the possibility of large-scale refugee flows and
state failure.
We know that the hardest hit areas are often the poorest areas. Civil
disorder and inter-racial conflict is often manifested in riots, urban deterioration,
and sub-standard living conditions. With changing demographics and mass
migrations the unskilled, less educated and financially challenged are more likely
to end up residing in the poorest sections of urban areas holding out hope that the
situation will improve for their decedents. These areas are likely to continue with
a lack of economic development, poor schools, limited access to health care,
limited access to transportation, limited access to healthy nutrition choices, etc.,
etc. Public finance and welfare funding are controversial issues, especially in
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difficult economic times. Funding of lawful and undocumented immigrants has
profound implications for public health care, public school systems, and public
transit. Opponents of immigration argue that immigrants drain the economy by
sending large portions of their earnings back to their country of origin. Although
this is common practice, the immigrants are also consumers of food, clothing, and
housing while residing in the U.S. Without the contribution of immigrant labor,
the output of goods and services in the U.S. would be approximately one trillion
dollars smaller than it is today.
Specifically, the world is becoming increasingly urbanized as is the United
States.
During this time of unprecedented change, urbanologists and
demographers, city planners and economic development professionals, among
others, concern themselves with some of the topics mentioned above. Faced with
population change, the notion of how to maintain a sustainable development
(social, economic, and socio-demographic) becomes an imperative.
Development is concerned with improving the quality of our lives and not
compromising the lives of future generations in meeting their needs. It
encompasses the idea of nourishing and maintaining the carrying capacity of our
planet’s ecosystems. Yet, the rate at which we use calories in the United States, if
carried over to the other nearly 7 billion who share our space, the equivalent of six
planet earths would be required. The academic and professional literature is
replete with the admonishment that we should leave the earth better than when we
first inherited it (at least as good) for future generations and for the long-term
health and sustainability of the environment. Embedded here are the concepts of
quality of life, equity between generations, and the social and ethical notions
connected with human welfare, security and dignity for us and for all people
deserves a fair hearing. Of course, all of these things are not accomplished in a
political vacuum — indeed they require that citizens participate in and control the
decisions that affect their well-being, safety, food and water, economic status
(employment and income), health, and future. All these factors ideally take place
within an ecosystem that is stable and sustainable for generations to come and will
include collaborative governance by the three economic sectors as they partner to
achieve major social, political, and economic goals, such as building global
networks, regenerating urban areas while meeting rural needs, and envisioning the
make-up of populations, especially in terms of its demographic characterizations.
A Summative Demographic Profile of the United States
The United States has a total population of approximately 328 M and is
the 3rd most populous country (below China and India with about 1.3 B each).
Some of the major states for immigrants are also the most populous in the United
States: California (39.5M); Texas (28.3 M); Florida (20.9 m); and New York (19.8
M). (Census Bureau, 2010). A casual walk through the U.S demographic garden
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reveals these major population characteristics: 1) Nearly 250 M live in the urban
populations, contrasted with about 29 M rural inhabitants; 2) The U.S. urban
population is already 80.7 percent of the total; and 3) the number of urbanized
areas now stands at 486. In the 48 contiguous states, there are 1.9 billion acres of
land that is segmented into six categories: Pasture/range, forest, cropland, special
use national parks, military bases, etc., miscellaneous (cemeteries, deserts,
swamps, golf courses, etc.) and urban. Cropland takes one-fifth, but all U.S. towns
and cities would nicely fit into the Northeastern region alone or only 3.6 percent
of the total land use, and this is where 80 percent of all Americans live (Merrill &
Leatherby, 2018).
In the 2010 Census, about one-third identified as other than non-Hispanic
White—111.9 M—a growth of 29 percent during the 2000-2010 period. The
South and West had large proportion of minority population and nearly 50 percent
of West’s population was minority (33.9 M), and California, Texas, District of
Columbia, New Mexico, and Hawaii are now majority-minority populations.
Indeed, the future is now with nearly 250 cities with a population size of 50,000 or
above in this minority dominant status: New York City, Houston, Oakland, Los
Angeles,
Miami,
and
San
Antonio—to
name
a
few.
(www.Cenus.gov/newsroom/releases/2010/arcchives/_census)
Overall, these general populations trends are noteworthy given the percent
distribution of the population of the United States by race and ethnicity, for years
2015-2060. For instance, in 2015, 17.6 percent of the U.S. population was
Hispanic, projected to grow to 28.6 percent in 2060; Asian population in 2015, 5.3
percent and projected to grow to 9.1 percent in 2060; and Black or African
American growth from 12.4 percent to 12.9 percent. For white, non-Hispanic
population, a drop from 61.7 percent to 45.6 percent—a 18.4 percent decline.
(U.S. Bureau of the Census). Comparatively 75 percent of new workforce entrants
will be women and people of color and this should be noted in light of worker
shortage where the rate of people leaving the workforce is greater than those
entering it (U.S. Bureau of the Census)
With the above considerations in mind, this research presents some of the
salient characteristics of the three racial/ethnic cohorts that will be central to the
population makeup of the United States in the near future and will leave a legacy
impact. These three major cohorts, as the data reveals, are principally located in urban
areas at the same time that the city has become the defining center for population and
economic growth not only in the United States, but worldwide. And these changes
will impact governance, thereby, poising the existential question for the new
Millennium--the 21st Century: "Who's country America"? as the majority population
becomes the minority one and the minority population becomes the dominant
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"majority" in the United States. And it is in this context that we raise the question:
Wither the New Phoenix? Immigration, Minorities and Population Change.
Major Ethnic Groups
There are vast differences in age, employment, income, and education in the
various populations in the United States. As a point of reference, the 2013 U.S.
Census Bureau reports the following data as it pertains to foreign-born residents.
Table 1. Percent of Foreign-Born Residents by World Region
Region
Percent of Immigrants
Asia
29
Europe
11
Latin America
53
Other*
7
Source: 2013 U.S. Census Population Survey Foreign-born Population by Sex,
Age, and World Region of Birth
*Other includes those from Africa, Oceania, North America, and Born at Sea
The Latino Population
The U.S. Census Bureau uses the terms "Hispanic" and "Latino"
interchangeably. According to the 2016 U.S. Census, approximately 57.5 million
Latinos reside in the United States, representing 17.8% of the total U.S. population.
At 63.2%, most Hispanics in the U.S. report their country of origin as Mexico.
Puerto Ricans make up another 9.5% of those identifying as Latinos in the U.S.
with others originating in other Central or South American countries as well as
Cuba. Of the Latino population, 34.2% were foreign-born. With a population of
over one million per state, Latinos tend to reside within certain U.S. states.14 Table
2 reflects the 75% percent of the 57.5 million Latinos residing in those particular
states.
Table 2. Percent of Latinos by U.S. State, 2016
U.S. State
Arizona
California
Colorado
Florida
Illinois
New Jersey
New Mexico
New York
Texas

Percent of Latinos
3.7
26.6
2.1
8.9
3.8
3.1
1.8
6.5
18.9
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Source: 2016 U.S. Census Annual Estimates of Resident Population by Sex, Race
and Hispanic Origin
The Hispanic population is more likely to settle inside central cities of
large metropolitan areas. According to a 2014 PEW Hispanic Research study,
48.3% of the Hispanic population at the time, resided in 11 U.S. cities as outlined
in Table 3.15 This is very important since some of the major topics of the
immigration debate relate to urban deterioration, criminal justice and corrections,
public housing, public welfare, public transit, public education, and language
assistance issues. Each of these topics is further accompanied by important
financial, cultural, and religious implications.
Table 3. Percent of Latinos by U.S. City, 2014
U.S. State
Percent of Latinos
Los Angeles, CA
11.0
New York, NY
9.0
Miami, FL
5.0
Houston, TX
2.0
Riverside, CA
4.0
Chicago, IL
4.0
Dallas-Fort Worth, TX
4.0
Phoenix, AZ
3.0
San Antonio, TX
2.0
San Diego, CA
2.0
San Francisco, CA
2.0
Source: PEW Research Center Hispanic Population and Origin in Select US
Metro Areas, 2014
Hispanics living in the United States are significantly younger than the
general population. As shown in Table 4, a 2016 estimate of 35% Latinos were 19
years or younger compared to 25% of the total U.S. population. Also, compared to
the total population, relatively few Latinos were aged 65 and older. (U.S. Census
Bureau, 2017)
Table 4. Percent of Latinos by Age Group, 2016
Age Group
Hispanic Population
Total Population
19 or Younger
35.2
25.4
20-39
31.6
27.2
40-64
26.3
32.2
65 or Older
6.9
15.2
Source: 2016 U.S. Census Annual Estimates of Resident Population by Sex, Race
and Hispanic Origin
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On average, Hispanics live in family households that are larger than those
of Non-Hispanics. According to a 2013 Pew Research Center publication, 26% of
Hispanic households consisted of five or more people. In contrast, only 11% of
Non-Hispanic families were of this magnitude. Among Hispanic households of
five or more, 31% of them were foreign-born. (Pew Research Center, 2015)
Education is an important area in the immigration debate, particularly for
the Hispanic population residing in the United States. In 2016, an estimated onethird of Hispanics age 25 or older had not received a high school diploma. On the
other hand, the number of Hispanics whose highest level of education was a high
school diploma, or GED, was essentially equal to that of the general U.S.
population. However, the proportion of Latinos in possession of a bachelor's
degree or higher is significantly less than the general population, as displayed in
Table 5.
Table 5. Percent of Latinos by Educational Attainment, 2016
Total
Population
Less than 9th Grade
19.3
4.4
9th to 12th Grade
13.5
6.5
High School Diploma or GED
27.8
28.8
Some College
17.7
16.7
Associate's Degree
6.3
10.1
Bachelor's Degree
10.5
20.8
Graduate or Professional Degree
4.9
12.6
Source: 2016 U.S. Census Annual Estimates of Sex by Educational Attainment
for the Population 25 years and over
Education

Latinos

As illustrated in Table 6, a 2016 publication by the Bureau of Labor
Statistics reported that 5.8% of Hispanics were unemployed compared to 4.9% of
the total population.17
Table 6. Percent of Latinos by Employment Status, 2016
Employment
Latinos
Total Population
Unemployed
5.8
4.9
Employment-population ratio*
62
59.7
Source: 2018, U.S. Bureau of Labor Statistics Unemployment Rate and
Employment-population Ratio Vary by Race & Ethnicity
*Proportion of population employed
Hispanics are more likely to work in service occupations and twice as
likely to work as operators and laborers than the general U.S. population.
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Alternatively, Hispanics are almost half as likely to work in managerial or
professional occupations.
Table 7. Percent of Latinos by Occupation, 2017
Occupation
Latinos Total Population
Management and Professional
22.5
43.7
Service
24.8
21.0
Sales and Office
20.6
28.6
Natural Resources, Construction and
16.8
1.0
Maintenance
Production, Transportation and Material
15.4
5.7
Moving
Source: 2018, U.S. Bureau of Labor Statistics Labor Force Statistics from the
Current Population Survey
Table 8 shows that Hispanics are more likely to make less than $35,000
than the total population. They are just as likely, if not more, to make $35,000 to
$150,000. However, these statistics lend to the fact that Hispanics, as a class, are
more likely to be living in poverty. In 2016, Hispanic children made up an
estimated 25% of all children in the United States (Kids Count Data Center, 2017)
and constituted 28% of all children living in poverty (National Center for
Education Statistics, 2018).

Table 8. Percent of Latinos by Household Earnings, 2016
Earning Brackets
Latinos
Total Population
Under $15,000
12.6
11.2
$15,000 to $24,999
11.7
9.6
$25,000 to $34,999
11.2
9.4
$35,000 to $49,000
16.2
12.9
$50,000 to $74,999
17.9
17.0
$75,000 to $99,999
11.9
12.3
$100,000 to $149,999
11.3
14.1
$150,000 to $199,999
3.8
6.6
$200,000 and over
3.4
7.0
Source: 2017, U.S. Census Bureau Households by Total Money Income, Race,
and Hispanic Origin of Householder
Between 1980 and 1995, the percentage of Hispanics incarcerated in the
United States more than doubled from 7.6% to 15.5%. At the end of 1995, nearly
two-thirds of all state and federal prisoners were Black, Hispanic, or a member of
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another Non-White racial group (The Rand Corporation, 2017). In 2018 Hispanics
of all races made up 32.9% of inmates (Federal Bureau of Prisons, 2018).
The African American Population
The U.S. Census Bureau uses the terms "Black" and "African American"
interchangeably and defines the group as any people having origins in Africa.
Representing 14.1% of the total 2017 population, an estimated 47.4 million
Americans identified as Black or African American. With a population of over two
million per state, African American populations within the United States are most
likely to reside in California, Florida, Georgia, New York, North Carolina or
Texas. The states represented in Table 9 reflect 43% percent of the total Black
population in the U.S. Another 12 states had an African American population of at
least one million (U.S. Census Bureau, 2016).
Table 9. Percent of African Americans by U.S. State, 2016
US. State
Percent of African Americans
California
6.4
Florida
8.0
Georgia
7.4
New York
8.1
North Carolina
5.1
Texas
8.1
Source: U.S. Census Bureau Annual Estimates of Resident Population by Sex,
Race, Alone or in Combination
Concentrations of African Americans residing in the United States tend to
be located within major metropolitan areas, or in counties containing universities
or military bases (U.S. Census Bureau, 2016). In 2010, New York City and
Chicago together accounted for 7.5% of the 42 million African Americans in the
U.S. According to the same source, of those regions with a population of 100,000
or more, Detroit had the greatest proportion of Blacks, making them the majority
race within the city. In this instance, Detroit was followed by Jackson, MS, Miami
Gardens, FL and Birmingham, AL.
Table 10. Percent of African Americans by U.S. City, 2010
U.S. City
Percentage of African Americans
New York, NY
5.3
Chicago, IL
2.2
Philadelphia, PA
1.6
Detroit, MI
1.4
Houston, TX
1.2
Source: U.S. Census Bureau The Black Population: 2010 Census Briefs
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African Americans are only slightly younger than the general population. As
shown in Table 11, a 2016 estimate of 29% of Blacks were 19 years or younger
compared to 25% of the total U.S. population. Also, compared to the total
population, fewer Blacks were aged 65 and older (U.S. Census Bureau, 2017).
Although the Black population is younger, they experience poorer health than
other populations. The African American population reports increases in mortality
from homicide, heart disease, HIV, diabetes, and pneumonia. Contributing to this
is a lack of access to health care, differences in health-related behavior, and stress.
Table 11. Percent of African Americans by Age group, 2016
Age Group
African Americans
Total Population
19 or Younger
28.9
25.4
20-39
30.1
27.2
40-64
30.5
32.2
65 or Older
10.5
15.2
Source: 2016 U.S. Census Annual Estimates of Resident Population by Sex, Race
and Hispanic Origin
On average, African American households are proportionally smaller than
many non-Black minority populations. According to a 2013 PEW Research Center
publication, 14.4% of Black households consisted of five or more people (Pew
Research Center, 2015).
Blacks are closing the educational gap that has long existed between Black
and White Americans. In 2000, 77% of Blacks earned at least a high school
diploma compared to 88% of non-Hispanic Whites. In 1980, that gap in high
school degrees between the two races was at 20%. As shown in Table 12, a 2016
estimate put those earning a high school diploma or higher at 85%.
Table 12. Percent of African Americans by Educational Attainment, 2016
Education
African Americans Total Population
Less than High School Diploma
14.8
12.5
High School Diploma or GED
31.3
27.2
Some College or Associate’s
33.1
29.0
Degree
Bachelor’s Degree
13.1
19.3
Graduate or Professional Degree
7.8
11.9
Source: 2016 U.S. Census Annual Estimate of Selected Population Profile in the
United States
In 2016, the U.S. Bureau of Labor Statistics reported a higher rate of
unemployment among. African Americans compared to other populations.
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Those employed were more likely to work in managerial, professional, and sales
occupations.
Table 13. Percent of African Americans by Employment Status, 2016
Employment
African Americans
Total Population
Unemployed
8.4
4.9
Employment-population
56.4
59.7
ratio*
Source: U.S. Bureau of Labor Statistics Unemployment Rate and Employmentpopulation Ratio Vary by Race & Ethnicity
*Proportion of population employed
Table 14. Percent of African Americans by Occupation, 2017
African
Americans
30.8
24.2
23.4
5.6

Occupation

Total
Population
43.7
21.0
28.6
1.0

Management and Professional
Service
Sales and Office
Natural Resources, Construction and
Maintenance
Production, Transportation and Material
16
5.7
Moving
Source: U.S. Bureau of Labor Statistics Labor Force Statistics from the Current
Population Survey
Table 15 shows that African Americans are more likely to make less than
$25,000 than the total population. They are just as likely, if not more, to make
$25,000 to $75,000 but less likely to make more than $75,000 (Semega,J., et al.,
2017). However, these statistics lend to the fact that Blacks, as a class, are more
likely to be living in poverty. In 2016, non-Hispanic Black children made up an
estimated 14% of all children in the United States (Kids Count Data Center, 2017)
but constituted 34% of all children living in poverty (National Center for Education
Statistics, 2018).
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Table 15. Percent of African Americans by Household Earnings, 2016
Earning Brackets
African Americans
Total Population
Under $15,000
20.2
11.2
$15,000 to $24,999
13.1
9.6
$25,000 to $34,999
11.5
9.4
$35,000 to $49,000
14.3
12.9
$50,000 to $74,999
16.2
17.0
$75,000 to $99,999
9.6
12.3
$100,000 to $149,999
9.0
14.1
$150,000 to $199,999
3.3
6.6
$200,000 and over
2.8
7.0
Source: U.S. Census Bureau Households by Total Money Income, Race, and
Hispanic Origin of Householder
Although they only made up 14% of the 2017 U.S. population, in 2018
Blacks made up 37.8% of inmates (Federal Bureau of Prisons, 2018). African
Americans are arrested, convicted, and incarcerated at rates far higher than any
other ethnic group. In some inner cities, over half of the Black males in their 20's
are under the control of the criminal justice system (The Rand Corporation, 2017).
The Asian Population
In 2016, the U.S. Census Bureau reported that 21.4 million Asians resided
in the United States, representing 6.4% of the total US population (U.S. Census
Bureau, 2018). According to Pew Research, of the total Asian population, 59% are
foreign-born. As the fastest growing in the U.S., the Asian population saw a 72%
growth between 2000 and 2016. Asians are projected to be the largest immigrant
group in the country by 2055, surpassing the Hispanic population (Lopez, G, et al.,
2018). The Asian population is very diverse with origins such as East Asia,
Southeast Asia, and the Indian subcontinent. Countries of origin include, but are
not limited to, Cambodia, China, India, Japan, Korea, Malaysia, Pakistan, the
Philippine Islands, Thailand, and Vietnam. Asian groups are not limited to
nationalities but include ethnicity as well. The largest number of Asian immigrants
are Chinese followed by Indians as displayed in Table 16.
Table 16. Number of U.S. Asian Population by Country of Origin, 2016
Country of Origin
China
India
Philippines
Vietnam
Korea
Japan

Population in the U.S.
4,048,000
3,982,000
3,899,000
1,980,000
1,822,000
1,411,000
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Source: Pew Research Center of Key Facts about Asian Americans, a Diverse and
Growing Population
The 2016 U.S. Census Bureau reported that Asians are more likely to
concentrate in the Western region of the United States. Almost half of all Asians,
45%, reside in three U.S. states. With 6.5 million, California by far has the largest
Asian population. New York has 1.8 million and Texas has 1.4 million. Other
states with a large Asian population are Hawaii, Illinois, Florida, Georgia,
Washington, New Jersey, and Virginia.
In 2016, the median age of the total U.S. population was 39 years old and
the median Asian population age was 34 years old. As outlined in Table 17, the
Asian population was of a proportional age as the general U.S. population.
Table 17. Percent of Asians by Age Group, 2016
Age Group
Asian Population
Total Population
19 or Younger
27.3
25.4
20-39
32
27.2
40-64
29.1
32.2
65 or Older
10.3
15.2
Source: 2016 U.S. Census Annual Estimates of Resident Population by Sex, Race
and Hispanic Origin
As a class, Asians live in family households that were larger than the
average U.S. population with 17.2% of homes with an Asian head of household
consisting of five or more people. In contrast, only 10% of non-Hispanic White
families were this large.
Education is an area of great achievement and distinction for the Asian
American community and is of high priority in Asian families. As shown in Table
18, Asians have the highest level of educational achievements as a class in the
United States.
Table 18. Percent of Asians by Educational Attainment, 2016
Education
Less than High School Diploma
High School Diploma or GED
Some College or Associate's
Degree
Bachelor's Degree
Graduate or Professional Degree

Asian Population
12.8
15.2
19.7

Total Population
12.5
27.2
29.0

29.9
22.4

19.3
1.9
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Source: 2016 U.S. Census Annual Estimate of Selected Population Profile in the
United States
As would be expected from the levels of Asian educational achievement,
the highest proportions of Asians work in executive and professional occupations,
as illustrated in Table 19. As a class, Asians are more likely to be entrepreneurial.
Family groups staff many businesses owned and operated by Asians. Many
metropolitan areas have Asian districts and are identified by locals with names
such as, "Chinatown," "Koreatown," and "Little Saigon."
Table 19. Percent of the Asians by Occupation, 2017
Asian
Population
52
16.8
17.9
3.3

Occupation

Total
Population
43.7
21.0
28.6
1.0

Management and Professional
Service
Sales and Office
Natural Resources, Construction, and
Maintenance
Production, Transportation and Material
10
5.7
Moving
Source: U.S. Bureau of Labor Statistics Labor Force Statistics from the Current
Population Survey

Among full-time, year-round workers in 2017, Asians had the highest
median household income of $73,060 compared with an average of $53,600
amongst all other races in the United States. Asian were less likely than the general
U.S. population to live in poverty. The overall poverty rate for the Asian
population was 12% compared to the total U.S. population at 14% (Lopez, G., et
al., 2018).
Table 20. Percent of Asians by Household Earnings, 2016
Earning Brackets
Asian Population
Total Population
Under $15,000
9.1
11.2
$15,000 to $24,999
6.6
9.6
$25,000 to $34,999
6.3
9.4
$35,000 to $49,000
8.7
12.9
$50,000 to $74,999
15.5
17.0
$75,000 to $99,999
13.4
12.3
$100,000 to $149,999
17.3
14.1
$150,000 to $199,999
10.9
6.6
$200,000 and over
12.3
7.0
Source: U.S. Census Bureau Households by Total Money Income, Race, and
Hispanic Origin of Householder
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Proponents and Opponents of Immigration
Most economist favor immigration because the ability to provide
inexpensive goods and labor benefits society as a whole. Because the United States
population is graying and has a declining family size, immigration provides a
necessary labor pool. In 1990, the U.S. had 5.5 working Americans to support
every person over the age of 60. By 2000, the corresponding number of workers
had declined to 2.5. As half the population of immigrants are aged 20-39,
economists believe they are a source of vitality for the economy.
In terms of opposition, organized labor has traditionally been an opponent
of immigration. While labor has long been concerned about job displacement,
statistics indicate that immigrants fill low-end positions, which in turn, create midlevel positions for those they displace. Displacement appears to be greatest in the
black community where Mexican workers have almost completely replaced
custodial, meatpacking, and hotel workers as well as some sectors of agricultural.
Declining clout and membership among organized labor has reduced their overall
political importance in the determination of recent immigration policy. The
Federation of American Immigration Reform (FAIR) also opposes immigration.
FAIR is an organized lobby group that seeks to limit legal immigration and
eliminate undocumented immigration.
Conclusion
Although the fiscal and social challenges of immigration and diversity are
immense, these same challenges have faced every generation since the early
1800's. When speaking during a naturalization ceremony in Brooklyn, Robert
Kennedy said, “When my grandparents came to Boston not so many years ago,
they found signs outside employment offices which read, IRISH NEED NOT
APPLY-but I want you to remember that my brother has been elected president of
the United States.” In 1962, James Meredith was blocked from enrolling in the
University of Mississippi, Ole Miss did not permit African Americans to attend.
In 1964, Marin Luther King said, “I think we may be able to get a Negro president
in less than 40 years I would think that this could come in 25 years” (Matthews, C.
2017). Some 40 years later an African American was elected president of the
United States. There is no doubt that the country is stronger and larger because of
the immigration that has occurred in the last two centuries. Immigration and
diversity policy will continue to be debated in the United States and whether or not
an acceptable middle ground is attainable between proponents and opponents of
immigration is yet to be determined.
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ABSTRACT
Say on Pay is a corporate governance mechanism required by the Dodd-Frank Wall
Street Reform and Consumer Protection Act of 2010. The mechanism gave hope
for control of an agency and managerial power problem. The problem focused on
executive pay that appeared to be higher than necessary for efficient business
operations in companies where agency problems caused a residual loss
exacerbated by managerial power. The problem was addressed by requiring public
companies to give their stockholders the opportunity to review and comment on
executive pay with non-binding votes called Say on Pay. The objective of this
study is to look for evidence that Say on Pay reduced the impact of agency and
managerial power problems by reducing executive pay. A search for reductions in
executive pay was done in large U.S. companies by comparing levels of executive
pay before and after Say on Pay. Levels of executive pay are examined as ratios of
pay to size, pay to earnings, and pay to overhead expense. The results are consistent
with agency and managerial power theories because most pay ratios fell after the
implementation of Say on Pay voting. Pay ratios fell the most in companies whose
pay ratios were the highest before the implementation of Say on Pay.
Key Words: Say on Pay, Executive Pay, Agency Theory, Managerial Power
Theory

INTRODUCTION
The management of publicly traded companies is considered wrought with
problems resulting from the separation of ownership from control. As early as
Smith (1776), it was recognized that people managing other people’s money would
not be as careful as with their own money, and that “negligence and profusion
[lavish expenditure]” would result. Jensen and Meckling (1976), 200 years later,
said that the negligence and profusion could be controlled by efforts from owners
and managers, but that the problem would never be completely resolved, forcing
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stockholders to bear agency costs known as a “residual loss.” A residual loss can
exist in the form of excessive pay to the top executives of a company. More
recently, Bebchuck and Fried (2006) noted that the oversight of executive pay by
board members, previously believed to be effective, was actually deficient.
Deficient oversight exists because the board nomination process, controlled by top
executives, gives those executives sufficient power over the board to get approval
for high pay. This issue was addressed during the financial crisis in the passage of
Dodd-Frank (2010), which required public companies to give stockholders the
opportunity to approve or disapprove executive pay with a non-binding vote called
Say on Pay. Say on Pay was a new corporate governance mechanism that gave
hope for controlling the agency problem of excessive pay. The hope was that these
new votes would reign in executive pay. This paper looks for evidence that Say
on Pay reigned in executive pay and thereby reduced some of the agency problem’s
residual loss in public companies.
Some evidence already exists that Say on Pay did not eliminate the residual
loss caused by the agency problem. Pan and Zhou (2018) analyzed five years of
data, most of which is from after Say on Pay was introduced, and found that
executives in Japan were paid substantially less than executives in the United
States. While this could be highly influenced by a collectivist vs. individualistic
culture, it indicates that executive pay in the United States may be higher than
necessary for efficient business. Krause, Whitler, and Semadeni (2014) performed
laboratory experiments to understand the nature of shareholder involvement in Say
on Pay voting and found that evidence to suggest that shareholders will use the
vote to voice disapproval of executive pay, especially when company performance
is below that of a major stock index. Also, Conyon (2014) shows that average CEO
pay fell in the first year after the introduction of Say on Pay. Conyon (2014) also
shows that about two percent of the S&P 500 companies whose votes were
tabulated in the first year Say on Pay voting was implemented rejected executive
pay, and many more companies had executive pay supported by narrow margins.
Therefor it is necessary to look at the impact of Say on Pay voting on executive
pay, by comparing pay before the requirement to pay after the requirement.
Only one test of the impact of Say on Pay on executive pay was found in the
literature. Newman and Newman (2018) show that executive pay fell before the
vote, but did not change after the vote. They used a fixed-effects regression and
conventional control variables to test the link between pay and performance before
and after Say on Pay. Their results showed only the general relationships between
pay and performance in the five years before and the five years after Say on Pay.
A closer look at what happened to pay in proportion to size, earnings, and overhead
expense variables is necessary and presented in this paper. This paper examines
pay relative to size, pay relative to earnings, and pay relative to overhead expense
in the five-years before Say on Pay compared to the five years after Say on Pay.
The analyses are done using a parametric means analysis and a non-parametric
medians analysis to account for the impact of outliers. Two sets of results from
data are obtained, one for the full sample of companies, and another for subsamples
of companies. Subsamples of companies include one from those companies whose
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pay ratios were low before Say on Pay, and another subsample of companies whose
pay ratios were high before Say on Pay. Consistent with agency theory, managerial
power theory, and theoretical test results from Krause, Whitler, and Semadeni
(2014), we find that most pay ratios fell after the introduction of Say on Pay, and
that ratios fell the most for companies whose pay ratios were relatively high before
the introduction of Say on Pay.
The paper continues with a section that reviews the literature of previous
studies of executive pay with an emphasis on studies that used ratios in their data
analysis. Next, a section presents our methods, including setting forth our
hypotheses and describing the parametric and nonparametric methods used to
analyze the data. Then a section describes the sample data, followed by a section
that presents and describes the results of our analyses. Finally, a discussion section
summarizes our findings, presents a few policy recommendations, identifies some
limitations of the study, and offers suggestions for future research.

LITERATURE
There are many studies in the literature on executive pay. Our literature review
covers a subset of previous studies grouped around three themes pertinent to this
study: studies with a theoretical basis derived from agency relationships; studies
that examined data from companies in popular stock indexes; and studies that used
ratios as variables in their empirical analyses.
Agency relationships have provided the theoretical basis justifying many
previous studies examining various aspects of executive pay relationships. Lippert
and Porter (1997) used agency theory to study the impact of CEO tenure and CEO
stock ownership on the relationship between pay and performance. Banning and
Chiles (2007) used agency theory to examine the effect of unionization on CEO
pay. Nyberg, Fulmer, Gerhart, and Carpenter (2010) used an agency framework to
examine the alignment of changes in CEO wealth from pay and company
ownership with changes in shareholder return. Balsam, Fernando, and Tripathy
(2011) used agency theory to study the impact of firm strategy on measures linking
CEO pay with performance. Gong (2011) used agency theory to study the
relationship between shareholder value and CEO pay. Pan and Zhou (2018)
applied agency theory to study CEO pay in Japan compared to the United States.
Consistent with these previous studies, our study uses agency theory to form
hypotheses about executive pay before and after Say on Pay.
Data selected for empirical analysis in previous studies have often been based
on popular stock indexes. Indexes provide a sample of companies formed by
association based on similar criteria. Banning and Chiles (2007) examined data
from companies in the Fortune 500 index. Benson and Davidson (2010), Fong
(2010), and Fong, Xing, Orman, and Mackenzie (2015) examined data from
companies in the S&P 500 and Domini Social indexes. Nyberg, Fulmer, Gerhart,
and Carpenter (2010) examined companies in the S&P 1500 index. Gong (2011)
examined data from companies in the S&P 500, the S&P Midcap 400, and the S&P
Smallcap 600 indexes. Newman and Newman (2018) examined data from
194

Newman, Banning, Johnson and Newman

companies in the Dow Jones Industrial Average index. Our study examines data
from companies only in the S&P 500 index, which is a sample that is similar, yet
different, from any of the previous studies using indexes.
Using ratio variables offers advantages in testing hypotheses. Ratios limit the
impact of inflation, especially if inflation impacts the numerator and denominator
in similar ways. Ratios also mitigate outlier influences. And ratios show
relationships that might otherwise be hidden in empirical analyses due to
multicollinearity. Lippert and Porter (1997) examined the ratio of the change in
CEO pay to the change in equity value. Khan, Dharwadkar, and Brandes (2005)
examined the ratios of salary to total pay, and stock options to total pay. Firth,
Fung, and Rui (2007) examined CEO pay with ratios that included return on assets,
market to book, and debt to equity. Bhattacharyya, Mawani, and Morrill (2008)
examined executive pay with the payout ratio, a debt to equity ratio, and a market
to book ratio. Benson and Davidson (2010) examined CEO pay with ratios that
included market to book, debt to assets, research and development expense to
assets, advertising expense to assets, and return on assets. Fong (2010) examined
CEO pay with the ratios of return on assets and the percentage of inside directors.
Balsam, Fernando, and Tripathy (2011) examined CEO pay using a return on
assets ratio, stock return, investment opportunity ratios, differentiation ratios, and
cost leadership ratios. Gong (2011) examined CEO pay with the ratio of
shareholder value added to CEO pay, a dividend yield, and a book to market equity
ratio. Fernandes, Ferreira, Matos, and Murphy (2013) compared U.S. CEO pay
with Japanese and European CEO pay using stock pay to total pay, and options
pay to total pay. Lin, Yeh, and Shih (2013) examined pay gaps between CEOs and
other executives using ratios that included Tobin’s Q and return on assets. Fong,
Xing, Orman, and Mackenzie (2015) examined CEO pay using Tobin’s Q,
earnings to sales, debt to assets, ownership percentages of the CEO and
institutional investors, dividends to equity, research and development expense to
sales, and capital expense to fixed assets. These studies used ratio and non-ratio
variables in parametric methods. Our study examines executive pay before and
after Say on Pay using only ratios in both parametric and nonparametric methods.

METHODS
The purpose of this paper is to look for evidence that the Say on Pay vote is a useful
tool to reduce the residual loss of the agency problem. Specifically, the residual
loss is considered to be reduced if executive pay, measured by the sum of all forms
of pay (salary, bonus, stock, options, deferred compensation, and perquisites), fell
relative to company size after the introduction of Say on Pay.
Hypothesis 1: The ratio of executive pay to company size fell in companies
after the introduction of Say on Pay voting.
Company size is measured in three different traditional ways: total assets,
total revenue, and the market value of equity. Each measure captures a different
aspect of size, so each measure is used, giving three different ratios to test the
impact of Say on Pay on executive pay relative to size. In addition, the residual
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loss is considered to be reduced if executive pay fell relative to company earnings
after the introduction of Say on Pay.
Hypothesis 2: The ratio of executive pay to company earnings fell in
companies after the introduction of Say on Pay voting.
Company earnings are measured by net income. A final search for evidence
that the residual loss was reduced after Say on Pay is to see if the ratio of executive
pay to overhead expense fell after the introduction of Say on Pay.
Hypothesis 3: The ratio of executive pay to overhead expense fell in
companies after the introduction of Say on Pay voting.
Company overhead is measured by general and administrative expense.
Executive pay for all ratios in the analysis is measured by total pay of the top five
executives, which includes cash, equity, and non-monetary pay.
The methods to test the hypotheses are both parametric and non-parametric.
The parametric Analysis of Variance (ANOVA) is used to investigate differences
between two groups of pay ratios, which include a group before Say on Pay and
another group after Say on Pay. This method is valid if variable distributions are
close to normal. However, given that distributions might not be close to normal,
the non-parametric Mood’s Median Test is also used to see if the medians of the
various ratios declined significantly after Say on Pay was introduced.

DATA
The initial screen to gather data for our study required companies to be in the S&P
500 index. The index was used as a data screen in previous studies that examined
executive pay: Benson and Davidson (2010); Gong (2011); and Fong, Xing,
Orman, and Mackenzie (2015). There are good reasons to use companies from the
S&P 500 index. According to S&P Global (2018), the S&P 500 is widely regarded
as the best single gauge of large-cap U.S. equities. The index includes about 500
leading companies and captures approximately 80 percent coverage of publicly
available market capitalization. The index contains companies from 11 different
sectors: information technology, healthcare, financials, communication services,
consumer discretionary, industrials, consumer staples, energy, utilities, real estate,
and materials. All companies in the index are based in the United States and have
a market cap of $6.1 billion or greater. At least 50 percent of shares outstanding
must be available for trading. Companies must have positive earnings over the
most recent quarter, as well as over the most recent four quarters summed. Finally,
the S&P 500 index companies must have highly tradable common stock, with
active and deep markets.
Our sample begins with companies in the S&P 500 index at the end of 2006,
which allows for five years of data before the introduction of Say on Pay in 2011,
and five years of data on those same companies after the introduction. Companies
were eliminated that did not have complete data sets for all variables in both fiveyear time spans. Thus, companies in the sample must have complete data sets for
the years 2006 through 2010 and for the years 2012 through 2016. The criteria
were met by 164 companies. The sample of 164 companies was used to form the
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ratio variables for our analyses: Pay to Assets, Pay to Net Income, Pay to Sales,
Pay to G&A Expense, and Pay to Market Cap.
The numerator (Pay) for all the ratio variables in this study is the total pay to
the top executives reported to the SEC in company DEF 14-A filings. Those filings
typically have fiscal year pay to five executives. Pay includes salary, bonus, stock,
options, and perquisites, which is the most extensive set of pay components
publicly available. However, Pay does not include deferred compensation to
pension plans, since that is valued inconsistently by companies. Top executives
include the chief executive officer, the chief financial officer, and three other
highest-paid executives. Using pay from a group of executives is better than using
pay to only the chief executive officer because pay for the group is less likely to
have outliers than pay to a single executive as noted in Newman and Newman
(2018). The Pay variable is not adjusted for inflation over the time period of the
study because inflation should impact the numerator and the various denominators
of the ratios in similar ways.
The denominators for the ratio variables in this study are defined as follows:
Assets is a control variable for company size and is total company assets at fiscal
year-end. Pay should vary in direct proportion to Assets because executives should
expect pay relative to the dollar value of assets they manage. Total assets was used
in Cao & Wang (2013), Waldron, Graffin, Porac, and Wade (2013) Fong, Xing,
Orman and Mackenzie (2015). Net income is the net income for a company’s fiscal
year and is a measure of earnings, or company performance. Earnings were used
in Gabaix and Landier (2008). Sales is gross revenue for the company’s fiscal year
and is a second measure of company size. Revenue was used in Benson and
Davidson (2010), Balsam, Fernando and Tripathy (2011), Gong (2011), Cao and
Wang (2013), and Conyon (2014). G&A Expense is general and administrative
expense, which is a measure of company overhead. This expense is unique to our
study, although some studies did use specific types of expenses, such as those
found in Benson and Davidson (2010), and Fong, Xing, Orman, and Mackenzie
(2015). Market Cap is market capitalization, which is the market price of a
company’s common stock multiplied by the number of shares outstanding at fiscal
year-end, used as the third measure of size. Market capitalization was used in
Bayless (2009), Gabaix and Landier (2008), and Cao and Wang (2013). Market
Cap is from each company’s fiscal year-end. All denominator variables were
extracted from Compustat. The means and medians of the ratio variables are shown
by year in Table 1a and Table 1b.
Table 1a has ratio variable means for five years before, and for five years after
the introduction of Say on Pay in 2011. The means show how the ratio variables
change from the years before Say on Pay to the years after Say on Pay. The ratios
tend to be higher in the years before Say on Pay and lower in the years after Say
on Pay, which is our first indication of the impact of Say on Pay on executive pay.
Comparing the 2006 ratios to the 2016 ratios shows that the ratios in 2016 average
only about 73 percent of the ratios in 2006, warranting a statistical analysis. While
ratio means give some insight into the possible impact of Say on Pay on executive
pay, more insight is available from ratio medians.
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Table 1a. Means of pay ratio variables by year
Pay to
Pay to Net
Pay to
Pay to G&A Pay to Market
Year
Assets
Income
Sales
Expense
Cap
2006
0.342
4.21
0.367
1.85
0.182
2007
0.335
3.72
0.359
1.85
0.185
2008
0.313
4.24
0.331
2.02
0.265
2009
0.267
4.25
0.307
1.58
0.185
2010
0.289
3.99
0.335
1.67
0.178
2011*
0.270
4.33
0.308
1.59
0.180
2012
0.250
3.53
0.292
1.49
0.153
2013
0.243
5.51
0.289
1.48
0.131
2014
0.236
3.74
0.288
1.45
0.117
2015
0.240
3.07
0.296
1.42
0.130
2016
0.236
2.96
0.298
1.44
0.122
*2011 is the year Say on Pay became effective. N = 164 for each year.
Table 1b has the medians of the ratio variables for five years before, and five
years after the introduction of Say on Pay in 2011. Medians also tend to be higher
in years before Say on Pay and lower in years after Say on Pay. Comparing the
2006 ratios to the 2016 ratios shows that the ratios in 2016 average about 79
percent of the ratios in 2006, also warranting a statistical analysis. Comparing
every median ratio in Table 1b to its corresponding mean of the same year in Table
1a shows that all medians are lower than their corresponding means. This suggests
that ratio variable distributions are skewed right, giving support for the use of both
a parametric analysis of the means and a non-parametric analysis of the medians.
Table 1b. Medians of pay ratio variables by year
Pay to
Pay to Net
Pay to
Pay to G&A
Pay to Market
Year
Assets
Income
Sales
Expense
Cap
2006
0.261
3.00
0.242
1.23
0.139
2007
0.241
2.59
0.244
1.14
0.136
2008
0.227
2.61
0.214
1.10
0.188
2009
0.201
2.79
0.220
0.98
0.150
2010
0.219
2.70
0.238
1.15
0.139
2011* 0.218
2.39
0.239
1.08
0.148
2012
0.189
2.34
0.216
1.08
0.126
2013
0.182
2.34
0.218
1.01
0.101
2014
0.185
2.36
0.210
0.99
0.103
2015
0.170
2.43
0.219
1.07
0.102
2016
0.162
2.46
0.221
1.05
0.105
*2011 is the year Say on Pay became effective. N = 164 for each year.
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RESULTS
The results are in three sets of tables. The first set is Table 2a and Table 2b. Table
2a has ANOVA results comparing company ratio means before to means after Say
on Pay. Table 2b has Mood’s Median test results comparing ratio medians before
to ratio medians after Say on Pay. The second set is Table 3a and Table 3b. Table
3a has ANOVA comparisons of ratio means before and after Say on Pay using only
companies with ratios before Say on Pay that were below the overall mean. Table
3b is similar, except it shows results comparing only companies with ratios above
the mean for all companies before to those after Say on Pay. The sample is divided
into those above and below the mean for all companies because companies with
higher relative pay might have reduced pay to a greater extent after the introduction
of Say on Pay. The third set is Table 4a and Table 4b, which bifurcate the sample
similarly using the overall median. Results for companies with ratios below the
overall median before Say on Pay are in Table 4a, and results for companies with
ratios above the median before Say on Pay are in Table 4b.
Ratio comparisons using the parametric One-Way ANOVA method on the
means in the full sample are in Table 2a and show a drop in all ratios. In addition,
p-values for all but Pay to Net Income are significant at more than the one percent
level. The largest drop is for Pay to Market Cap at -35 percent. Although these
results suggest that executive pay fell in the five years after Say on Pay compared
to the five years before Say on Pay, probable skewness from outliers calls for the
non-parametric analysis presented in Table 2b.
Table 2a. ANOVA on full sample
Pay to
Pay to
G&A
Market
Expense
Cap
Means before Say on Pay(a) 0.31%
0.41%
0.34%
1.80%
0.20%
Means after Say on Pay(b)
0.24%
0.38%
0.29%
1.45%
0.13%
Before to after change
-22.6% -7.31% -14.7% -19.4%
-35.0%
F test
26.2(c)
0.32(d)
9.28(c)
6.72(c)
83.6(c)
0.57
P-value
0.00
0.00
0.01
0.00
0.00%
R-squared
1.57%
0.56%
0.41%
4.85%
(a)
2006-2010 data on same 164 S&P 500 companies. N = 820.
(b)
2012-2016 data on same 164 S&P 500 companies. N = 820.
(c)
Equal variances rejected by Levene’s Test, so the F test is reported.
(d)
Equal variances not rejected by Levene’s Test, so Welch’s F Test reported.
Pay to Pay to Net Pay to
Assets
Income
Sales

Ratio comparisons using the nonparametric Mood’s Median test for the full
sample are in Table 2b, and show a drop in all ratios. However, only three ratios
have p-values below one percent. Pay to Sales and Pay to G&A Expense do not
reflect drops at p-values below one percent. The largest drop is for Pay to Market
Cap, at -27.7 percent. These results are consistent with those in the ANOVA
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method for two ratios, Pay to Assets and Pay to Market Cap. However, the study
still needs to look at subsamples of companies because ratios before Say on Pay
might influence the reaction to Say on Pay.
Table 2b. Mood’s Median tests on full sample
Pay to
Pay to
Pay to
Pay to
Net
G&A
Assets
Sales
Income
Expense
Medians before Say on Pay(a) 0.23% 2.73%
2.33%
1.13%
Medians after Say on Pay(b) 0.18% 2.38%
2.17%
1.04%
Before to after change
-21.7% -12.8% -6.87% -7.96%
N < Overall median before
374
383
397
397
437
N < Overal median after
446
423
423
7.11
Chi-square
12.6
1.65
1.65
0.01
P-value
0.00
0.20
0.20
(a)
2006-2010 data on same 164 S&P 500 companies. N = 820.
(b)
2012-2016 data on same 164 S&P 500 companies. N = 820.

Pay to
Market
Cap
14.8%
10.7%
-27.7%
345
475
41.2
0.00

The results using a One-Way ANOVA method on the subsample of
companies with low pay ratios before Say on Pay are in Table 3a. These results are
not consistent with the full sample ANOVA results in three ways. First, while four
ratios show declines, Pay to Net Income, shows an increase. Second, ratios that
drop show smaller drops in the subsample compared to the full sample. For
example, Pay to Sales in the full sample drops -14.7 percent, but in the subsample
drops by only -5.42 percent. Third, subsample mean ratios show significant
declines at the one percent level for only two ratios, Pay to Assets and Pay to
Market Cap, compared to four ratios with significant declines in the full sample.
Table 3a. ANOVA on subsample of low pay ratios before Say on Pay
Pay to
Pay to Pay to Net Pay to
G&A
Assets
Income
Sales
Expense
Mean before Say on Pay(a) 0.14%
1.98%
0.17%
0.87%
(b)
Mean after Say on Pay
0.11%
2.22%
0.16%
0.84%
Before to after change
-17.0%
12.1%
-5.42%
-3.89%
F-test
16.0
0.57
1.61
1.07
0.45
P-value
0.00
0.21
0.30
0.05%
R-square
1.68%
0.16%
0.09%
1,080
N
940
1,040
1,170
(a)
2006-2010 data on same companies in S&P 500.
(b)
2012-2016 data on same companies in S&P 500.

Pay to
Market
Cap
0.10%
0.08%
-19.8%
31.3
0.00
3.07%
990

In contrast, the results from using the One-Way ANOVA method on
companies with high ratios before Say on Pay are in Table 3b. These results are
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more consistent with the full sample but differ in one way. Of the four ratios with
significant drops, the drop is greater for companies in this subsample compared to
the full sample. The same ratios drop in this subsample that drop in the full sample
with statistical significance, and at a one percent level of significance.
Table 3b. ANOVA on subsample with high pay ratios before Say on Pay
Pay to
Pay to Pay to Net Pay to Pay to G&A
Market
Assets
Income
Sales
Expense
Cap
Mean before Say on Pay(a) 0.54%
8.13%
0.64%
4.10%
0.35%
Mean after Say on Pay(b) 0.42%
6.74%
0.53%
2.98%
0.21%
Before to after change
-23.6% -17.1% -17.8%
-27.3%
-41.0%
F-test
33.5
0.86
14.6
7.65
110
0.35
P-value
0.00
0.00
0.01
0.00
0.15%
R-square
4.58%
2.38%
1.61%
14.5%
560
N
700
600
470
650
(a)
2006-2010 data on same companies in S&P 500.
(b)
2012-2016 data on same companies in S&P 500.
Results from using the Mood’s Median test on companies with ratios below
overall ratio medians before Say on Pay are in Table 4a. These results are
consistent with the full sample in the direction of the change, which is negative for
all ratios. However, the magnitude of the change is less for all ratios in the
subsample compared to the full sample. In addition, while three ratios in the full
sample had drops significant at one percent, only one ratio in the subsample, Pay
to Market Cap, has that significance. And the subsample change for Pay to Market
Cap is smaller (-18.2 percent) compared to the full sample change (-27.7 percent).
Table 4a. Mood’s Median tests on subsample with low ratios before Say on Pay
Pay to
Pay to Pay to Net Pay to Pay to G&A
Market
Assets Income Sales
Expense
Cap
Median before Say on Pay(a) 0.10% 1.33% 0.12%
0.56%
0.08%
Median after Say on Pay(b) 0.08% 1.21% 0.12%
0.56%
0.06%
Before to after change
-16.3% -9.02% -1.69% -0.71%
-18.2%
N < Overall Median before
190
195
203
204
178
215
N < Overall Median after
220
207
206
232
1.95
Chi-Square
4.29
0.08
0.02
14.2
0.16
P-value
0.04
0.78
0.89
0.00
(a)
2006-2010 data on same companies in S&P 500. N = 410.
(b)
2012-2016 data on same companies in S&P 500. N = 410.
The results from using the Mood’s Median test on companies with ratios
above overall ratio medians before Say on Pay are in Table 4b. These results are
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consistent with the full sample in the direction of change, which is negative for all
ratios. However, the magnitude of the change varies. For example, while Pay to
Net Income and Pay to Market Cap drop more in the subsample, Pay to Assets
drops less in the subsample compared to the full sample. Finally, the subsample
has an additional significant ratio, Pay to Sales.
Table 4b. Mood’s Median Tests on Companies with Above-median Ratios Before
Say on Pay
Pay to
Pay to Pay to Net Pay to Pay to G&A
Market
Assets Income
Sales
Expense
Cap
Median before Say on Pay(a) 0.40% 4.58% 0.434%
1.94%
0.25%
Median after Say on Pay(b) 0.34% 3.59% 0.39%
1.79%
0.16%
Change from before to after -16.9% -21.6% -10.4% -7.73%
-35.2%
N < Overall Median before
162
165
187
196
137
245
N < Overall Median after
248
223
214
273
31.2
Chi-Square
33.1
6.32
1.58
90.2
0.00
P-value
0.00
0.01
0.21
0.00
(a)
2006-2010 data on same companies in S&P 500. N = 410.
(b)
2012-2016 data on same companies in S&P 500. N = 410.

DISCUSSION
The results tend to support Hypothesis 1: The ratio of executive pay to company
size fell in companies after the introduction of Say on Pay voting. Hypothesis 1
was tested using ratios with the same executive pay measure, but with three
different size measures. The ratio using market capitalization as a size measure
was significantly lower after Say on Pay in all six tests. The ratio using total assets
as a size measure was significantly lower after Say on Pay in five out of the six
tests. And the ratio using sales as a measure of size was significantly lower after
Say on Pay in three of the six tests. However, in tests using only companies whose
pay to size ratios were high before Say on Pay, all three ratios fell significantly
after Say on Pay in all tests.
The results are mixed concerning tests of Hypothesis 2: The ratio of executive
pay to company earnings fell in companies after the introduction of Say on Pay
voting. Hypothesis 2 was tested with only one ratio, executive pay to net income.
Results show a significant reduction after Say on Pay from only two out of the six
tests performed on this ratio. The significant reductions appear in the tests of
medians. The first significant reduction is from testing all company medians, and
the second significant reduction shows up from testing companies whose pay was
relatively high before the introduction of Say on Pay.
The results are also mixed concerning tests of Hypothesis 3: The ratio of
executive pay to overhead expense fell in companies after the introduction of Say
on Pay voting. Hypothesis 3 was tested using executive pay to general and
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administrative expense. The results show a significant reduction in only two out of
the six tests performed. The significant reductions are in the tests of means. The
first significant reduction is in the full sample means, and the second significant
reduction is in the test of subsample means on companies whose pay was high
before the introduction of Say on Pay.
The results lead to several policy recommendations. Since the results show
Say on Pay is associated with some reductions in pay ratios, suggesting a reduction
of the residual loss of agency costs, especially for companies whose pay was
relatively high before Say on Pay, Say on Pay should continue. However, the nonbinding vote, changed to a binding vote, might motivate more shareholders to vote.
In addition, since the results did not consistently show reductions in executive pay
after Say on Pay was introduced, lawmakers might consider putting specific limits
on executive pay in relation to performance variables such as those used in this
study: pay in relation to size of the company; pay in relation to company earnings;
and pay in relation to overhead expense. These policy recommendations should be
considered only after recognizing some limitations of the study and the need for
future research.
The limitations of this study involve the time period used in the study. Using
different time periods before and after the introduction of Say on Pay could give
different results. Another limitation involves the absence of controls for other
factors that could have influenced executive pay. Executive pay could be
expanding or contracting with changes in economic conditions, industry
conditions, or technology. Another possible limitation is from the variables used.
Different measures of size, earnings, and overhead expense could produce
different results. For example, overhead expense, reduced to just labor expense
would give a comparison of executive pay to employee pay.
Future research could address the limitations and track the impact of Say on
Pay on a yearly basis for a longer time period. Also, future research could address
the appropriate level of executive pay, and explore other mechanisms to limit the
residual loss of agency costs. There may be new mechanisms employed that have
yet to be tested for their efficacy. Regardless of the need for future research, this
paper offers some evidence of the Say on Pay impact on executive pay.
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