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Summary — 1. The European approach to the creation of vaRievalue Based Management: corporate
culture and value measures - 3. The creation afevahd Italian listed companies - 4. The importasfce

a correct human capital management - 5. Humanatagsvelopment and corporate return: some Italian
cases - 6. Key findings - 7. Research dataset atdadology - 8. Research findings

Abstract

Italian companies are characterized by the preseficeany small- and medium-size firms, along with
some large organizations facing new challengempave financial results. In recent years beindtaln

ian market player has not been so easy - even thitkdarge and considerable production capacity —
because market conditions do not always allow fitonsustain long-term competitive advantages. his
even more true considering the economic and firdrwisis that began in the late summer of 2008;
however, this goes beyond the purpose of this stimdiida’s dataset update.

Moreover, this paper considers shareholder valaerthas well as the thesis supporting the relaliipns
between employee development and responsibilitgdysstivity improvement, employee commitment
and financial performances. These consideration§iroo that leadership development practices need to
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be integrated in workplaces to take real advantdggeater productivity creation and, as a consegee
greater shareholder value creation (Rappaport,)2006

The paper develops two different methodologiesuaitative one (case histories) and a quantitadive
(multiple regression).

The first part of the paper, sections 1-3 (M. Relli), presents the shareholder value theory had/alue
based management principles in the European cortextarticular, we will analyse the significant re
sults obtained by companies listed on the Italtanksmarket in terms of total shareholder return.

The second part of the paper, sections 4-6 (C.|€xa), presents leadership and leadership develop
ment theory an analyses the principal factors abpy listed Italian companies that have obtaired t
best shareholder value results.

In the third part, sections 7-8 (E. Cerruti), wiegtrate the methodology and the dataset charatitsri
used, the characteristics of the variables seteshand the research results for the listed Itat@mpa-
nies. Finally, we analyse in detail the level ahd intensity of the relationship between human tehpi
and the dynamic of shareholder value creation.

1 — The European approach to the creation of value

It has been theorized (Mella, Pellicelli M., 2008t largemanagerial capitalistic
firms* are characterized by several clear-cut phenomdraaagerial governance tends
to privilege the profitability of capital — the Reb on Equity (ROE) — more than earn-
ings as an absolute value of wealth; thus profitjerstood as a residual economic
value, once the production factors and capitalscast covered, loses its relevance as a
measure of wealth produced by the firm and asuarrdéor the entrepreneur.

In fact, firms can be viewed not only psoductive (of utility) and economic(in
terms of value) transformers but alsofsmncial transformers that transform capital
raised agquityand debt into productive investments that producegerating income
guaranteeing adequate levels of revenue, intenelstli@idends (Mella, 2008).

Moreover, management, particularly in public compar- where shareholders are
more sensitive to the increase in the value ofrtbleares than to immediate profits —
must try not so much to satisfy the profit needsneestors in equity but to produce
over time an increase in share values. Thus, mamagetends inevitably to be aimed at
producing value for the shareholder and guarangganiofits that exceed the opportunity
cost of capital; in other words, the return heldéofair or satisfactory to shareholders.

The classical approach, which viewed the firm asatrument for profit, becomes
outdated in this context, replaced by one that seeimcrease in the value of invested

4 After the third phase in Greiner's model (19725 wampleted, large firms were increasingly entaistemanage-
ment; this development has produced a separatitwebe the ownership of capital and management poiies
model describes the various phases of the orgamzdidevelopment of each firm in order to deriwve general rules
to guide the changes in the organizational strechased on age and size. In each phase during Wieabrganiza-
tional rules are stable, every period of “evolutinassociated with a period of “revolution”, wieehere is a serious
upheaval in the functioning and functionality oétbrganization. The phases are as follows: Phadedvelopment
linked to creativity and a crisis in command; Phlse Development linked to authority and a crisisautonomy;
Phase Il — Development linked to the delegatioawthority and a crisis in control; Phase IV — Depenent linked
to coordination and a crisis in bureaucracy; PhaseDevelopment linked to collaboration; Phase \Development
linked to extra-organizational recombinations.
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capital as the main objective of the firm’s acyyithis latter approach has favoured the
development of Shareholder Value Theory. The pajiylaf this theory is tied to the
spread of the fragmented-ownership firm, or plablic companywhich is widespread
in America; in Italy, on the other hand, the theofythe maximization of the economic
value of capital is one of the guiding principlelstbe Business Economics School
founded by Zappa (1937).

From the scientific point of view, substituting fitomaximization with capital
value goes back to the work by Fisher (1930), wiaved the value of capital from the
present value of the future earnings flows gendraiethe capital, comparing the pre-
sent value with the investment cost.

This premise spawned a series of studies aimedtatrdining the discount rate that
would balance the two values.

Some of these contributions, which were mainly bgremists, explicitly present
the concept of the maximization of the value ofidpwhich was then also taken up by
academics studying the firm (Hicks, 1965).

In any event, we must distinguish between the tyor@aches for value creation:
the European approach and the North American one.

The North American approach is typical of an adea@ihcapitalist economy where,
on the one hand, production occurs through langesfi(typically public companies),
and on the other financial markets play an impartale as both collectors of capital
and evaluators of the value of business initiatieghis context the market represents
the yardstick for a firm's performance and the @latiere the competitive comparison
occurs regarding its strategies.

Thus the concept of value has a strongly finargigificance that links it to share
value, the necessary condition for which is prbiitty. The market share value de-
pends only in part on the investment policies gifited holders or on the firm's financial
policies that aim at positively exploiting the fir@al lever. The true engine for the pro-
duction of value is still management's capacityathieve and maintain positions of
competitive advantage.

The European approach to value creation can begliaca context that is very dif-
ferent from the North American one

The European productive context is, in fact, charaed by small- and medium-
size firms, often family enterprises, along witinach more limited dependence on the
financial market, with limited equity capital anchple use of debt capital. For such
firms, even when profits are high the distributadrdividends is less important than the
growth of equity value (Pellicelli M., 2007).

5 One of the leading Italian proponents of the Eaeopapproach to value theory is Luigi Guatri; ambisgnany
works on this subject we should mention: GuatrB)9 Guatri and Massari (1992), and Guatri and Wig94).
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Achieving a high level of profitability is precigethe condition for increasing the
value of the firm's economic capital (Mella, 20@%)rder to gain a listing on the stock
exchange.

2 — Value Based Management: corporate culture andalue measures

In this context, starting in the 1990s, first ire tAnglo-Saxon countries and only subse-
quently in Europe, the principles on which Values& Management is based gained
wide acceptance as a managerial approach thattacagphe main objective of firms
the production of value for capital in terms offbdividends and capital gains.

In order to obtain shareholder value, it is esséthiat the culture within the organi-
zation change. Corporate culture is one of theofadbehind the success of shareholder
value, and it influences the behaviour of thosepfeaon whom the firm’s results de-
pend.“To maximize shareholder wealth, management muséigee, evaluate, and se-
lect business strategies that will increase thepooate value” (Morin, Jarrel,
2001)-Strictly speaking, firms are considered as systdéanghe creation of economic
and financial value for their shareholders, andithgerformance — profit and the value
of capital — is measured by a coherent system afetaoy values.”(Mella, Gazzola,
2004).

Value Based Management (VBM) is not a new managemeehnique; rather it is
the conscious, systematic and prevalent applicatioa sét of traditional methods spe-
cifically aimed, as a whole, at maximizing the eatweated for shareholders, directing
decisions not so much toward producing profits@sgard the production of profitabil-
ity, controlling at the same time both the procesee the economic transformation of
costs into prices and the processes for capitastmen{Mella, Pellicelli M., 2008).

Value Based Management does not adopt special itpes but carries out eco-
nomic measurements based on the rational schested t&y management science, with
an “awareness” that management must produce a napésweffect in terms of an in-
crease in the value of equity capital, in generad in the value of shares in particular.

Its distinctive feature with respect to profit-aried management is that it considers
every decision — strategic or routine — every refahip with the external and internal
environment, every technique to measure and infee¢he fundamental economic and
financial variables as directed toward the creatibmalue for shareholders.

The introduction of Value Based Management throagiovernance decision can-
not be immediate but must be viewed as the staatwideranging project based on the
rules of organizational planning.

Implementing VBM means clearly and precisely definthe objectives to achieve;
verifying the organization's capacity to undertakange; identifying and removing ob-
stacles; estimating the necessary resources; dmdndethe criteria for evaluating re-
sults.
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To increase the possibility of success for thiggmoof change, several principles
must be followed, which can be summed up as follayghe will for governance; b)
the acceptance and commitment of management; cadpestment of strategies; d)
teamwork; e) the development of pilot projectapf)dular implementation; g) adequate
resources; h) receptiveness to change; i) commiimncg) continual training; k) fre-
quent revision.

Morin and Jarrel clearly refer to the double intetption of VBM, describing it as:
a “mental attitude/selection of operational methodd7alue Based Managemetis
both a philosophy and a methodology for managingmanies. As a philosophy, it fo-
cuses on the overriding objective of creating axhmvalue as possible for the share-
holders. ... As a methodology, VBM provides angraied framework for making stra-
tegic and operating decisiongMorin & Jarrel, 2001, p. 28).

Serven instead (1998) states thatalue Based Management is the recognition that
shareholder value is the result of the thousanddegisions made by individuals in an
enterprise every day. Shareholder value is createdestroyed, one decision at a time.
This is the critical perspective that is necesstnycorporations to consistently grow
shareholder value'{Serven, 1988, p. 10).

Mella’s model (Mella, Pellicelli M., 2008), whichiews firms as systems effi-
cient transformationis particularly suited to represent the Value ddadlanagement
approach in capitalistic firms, especially as relgahe European context.

We can examine how this model (presented in FighpErates from various points
of view.

We can observe the model from the top-down:

a) an enterprise develops a business idea and, obatkie of external information,
produces a business plan containing the strategisfeanplementation, the forecasted
product value, the productive processes, and tipgrexl capital; the business transfor-
mation transforms business risk into strategicoastiand plans the business operation
in a way that satisfies the Managerial Objectivd®©] and the stakeholder objectives
(environmental objectives); the value of the bussnand the Economic Value Added
(EVA) produced is quantified;

b) returns held to be fair and satisfactory are sptifor capital suppliers: “ce” (cost
of equity) and “cd” (cost of debt), and the maximwacc (weighted average capital
cos) to sustain the production of value is determined,;

c) the managerial transformation translates the basiqan into operational plans
that quantify the factor requirements for productand the relative prices and unit
COSts;

d) production costs are determined along with therggfrices that cover these and at
the same time guarantee an adequatdreturn on cost in order to produce the levels
of roi (return on investmehtandroe (return on equity deemed necessary by the busi-
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ness transformation, taking into account the leeéi®d (return on debt) and the opti-
mum financial lever;

e) this data is used to quantify the invested cap&@uirements; the shares covered by
E and D (equity and debt, respectively) are deteedii the actual value @faccis cal-
culated,;

f) capital is raised and Invested Capital, IC, is fedmthis is a condition for achiev-
ing the economic transformation;

g) the economic transformation produces value forctlent (maximum quality/price
ratio), thereby obtaining the Operating Income (BBt is used to repay the debt and
equity;

h) the three indicators for the efficiency of the fical transformation, roi, roe and
rod — which are the bases for the calculation oAEANd the Economic Value of the
Firm (EVF) — are compared to the managerial objestito check that the levels of
EVA and EVF perform satisfactorily in the businéssisformation;

i) Value Based Management acts at the manageriafdrametion level, since it must
translate strategic inputs and the desired valutoqmeance into a coherent organiza-
tional system that can be achieved by and fundtioough ascertainable value drivers
as well as be continually monitored. A bottom-upwiof the model reveals that the
productive, economic and financial transformati@me instrumentsfor the business
transformation, whose efficiency is measured by#gacity to produce value in terms
of EVA and EVF.

The only approach possible for capitalistic firrmgo continually increase business
performance, and thus increase the value prodUdezrlentire strategy must be directed
at the production of value.

For this reason the fundamental business objectreggesented in the model by
MO, are typical objectives of financial efficiendyat is, they:

1) balance the financial structuer objective;

2) optimise the cost of equity, “ce”, and cost of gébd”, and thus reduceacg the
fundamental driver of EVA;

3) try, in short, to achieve a roe > ce that prodwsteseholder value;

4) set appropriate roi objectives to sustain the petidn of value.

The portfolio strategies, along with the EVA and FEVdbjectives they seek to
achieve, become the inputs for the managerial fmamgstion, which aims at organiza-
tional efficiency by transforming the strategietiachievable plans and programs and
by monitoring their actual attainment as a conditior the achievement of the desired
levels of value production.

Also significant are the contributions by Cornelarsd Davies (1997) proposing the
introduction of Value Based Management in orgaimrst at two different stages: the
first stage requires the construction of a framéwafrreference for objectives and for
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organizational culture and structure; the secoagesmust develop an integrated system
for planning, resource allocation, performance messs and management pay.

Fig. 1 — The firm as a cognitive system for effitigansformation
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Thus, during the first stage the creation of vaki¢he primary objective; this, in
turn, is divided into sub-objectives at the businasit, function and area levels. It is
therefore necessary to introdwaue driversthat guide decisions andlue metricgo
measure performance.

In order to be effective, Value Based Managemeimicples must be accepted by
the organizational personnel at each level and ftren basis for their motivation.
Moreover, the authority and responsibility for ttreation of value must be clearly de-
fined in the organizational structure. If the fistage produces an enterprise with de-
fined objectives, shared values and an organizaltistnucture adapted to the new deci-
sions, it is possible to move toward a system ¥Yalhg a circular path.

The decision-making phase regarding strategy, enstttond stage, is the most im-
portant. Above all, it is necessary to understdreddomposition of the business portfo-
lio, know the core competencies of the businessmed,build up long-lasting competi-
tive advantages (Pellicelli G., 2005). After detammg the strategies, the necessary re-
sources must be allocated. In a business portfe#egurces must be directed toward
those businesses that produce value and remowvedtfrase that destroy value. At the
same time, it is necessary to assess whether dsusiiess units that produce limited
value can improve their performance through adegiratestment. To implement the
strategies, objectives must be defined for eacéhl lefvthe organization (targeting) and a
measurement system set up to verify whether awehtd extent these objectives have
been achieved. Finally, it is necessary to acthennhotivations — monetary and other-
wise — that guide management's behaviour.

This approach has been taken up by other authonselissuch as Arnold (2000):
“Value-based management is a managerial approaciviich the primary purpose is
long-term shareholder wealth maximization. The cloye of a firm, its systems, strat-
egy, processes, analytical techniques, performaneasurements and culture have as
their guiding objective shareholder wealth maximi@a” (Arnold, 2000, p.9).

Ashworth and James (2001), in particular, havetemitaboutvalue driversand
value metricsand described the introduction of VBM as a casaadipproach based on
performance measures for each level of the orgaorza
a) evaluation of management at the corporate lefal, which the most significant
measure is Total Shareholder Return (TSR);

b) evaluation of strategiesyhich often makes use of Total Business Return (JJBR

c) evaluation of the business unighere Economic Profit (EP) is usually preferred for
measuring the value created by the business umitby( the divisions) over a given
period;

d) evaluation of functions and processks, which Ashworth and James propose the
key performance indicators of the individual funas and processes.

This approach is particularly important in largenganies because the owners en-
trust their capital to management, who thus is omsible for managing the company
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and achieving maximum result&\n important aspect concerns the measurementef th
results obtained in relation to the resources afalé to management, and the relative
choice of indices to measure the success of a aoyigpstrategies and the effectiveness
of the current managemen(Casalegno, Pellicelli M., 2008). It is a longrsdang tradi-
tion to adopt accounting indices mainly based omiegs; over time other measures
have been introduced to give more precise indinatiof shareholder value (Pellicelli
M., 2007): “market based” measures, such as th&étafalue Added (MVA) and the
Total Shareholder Return (TSR), and “internal” meas, such as the Economic Value
Added (EVA) and Total Business Return (TBR).

3 — The creation of value and Italian listed compaes

Starting from the principles presented in the &itere on the implementation of VBM
and the research by consulting fifinse have searched for those variables which, more
than any others, influence the creation of valuetifi®@ shareholders of Italian listed
companies; the Total Shareholder Return (TSR) esvélue metric we believe to be
significant in order to evaluate the creation ofueafor shareholders at the corporate
level.
This choice is based on the advantages and wssds®f accounting measures and
measures that are based on stock market evaluations

Accounting measures, such as Earning per Share)(HR&urn on Investment
(ROI) and Return on Equity (ROE) have the advanthgethey are simple and easy to
calculate. Nevertheless, there are weaknesses icathulation of the creation of value,
in particular Earnings per Share, which is the ncostmon index, even though it is not
suitable for comparing companies in different sextti is less significant for evaluating
results and the expectations of investors, anida depends to a large extent on the ac-
counting principles and the criteria adopted in blaéance sheet valuations. Moreover,
EPS does not consider the value of money in relatdime; and we must also remem-
ber that EPS, and ROE as well, often have no airoel with the trend in stock prices.

We have also considered the advantages of a segong of indices that uses the
stock market as a reference point, such as pribedd ratio, price earnings ratio and
dividend vyield. The price-to-book ratio is more goon in the U.S. than in Europe.
This expresses the advantage for shareholdersegmesents the ratio between market
capitalization and the company's own capital. Tieepearnings ratio is useful for those
shareholders who already own shares and not feetiutno have yet to buy them, and it
represents the ratio between the current pricesbfaae and the earnings per share. The
dividend vyield, which expresses the ratio betweptdends per share and the share

6 We can cite in this regard research by the Bostoms@ting Group, Braxton Associates, McKinsey andrrste
Stewart & Co.
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price, can also provide useful information. Thiaaxpresses the percentage of the
current share price represented by the dividend.

However, these indices refer to the short-termevtiie creation of value depends
on long-term cash flows. On the other hand, meastvat are based on stock market
evaluations, such as MVA, MBR and TSR, presentlerab involving stock price fluc-
tuations, which can depend on factors outside trral of management as well as
those management can act on (specific informatmmexample, acquisitions or merg-
ers).

The latter measures present three problems imthgoretation of the data.

1) The first problem derives from the fluctuationthe price of shares. This value is
determined by multiplying the number of sharesesisand their market price.

2) The market price at any moment also expressesatuation of the future flow
of dividends (discounted at a given rate). Whenrttagket receives new information
about the future of the company, the valuation gean

3) The information on which the market bases itkiat@ons is the same as that
available to the general public or to the finanaiaalysts (during conferences and press
releases), but such information is not necessahiyys true. The future is always un-
certain; only those within the company have themses their disposal to reduce uncer-
tainty.

In particular, MVA does not explain when the valas created, nor whether there
will be further increases in the future. MBR is adated starting from the balance
sheet. This makes the calculation easier, buthjests the index to accounting distor-
tions.

While both MVA and MBR measure the creation of waas a comparison between
the market value of shareholder investments andvéhge of the capital shareholders
have invested at a certain date, Total Shareh&e&irns determines how much share-
holders have received over a certain period of {idn&dends) plus the appreciation of
share values. TSR is important for two reasons.vahall, it expresses what is of most
interest to investors. Secondly, it is widely usgdboth stock market oversight authori-
ties and financial analysts. TSR is the sum ofitieeease in share prices and the dis-
tributed dividends over a given period of time @lbuless than three years).

It is easy to calculate and interpret and is neeldaon accounting data, and thus is
not subject to distortions due to valuation créeriMoreover, it is not affected by the
size of the company, unlike MVA, which greatly fawe large companies (Ashworth,
James, 2001). Nevertheless, TSR does not expressdation of value if used alone. It
needs to be compared with the return the investaldvhave obtained from an invest-
ment of equal risk.

This problem can easily be overcome by comparirgy tive same period the TSR
of a company with that of a sample of companie$ wiiilar characteristics. The price
per share is affected by forces other than thogseasfagement alone. Experience shows
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that stock markets react to divergences in exgeaotatnd results rather than to the lev-
els of the latter.

Stock prices have already incorporated forecastsitafe cash flows. If the fore-
casts change the market reacts. As a result a ¢cgnmpat for some time has had excel-
lent results finds it difficult to increase TSR. R $s thus the measure of how the com-
pany responds to market expectations. A turnaraamdoccur whereby, starting from
modest expectations, results that exceed the feiréead to a notable increase in the
market price, since investors “discount” the inseen future cash flow.

Therefore, for our analysis we have selected thelTs8hareholder Return index,
since it allows us to carry out long-term analydes provide comparisons with other
firms and is suitable for comparisons of the penfance of groups of other firms or of
sector averages. We have adopted its simplest fb8R. is thus calculated as the capi-
tal appreciation plus dividend yield relating tshaare for a particular period (Cornelius,
Davies, 2007). This can be expressed with the famu

Dividendpersharet (Sharepriceat period- end Originalshareprice)
Sharepriceatstartof period

TSR = x100

Nevertheless we must pay attention to the datarsutasince its evaluation can be
effected by stock market fluctuations. Thus we ehts analyse the average of the
variation rates over four years.

Table 1 presents the top 20 companies in termiseo¥ariation in TSR over the four
years (the sample includes 305 companies listethentalian stock exchange from
2004/2007).Fig. 2 graphically shows the ranking and variationsfTab. 1.

Tab. 1 — The top 20 companies listed on the Itadiack exchange
in terms of growth performance

Ranking based on average rates of TSR variation fathe period 2004/2007

1. Biesse 121.71 11. BasicNet 45.04
2. Trevi 108.00 12. Saipem 44.76
3. Acotel 90.96 13. Gemina 42.58
4. Tenaris 73.12 14. Dada 42.05
5. Jolly Hotels 64.86 15. Dmail Group 37.46
6. Danieli 64.54 16. Banca Cassa Risp. FireB8e72

7. Kerself 59.63 17. Acea 36.38
8. Erg 51.05 18. Premuda 36.37
9. Prima Industrie 48.73 19. | Grandi Viaggi 35.09
10. Risanamento 45.70 20. Fiat 34.82
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Fig. 2 — Ranking of companies listed on the Itakémck exchange

Top 20 companies listed on the Italian stock exchange from
2004/2007 in terms of TSR
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Source: average 2004/2007 variation rates in tefm$SR based on share prices and dividends, prdvide
by Sole240re from 31/12/2004 — 31/12/2005 — 30/A@%2- 28/12/2007.

4 — The importance of a correct human capital managment

The link between employee engagement and finapeidbrmances is a strong one; as
shown by many research studies, companies with-énglagement employees have
higher retention rates, which helps contain regrgitind training costs. According to
authors such as De Cenzo and Robbins (1996) andtémng (2006), hierarchy has
been substituted by networks in the last twentysy@ad the bureaucratic systerhas
been transformed into a more flexible process. Whatalled control-based manage-
ment is evolving into a more friendly approach inielh communication is the most im-
portant todd. Barlett and Ghoshal (2002) identify important mfpas managers should
undertake in this “war of talent” era. First of,ahey must understand that, without de-
nying the need for the prudent use of financiabueses, for most companies today
capital is not the resource that constrains growtiman, not financial, capital must be
the starting point and ongoing foundation of a egstul strategy.

People detain human capital and intellectual clpifais is considered and valuated
by Fitz-Enz (1998, 2000, 2001) as a profit levetha knowledge economy.

7 Auteri E.(2002), Management delle Risorse Umaner®i & Associati

8 For more references: Malone T., (2004) The futireork: How the new order of business will shape
your organization, your management style and yibewrHarvard Business School Press.

9 See also Rodov ., Leliaert P. (2002), FiMIAMn&ncial method of intangible assets measurement,
Journal of Intellectual Capital
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People are knowledge levers (Bahra 2001) becawse htave intellectual capital
that is a very important intangible asset whicltoading to Fitz-Enz, can and should be
measured.

Moreover, Fitz-Enz (1978) was the first to deveboget of useful and systematic
methods for practitioners to utilize in their coms; thus, people and human capital
inside the company must be measured because theyahbig impact on final results
and, above all, on company value creation.

We can talk about a double level of human capiak involves the single em-
ployee while the second concerns the communitychwiepresents the entire organiza-
tional knowledge.

According to Ulrich et. al. (1999), human capitah be valuated by employee ca-
pability multiplied by his/her commitment; managean increase employee results
through the level of employee capability and therage commitment of the whole
workforce.

To make human capital the most strategic leverafdrieving competitive advan-
tage, it is necessary to understand that this giltéen is portable, it does not lose its
value over time, and it can correlate customerguron with company values. This, in
fact, is true; for instance, the front line canwlmmpany value outside the firm.

But the most important thing is that human capstai put everything togethgein-
vestments in physical assets, technology, new ptedand distribution systems work
thanks to human capital, and this must be a mémtiaaders.

According to Barber (2005), capital-oriented measuto not help to evaluate what
is called “people business”, because they covekmesses and show volatility where it
does not exist. He thus suggestgeaple-orientecequation which uses employee pro-
ductivity instead of capital productivity (ROI).

The average cost of employees per person empleyeduivalent to the cost of
capital. The amount of people employed corresporilé amount of invested capital.

The standard calculation for economic profit carrdfermulated- by substituting
some basic components and by using standard algabréocus on the productivity of
people rather than capital.

This equation vyields the same result but highlighte employee-related
performance drivers of a people-intensive busines$sch is the amount of strategic
choices about strategic resources.

It is possible to calculate economic profit usimg tReturn of Investment index
(ROI), the Cost of Capital (COC) and the percentafjénvested Capital, as shown
below:

ECONOMIC PROFIT: [ROI-COC]IC
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Replacing "return on investment" with its equivalégarnings divided by invested

capital" we obtain:
E

£ _coc]e

Using algebra the equation becomes:

E-[cocxIC]
Replacing "earnings" with its equivalent "revenuéus personnel costs minus
supplier costs minus depreciation” we obtain:

R - PC(personelcosts) - SC-D -[COCXx IC]

Using algebra to factor in a key people-orientesnant, the number of people em-
ployed, and introducing two metrics, namely, empkyroductivity and average per-
sonnel cost per employee, we obtain:

R-SC-D-[COCXIC] _ PC |,  Peoplcempioy
P P

—
Employee Avg.Cost/ Person
Productivity

ECONOMIC PR@ =[EPR- ACP|P

EPR is theemployee productivitgnd ACP theaverage cost per person.

Intangibles are embedded in the value chain, sonibt so clear what kind of intan-
gible is the source of profit or what specific bala of intangible and tangible assets
should get the credit (or blame) for the resulis;¢computation is always difficult.

Having considered all these items, it is importenunderstand which drivers are
able to engage higher potential human capital. Ating to The 2007 Watson Wyatt
WorkEurope™ survey findings, we can talk about éht@p drivers: strategic decision
and leadership, communication and customer focwimiizing business performance
iIs one key element in retaining top talent, whishan important issue that challenges
today’s senior executives. This issue is stronglgted to employee engagement. Pro-
grammes that increase trust, empowerment and castéoous increase engagement
and therefore confer a competitive advantage.

Moreover, we also need to underscore that todagahgplexity of managing peo-
ple is increasing because of the strong competiti@very market, the effects of glob-
alization and deregulation, and the speed at wimebsted capital is moved around. In
this context of worldwide economic difficulty, stegic workforce planning can help
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organizations reduce the negative impact of woddoromplexities on their business
performance.

The top management team has available, in gereeitat, of choices to encourage
managers and other employees to invest their ofenteto achieve company goals and
implement strategies; leadership, power and compariyre are the three best re-
sources — tied together — to manage and to takeodount in every organization.

When you want to talk about the essence of leagergbu talk about something
tied to change; change can reshape every orgamahtsystem. Leadership is the best
motivational lever in every organization, and comipa can achieve results when lead-
ership principles are present at every organizatit@vel.

But, first of all, what is leadership? Some comnaéors link leadership closely with
the idea of management. Some regard the two asgymous, others consider man-
agement a subset of leadership. According to B(t838), leadership is a particular
power management approach. Being a leader is aofvaghaviour aimed at achieving
particular goals; we are not speaking about petsgoas, but common goals for the
whole company. Thus, leaders are particular tyggsower holders, though not every
holder reveals himself as a leader.

Moreover, a leader can take on different behavibwepends on the way he wants
to achieve the company's strategic results. Lehgestyle can be transformational or
transactional, both of which are types of behavwiih the greatest effect on overall
company management. Burns (1978) has studied #tglss for a huge part of his car-
reer and Wright et. al. (1998) have given an extinaglefinition of them. When we
talk about a transactional leader we are referring (8ut®78) to a manager who has
chosen to lead his/her followers (single personeam groups) to final results using
benefits and reward management, or — if the workedioes not satisfy him/her — pun-
ishment for mistakes made. People with this wayahaging have followers just be-
cause of benefits they can gain from their owngobomplishments. In this case leader-
ship power not only entails valuating, correctimgl araining followers when their pro-
ductivity does not hit the mark, but also plannbrenefits and rewards once goals are
achieved.

According to Wright et. al. (1998), a transformaableader is somebody who can
motivate people and team groups to achieve greéftelency and effectiveness. Trans-
formational leaders focus their entire communicatbm planned organizational goals,
whose achievement is possible only when the eftafrt®llowers are focused on final
results. In this way, every company member is 4fammed” and becomes more en-
gaged in achieving results because of shared goals.
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For instance, consider Steve Job$le has applied this kind of leadership and, as a
result, has transformed employee motivation smaohform to Apple’s objectives. In
this way Jobs has led Apple to continued success.

Business strategies cannot be implemented only leader's efforts (CEO or top
management); it is necessary to develop leadesimgiples at every level of the or-
ganization: this involves leadership development.

There is a big difference between “developing lesidand “leadership develop-
ment”. When we refer to leadership development veamthe whole corporate context;
according to Ulrich et. al. (1999), for years tleadership challenge regarding the
achievement of competitive advantage has demoedtritat companies work best
when every part of them work together. In other dgprwithout talented people who
know how to use their own skills for the entire g@any's wellbeing, the business is
usually destined to fail.

Leadership development is the set of strategieptaddoy an organization to make
every employee a leader of him/herself: engagedadtal to pull on the others, a deci-
sion maker, andesult-based(that means being not just a mentor or somebody wh
knows how to get the best from others, but alsonkng in which direction the organi-
zation should go and what the most important gaedsfor achieving competitive ad-
vantage).

The implications of leadership development lea@ tery important consequence:
everybody works together to achieve common resufigery corporate level is
characterized by leadership values which, accorthngisenhower;is the art of get-
ting someone else to do something you want doraubede wants to do itf.

The key words arengagemenandcommitmentaccording to Carlsen (2008), en-
gaged and committed employees are proud to worthtar employer, dedicated to the
organization, and willing to make the extra effoetcessary to achieve the goals of the
enterprise. Engagement is also a leading indiaztdnancial performance. Banks and
other companies that increase their engagemenisleaa expect to significantly im-
prove their financial performance.

When we talk about engagement, we are referringptoething connected to cus-
tomer satisfaction. The reason why comes from @lsiranalysis: engaged employees
work better and clients are satisfied with the mewthey provide. When clients are sat-
isfied they do not buy just one time, but many sithey start to have confidence in the
front line. The result is more revenues from salgch can also mean benefits for em-
ployees; in this way they become more and moregetjand can deliver greater cus-
tomer satisfaction. This is the virtuous circlettleads a company to the best financial
goals.

10 According to Fortune (2007), Steve Jobs topdishef the 25 most powerful people in busi-
ness, six positions higher than his main competidr Gates.
11 Eisenhower D., from Carlsen, Briakluman Capital: Will your people go the extra mile?

Northwestern Financial Review, May 15-May 31, 2008
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What are the best and the most effective leadeddwplopment practices?

Carlsen (2008) gives some tips; after attractind selecting the best talent, it is
necessary to communicate company strategy at éseel; connect and guide new em-
ployees, and link investment in training to busgdsvers and key positions.

For instance, consider Virgin Atlantic Airways Lt@ihe leadership development
program of this airline has helped the companyehthe long-term goal of increasing
profits by 7 percent in the last few years. Thegpam was led by business objectives
(we can talk about result-based leadership) ratter human resource processes; com-
pany managers were given training in workshops #/kieey were taught Virgin's lead-
ership principles and management behaviour. Thepké@yts of Virgin’s program were
the following:

Management vacancies were filled internally to gafed the corporate culture
(after 9/11 it was necessary above all to rest@ectimpany pride)

A result-based leadership development program

Use of 360-degree feedback and identification of thanagement team’s
strengths and weaknesses

Leadership development programs to enable manadamérave a very short-
term decision-making ability

The decision to send all of Virgin's 120 managerspérsonal development
workshops (May 2006). The workshops began withviddial coaching sessions
to develop personal objectives for the managerges@hwere followed by a
series of activities that aimed to instill Virginleadership principles into
management behaviour.

As we can see, training programs are the fundanseotdeadership development;
after recruiting the most talented people, commaneed to shape corporate culture in
their minds through correct training. For this wmastoday most of the biggest
companies around the world use new specialistheir bwn structures; for example,
the CLO, Chief Learning Officer. A Chief Learningffioer is the highest-ranking
corporate officer concerning the talent or learnmgnagement of an organization;
he/she typically reports directly to the CEO anch ¢@ an expert in corporate or
personal training, with degrees in education, utttonal design, or the like.

The willingness of companies to start developmdsmiphas been evidefiom the
beginning of 2000. For instance, we can focus @earch by the Xchange Corporate
University, entitled the Fifth Annual Benchmarkifgport (2001). This research has
shown the importance of attracting and training nalent; it has also shown that the
most important challenge has been training andldpivey leaders inside the company
thanks to tailored leadership development curricula

Of the CLOs patrticipating in the survey on whicle fhifth Annual Benchmarking
Study is based, half are heads of corporate unile=shat are organized into colleges.
Of this half, 62 percent of respondents indicatezl/thead a leadership college and 43
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percent a management/executive education colleg@oSmanagers and middle man-
agers together represent about a third of the aoditor corporate university programs.
These findings illustrate the importance organ@aiassign to developing their top tal-
ent.

Even in Italy the majority of the biggest publicngpanies are developing leadership
development programs to achieve managerial traiexcgllence.

In a country where, of course, inflation, competitiand recession are shaping
every industry sector, companies now know they rfegdan capital as a profit lever,
as is the case in other countries.

Thus, in recent years lItalian companies have asolved that people productivity
is a very important asset and that it is necessamnderstand what the best people de-
velopment practices are to attract and retain tbst talented employees.

Our research also analysed the link between shiglexhieeturn and the people effi-
ciency index; as shown in the third part of thipgra shareholder return increases when
employee investments as a whole — both wages amliny costs and benefits —
increase. Having talented people is a strong ple¥ér for companies, and organiza-
tions, in general, can achieve value from feweméa and skilled people than from
more people who are unskilled and non-decision-msakieor that reason the biggest
Italian companies are trying to invest in emplogeication and training by building
internal corporate universities, using non-convadl training, and boosting employees
with any type of assessment.

Therefore, incomes do not depend on employee nunthgron the skills they have
and can improve; when leadership development pnograork, employee productivity
increases.

Tracking employee efficiency (calculated as toglenues divided by total labour
costs2) has become commonplace in today’s environmengrevthe bottom line is the
focus, regardless of the industry. Our researchwshhat when labour costs increase,
productivity is higher, because people feel embddadethe company tapestry; and
when they work they do so simply because they tiencompany's goals as their own.

These, then, are the results organizations caeaehvith the application of leader-
ship development programs; but what does this me#aly at the moment? The case
histories below can give some examples.

5 — Human capital development and coporate return:some lItalian
cases

A vast literature has arisen concerning the impmeaof human capital for value crea-
tion (Storey, 1998; Pfeffer, 1999, 2005; Ulrich &t, 2005; Hamel and Prahalad, 2005;
Cohn et. al., 2005; Armstrong, 2006; Burke, 2006).

12 For this research we used Aida data.
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According to Watson Wyatt's findings (2002, 2005presented in The Human
Capital Index Report — companies with superior huiepital practices can create sub-
stantially more shareholder value than companidis awerage human capital practices.
Excellent human capital practices prevail, regaslief the economy, and the same key
practices that are associated with higher valugvsimin bull, bear and flat markets.

In addition, one of Watson Wyatt's most importandings underscores that the
most effective way to provide every organizationthwialented team groups is to de-
velop them from the inside by also using leadersleyelopment practices.

Moreover, when you hear about leadership developymnhear about motivation,
talent management, training, and company efforteaee decision-making leaders at
every level; in Italy, the majority of leadershipw&lopment practices involve training:
formal and traditional training (curricula, traigirplans, coaching sessions) and non-
conventional training (outside sessions such as$ tawang, team building in nature,
cooking lessons, etc.). We have to underscoreitkastments in this way are increas-
ing, as shown by the case studies below.

5.1 —BasicNet

The BasicNet Group operates in the clothingti@ar and accessories sector for
sport and free time with the brands Kappa, Roli€agipa, Jesus Jeans, K-Way and Su-
perga.

The Group is part of BasicNet S.p.A. 1ilace in the Top 20 TSR ranking) — based in
Turin — which has been listed on the Italian StBgkhange since November 1999.

BasicEducation is the BasicNet SpA division spéxeal in development and the
creation of organization training programs. Thesmis is to transmit knowledge and
the “Basic philosophy”. We can mention in this nejeorporate culture and the impor-
tance of making employees feel a part of the omgdiuin. Corporate culture develop-
ment is important inside and outside the Groupryestakeholder must feel embedded
in the Basicnet architecture, and this goal is edble only through an appropriate
training. The teaching staff is basically composédnhternal teachers that guarantee a
continual flow of corporate values and the develeptrof personal and professional
skills. The BasicEducation classroom is providethvé high degree of technology to
make students get the most out of the lessonsth@ndurricula is chosen to make eve-
rybody feel he is in the right place at the righte and to satisfy any job demand; they
can be collective or individual (it depends on peed training needs). The training
goals are: to train new employees, update presaplogee training, train territory
agents, train businessmen and managers, store araraygl front lines for the franchis-
ing project.

Lastly, talent management and decision making d¢gpdevelopment are also felt
to be important assets; 2007 human resource marRRgberto Visconti — under presi-
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dent Marco Boglione's advice — published a surveyth® intranet company platform
concerning the effectiveness of some human resqunangticess. The most important
findings were:

— about a third of the employees answered (whichuisega good result, if we
consider that the survey was not mandatory)

— leadership development practices (communicatioolusiveness, supervisory
skills, executive skills, systems), along with l@ag capacity improvement
practices, are the most important practices in gsewh obtaining the best
productivity from every employee.

— human capital is today considered one of the nmgbrtant company assets.

5.2 —Biesse

The Biesse Group (first place in the Top 20 T8Rking) has a specialized Corpo-
rate School for training and education; the misssoto contribute to the group's success
by developing skills and promoting good practiced eompany values.

The school acts on behalf of the Biesse Groupgdesy and running educational
programs in three main areas:

— the development of management and leadership;skills

- the reinforcement of technical competencies for th#erent professional

families in the company;

— continuous education of all group personnel indabhilities such as English and

computer skills.

The school has rooms and infrastructure for on-sigrses and a dedicated web
platform for distance e-learning; programs are gle=il by integrating the know-how
developed inside the company with the knowledge tardexperiences of universities,
consulting firms, and education professionals.

Education is an important part of Biesse's strattire Corporate School also oper-
ates as an educational and vocational trainingecdat the Marche Region and is in-
volved in different European Programs in partngrstith educational agencies in Italy
and abroad.

Moreover, the Biesse Corporate School operatesirigaicourses in collaboration
with the educational system: among these are th&tdvian Business and International
Management, organized in collaboration with Urbiaiversity (Italy) and a group of
American and European Business Schools.

13 The data is from a 2007 human resource survey sbptthe author - to the biggest companies in
northwest Italy.
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5.3 —Saipem

The Group (19 place in the Top 20 TSR ranking) is viewed asldngest, most power-
ful, most international and best-balanced turnkayt@actor in the oil and gas industry.
Saipem has a Career Centre and relies on Eni Gagobiversity for new graduates
and to recruit new talent.

The Corporate University is a structure that masaggentation, recruitment, selec-
tion, training and knowledge management, and ission is to align human resources
with the company’s strategies, overseeing the ertiycle of knowledge”, which
ranges from needs analysis of critical professiahéls, to the “construction” of inte-
grated academic courses of study in partnership thié university system, to the selec-
tion of new talent and their training throughoue tbntire course of their professional
lives. In particular, Eni Corporate University:
manages the entire orientation, recruitment, sele@nd training process for the

personnel of the Eni and Saipem Group;

evaluates and develops the knowledge assets anaahagerial, technical and
professional skills of personnel through promotimgnovative training
programmes and knowledge management systems, avidvayg training as a
strategic lever in knowledge management;

promotes and develops innovative partnerships agddemic institutions aimed
at creating integrated training paths in the ensegptor;

promotes the Group's corporate culture

Eni Corporate University has some fundamental glas: to involve everybody,
not just employees, who are part of the processrediting value for the company;
provide classroom lessons integrated with distarate/orking; and use Information &
Communication Technology instruments as part earling-on-demand approach.

Moreover, the importance of knowledge as an intalegasset is recognized; the
knowledge and skills of individuals represent intpot factors in determining a com-
pany's competitive advantage. For this reasonenporate University has planned an
integrated system to develop knowledge and alsdemmgnted specific intervention
programmes in the knowledge management field thailve, in particular, setting up
"Practice Communities" consisting of "virtual netks' of "knowledge workers" who
have a common knowledge base and work on similacgsses and operational activi-
ties.

The Saipem Group is a technology-intensive compeamgh has always given pri-
ority to the development of the knowledge and skil its people; this case shows, in
particular, how much brand leadership is develapetbmpanies. According to Ulrich
and Smallwood (2008), leadership brand implies thatlers’ knowledge, skills and
values are shaped by customer expectations.



22 Casalegno C. — Cerruti E. — Pellicelli M. / Econamiziendale Online 2000 Web 4 (2009) 1-35

A leadership brand exists in a company when cust@xpectations translate into
employee actions because of leadership practioésinathis case training and focusing
on knowledge management represents a leadershitopevent practice.

5.4 —Fiat Group Automobiles

At the end of 2004, Fiat Group Automobiles (ltallgsgest Group20th place in the
Top 20 TSR ranking) started to undergo a deep @hamgts structure; in June 2004
Sergio Marchionne was named Fiat Group managingcttir and, after some conflict
with German manager Herbert Demel, in 2005 assutoetmnand.In 2004 the chal-
lenges looked insurmountable; Fiat Automobile’sreha the Italian market had slipped
from 52% at the beginning of the 1990s to below 28%2003. The Group had ex-
panded into insurance, banking and energy and bgkbeted its auto division. Invest-
ments were low and the management culture was at&gbut it was not the fault of
just one or a few people: it was a culture probléwirong models, wrong retailing
networks, wrong brands, maybe also wrong leaderk fathing done or planned was
righti4”. Marchionne not only began by stripping away layarsnanagement to make
the organization flatter, starting at the top (pemcent of the roughly 20,000 white col-
lar employees in and around Turin were fir€éthis was a very hierarchical, status
driven, relationship-driven organization”said Marchionne); from the beginning the
real personal mission of this leader has beenaw jgople to a common corporate cul-
ture and common results. The product, its quatiigtomer satisfaction and brand de-
velopment have become the focus of every Groupict

It is also important to underscore that even is tiase there is a big focus on talent
development; Fiat Group's first goal has been (@mtinues today) to fill vacancies
from the inside. The training role is fundamentlsupport the employees' personal
success; curricula to improve professional skdlsricula specific for every corporate
function, and training programs to develop a viusiaycle of learning have been stud-
ied and planned to achieve a concept of leadeidvelopment similar to the one at
General Electric. Since 2005 many training workshbpve been organized with the
participation of different foreign researchers €hsas Kim James, a Cranfield School
of Management researcher, who showed (Autumn 2808&ystematic approach con-
cerning leadership essenge

The proposed and adopted training programs focusautership development prac-
tices and seek to be coherent with corporate hussource processes.

14 Sergio Marchionne, workshop 12 giugno 2006.

15 She talks about non-‘deficit’ models of learnihgttfocus on the organization as a system, a whole
entity in which relationships and shared meaningscaucial items for leadership to be taken up anyn
levels.
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It is important to underline that during Marchiofmeanagement the Fiat Group's
share price has increased (from 4 euros in 20@3teuros in July 2007), with good
financial results in 2006 as wetMWe closed last fiscal year with the first positimet
profit after five years...,’5aid Marchionne.

Strategic human resource management and orgamahttbange based on leader-
ship principles have been the fundamental prinsigle the new concept at the Fiat
Group. According to Marchionne, results show thadrein Italy — with low flexibility
in the industry structure — leadership developnmeimiciples can lead to the best finan-
cial results.

6 — Key findings

The second part of this research shows the impmetah leadership development and
corporate culture for a company; this issue revisaddf to be necessary for employee
commitment to corporate business strategies, smeey single employee is an impor-
tant part of the firm.

What is calledstrategic human resources managem&atts directly from the top
managers; we can talk about leaders, notjutagersA leader's job is, above all, to
manage the workforce and communicate with it aryelevel, to let everybody know
the importance of his own contribution in achievoayporate strategic goals. To make
this happen, strategic goals must be clear andkmellvn to everybody in the organiza-
tional structure.

Corporate culture is inoculated when training paogs are planned in a strategic
way; for example, Erg {8 place in the Top TRS ranking) and Grandi Viagg"{1
place) also believe that the strategic way to aehfsancial goals is to train people ac-
cording to company principles.

7 — Research dataset and methodology

Some of the latest research has explained anditdsterelevance of a multiple set of
variables on firm performance. Most of these stuidiave stressed that the more com-
panies increased their performance, the more #rpnance depended on leadership
management and formation (see the previous seabiotiee paper) and not on average
wages or bonuses. Quoting from some of the fewiesuecently published, Buck et. al.
(2003) revealed that long-term incentive plansam®ociated with reductions — and not
increments — in the sensitivity of executives’ taewards to shareholder return, and
Bruce et. al. (2007) demonstrated for the UK tlatus schemes are not associated with
increases in shareholder returns.
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Our main hypothesis is based on the studies redidwehe previous sections of
this paper. We assumed that company performanoasisd on human capital perform-
ance and that this depends on neither salary nordss.

In fact, we try to argue that a firm's performacea be explained by other benefits
not directly paid to human capital (like bonusesnmentives) but paid by firms to de-
velop training programmes.

7.1 --Research dataset

The sample comprises 228 of the 336 companied lmtethe Italian stock market dur-
ing 2007.

The sample includes all the companies present inothSole 24 Ore and in the
AIDA database; banks were not present in AIDA amatiive companies have been ex-
cluded. The sample reveals the concentration ofpemmes listed on the ISM (ltalian
Stock Market) in Lombardy (40%), Emilia-Romagna.@kb) and Piemonte and Lazio
(both 11.8%).

Fig. 3 — Distribution of companies on the ltaliato& Market by branch of activity
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An analysis of the frequency by branch of activeyeals that the majority of firms
(11.4%) are in the category of business to busieessces, followed by financial ser-
vices (excluding insurance companies) and pensinds (7%) (excluding banks).
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Tab. 2 — Concentration of companies on the ltafanck Market by Region

Relative Percentage ¢

Absolute frequency frequency valid case Cumulated percentage
Campania 2 0,9 0, o,p
Emilia- 36 15,4 15,8 16f7
Romagna
Friuli 4 1,9 1, 18,h
Lazio 217 11,8 11,B 30§38
Liguria 3 1,3 1, 31.p
Lombardia 92 40,4 40,4 71)9
Marche 5 2,9 2,3 74,11
Molise 1 0.4 0,4 74.p
Piemonte 217 11,8 11,B 86j4
Puglia 1 0,4 0,4 86,B
Sardegna 2 0,9 0, 87f
Toscana 13 51 57 93¢
Veneto 15 6,4 6, 10000
Total 228 100,p 100)0

7.2 —Methodology and variables

The control variables have been chosen based omnreélevance/irrelevance (as stressed
in the literature) in influencing firms’ performamcCompany performance is presented
in terms of TSR.

The index has been developed based on the datctenllfrom Il Sole 240re for
the financial years 2004, 2005, 2006 and 2007. Tdus-year set of data complicated
the model but on the other hand facilitated thesgsgection analyses. A reliable meas-
ure of performance, total shareholders’ return ireguhe estimation of an average per-
formance, the total shareholders’ return relatigmsieross four periods.

Therefore, the TSR index has been calculated amcaeasing rate of total share-
holders’ return for the years indicated. The TSRrihution analysis shows a concen-
tration in the second quartile, and the medianevadul 1.36.

Tab. 3 —Companies performance in terms of:Ti&Reasing rate frequency

Companies performance

ABSOLUTE FREQUENCY
WORST -47,79 -0 58 25%
MEDIUM 0-10 46 20%
HIGH i1 - 40 111 48%
VERY HIGH 41 -121,71 14 6%

TOTAL 229 100%
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Fig. 3 — Concentration of companies on the Ital&tock Market by Region

The curve is asymmetric, with few cases lying autlee right side (higher observa-
tion). Outliers are the best performance comparttesr values are noticeably higher
than the others.

Very high performance companies, with average raté@screasing TSR from 41 to
121.71, represent only 6% of the sample (229 firmbjle the most concentrated class
(48%) is the high one (11 to 40 on the TSR index).

It is important to notice that 25% of the samplgistered a negative rate of TSR in-
dex. This means that in those companies sharelsoldue has been progressively dis-
rupted (and could continue to be so).

Most of the theories (i.e. Porter 2008; Ullman 195®low 1956; Barro 1991;
Mathur 1999) over the years have stressed thasfiperformanceH;, is a function of a
variety of variables, as expressed in [1]:

[1] H = f(Gij;R;Pi;\/i;Mi;Fi;oi;Ei;S;Ii;Ci;A;Li;Ti)

WhereG; is the GDP of the regionwhere firmi is located;R; are the total reve-
nues of firmi; P the profit;V the valued added per capidd;employee efficiencyf the
revenues per capit& the number of employee§) the Return on Equity indeX§ the
Return on saled;the Return on investmer(; the Return on asset4;the branch of ac-
tivity of firm i; L the cost of labour anfithe profit per employee.

The control variables used are:

- context richness and economic wealth where faneslocated, branch of activities

measured as an average increasing rate of thenee@®P, and ATECO code of activ-
ity branches;
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- the inner firm performance indexes in terms oérage increasing rate of reve-
nues, profits, ROA, ROS, ROI, ROE;

- the company human labour productivity indexesasverage increasing rate of
revenues per capita, value added per capita, p@fiemployee, labour costs per capita,
employee efficiency, number of employees.

Fig. 5 — Increasing TSR 2004-2007
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Control variables were collected for the same mefwhere available from the data
source; this means that for most of the samplarnbeasing rate has been calculated
over three years instead of four) from AIDA (Buraeaun Dijk).

The correlation matrix identifies a positive retetibetween TSR, on the one hand,
and ROS and ROE, ROI, employees efficiency, GIHE Bnd revenue per capita, on
the other.

The cross-analysis of correlation coefficient dfiestpair variables stress some in-
teresting aspects some of which confirm the quality of the data cotet

16 The multicollinearity analysis has also been waorlout, but the results are not significant for
the following phases of the research.
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- profit and revenues are highly and significantjated, and so too are revenues
per capita with revenues;

- every variable seems related to GDP. Richnessmtext does not influence com-
pany performance. Today companies listed on thekstoarket are usually character-
ized by an international placement and markets ganaetimes shareholders too);

- moreover, the branches of activity present a geggificant negative relation;

- obviously, employee efficiency is significantilated to revenues per capita;

- ROE is strictly related both to ROI and ROS, whihe already-underscored rela-
tion with TSR is less important. In other wordsg ttapability to attract risk capital is
highly related to sales efficiency and the capgpbib attract credit and capital.

Tab. 4 — Correlations

Correlation matrix
1 2 3 4 5 6 7 8 9 10 11 12 13 14 |15
GDP Pearson's
Sig.
1 N
Revenue Pearson's -0,0y2
Sig. 0,36
2 N 159
PPE Pearson's 0,185 -,761(1*)
Sig. 0,12 0,000
3 N 13( 13
TSR Pearson's 1} 0,183 -0,2415 0,057
Sig. 0,09 0,213 0,516
4 N 163 12 99
Value Pearson's 1} -0,183 0,063 0,022 -0,049
added per Sig. 0,15 0,509 0,820 0,665
5 |capita N 113 11 118 86
Labour costPearson's -0,056  -0,030 0,044 -012 ,854(*)
per capita Sig. 0,55 0,792 0,641 0,300 0,900
6 N 114 11 11p 87 110
Employees Pearson's 1 0,046 -0,050 0,096 0133 0137 ,030
efficiency  Sig. 0,57 0,544 0,281 0,163 0,148 0,[54
7 N 144 14 12p 112 112 114
Revenue Pearson's -0,120 ,632(1%) 0,083 0,81 ,725[*) ,658[*998(**)
per capita Sig. 0,19 0,000 0,717 0,448 0,000 0,000  0j000
8 N 12( 12 12p 9L 111 112 119
Employees Pearson's 0,021  -0,007 0,019 031 -0167 -28p(*) 2,60,16
Sig. 0,81 0,933 0,828 0,762 0,477 0,p02 0893 Q,070
9 N 13( 13 13p 9P 113 115 1p9 120
ROE Pearson's 1| 0,149 -,352(1%) ,352(1%) .292(1%) 0,1p1 0,197 0,059 0,04f 0,042
Sig. 0,07 0,000 0,000 0,002 0,239 0,p51  0f508 Q,642 P,660
10| N 139 13 11p 106 97 9 1B0 102 312
ROS Pearson's 1f 0,155 0,056 0,94 ,329(**) -,390(**) -,293(** 0,051 -0,16p 0,030 ,645(*F)
Sig. 0,08 0,536 0,343 0,001 0,900 0,p0o4 0}586 ,109 0,762 0040,
11 N 123 12 10B 9% 95 5 18 b6 103 19
ROI Pearson's 1} 0,103 0,034 ,224(*) 0,147 0J010 0,101  -0,022140,-0,008 ,796(*) ,737(*¥
Sig. 0,24 0,702 0,021 0,12 0,927 0,B32 0j808 ,889 0,977 000, 0,00
12 N 13( 13 10p 96 92 4 1p3 P9 106 27 113
ROA Pearson's 1} 0,185 -0,018 0,024 0009 -00002  -¢,007  P,00®L40-0,009 0,063 0,1%1 0,137
Sig. 0,10 0,830 0,795 0,94 0,981 0,p42  0§943 Q920 0,927 4640, 0,096 0,121
13| N 144 14, 11p 110 1092 105 B7 309 119 138 123 (129
Profit Pearson's 1f -0,098 ,829(1%) -,791(1") -0,066 -0,038  -@Bp4 -0,123 0,01p -0,030 -,337(f) 0,0p4 0,470 -0,p16
Sig. 0,21 0,000 0,000 0,474 0,689 0,610 0135 (910 9,912 00do, 0,48p 0,430 0,846
14 N 159 15! 13p 120 113 116 9 320 130 139 123 (130 | 145
Activity Pearson's 1] -,145() 0,1p5 0,413 -0,p54 -0J008 -0,047 (p,0BO4% 0,088 -0,136 -0,0B4 0,11 -0,L03 0{09
Sig. 0,03 0,195 0,883 Oio 0,930 0,620 0j474 Q,634 0,358 1140, 0,71P 0,906 0,223 0,233
15| N 22] 15, 12p 1 110 1)3 45 116 126 137 120 |128 | 141 | 1%5

*. Correlation is significant at 0,05 level.
**_Correlation is significant at 0,01 level.

Less obvious are the following relations:
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- profit per employees has a negative relation hotprofits and revenues, which
means that the economic performance of companies ot depend on the mere quan-
tity of human capital (as the regression below destrates);

- labour cost per capita has a strong relationaloer added per capita. There is a
significant relation between the richness creatgdhle companies on the territory and
the total expendituréor employees (which becomes expenditwethe employees on
the territory, thus increasing the spin-off geneddaby firms).

8 — Research findings

To explore the relationship between firms' perfanoeand their assumed main control
variable, a linear regression in SPSS was usestimae the following equation:

[2] H =4+4G, +BR+LBR+LN +AM +4F +BE +AS+ B +BG + B4 +4T)

Where, as in [1]G; is the GDP of region where firmi is located;R are the total
revenues of firm; P the profit; V the valued added per capitd; the employee effi-
ciency; F the revenues per capita;the number of employeeS;the Return on sales;
the Return on investment the Return on assets;the cost of labour and@ the profit
per employee.

The results of the linear regression model fordbmpanies listed on the ISM re-
veal that employee efficiency explains, along wlle cost of labour per capita, ROI
and (obviously) profits and revenues.

Revenue per capita has a negative relation with Y&Rnce, as well as with value
added per capita and the increase in the numbeEmnpfoyees.

Moreover, with this set of variables TSR variane@ot explained by other factors
such as GDP, ROS and ROA.

Instead of other variables, it is employee efficierand labour cost that explain
TSR variance. The employee efficiency index conggriall the expenditure for human
capital, not only wages, bonuses or incentivess Hot the increase in the quantity of
employees but rather its decrease that explainsnttrease in TSR. The same is ob-
served for value added per capita.

In other words, it is not the number of employdes tffects the shareholders return
nor the spin-off generated on the territory.

The results confirm the main hypothesis: the retarshareholders depends on the
capability of the companies to motivate, compenaatetrain employees.

It is clear that all these assumptions do not coptate the economic and financial
effects of the crisis that began in the late sumoh@008, but this goes beyond the pur-
pose of this study, which focuses on Aida’s datapeiate. Nevertheless, this could be a
suggestion for further research.
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Tab. 5 — Regression model, ANOVA and coefficients

Model
Standard
R R? R?correct.  error
1 651(b) 424 201 #HS73459
ANOVA(a,b)
Model Square sum | df | Square mean| F Sig.
1 Regression 17788,308 12 1482,359 3,185 ,002
Residual 24201,548 52 465,414
Total 41989,856 64

a Dependent: TSR
b Linear regression that pass through the origin

Coefficients(a,b)
Not standardize Standardized
coefficient coefficient |t Sig.
B Standard errc Bete
Mi 38,389 29,47p 1,245 1,3p2 0,199
Li 58,164 36,84p 0,648 1,5Y9 0,120
Pi 1,664 0,84p 0,415 1,978 0,453
Ri 8,564 7,35p 0,396 1,164 0,450
li 0,904 0,613 0,367 1,478 0,145
Ti 0,735 0,82b 0,222 0,891 0,377
Gi 7,787 8,95p 0,190 0,80 0,389
Si -0,013 0,77)7 -0,004 -0,00L6 0,987
Ci -0,001 0,011 -0,010 -0,085 0,933
Ei -3,387 3,13p -0,244 -1,081 0,485
Vi -29,923 17,47D -0,399 -1,7;2 0,do3
Fi -38,564 28,148 -1,379 -1,3[70 0,176

a. Dependent: TSR
b. Linear regression pass through the origin

Tab. 6 — ATECO Code
CODE  DESCRIPTION

1 Agriculture, hunting and related service activities
2 Forestry, logging and related service activities
5 Fishing, fish farming and related service actigtie

10 Mining of coal and lignite; extraction of peat
Extraction of crude petroleum and natural gas;iseractivities incidental to oil and gas extraction
11 excluding surveying

12 Mining of uranium and thorium ores
13 Mining of metal ores

14 Other mining and quarrying



15
16
17
18
19

20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
40
41
45
50
51
52
55
60
61
62
63
64
65
66
67
70
71
72
73

Casalegno C. — Cerruti E. — Pellicelli M. / Econamiziendale Online 2000 Web 4 (2009) 1-35 31

Manufacture of food products and beverages
Manufacture of tobacco products

Manufacture of textiles

Manufacture of wearing apparel; dressing and dyefrfgr

Tanning and dressing of leather; manufacture ajdgg, handbags, saddlery, harness and footwear
Manufacture of wood and of products of wood andkcexcept furniture; manufacture of articles of
straw and plaiting materials

Manufacture of pulp, paper and paper products

Publishing, printing and reproduction of recordeetim

Manufacture of coke, refined petroleum products mnclear fuel

Manufacture of chemicals and chemical products

Manufacture of rubber and plastic products

Manufacture of other non-metallic mineral products

Manufacture of basic metals

Manufacture of fabricated metal products, excepthimery and equipment
Manufacture of machinery and equipment n.e.c.

Manufacture of office machinery and computers

Manufacture of electrical machinery and apparatasn

Manufacture of radio, television and communicagguipment and apparatus
Manufacture of medical, precision and optical imstents, watches and clocks
Manufacture of motor vehicles, trailers and semilérs

Manufacture of other transport equipment

Manufacture of furniture; manufacturing n.e.c.

Recycling

Electricity, gas, steam and hot water supply

Collection, purification and distribution of water

Construction

Sale, maintenance and repair of motor vehiclesnaotrecycles; retail sale of automotive fuel
Wholesale trade and commission trade, except cbmwethicles and motorcycles
Retail trade, except of motor vehicles and motoes,atepair of personal and household goods
Hotels and restaurants

Land transport; transport via pipelines

Water transport

Air transport

Supporting and auxiliary transport activities; waitigés of travel agencies

Post and telecommunications

Financial intermediation, except insurance and iparfsinding

Insurance and pension funding, except compulsariaksecurity

Activities auxiliary to financial intermediation

Real estate activities

Renting of machinery and equipment without operatat of personal and household goods
Computer and related activities

Research and development
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74 Other business activities

75 Public administration and defence; compulsory $agaurity

80 Education

85 Health and social work

90 Sewage and refuse disposal, sanitation and siattarities

91 Activities of membership organizations n.e.c.

92 Recreational, cultural and sporting activities

93 Other service activities

95 Activities of households as employers of domegtffs

96 Undifferentiated goods producing activities of jatir households for own use
97 Undifferentiated services producing activities afpte households for own use

99 Extra-territorial organizations and bodies
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