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HC-IBRI SERIES IN FINANCE, ACCOUNTING AND INSURANCE
WORKING PAPERS

24/2011
P. Kumar and N. Langberg

Information manipulation, rational exuberance and investment booms, 32 pp.

We present a model of investment booms in rational and frictionless capital markets where there is systematic overinvesting (relative to the efficient capital allocation) in low productivity firms even asymptotically because of strategic information manipulation by privately informed insiders. However, such an allocation is constrained-efficient with respect to the informational imperfections and limited commitment by capital markets regarding investment policies that are inefficient ex post. For an open set of parameters investors endogenously get “stuck” at an overoptimistic level of (posterior) expectations on the industry productivity, and the useful information of managers of newly entering firms ceases to get incorporated in their investment decisions, even though there is optimal incentive contracting through optimal wage contracts and renegotiation-proof investment plans. Then, even in the limit, learning on the true industry productivity may not be complete. Our model helps explain in a Bayes-rational framework the historically observed confluence of innovations, strategic information manipulation by insiders, and investment booms that result, in the long run, in industry-wide overcapacity.

22/2011
A. Kalay, O. Karakas and S. Pant

The market value of corporate votes:  Theory and evidence from option prices, 61 pp.

This paper quantifies the market value of the right to vote as the difference in the prices of the stock and the corresponding synthetic stock. Votes are found to have positive value that increases in the time to expiration of synthetic stocks. The value of vote increases around special meetings, for meetings with a high-ranking agenda, and where the proposal discussed has close votes. The value of the vote increases around M&A events and periods of hedge fund activism. Note that our estimate suffers from two conflicting biases. It is underestimated due to the early exercise possibility of American style options, and overestimated due to short selling constraints unrelated to voting. While our measure is likely useful in cross-sectional studies, we stop short of implying that it captures the exact value of the right to vote.

19/2011
P. Kumar, N. Langberg and K. Sivaramakrishnan

Voluntary disclosures, corporate control, and investment, 45 pp.

We examine the valuation and capital allocation roles of voluntary disclosure when managers have private information regarding the firm’s investment opportunities, but an efficient market for corporate control influences their investment decisions. For managers with long-term stakes in the firm, the equilibrium disclosure region is two-tailed: only extreme good news and extreme bad news is disclosed in equilibrium. Moreover, the market’s stock price and investment responses to bad news disclosures are stronger than the responses to good news disclosures, which is consistent with the empirical evidence. We also find that myopic managers are more likely to withhold bad news in good economic times when markets can independently assess expected investment returns.

18/2011
P. Ehling, A. Kalay and S. Pant


Agency and corporate purchase of insurance, 22 pp.


Consistent with the agency cost rationale, this paper documents that managers having large private benefits of control purchase more insurance to reduce their own exposure to the probability of left-tail outcomes and hence the volatility of the firm’s cash flows. Private benefits of control are estimated as the difference between the price of the stock, and an equivalent synthetic stock (constructed with options) that provides claims on the same cash flows but gives its owners no voting rights. Consistent with the Jensen (1986) free cash flow hypothesis we also find that firms with larger private benefits of control tend to use more debt.
16/2011
I. Kama and D. Weiss

Do managers’ deliberate decisions induce sticky costs? 45 pp.

This study explores motivations underlying managers’ resource adjustments. We focus on the impact of incentives to meet earnings targets on resource adjustments and the ensuing cost structures. Findings indicate that facing incentives to avoid losses and earnings decreases or to meet financial analysts’ earnings forecasts managers expedite downward adjustments of slack resources when sales fall. These deliberate decisions lessen the degree of cost stickiness rather than induce cost stickiness. The results suggest that efforts to understand determinants of firms’ cost structures should be made in light of the managers’ motivations, particularly agency-driven incentives underlying resource adjustment decisions.

15/2011
A. Ben-Rephael, J. Oded and A. Wohl

Do firms buy their stock at bargain prices? Evidence from actual stock repurchase disclosures, 71 pp.

We use new data from SEC filings to investigate how S&P 500 firms execute their open-market repurchase programs. We find that smaller S&P 500 firms repurchase less frequently than larger firms, and at a price which is significantly lower than the average market price. Their repurchase activity is followed by a positive and significant abnormal return which lasts up to three months after the repurchase. These findings do not hold for large S&P 500 firms. Our interpretation is that small firms repurchase strategically, whereas the repurchase activity of large firms is more focused on the disbursement of free cash. Consistent with this interpretation, we show that the market response to the disclosure of actual repurchase data is positive and significant only for small firms, and that insider trading is positively related to actual repurchases.
13/2011
E. Amir and I. Kama


Is conditional persistence fully priced? 39 pp.

Amir, Kama and Livnat (2011) argue that the market reaction to an accounting variable should depend not on its unconditional persistence (a variable’s autocorrelation coefficient), but on its conditional persistence (the power of a variable’s persistence to explain the persistence of a variable higher in the hierarchy). They provide evidence supporting this argument using the DuPont decomposition of ratios. We conjecture that equity investors do not fully price accounting information based on its conditional persistence, but instead are fixated on the traditional concept of unconditional persistence in valuing stocks, leading to predictable post-SEC filing stock returns. First, we show that conditional persistence is reflected in contemporaneous stock returns. Then, we construct a trading strategy based on the distance between the conditional and the unconditional persistence of operating profit margins (OPM) and asset turnover (ATO). We find that buying stocks of firms with relatively high conditional persistence of OPM, and selling stocks of firms with relatively low conditional persistence of OPM, earns positive and significant abnormal stock returns for buy-and-hold periods of 90, 180, and 365 days starting after SEC filings. Furthermore, when the conditional persistence of OPM is relatively low, the post-announcement drift related to earnings surprises diminishes substantially, and post-announcement drift related to revenue surprises largely disappears. Our findings suggest that conditional persistence is not fully priced and may provide a plausible explanation for earnings and revenue surprise drifts.

3/2011
A. Ben-Rephael, O. Kadan and A. Wohl


The diminishing liquidity premium, 65 pp.


Previous evidence suggests that less liquid stocks yield higher average returns. Using common-stock data, we present evidence that both the sensitivity of stock returns to liquidity and liquidity premia have significantly declined over the past four decades. Furthermore, the profitability of trading strategies based on buying illiquid stocks and selling liquid stocks has significantly declined over this time period. Our results are robust to several conventional liquidity proxies related to volume, are not driven by size effects, and apply strongly to NYSE and NASDAQ, and weakly to AMEX. We offer possible explanations for these results, related to the proliferation of index funds and exchange-traded funds, and to enhancements in markets that facilitate arbitrage activity. Consistent with this view, we find no trend in the liquidity premium for non-common stocks and for “penny stocks,” and identify an increasing difference between the average holding periods of liquid vs. illiquid stocks.
REPRINTS
189
B. Bortolotti, C. Cambini, L. Rondi and Y. Spiegel

Capital structure and regulation: Do ownership and regulatory independence matter? Journal of Economics and Management Strategy, 20(2), 517-564, 2011.


We study the effect of ownership structure and regulatory independence on the interaction between capital structure and regulated prices using comprehensive panel data of publicly traded European utilities. We find that firms in our sample tend to have a higher leverage if they are privately controlled and regulated by an independent regulatory agency. Moreover, the leverage of these firms has a positive and significant effect on their regulated prices, but not vice versa. Our results are consistent with the theory that privately controlled regulated firms use leverage strategically to obtain better regulatory outcomes.

188
D. Gilo and Y. Spiegel

Partial vertical integration in telecommunication and media markets in Israel, Israel Economic Review, 9(1), 29-51, 2011.


Partial vertical integration is common in many telecommunication and media markets in Israel. That is, there are many cases in which the supplier of an input holds a partial (often controlling) stake in the input’s customer (which we call the “distributor” for concreteness), or the distributor holds a partial ownership (often controlling) stake in the supplier.2 This is in contrast to full vertical integration, in which the supplier holds 100% of the distributor’s equity, or the distributor holds 100% of the supplier’s equity. For example, since early 2010, when it took over Bezeq, Eurocom Communications Ltd. which imports Nokia cellular phones to Israel has had indirect control over Pelephone, which is the third largest cellular operator in Israel and buys cellular phones from Eurocom for its customers.  However, even though Eurocom now indirectly controls Pelephone, its stake in Pelephone is far below 100%. Similarly, Bezeq International Ltd., which is fully owned by Bezeq, currently holds a 67% stake in Walla! Communications Ltd., which operates the Walla internet portal. Walla, Bezeq International and Bezeq, are (partially) vertically integrated because Walla requires internet-access services that Bezeq International supplies, and it also requires access to the infrastructure that Bezeq supplies.  When the markets that the supplier or the distributor operate in are concentrated, as is the case in many telecommunication and media markets in Israel, vertical integration raises a concern for either “upstream foreclosure” – the vertically integrated firm will refuse to buy, or will buy at inferior terms from competing suppliers – or “downstream foreclosure” - the vertically integrated firm will refuse to sell, or will sell at inferior terms to competing distributors. This paper examines whether partial vertical integration alleviates or exacerbates these concerns, and assesses the resulting implications for various cases of partial vertical integration in telecommunication and media markets in Israel.

187
J. Oded

Stock repurchases: How firms choose between a self-tender offer and an open-market program, Journal of Banking and Finance, 35, 3174-3187, 2011.


In practice, open-market stock repurchase programs outnumber self-tender offers by approximately 10–1. This evidence is puzzling given that tender offers are more efficient in disbursing free cash and in signaling undervaluation – the two main motivations suggested in the literature for repurchasing shares.  We provide a theoretical model to explore this puzzle. In the model, tender offers disburse free cash quickly but induce information asymmetry and hence require a price premium. Open-market programs disburse free cash slowly, and hence do not require a price premium, but because they are slow, result in partial free cash waste. The model predicts that the likelihood that a tender offer will be chosen over an open-market program increases with the agency costs of free cash and decreases with uncertainty (risk), information asymmetry, ownership concentration, and liquidity. These predictions are generally consistent with the empirical evidence.

186
J. Oded, S. Feinstein and A. Michel

Distortion in corporate valuation: Implications of capital structure changes, Managerial Finance, lead article in 37(8), 681-696, 2011.

Purpose – The traditional discounted cash flows (DCF) valuation procedure used by financial analysts assumes that firms maintain a policy of fixed debt. However, empirical evidence suggests that many firms rebalance their debt. This paper seeks to explore the implication of this discrepancy for valuation of firms that undergo a capital structure change.


Design/methodology/approach – The approach taken is both theoretical and empirical.


Findings – The authors show how the valuation process should be modified for firms that are expected to rebalance their debt and demonstrate the distortion in value that results if the traditional DCF valuation procedure is used instead. Furthermore, they illustrate the significance of their results using a sample of the largest leveraged buyouts of the current decade.


Originality/value – To the authors’ knowledge, this is the first investigation into this issue.

183
E. Amir, I. Kama and J. Livnat

Conditional versus unconditional persistence of RNOA components: Implications for valuation, Review of Accounting Studies, 16(2), 302-327, 2011.
Financial analysis often involves decomposing variables into components, emphasizing the structured hierarchy among ratios. We distinguish between unconditional persistence (a variable’s autocorrelation coefficient), and conditional persistence (the power of a variable’s persistence to explain the persistence of a variable higher in the hierarchy). We argue that a variable’s conditional persistence determines the magnitude of its market reaction, allowing us to predict the relative magnitude of the market reaction to a ratio depending on its hierarchal level in the analysis. We examine the market reaction to the DuPont ratios and find that, while the unconditional persistence of asset turnover (ATO) is larger than that of operating profit margin (OPM), the conditional persistence of OPM is larger than that of ATO.  Thus, we predict and find that the market’s reaction to OPM is stronger than that to ATO. We further decompose OPM and ATO into their second-order components and show that the market reaction depends on a component’s conditional persistence.

HC-IBRI SERIES IN BUSINESS AND LAW
REPRINTS

197
T. Einhorn

The recognition and enforcement of foreign judgments on international commercial arbitral awards, Yearbook of Private International Law, 12, 43-65, 2010 (published August 2011).


NO ABSTRACT

198
T. Einhorn


Hunger, aid, WTO law and international competition law:  The missing links in the world trading system.  In A. Ligustro and G. Sacerdoti (Eds), New Trends in International Economic Law – Liber Amicorum in honor of Paolo Picone (pp. 311-336 ). Napoli: Editoriale Scientifica, 2011 (in English).


NO ABSTRACT

199
T. Einhorn


International law and the domestic Israeli legal system.  In D. Shelton (Ed.), International Law and Domestic Legal Systems – XVIIIth International Congress of Comparative Law (pp. 288-327). Oxford: Oxford University Press, 2011.


NO ABSTRACT

200
T. Einhorn


The methodology of using foreign law in courts and in the rule-making process:  An Israeli perspective.  In Proceedings of III International Scientific Conference (pp. 74-77).  Lviv:  The National Academy of Sciences Ukraine – Ukraine Association of Comparative Law, 2011.

201
T. Einhorn


Economic integration in the global arena:  The significance and contents of the necessary rule of law".  In Proceedings of the Conference on Russia's Integration into the World Economy: The New Paradigms of the Economic Culture – in Memory of Professor Leonid Strovsky (pp. 96-101), Yekaterinburg, 2011.


NO ABSTRACT

HC-IBRI SERIES IN INTERNATIONAL MANAGEMENT
WORKING PAPERS

1/2011
S. Hirsch


The nationality of multinational enterprises, 16 pp.


When considering the interactions between multinational enterprises (MNEs) and the countries in which they operate, distinction should be made between two kinds of countries: a single “home country” and one or more “host countries”. The interests of the MNEs and of their home countries do not necessarily coincide. Indeed, in certain cases they are likely to conflict. The nation state, though nominally sovereign, may not always be in a position to impose its policies on the MNEs operating within its jurisdiction, even in those cases where the MNEs are considered “nationals”. At the same time, the state can benefit substantially from the value added activities undertaken by MNEs both within and outside its borders.  The paper examines different aspects of the relationship between the MNEs and their home country and considers their economic effects, as well as some of their public policy implications.
HC-IBRI SERIES IN MANAGERIAL ECONOMICS

AND OPERATIONS RESEARCH

WORKING PAPERS

11/2011
S. Anily and M. Haviv

Homogeneous of degree one games are balanced with applications to service systems, 23 pp.

A cooperative game with transferable utility is said to be homogeneous of degree one if for any integer m, the value of cloning m times all players at any given coalition, leads to m times the value of the original coalition. We show that this property coupled with sub-additivity, guarantee the non-emptyness of the core. A few examples for such games, which naturally emerge when servers in queueing systems cooperate, are presented.
10/2011
S. Anily and A. Pfeffer

The uncapacitated swapping problem on a line and on a circle, 29 pp.

The uncapacitated swapping problem is defined by a graph consisting of n vertices, and m object types. Each vertex of the graph is associated with two object types: the one that it currently holds, and the one it requires. Each vertex holds or requires at most one unit of an object. The problem is balanced in the sense that for each object type, its total supply equals its total demand. A vehicle of unlimited capacity is assumed to ship the objects in order to fulfill the requirements of all vertices. The objective is to find a shortest route along which the vehicle can accomplish the rearrangement of the objects, given designated initial and terminal vertices. The uncapacitated swapping problem on a general graph, including a tree graph, is known to be NP-Hard. In this paper we show that for the line and circle graphs, the problem is polynomially solvable: we propose an O(n)-time algorithm for a line and an O(n2)-time algorithm for a circle.

4/2011
T. Avinadav and M. I. Henig


Accounting for exact temporal behavior of costs in stochastic inventory systems, 22 pp.

NO ABSTRACT

REPRINTS
191
S. Anily, M. Gendreau and G. Laporte

The preemptive swapping problem on a tree, Networks, 58, 83-94, 2011.


This article considers the swapping problem on a tree. In this problem at most one object of some type is available at each vertex, and each vertex also requests at most one object of a given type. The total demand and the total supply of each object type are identical. The problem is to determine a minimum cost routing plan starting and ending at a prespecified vertex which is the depot, for a single vehicle of unit capacity and m object types, so that all vertex requests are satisfied. We consider the preemptive mode in which objects may be temporarily dropped along the way. It is shown that this problem is NP-hard. A heuristic with a worst-case performance ratio of 1.5 is developed. Finally, it is shown that the case where m = 1 is polynomially solvable.

HC-IBRI SERIES IN TECHNOLOGY AND INFORMATION SYSTEMS

WORKING PAPERS

23/2011
B. Ronen, T. G. Lechler and E. A. Stohr


The 25/25 rule: Achieving more by doing less, 17 pp.


Many organizations suffer from a self-inflicted wound – they attempt to do too much! As a result, nothing is done well and profits suffer. Our article addresses this problem by suggesting that managers should focus on a subset of their current initiatives – a subset selected to maximize returns without overstraining resources. We address the following issues: What are the symptoms of work overload? How does an excessive workload adversely impact the bottom line? How can managers determine the throughput capacity of their organization? What can be done to address the problem of excessive workload? Many, if not most organizations attempt to operate beyond their capacity, with the result that inefficiencies abound, deadlines are missed, and profitability drops. Based on research and consulting experience in many companies, our paper explains the basic concepts of “the 25/25” approach to project portfolio management– an approach designed to increase profitability by concentrating only on the work that is essential to the survival and profitability of the organization. The approach has been successfully applied to dozens of public and private sector organizations companies.

2/2011
R. Purian, N. Ahituv and P. Ein-Dor


E-government evaluation: Efficiency, basic efficiency, contact with the public, and effectiveness, 20 pp.

This paper includes two parts: evaluating e-government and identifying its success factors. The evaluation and measurement of e-government services and contact channels are at the centre of the first part. A systematic study of local e-government has created an in-depth index of the local e-government in Israel, and its four sub-indices, that were extracted by factor analysis: efficiency, basic efficiency, contact with the public, and effectiveness. Interestingly enough, socioeconomic, financial, or demographic factors did not fully explain the index results and were consequently excluded as alternative explanatory factors. Questionnaires and interviews with managers and other officials provided support to the viability of a new model, termed technophilia, which is now extended to the organizational level. The technophilia model that was developed and empirically examined in a previous study concerning the process of technology adoption at the level of the individual is revealed, in this study, as a valid explanation for the e-government index results. By developing the index, observing municipal websites, and carrying out a detailed examination, we have opened the “black box” of organizational processes and portrayed the technophile managers that intuitively plan and implement citizen-oriented information systems and Internet websites and lead to technical and social change. Theoretical implications are discussed in the context of socio-technical approaches (actor-network theory).

REPRINTS
181
R. Purian, N. Ahituv and P. Ein-Dor


Evaluating and ranking local e-government services, MCIS 2010 Proceedings, Paper 68. http://aisel.aisnet.org/mcis2010/68
The evolution of e-government provides the opportunity to explore Information and Communication Technology (ICT) adoption by individuals and organizations. A systematic study of local e-government has provided important insights into this topic. This research created an in-depth index of the local e-government in Israel, and consequently contributed to the establishment of a theory on ICT acceptance and management. 88 Internet websites of local authorities were evaluated. In an attempt to understand the differences between them, questionnaires and interviews were carried on among managers in local authorities. This study draws a line from the individual's digital literacy to her ability to intuitively accomplish the normative principles of Information Systems (IS) planning and implementation.

HC-IBRI SERIES IN MARKETING

WORKING PAPERS

21/2011
L. Lasry, D. Ariely and R. Shachar

Telling ourselves and others who we are:  The role of brands, 48 pp.

People use brands not only for their functional attributes, but for their symbolic attributes as well. The symbolic attributes of a brand enable the individual who uses it to express, or signal, her identity. While most previous research has focused on the reasons people use brands and on the effects that this brand usage has on others, the aim of the current research is to explore whether, and how, a brand can produce a change in the user’s own behavior and perceptions, and to explore the underlying mechanism of these effects. The current research aims to demonstrate that consumer behavior and perceptions depend (in the sense of causality) on the “personality” of the brands they consume and their social visibility. Specifically, within the identity-signaling framework, the current research distinguishes between two types of signaling through brand usage: Private signaling, wherein signaling is visible to the user only, and Public signaling, wherein signaling is visible to others as well. We further examine these signaling effects under various conditions, such as desirable and undesirable as well as voluntary and involuntary signaling.  A series of eight studies, designed to explore research questions, is presented. The first study (A) demonstrates some counterintuitive results that show that identity signaling has a significant effect on the user’s self-perception not only through public signaling, but even through private signaling (visible to the self only). Furthermore, results from Study A demonstrate that the identity-signaling effect on the user can occur under an involuntary, compulsory, task. The first study also presents and validates a new experimental methodology for demonstrating identity-signaling effects. Study B replicates the results of Study A, and elaborates by demonstrating the signaling effect on user’s actual behavior. Furthermore, Study B results suggest that the signaling effect on behavior is mediated by the user’s perception of others. Alternative explanations are then eliminated both theoretically (dissonance), and experimentally (reactance – Study C, and priming – Study D) and Studies E, F and G directly test and confirm the different aspects of this hypothesis, and provide deeper and more specific insight into the psychological mechanism. Finally, Study H examines the effects of free choice of the signaled identity (versus a compulsory task). The findings provide researchers, policy-makers, consumers, and marketers with an additional new understanding of the effects that brand usage has on the user’s behavior and perceptions, and of a brand’s ability to influence them.

REPRINTS

190
S. Danziger, J. Levav and L. Avnaim-Pessoa

Extraneous factors in judicial decisions, PANAS, Proceedings of the National Academy of Sciences of the United States of America, 108(17), 6889-6892, 2011 (including reply to Weinshall-Margel and Shapard, PNAS, 108(42), E834, October 18, 2011).

Are judicial rulings based solely on laws and facts? Legal formalism holds that judges apply legal reasons to the facts of a case in a rational, mechanical, and deliberative manner. In contrast, legal realists argue that the rational application of legal reasons does not sufficiently explain the decisions of judges and that psychological, political, and social factors influence judicial rulings. We test the common caricature of realism that justice is “what the judge ate for breakfast” in sequential parole decisions made by experienced judges.  We record the judges’ two daily food breaks, which result in segmenting the deliberations of the day into three distinct “decision sessions.” We find that the percentage of favorable rulings drops gradually from ≈65% to nearly zero within each decision session and returns abruptly to ≈65% after a break. Our findings suggest that judicial rulings can be swayed by extraneous variables that should have no bearing on legal decisions.
184
V. Landsman and S. Stremersch

Multi-homing in two-sided markets: An empirical inquiry in the video game console industry, Journal of Marketing, 75 (November), 39-54, 2011.

Two-sided markets are composed of platform owners and two distinct user networks that either buy or sell applications for the platform. The authors focus on multi-homing – the choice of an agent in a user network to use more than one platform. In the context of the video game console industry, they examine the conditions affecting seller-level multi-homing decisions on a given platform. Furthermore, they investigate how platform-level multi-homing of applications affects the sales of the platform. The authors show that increased platform-level multi-homing of applications hurts platform sales, a finding consistent with literature on brand differentiation, but they also show that this effect vanishes as platforms mature or gain market share. The authors find that platform-level multi-homing of applications affects platform sales more strongly than the number of applications. Furthermore, among mature platforms, an increasing market share leads to more seller-level multi-homing, while among nascent platforms, seller-level multi-homing decreases as platform market share increases. These findings prompt scholars to look beyond network size in analyzing two-sided markets and provide guidance to both (application) sellers and platform owners.

HC-IBRI SERIES IN STRATEGY AND ENTREPRENEURSHIP

WORKING PAPERS

20/2011
Y. Yehezkel

Slotting allowances and information gathering, 35 pp.


This paper considers a retailer that needs to motivate a manufacturer to gather information concerning the demand for its new product. The information will be of value to the retailer, in deciding whether to allocate limited shelf space for the new product. The model reveals that if the retailer cannot observe whether the manufacturer has gathered information, then to motivate the manufacturer to do so, the retailer will charge slotting allowances and distort the quantity downwards in comparison with the full information levels. Slotting allowances may increase or decrease social welfare, depending on the parameters of the model.

14/2011
C. Cambini and Y. Spiegel

Investment and capital structure of partially private regulated firms, 37 pp.

We develop a model that examines the capital structure and investment decisions of regulated firms in a setting that incorporates two key institutional features of the public utilities sector in many countries: firms are partially owned by the state and regulators are not necessarily independent. Among other things, we show that firms invest more, issue more debt, and are allowed to charge higher prices when they are more privatized and when the regulator is more independent and more pro-firm.

6/2011
H. Halaburda and Y. Yehezkel

Platform competition under asymmetric information, 50 pp.


In the context of platform competition in a two-sided market, we study how uncertainty and asymmetric information concerning the success of a new technology affects the strategies of the platforms and the market outcome. We find that the incumbent dominates the market by setting the welfare-maximizing quantity when the difference in the degree of asymmetric information between buyers and sellers is significant.  However, if this difference is below a certain threshold, then even the incumbent platform will distort its quantity downward. Since a monopoly incumbent would set the welfare-maximizing quantity, this result indicates that platform competition may lead in a market failure: Competition results in a lower quantity and lower welfare than a monopoly. We consider two applications of the model. First, the model provides a compelling argument why it is usually entrants, not incumbents, that bring major technological innovations to the market. Second, we consider multi-homing. We find that the incumbent dominates the market and earns higher profit under multi-homing than under single-homing. Multi-homing solves the market failure resulting from asymmetric information in that the incumbent can motivate the two sides to trade for the first-best quantity even if the difference in the degree of asymmetric information between the two sides is narrow.

5/2011
Y. Yehezkel

Motivating a supplier to test product quality, 29 pp.

This paper considers a mechanism design problem in which a buyer motivates a supplier to test whether the quality of its new product is drawn from a high-quality or a low-quality distribution function. The model reveals that the equilibrium contract involves upward or downward distortion in the quantity. In particular, the model identifies conditions under which there is: 1) downward distortion; 2) downward (upward) distortion for low (high) quality; 3) upward (downward) distortion for low (high) quality.

REPRINTS
185
U. Stettner and D. Lavie


The performance effects of balancing exploration and exploitation within and across governance modes, Academy of Management Best Paper Proceedings of the 2011 annual conference in San Antonio, Texas.


We advance the notion of balance across governance modes as a superior approach for balancing exploration and exploitation.  We refute the latent assumption of independence in prior research by acknowledging interdependence across alternative governance modes.  We offer concrete guidance for optimizing the configuration of exploratory versus exploitative activities by noting that exploration is better pursued via an externally oriented mode such as acquisition.  We conclude that a particular governance mode is not universally preferable since its value depends on the nature of organizational activity that the firm pursues in that mode.  Our study advances research on exploration and exploitation by demonstrating the merits of coordinating exploration efforts across multiple governance modes.

HC-IBRI SERIES IN ORGANIZATIONAL BEHAVIOR

AND HUMAN RESOURCES

WORKING PAPERS

25/2011
E. Kollenscher, D. Eden, B. Ronen and M. Farjoun


Architectural leadership: The neglected core of organizational leadership, 56 pp.


The cornerstone of Architectural Leadership (AL) theory is to structure the organization in service to its strategy so as to improve its capabilities and enhance its value. Rather than relying on the CEO’s personal influence, structuring centers on core organization-wide processes that diffuse leadership influence across managerial levels and harness the whole organization better to attain its goals. AL is grounded in its authors’ extensive experience as managers and consultants. It is intended to complement theories that focus on targets but neglect the means needed to achieve them. Though most managers spend much of their time dealing with the means while struggling with insufficient infrastructure, existing management theories ignore these issues or say little about them. Applying AL theory can help managers create value by addressing them much more effectively.

12/2011
P. Bamberger and D. Geller

The impact of help-seeking on individual task performance:  The moderating effect of helpseekers’ logics of action, 34 pp.

Drawing from achievement-goal theory and the social psychological literature on help-seeking, we propose that it is the variance in the logic underpinning employees’ help-seeking that explains divergent findings regarding the relationship between help-seeking and task performance.  Using a sample of 110 newly hired customer contact employees, a prospective study design, and archival performance data, we find that, the help-seeking-performance relationship is indeed conditioned by the help-seeker’s help-seeking logic (autonomous versus dependent logic).  High levels of help-seeking are positively related to performance only among those either more strongly endorsing an autonomous help-seeking logic or more weakly endorsing a dependent help-seeking logic.
8/2011
H. Rahamim Engel, M. Westman and D. Heller


Character strengths, employee well-being, and performance:  A field experiment, 58 pp.


Character strength and virtues play a significant role in the efforts of Positive Psychology to build positive qualities both at the individual and at the group level. Seligman’s (2002) model of happiness suggests a fundamental link between character strengths and well-being, and specifically suggests that the behavioral manifestation (or demonstration) of strengths is linked to well-being. Furthermore, it has been found that five strengths (curiosity, love, gratitude, zest, and optimism) are more related to happiness than others. Following her “broaden and build” theory Fredrickson (2001) suggests that positive emotions positively affect performance. Despite these theoretical links between demonstration of character strengths, well-being, and performance, the empirical examination of these relationships is still in its initial stages.  The aim of this study was to examine the effect of the demonstration of character strengths on employee well-being and performance. More specifically, we hypothesized that demonstration of the five “happy people’s strengths” – curiosity, love, gratitude, zest, and optimism will positively affect employee’s well-being and performance.  We tested the effect of the demonstration of these specific strengths on the well-being and performance of 85 employees working in a call center of an Israeli cellular phone company. Findings partially support the hypothesis. Demonstration of strengths had a significant positive impact on employee performance, measured as the average number of calls handled by the employee at each hour. However, it had no effect on their levels of well-being. Implications are discussed.
REPRINTS
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The dentist as a manager:  Building effective relationships and networks for personal and professional advancement, Orthodontics, 12, 78-81, 2011.

Many skilled and highly specialized professionals such as dentists, surgeons, scientists, and musicians invest a great deal of time and resources obtaining the required technical skills and certification, assuming that these will help them reach their professional goals.  Unfortunately, only a limited amount of top talent also invests in gaining practical, managerial, and relational skills to accompany their technical expertise.  Consequently, many accomplished professionals do not attain their full career potential.  Many struggle to build their own businesses and lack basic knowledge with regard to hiring and product pricing.  They also have difficulty determining where and if to open a private clinic; how to gain market share; how to reach a patient; and how to build long-term, effective relationships with clients, distributers, and dental staff.
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Y. Ganzach

A dynamic analysis of the effects of intelligence and socioeconomic background on wages, Intelligence, 39, 120-129, 2011.

We compare the effects of socioeconomic background (SEB) and intelligence on wage trajectories in a dynamic growth modeling framework in a sample that had completed just 12 years of education. I show that the main difference between the two is that SEB affected wages solely by its effect on entry pay whereas intelligence affected wages primarily by its effect on mobility. I argue that a major issue that has been at the center of the debate about the roles of intelligence and SEB in social success – the difficulty in accurately measuring SEB – is to a large extent resolved by these results.
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M. Westman

The impact of stress on the individual, the dyad, and the team (editorial), Stress & Health, 27, 177-180, 2011.

Many studies have shown that high job demands have a negative impact on employee well-being (e.g. Quick & Tetrick, 2003), particularly on burnout. Less attention, however, has been paid to possible consequences of the work environment for those with whom employees frequently interact – their intimate partners.  Recently, the number of studies in which dyadic relationships are an explicit focus has increased mainly due to the development of crossover research.  The central aim of this editorial is to offer a short overview of theory and research on crossover. I will present the theoretical background on crossover research, summarize and discuss studies on the crossover of stress and strain from employees to their partners at home, and address studies on the crossover of work-related well-being from supervisors to subordinates and from employees to their co-workers.
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A. Pazy

The relationship between pay contingency and types of perceived support: Effects on performance and commitment, EuroMed Journal of Business 6(3), 342-358, 2011.


Purpose – This study aimed to test how the effects of types of support on employees’ performance and commitment were moderated by structure of pay, namely by the degree to which pay was contingent on level of performance. The constructs of Perceived Organizational Support (POS) and Perceived Supervisor Support (PSS) were decomposed into two types, according to whether the support was directed at doing the task or at the welfare of the person. The study proceeded to examine how each type influenced performance and commitment under different pay structures.  

Methodology – The survey was conducted in Israel. A self-report questionnaire was administered to a sample of managers and professionals. The questionnaire consisted of new scales for person-focused and task-focused support along with measures of performance, commitment and structure of pay. The main interaction predictions were tested with regression analyses. 


Findings – Pay contingency interacted with task-focused POS and with person-focused PSS in affecting performance. The interactions related to commitment were not significant. The results justify the differentiation of support to the two types. They indicate that different kinds of support that are perceived to be provided either by the organization or by the supervisor boost performance under different pay structures. The effect of support on commitment is not affected by the structure of pay. 

Research limitations/implications – Similar surveys should be conducted in additional cultural contexts and with samples representing diverse populations, so that the conclusions from this research can be further generalized. In order to establish causality, a longitudinal design should be used in future research. It is also advised that performance should be measured through outside agents, for example through supervisor evaluation. 

Practical implications – In contexts where employees’ pay is contingent upon their level of performance, employers should emphasize task-related organizational support and supervisors should exert person-related support in order to boost performance. A reverse pattern is effective when pay is relatively invariable, namely when it is not contingent on performance. 

Originality/value – The study is a first attempt to differentiate organizational support, which so far has been studied as one global construct. It introduces further differentiation by proposing that features of the pay structure influence which support type is effective in influencing performance at work.
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Y. Maaravi, Y. Ganzach and A. Pazy

Negotiation as a form of persuasion: Arguments in first offers, Journal of Personality and Social Psychology, 101(2), 245-255, 2011.


In this article we examined aspects of negotiation within a persuasion framework. Specifically, we investigated how the provision of arguments that justified the first offer in a negotiation affected the behavior of the parties, namely, how it influenced counteroffers and settlement prices. In a series of 4 experiments and 2 pilot studies, we demonstrated that when the generation of counterarguments was easy, negotiators who did not add arguments to their first offers achieved superior results compared with negotiators who used arguments to justify their first offer. We hypothesized and provided evidence that adding arguments to a first offer was likely to cause the responding party to search for counterarguments, and this, in turn, led him or her to present counteroffers that were further away from the first offer.
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Pay as much as you can afford: Counterpart’s ability to pay and first offers in negotiation, Judgment and Decision Making Journal, 6(4), 275-282, 2011.


Three experiments investigated the relations between buyers’ wealth or ability to pay (ATP) and sellers’ first offers.  Study 1 demonstrated a positive correlation between sellers’ first offers and their perceptions of the buyers’s ATP as well as its real economic power (indicated by the company’s market value). In Study 2, sellers in a field experiment made higher offers to potential buyers of higher ATP. Study 3 examined the relations between buyer’s ATP, the perception of its ability to obtain alternatives to a specific deal, and sellers’ first offers. We found a positive correlation between sellers’ perception of buyers’ ATP, real ATP (as indicated by market value), and sellers’ perception of buyers’ availability of alternatives. As in Study 1, here too, the unit of analysis was the behavior of the individual participant. However, when sellers were primed to concentrate on buyers’ alternatives, their first offers were negatively related to perceived buyer’s alternatives.
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D. Heller, E. Stephan, Y. Kifer and C. Sedikides


What will I be? The role of temporal perspective in predictions of affect, traits, and self-narratives, Journal of Experimental Social Psychology, 47, 610-615, 2011
This article examined the effect of temporal perspective on the multifaceted future self (i.e., affect, traits, and self-narratives). Participants imagined themselves in the near versus distant future, and subsequently predicted their affect (Experiment 1), traits (Experiment 2), and naturalistic self-concepts (Experiment 3).  Drawing from the Construal Level Theory and self-enhancement literatures, we hypothesized and found across three experiments that predictions of one’s self in the distant future are more positive than predictions of one’s self in the near future. Furthermore, building upon literature on the existence of normative and culturally sanctioned implicit theories of positive growth throughout the life span, we hypothesized and found that increased temporal distance yielded less variable predictions of affect, traits, and self-narratives (all three experiments) and that higher-level attributions mediated the effect of temporal perspective on the positivity of self-narratives (Experiment 3) and that time distance leads to more positive and less variable future selves.
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M. Westman, A. B. Bakker, I. Roziner and S. Sonnentag


Crossover of job demands and emotional exhaustion within teams: A longitudinal multilevel study, Anxiety, Stress, & Coping, 24, 561-577, 2011.


This study investigated the crossover of job demands and emotional exhaustion among team members and the moderating effect of cohesiveness and social support on this process. Participants were 310 employees of an employment agency in the Netherlands, working in one of 100 teams. Multilevel analysis using a longitudinal design did not reveal a main effect of crossover. However, consistent with the study’s hypotheses, the results showed a moderating effect of team cohesiveness and social support. We detected crossover of job demands and emotional exhaustion across time from the group to individual team members only in teams characterized by high levels of cohesiveness and social support. Teams characterized by low levels of cohesiveness and social support showed no crossover of job demands and exhaustion. The findings demonstrate that team-level moderators play an important role in crossover processes. Moreover, social support and cohesiveness may not always be positive.
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