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Abstract

Research Summary: Firms often succumb to a growth
imperative, yet little is known about how congruence
between various forms of growth affects firm value. We
argue that the (in)congruence between net hiring rates
(e.g., growth in the number of employees) and sales growth
has significant implications for firm value, assessed via
Tobin's Q. We further contend that R&D expenditures and
industry dynamism—factors that influence a firm's ability to
realize value creation—moderate the relationship between
growth pattern and firm value. We use a sample of 1,181
firms that conducted their initial public offerings from 1996
to 2006 to test our conceptual model. Findings indicate that
employee-dominant growth is most strongly associated
with firm value, and that high levels of R&D expenditures
and industry dynamism intensify these relationships.
Managerial Summary: Growth is a goal and challenge for
many firms, and navigating the various demands of growth
represents a particularly promising opportunity for firms
that recently went public. We study how firms can manage
the growth process in a way that enhances firm value. Using
a sample of 1,181 firms that conducted their initial public
offerings from 1996 to 2006, we explore the interplay of

employee and sales growth rates on value creation. We find
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that an employee-dominant growth pattern was more

strongly related to firm value than the other patterns. Our
findings also suggest that managers, especially those in
firms that invest in R&D and operating in dynamic indus-
tries, should avoid a strong focus on sales growth without

also ensuring growth in employees.

KEYWORDS
congruence, employee growth, firm growth, firm value, growth
pattern

1 | INTRODUCTION

Growth is a goal, opportunity, and imperative for many organizations, and is a “foundational topic of management
research” (Nason & Wiklund, 2018). Yet growth also presents challenges: growing firms face increased resource
needs, greater potential for internal turmoil, and increased pressure relating to managing customer demands
(Barringer, Jones, & Neubaum, 2005; Demir, Wennberg, & McKelvie, 2017). The extant growth literature offers valu-
able insights but is characterized by two key concerns. First, it typically examines one form of growth at a time,
thereby ignoring the interplay of different forms of growth (Haynie, Shepherd, & McMullen, 2009).* Second, growth
research tends to examine the antecedents of growth, implicitly treating growth as the performance outcome
(Josefy, Kuban, Ireland, & Hitt, 2015; McKelvie & Wiklund, 2010). Yet growth and performance do not always
equate, because growth may not lead to enhanced profitability, stockholder returns, or firm value (Brush, Bromiley, &
Hendrickx, 2000; Davidsson, Steffens, & Fitzsimmons, 2009), though little research disentangles the value creating
implications arising from the interplay of different forms of growth. These issues highlight a knowledge gap related
to how firms can manage the growth process in a way that enhances overall firm value.

One critical decision for growing firms is the rate of hiring employees, under the broader rubric of managing
human resources (HR). A firm's employee base can be a source of competitive advantage (Barney & Wright, 1998),
yet the financial resources required for hiring, training, and retaining employees can strain a firm's budget and leader-
ship if not managed appropriately. This can be a choice between “missing the boat” (not having a sufficient number
of employees to seize opportunities), or “sinking the boat” (the high cost of being overstaffed harming firm perfor-
mance) (Dickson & Giglierano, 1986). Companies must therefore carefully align the hiring rate to meet demand while
generating sufficient revenue to pay for employee growth.

Growth decisions are particularly salient for firms following an initial public offering (IPO), because strategic deci-
sions relating to post-IPO expansion can have long-standing effects on firm performance (Marquis & Tilcsik, 2013).
Indeed, while the influx of capital from an IPO can be used to facilitate firm growth (Lévesque, Joglekar, &
Davies, 2012), it is unclear how firms should grow after an IPO to facilitate overall performance. Given the unique
growth-related challenges following an IPO, such as greater scrutiny and the deployment of IPO proceeds (Certo,
Holcomb, & Holmes, 2009; Hambrick & Crozier, 1985), decision makers at these firms must make strategic choices
on how to position their growth trajectories.

We draw on contingency theory along with insights from the firm growth and strategic human resource manage-
ment (SHRM) literatures to explore the interplay of employee and sales growth rates on value creation. Contingency
theory is rooted in the notion that there is no one “best way” to organize a firm because the appropriateness of a
particular form of organization is contingent upon internal arrangements and external context (Van de Ven, Ganco, &
Hinings, 2013). We contend that the appropriateness of growth on one dimension—hiring employees—is contingent
upon growth on another dimension—sales. Despite research giving credence to the notion that human resources,

and the management of them, are a critical element to firm performance (Crook, Todd, Combs, Woehr, &
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Ketchen, 2011), research has yet to explore the potentially contingent nature of employee growth—specifically, that

realizing value creation from growing the employee base is contingent upon concurrently growing sales as well.

We develop theory to explain the importance of fit between a firm's employee and sales growth rates. To do so, we
draw on notions of congruence, which is the match, agreement, or similarity between two constructs (Edwards, 1994).
This conceptual basis provides a foundation for our arguments regarding how different patterns of congruent versus
incongruent employee-to-sales growth can affect firm value. Our theoretical model considers three general patterns of
employee-to-sales growth: congruence (a pattern with the employee growth and sales growth rates being relatively simi-
lar), employee-dominant growth (an incongruent pattern with the employee growth rate exceeding that of sales growth),
and sales-dominant growth (an incongruent pattern with the sales growth rate exceeding that of employee growth).

We theorize that congruent employee-to-sales growth is most strongly associated with firm value. We then
extend our contingency framework for employee-to-sales growth by examining its alignment with an internal strategic
choice and an external environmental characteristic that may influence the appropriateness of different patterns of
growth—that is, when an incongruent pattern may be most beneficial. We examine the moderating effect of R&D
investments and industry dynamism because they reflect a firm's investment in long-term growth (R&D) and may
necessitate flexibility to shifting demands (dynamism). Indeed, past research indicates that growth paths are influenced
by both how firms invest their resources and their competitive environment (Clarysse, Bruneel, & Wright, 2011). We
employ a data set of firms that completed an IPO between 1996 and 2006 to study the influence of a firm's congruent
versus incongruent employee-to-sales growth on firm value. Furthermore, we utilize the recommended approach to
study congruence—polynomial regression coupled with response surface methodology (e.g., Edwards, 1994, 2002;
Meilich, 2006)—to capture the underlying three-dimensional relationship between employee and sales growth rates.
Our findings provide informative insights about the value of congruence and incongruence in different contexts.

We make several contributions with our work. First, we advance a multidimensional conceptualization of
the growth construct that recognizes the contingent nature of growth. There are a variety of stories documented
in the popular press about companies that mismanaged their growth with ultimately severe consequences
(e.g., DeMers, 2018), and one of the key issues discussed relates to the challenges of managing HR during periods of
growth (Valencia, 2019). Yet the academic literature gives little attention to the interplay of different forms of
growth, and as such, little is known about how firms can strategically align growth along different dimensions to
influence important firm outcomes. Second, our work fills a gap in the growth literature on the performance (specifi-
cally, firm value) implications of growth. While there is considerable scholarship on growth's antecedents and its
associated managerial challenges (McKelvie & Wiklund, 2010), there is little research regarding the influence of
growth strategy on firm value. Third, our work contributes to the SHRM literature in two ways. We conceptually
develop the congruent versus incongruent employee-to-sales growth construct and suggest that it can be a strategic
initiative for influencing the HR-firm value relationship. The SHRM literature tends to focus on HR strategies
assessed at specific points in the firm's lifecycle (Tansky, Heneman, & Greenberger, 2006). Congruent versus incon-
gruent employee-to-sales growth offers dynamic insight on employee-based strategies related to rate of growth.
Our consideration of the exigencies that influence the salience of congruent versus incongruent employee-to-sales
growth patterns also fills an important gap in the SHRM literature on the appropriate alignment between HR prac-
tices (in our case, congruent versus incongruent employee-to-sales growth) and contextual exigencies necessitated
for higher firm performance (Becker & Huselid, 2006).

2 | THEORY AND HYPOTHESES
2.1 | Firm growth, firm performance, and firm value

The firm growth construct, and the managerial bias to pursue growth, has long captured the interest of scholars
(Josefy et al., 2015; McKelvie & Wiklund, 2010; Nason & Wiklund, 2018), and it is most commonly studied via sales
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or employee growth (Gilbert, McDougall, & Audretsch, 2006). There are two interrelated themes in the literature that

are particularly relevant to our current research. First, firm growth does not inherently equate to firm performance.
Second, organizations grow in different ways, and these different ways of growing have distinct implications for
organizational outcomes (McKelvie & Wiklund, 2010). Yet most empirical work treats growth and performance as
the same, and rarely explores the possibility that different forms of growth have distinct performance implications.

Regarding the first point, Brush et al. (2000) note that sales growth sometimes benefits managers rather than
stockholders, because managers may pursue unprofitable growth opportunities due to misaligned interests with
stockholders or otherwise weak governance mechanisms. Examples include costly advertising campaigns that tempo-
rarily boost sales, or excessively low pricing that impedes sustainability but temporarily promotes growth. In other
words, growth can sometimes present agency issues, because the managerial bias to grow may not reflect stock-
holders' desires. Further, Markman and Gartner (2002) found that extraordinary growth (sales or employee) was
unrelated to firm profitability. Regarding the second point (that different ways of growing have distinct organiza-
tional outcomes), Davidsson et al. (2009) found that firms that grew sales prior to securing profitability were less
likely to subsequently attain high growth and high profitability. Thus, despite the tendency to frame growth as a pos-
itive organizational outcome, the limited empirical research available paints a mixed picture. In sum, growth and per-
formance are not the same, and different forms of growth may be positively associated with firm performance, but
there are conditions, or contingencies, that may need to be present for the performance outcomes to materialize.

Consistent with prior research, we propose that firm performance is a broader construct than a single growth
measure (Brush et al., 2000). While growth is often used as a proxy for firm performance, the distinction between
growth and performance is a critical part of our research. Within the context of publicly traded firms, an important
consideration of performance is the market's perceived value of the company. As such, we consider the firm's overall
economic performance as represented by Tobin's Q, which, as noted by Dezsé and Ross (2012), ... is a forward-
looking measure that captures the value of a firm as a whole rather than as the sum of its parts and implicitly includes
the expected value of a firm's future cash flows, which are capitalized in the market value of a firm's assets (i.e., the
combined market value of a firm's debt and equity)” (p. 1078). The notion that Tobin's Q captures firm value as a
whole, rather than the sum of its parts, is a meaningful advantage given our interest in growth as an independent var-
iable. We will use the term “firm value” throughout the remainder of the paper as a reference to Tobin's Q.

A firm's goals and growth trajectory differ based on its stage of development (Josefy, Harrison, Sirmon, &
Carnes, 2017). While firm growth may not be an explicit goal at all stages, it is a salient issue for firms following an
IPO. The IPO event is typically a defining point when it is acknowledged that the firm has successfully overcome the
survival challenges inherent in the new venture stage and now faces unique growth opportunities (Chaddad &
Reuer, 2009; Lee, Bach, & Baik, 2011). Yet the firm faces novel pressures related to coping with market fluctuations
and being in the public spotlight (Mouri, Sarkar, & Frye, 2012)—broadly referred to as a liability of market newness
(Certo, 2003). The challenges and opportunities related to growth are therefore of particular interest for firms under-

going a major transition in their lifecycle.

2.2 | Contingency theory and congruent versus incongruent employee-to-sales growth

The fundamental tenet of contingency theory is that there is no one “best way” to organize a firm (Meilich, 2006), or
stated differently, “... that performance outcomes of an organizational unit are a result of the fit between the unit's
external context and internal arrangements” (Van de Ven et al., 2013, p. 394). We first attend to a firm's internal
arrangements, which, according to Miller (1992), include a firm's strategy, culture, structure, and systems. The SHRM
literature applies contingency theory to study the interplay of strategic HR practices internal to the firm (Delery &
Doty, 1996). For example, Hollenbeck et al. (2002) discuss internal fit in a way that reflects linking up different orga-
nizational structures to the appropriate personnel requirements: “For example, the complex and semi-autonomous

nature of jobs in divisional structures places a premium on cognitive ability .... Thus, in staffing a divisional structure,
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a good internal fit would seem to require high levels of cognitive ability on the part of teammembers” (p. 600). We

propose that how a firm aligns its different forms of growth is another internal arrangement, in that the association
between one form of growth (e.g., employee growth) and firm value may be contingent on another form of growth
(e.g., sales growth). It is therefore not the presence or rate of employee growth or sales growth that benefits firm
value per se, but the interplay between the two that provides insight on the value-creating implications of firm
growth. Our review of the contingency theory literature indicates that the notion of aligning internal growth patterns
as a form of internal “coherence” is novel to the literature.

The focus of our study is on a firm's congruent versus incongruent employee-to-sales growth, which we define
as the similarity (or dissimilarity) between a firm's employee growth rate and its sales growth rate. We contend that
the manner in which a firm aligns its employee and sales growth can be used strategically to influence firm value over
time, echoing others in the growth literature who state that the rate at which a firm grows one dimension relative to
another dimension is a strategic choice (Lockett, Wiklund, Davidsson, & Girma, 2011). The choice of how to grow is
particularly important for IPO firms because they have an influx of cash and resources that they can use to exploit
potentially valuable opportunities to grow their employee base and/or sales in the face of demands for increasing
levels of formalized and bureaucratic management (Daily & Dalton, 1992; Reuer & Tong, 2010). Due to the tendency
to view growth as an outcome, it is useful to briefly explain why we conceptualize growth as a strategic choice
(an “input” the firm can manipulate), rather than exclusively as a consequence (or an “output” outside of the realm of
managerial manipulation).

It is relatively intuitive to conceptualize employee growth as a strategic choice—that is, the organization's man-
agement can purposefully expand or contract its employee base in response to, or anticipation of, various exigencies.
It is less intuitive to similarly conceptualize sales growth, as sales is typically seen as a goal to be pursued, rather than
an input that can be manipulated. This raises two important points of clarification. First, aligning employee and sales
growth does not require full managerial control over both inputs. Indeed, employee growth may be the more
straightforward “lever to pull,” and as such, management could align employee and sales growth by making purpose-
ful changes to its employee growth rate to (approximately) match its sales growth. This is consistent with Chandler,
McKelvie, and Davidsson (2009), who note that “There are a variety of reasons why managers of firms with sales
growth potential choose to add or not to add new employees ...” (p. 375).

Second, while managers may have only limited influence over sales growth, it is not entirely out of their control.
There are a variety of means by which management can pursue changes in sales: promotions, advertisements, adding
new locations, or other strategies meant to alter product adoption rates between different groups of customers
(referred to as “riding the saddle” [Goldenberg, Libai, & Muller, 2002]). In fact, early work in agency theory discussed
the notion that managers have some discretion over sales growth rate, and that their motivations to grow the firm
via sales growth may not align with stockholder interests in long-term firm value (Jensen, 1986).

We theorize about three general patterns of congruent or incongruent employee-to-sales growth: incongruent
growth via expanding the employee base faster than sales (employee-dominant growth), incongruent growth via
increasing sales ahead of hiring (sales-dominant growth), and doing both relatively similarly (congruent employee-to-
sales growth). We propose that value creation from one mode of growth is contingent on the presence of the other
form of growth, and we expect that congruent employee-to-sales growth will be most strongly associated with firm
value. There are two reasons why we expect this relationship.

First, similar sales and employee growth rates allow the organization to meet the demands inherent in exploiting
existing opportunities without sacrificing the ability to explore future opportunities at a later point. Growing
employees faster than sales may create inefficiencies because there are more employees available than are needed
to accomplish the necessary tasks. Conversely, growing employees slower than sales may place excessive demands
on the available workforce, causing inefficiencies due to excessive work demands on too few employees (Guthrie &
Datta, 2008). This is consistent with the Job Demands-Resource Model of Burnout, which posits that high job
demands without commensurate levels of supportive resources can lead to employee burnout (Demerouti, Bakker,

Nachreiner, & Schaufeli, 2001). A company that grows sales (which increases demands) without growing employees
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(human resources) at a similar pace will “tip the scales” toward burnout by growing demands without growing

resources. And indeed, as noted by Garton (2017), heavy employee workloads are a major factor in burnout, and
“employee workloads have increased in many organizations in which hiring has not matched growth.” Research
involving employment instability/variability, a growth-related concept that captures the degree to which a firm
adjusts the size of its workforce across time, demonstrates that unstable employment growth patterns across time
have a negative effect on firm performance. This highlights that disruption resulting from having too many or too
few workers may lead to a weaker competitive position (Ji, Guthrie, & Messersmith, 2014).

Second, growing employees and sales at a similar rate may indicate that decision-makers are steadily building
their organizations without resorting to one-off efforts (such as expensive advertising campaigns) that may bolster
short-term sales but hurt profitability (McKelvie & Wiklund, 2010). Similarly, congruent employee-to-sales growth
may suggest that decision-makers are promoting a growth path that enables the firm to appropriately staff to handle
its growth, rather than one predicated on uncertain and risky future activities. A congruent approach, therefore, may
indicate greater emphasis on matching the job demands of employees with the needs of the firm. While there may
be variation in when recently hired employees are able to fully contribute, both managers and market observers may
be monitoring for signs that a firm's trajectory is likely to overheat or burn out and thereby harm the organization's
ability to create value. The preceding points suggest that the relationship between firm growth (in either sales or
employees) and firm value is contingent upon firm growth in the other mode. We posit that congruent employee-to-

sales growth promotes firm value and hypothesize the following:

Hypothesis 1. Congruent employee-to-sales growth is positively related to firm value.

Although we predict that congruence between employee growth and sales growth is beneficial for firms, a ques-
tion remains regarding the value-creating implications for the two patterns of incongruent employee-to-sales
growth. Human resources are a strategic investment that can contribute to organizational competitiveness (Coff &
Kryscynski, 2011). In turn, employee-dominant growth can be viewed as an investment that can prepare an organiza-
tion for growth at critical periods, and it is especially effective for learning and development relating to existing firm
competencies (Voss, Sirdeshmukh, & Voss, 2008). The pressures placed on IPO firms, including extensive resource
needs and tumultuous pressures that result from “instant size,” are well-documented (Hambrick & Crozier, 1985).
Employee-dominant growth may relieve some of these pressures and enable firms to achieve higher levels of perfor-
mance. Growing employees faster than sales enables firms to create “contingent labor” that can smooth out some of
the unexpected demands placed on firms during times of expansion and diversification, such as an IPO
(Cardon, 2003). After an IPO, firms with employee-dominant growth can (a) build a “cushion” to allow for flexibility
and adaptability during its stage of high growth, (b) invest and prepare for future growth to remain competitive, and
(c) develop human capital for product and service innovation.

On the other hand, sales-dominant growth may be poorly suited to the post-IPO context. While the accumu-
lation of human resources has been tied to a firm's competitive advantage (Coff & Kryscynski, 2011), firms may
have achieved their pre-IPO growth in part by expecting their employees to demonstrate high levels of flexibility
to overcome limitations from being understaffed (Welbourne & Andrews, 1996). Nevertheless, eventually an
understocked workforce will influence employee burnout and exhaustion (e.g., Rochefort & Clarke, 2010) that
may lead to lower firm output, lost business opportunities, or increased error rates of workers—factors detrimen-
tal to firm value. Despite the apparent efficiency of growing sales at a faster rate than employees, it may hamper
the firm's ability to pursue opportunities embedded within the post-IPO context (Reuer & Tong, 2010), and there-
fore will be less positively associated with firm value than employee-dominant growth. We hypothesize the

following:

Hypothesis 2. Employee-dominant growth is more strongly related to greater firm value than sales-

dominant growth.
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2.3 | The moderating role of R&D expenditures

Contingency theory indicates that both internal arrangements and external context are important considerations in
regard to the performance implications of different modes of growth. As we discussed in Hypothesis 1, congruent
employee-to-sales growth is likely most beneficial for firms, all else being equal. Congruent employee-to-sales
growth, however, may not provide as much strategic value depending on certain internal or external contingencies.
In this section, we consider two specific contingencies where the effects of incongruent employee-to-sales growth
may be more beneficial for a firm's performance than a congruent growth pattern—specifically, a firm's investment in
innovation (as indicated by R&D expenditures) and the dynamism of the firm's context.

R&D investment creates distinct HR needs that will ultimately influence which growth pattern is most beneficial
for the firm. Innovative activities are a recognized means by which organizations pursue growth (Carnes, Chirico,
Hitt, Huh, & Pisano, 2017), and R&D investment is a key source of heterogeneity among IPO firms due to its ability
to influence future growth opportunities (Chaddad & Reuer, 2009). As such, appropriately configuring R&D invest-
ment with differing growth patterns could have significant implications relating to value creation (Symeonidou &
Nicolaou, 2018).

For firms with high R&D expenditures, we contend that employee-dominant growth provides the necessary
labor to exploit the opportunities that arise from such innovative efforts. Both employee-dominant growth and
R&D investment are forward-looking; R&D investment is typically considered a form of long-term investment
(David, Hitt, & Gimeno, 2001), and, as we noted earlier, employee-dominant growth is an investment made in
anticipation of future growth. In this way, employee-dominant growth and R&D investment are synergistic and
mutually reinforcing, and will therefore be most strongly associated with firm value. Firms that invest heavily in
R&D may also have a more highly skilled workforce than firms that spend less on R&D, which could amplify the
importance of proactively growing the firm rather than relying on hiring reactively, as highly skilled employees
are more difficult to attract and retain (Keller & Meaney, 2017). Despite the financial pressure that investing in
both R&D and employees places on the firm (Chaddad & Reuer, 2009), we argue that this alignment between hir-
ing rate and investment in innovation increases the likelihood of realizing value from R&D investment. Neither
congruent nor sales-dominant growth provides the necessary flexibility to exploit opportunities that arise from

R&D investment.

Hypothesis 3. R&D expenditures moderates the relationship between growth pattern and firm value,
enhancing the relationship between employee-dominant growth and firm value (relative to sales-dominant

or congruent growth) more so when R&D expenditures are high than when R&D expenditures are low.

24 | The moderating role of dynamism

Research indicates that industry characteristics such as labor intensity and industry growth rate influence the effi-
cacy of SHRM practices (Datta, Guthrie, & Wright, 2005). For instance, Jackson, Schuler, and Jiang (2014) demon-
strated that the effect of employment instability on profitability was negative in highly differentiated industries but
positive in highly standardized industries. This research on industry growth rate and differentiation, as they relate to
SHRM practices, provides a basis upon which we can theorize about the role of industry dynamism. Dynamic indus-
tries are characterized by frequent, unpredictable change and high variability in competitive and environmental pres-
sures (Dess & Beard, 1984; Keats & Hitt, 1988). The challenges related to operating in an unpredictable and unstable
environment are central to contingency theory due to the environment's influence on the appropriateness of any
given internal form of organization (Cooper, Patel, & Thatcher, 2013).

Specific to our study, it is more difficult for a firm to reliably predict the necessary tasks and activities for

employees to execute when operating in dynamic environments (Keats & Hitt, 1988). As such, dynamism is a salient
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industry consideration within the congruent versus incongruent employee-to-sales growth context because dynamic

industries require flexibility to address unpredictable opportunities or threats (Chadwick, Way, Kerr, & Thacker, 2013).
In other words, industry dynamism has implications for how firms grow.

Environments characterized by low levels of dynamism are stable and easy-to-predict, and, as such, organiza-
tional leaders are better able to anticipate future needs and predict opportunity exploitation opportunities (Wu,
Levitas, & Priem, 2005), or generate new opportunities internally with the resources available to the organization
(Bradley, Shepherd, & Wiklund, 2010). Internal organizational forms therefore do not need to be as flexible insofar as
available HR is concerned, because the predictability allows organizations to staff based on needs related to the (pre-
dictable) tasks that arise. Organizations operating in stable environments can therefore operate as efficiently (mini-
mal HR to accomplish the necessary tasks) as possible, thereby making sales-dominant growth more appropriate to
the environment.

Dynamic environments pose a more nuanced challenge. In highly dynamic environments, there is a question
whether growing as efficiently as possible (sales-dominant growth) or growing with sufficient HR to exploit opportu-
nities (employee-dominant growth) is more beneficial. As discussed in the introduction, firms must assess the relative
risk of “missing the boat” (not being staffed sufficiently to exploit an opportunity) or “sinking the boat” (being over
staffed when opportunity exploitation is not successful) (Dickson & Giglierano, 1986). The post-IPO context offers a
unique perspective on this classic question because an ostensible goal of an IPO is to gain new resources available in
the public market with which the firm can grow via opportunity exploitation. In order to realize the potential benefit
of the IPO, we argue that firms need to maximize their flexibility with regards to HR, as this flexibility will facilitate
firms' opportunity exploitation likelihood (Chadwick et al., 2013). As such, the advantages of employee-dominant
growth outweigh its costs when compared with the advantages/costs of sales-dominant growth. Furthermore,
dynamic industries tend to demand greater managerial focus and effort (Chadwick et al., 2013) and increase com-
plexity related to information-processing (Datta et al., 2005). An employee-dominant HR growth pattern may enable
the firm to distribute these attentional demands throughout the organization, whereas a more efficient growth pat-

tern concentrates this attention. We therefore hypothesize:

Hypothesis 4. Industry dynamism moderates the relationship between growth pattern and firm value,
enhancing the relationship between employee-dominant growth and firm value (relative to sales-dominant

or congruent growth) more so when industry dynamism is high than when industry dynamism is low.

3 | METHODS
3.1 | Sample

Our sample consists of U.S. firms that issued a U.S. IPO in years 1996-2006. The IPO context is relevant to our
study because it is a significant threshold event that places new pressures on firms to simultaneously be more “pro-
fessional” (Daily & Dalton, 1992) and yet remain responsive to opportunities afforded by the influx of cash assets
that can be deployed for growth-related objectives (Mouri et al., 2012). It is therefore an appropriate and valuable
setting to study the value-creation implications of employee-to-sales growth patterns. We merged data from the
Kenney and Patton (2017) dataset on emerging growth firms, where “emerging growth firm” is based on its de novo
status, with 5 years of post-IPO financial data from COMPUSTAT for each firm. For example, if a firm issued its IPO
in 1996, we followed financials for 1997-2001. After applying exclusion criteria and accounting for missing data on
key variables (e.g., R&D expenditures), the final sample size consisted of 1,181 U.S.-based IPO-firms with 4,244 firm-
year observations.? As some firms were delisted during the period of our study, our panel is unbalanced (please refer
to the Robustness and Supplemental Analysis section for more information about this). The average number of firm-

year observations per firm is 3.6.
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At the time of their IPO, the average age of firms in the sample is 10.39 years old (SD = 13.70) and the average

total employment is 729 (SD = 2,286). Table 1 shows the sample's concentration across industries and IPO years.
The highest concentration of the firms in our sample are the manufacturing industry (42.59%), followed by the ser-
vices industry (41.24%). The majority of firms in our sample issued their IPO in 1996-2000.

3.2 | Dependent variable

We measure firm value using Tobin's Q for several reasons. Tobin's Q is a market-based performance measure, and is
frequently described as a forward-looking assessment of a firm's prospects based on its current strategic behaviors,
and is therefore treated as a proxy for firm value (see, e.g., Titus & Anderson, 2018). In the context of our research,
Tobin's Q reflects the market's assessment of whether the firm's growth pattern will yield long-term value. Tobin's Q is
more robust to accounting manipulations than other performance measures (Dushnitsky & Lenox, 2006), and is there-
fore particularly relevant to our study as accounting-based measures of profitability may reflect changes in either reve-
nue or employees. Consistent with prior literature, we calculated Tobin's Q with a simplified formula that approximates
its value (Chung & Pruitt, 1994; Yang, Narayanan, & De Carolis, 2014): we sum market value, long term debt, and cur-
rent liabilities, and divide the sum by total assets. Notably, our results are consistent if we adopt ROA as the focal per-

formance measure, as noted in the Robustness and Supplemental Analysis section below.

TABLE 1 Firm-level descriptive statistics

Variable N=1,181 %

Industry
Manufacturing 503 42.59%
Mining 3 25%
Agriculture, forestry, and fishing 1 .08%
Construction 1 .08%
Transportation, communications, electric, gas, and sanitary service 35 2.96%
Wholesale trade 36 3.05%
Retail trade 104 8.81%
Finance, insurance, and real estate 10 .85%
Services 487 41.24%
Public administration 1 .08%

IPO year
1996 260 22.02%
1997 172 14.56%
1998 100 8.47%
1999 205 17.36%
2000 187 15.83%
2001 28 2.37%
2002 21 1.78%
2003 18 1.52%
2004 72 6.10%
2005 54 4.57%

2006 64 5.42%
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3.3 | Independent variables

3.3.1 | Congruent versus incongruent employee-to-sales growth

Underlying congruent versus incongruent employee-to-sales growth is the notion of similarity (or dissimilarity)
between employee growth and sales growth rates. We computed Employee growth as the percent change in a firm's
number of employees in year t from the number of employees in year t — 1. We measured sales growth as the per-
cent change in a firm's sales in year t from sales in year t — 1.3 To avoid methodological issues that would be intro-
duced from calculating a difference score (Cronbach & Furby, 1970; Edwards, 2002; Edwards & Parry, 1993), we
employed polynomial regression in which the component measures are introduced into the model, along with several

higher-order terms of these measures.

3.3.2 | R&D expenditures

Researchers often scale R&D expenditures by some form of firm size—most typically by creating a ratio of
R&D expenditures to sales. However, as noted by Certo, Busenbark, Kalm, and LePine (2020), ratio measures
can lower statistical power and create other issues for researchers when the ratio measure is an independent
or dependent variable. As such, Certo et al. (2020) advised researchers to utilize non-ratio measures (such as
R&D expenditures) rather than ratio measures (such as R&D intensity). Furthermore, both sales and
employees (the two most common measures of size used in R&D intensity calculations) are part of our
employee-to-sales growth independent variable, and we therefore avoid using them as a component of this

variable as well.

3.3.3 | Industry dynamism

We measured industry dynamism by adopting a two-step technique developed by Keats and Hitt (1988) using data
from COMPUSTAT. For each firm-year t in our study, we first regressed an industry's net sales on its operating
income over the prior 5-year period (e.g., 1990-1995 data predicted dynamism in 1996), based on three-digit SIC
codes. In the second stage, we averaged the standard errors from these regression slopes to arrive at our measure;
this measure was time varying. Higher standard errors reflect greater variance in industry returns and therefore rep-
resent uncertainty in industry profitability.

3.4 | Control variables

We controlled for year effects by including year dummies. We controlled for financial slack in each year by
taking the difference between current assets and current liabilities in each firm-year (Mishina, Pollock, &
Porac, 2004); this helps us isolate the effects of congruent versus incongruent employee-to-sales growth on
firm performance. To account for differences in growth patterns by industry, we control for industry munifi-
cence (based on Keats & Hitt, 1988). We used a similar procedure to calculate munificence as we did for
dynamism, except munificence was measured via the regression slope coefficient, which represents the aver-
age growth rate of the industry (at the three-digit SIC level) over the 5-year period. Munificent industries
have external growth opportunities that facilitate scalability and could therefore influence firms' growth
strategies.
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3.5 | Analytical procedure

Because a Hausman test (chi-squared = 165.91, df = 17, p < .001) for the control-only model suggested the pres-
ence of unobserved heterogeneity, we used fixed effects (FE) estimation for our regression analyses (Greene, 2011).
A fixed effects model is advantageous for avoiding biases from time-invariant omitted variables (e.g., firm age at time
of its IPO and industry). It is also advantageous conceptually, as we are interested in how within-firm changes in
growth influence that firm value. That said, it is important to note that our empirical results are consistent if we
adopt a random effects model. We use STATA's XTREG command and report robust standard errors clustered on
firms.

Though bivariate models dominate the literature on contingency theory, Meilich suggests that polynomial
regression is a better approach because it allows for “a more generalized notion of fit while capturing the same
forms of fit implied by existing bivariate models in a simpler and less constrained way” (Meilich, 2006, p. 162)
and may therefore be sensitive to contingency relationships that would otherwise be undetected in traditional
bivariate methods. As such, we use the polynomial regression procedure (e.g., Edwards, 2002; Edwards &
Parry, 1993) to examine our hypotheses. Because we are interested in congruence versus incongruence
between sales and employee growth as predictors of performance, polynomial regression analysis is the pre-
ferred procedure (over difference scores) because it allows us to examine the extent to which combinations of
our two predictor variables and their higher-order components relate to firm value (see Edwards, 1994,
Edwards, 2001, for a detailed description of this procedure). Based on Edwards (1994, 2001), we used the fol-

lowing equation:

TOBIN'S Qi = bg -+ by (CONTROLS) + b; (EMPLOYEE GROWTH),, + b, (SALES GROWTH),,
+bs(EMPLOYEE GROWTH)?,, + by (EMPLOYEE GROWTH % SALES GROWTH),,
+bs(SALES GROWTH)?, +e.

In this equation, Tobin's Q is regressed on the linear terms of the employee and sales growth variables, their
interaction, and their non-linear terms. Edwards (1994, 2001) suggests a two-step procedure: (a) regress the out-
come variable on the two linear terms of the predictor variables, and (b) enter the interaction and non-linear terms to
the model. Unlike traditional regression analyses, when interpreting the results of polynomial regression analysis,
more weight is given to the variance explained by the addition of the predictor variables' interaction and non-linear
terms and the corresponding response surface pattern yielded by the regression equation than the significance of
the specific regression coefficients. The coefficients are instead used to examine the response surface pattern
(Edwards, 1994, 2001), which is a three-dimensional visual representation of the data to aid interpretation. In dis-
cussing our results next, we employ response surface methodology to depict the effects of congruent versus incon-
gruent employee-to-sales growth as a three-dimensional surface and fully describe and interpret of these graphs
(see, e.g., Andrevski & Ferrier, 2019).

Finally, because we are also interested in whether the effects of congruent versus incongruent employee-to-
sales growth are moderated, for example, by industry dynamism, we supplement our polynomial regression equation
with moderator variables following the equation for moderated polynomial regression outlined by Edwards* using
the following regression equation:

TOBIN'S Q; = b + by (CONTROLS) + b; (EMPLOYEE GROWTH),, 4 by (SALES GROWTH),,
+ b3 (EMPLOYEE GROWTH)?,, + b4(EMPLOYEE GROWTH x SALES GROWTH),,
+bs(SALES GROWTH)?,, 4 bsWi; + b7 (EMPLOYEE GROWTH)W; 4 bg (SALES GROWTH)W;;
+ by (EMPLOYEE GROWTH)2W,; + b1o(EMPLOYEE GROWTH x SALES GROWTH) W,
+b11(SALES GROWTH)?W;; +e.
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In this equation, the moderator variable W is multiplied to the component measures and their higher-order terms,

and moderation is tested by assessing the incremental variance explained by the addition of these terms compared
with a model without.

Sales and employee growth were not standardized because for polynomial regression they must be measured on
the same metric scale to facilitate interpretation of the three-dimensional surface plots; otherwise, except for

dummies, all other variables were standardized to ease interpretation (Cohen, Cohen, West, & Aiken, 2003).

4 | RESULTS

Table 2 provides the means, standard deviations, and correlations of the variables used in the analysis.5 The results
of our hypothesis tests are presented in Table 3. Model 1 displays the results of the baseline model. Model 2 includes
the linear form of the employee growth and sales growth variables. The set of non-linear terms (employee growth?,
employee growth x sales growth, and sales growth?) are added in Model 3 to assess congruence versus incongru-
ence between employee and sales growth. Based on a Wald test, the addition of these parameters explained signifi-
cant variance above the linear employee growth and sales growth terms (Wald test ;(2 = 5.66, df = 3, p = .001).

To interpret the estimated regression model in Model 3 and assess whether Hypothesis 1 was supported, we
calculated the response surface analysis parameters in Model 1 in Table 4 and plotted the response surfaces in
Figure 1. These surfaces are based on the slope (a,) and curvature (a,,) of two critical lines in our three-dimensional
graph. The first is Y = X, or the line of congruence, which in Figure 1 runs from the front center corner (C) to the back
corner (D). The shape of the surface along this line indicates whether firm value (Tobin's Q) varies when employee
growth is relatively similar to sales growth. The second line of interest is Y = —X, which in Figure 1 runs from the left
corner (A) to the right corner (B). Moving from left to right along this line, employee growth increases and sales
growth decreases; this line represents the effects of incongruence on firm performance.®

We apply Humberg, Nestler, and Back's (2019) recently developed checklist of four conditions necessary to
detect a congruence effect, which in our case would mean that firm value is maximized when employee and sales
growth are congruent, exhibiting a concave or dome-shaped surface. Because our theory predicts increased firm
value for employee and sales growth congruence, we evaluated the first principal axis, which can be described as the
“ridge” of the surface.” The position of the first principal axis in relation to the line of congruence (Y = X) provides
important information on whether a congruence effect exists. If it differs (e.g., is rotated) from the line of congru-
ence, then congruence is not supported. Condition 1 in support of congruence is that the intercept (p40) of the first
principal axis does not significantly differ from zero. Condition 2 is that the first principal axis's slope (p11) does not
significantly differ from one. If these conditions are both supported, the surface parameters for the line of incongru-
ence (Y = —X) are then evaluated. If a congruence effect occurs, the surface above the line of incongruence must
have an inverted U-shape (i.e., is curved downward along the Y = —X line). Thus, Condition 3 states that the curva-
ture of this line (ay,) is significant and negative, which in our study means that incongruent sales and employee
growth predictor combinations have significantly lower firm performance. Condition 4 is that the slope of this line
(a,) is not significant.

As shown in Model 1 of Table 4, the intercept (p10 = 18.62, p > .05) and slope (p11 = —3.79, p > .05) parameters
for the position of the first principal axis (Conditions 1 and 2) are not significantly different from zero and one, which
support a congruence effect. However, conditions 3 and 4 do not support congruence. The curvature (Condition 3)
of the line of incongruence (a,, = —.063, p = .423) is negative but not significant, and the slope of the line of incon-
gruence (Condition 4; a, = 1.591, p < .001) is significant. These findings indicate that Tobin's Q is maximized when
employee and sales growth are incongruent. However, this does not mean that increasing employee and sales
growth congruently is unrelated to firm value. We find that the slope of the line of congruence as it relates to Tobin's
Q is significant and positive (slope = 1.546, p <.001), and the curvature of this line is negative and significant

(curvature = —.232, p = .004). As can be seen in Figure 1, these findings suggest that when employee growth and
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FIGURE 1 Surface graph of employee growth and sales growth with firm performance

sales growth increase congruently, Tobin's Q increases significantly but is attenuated at high levels of employee
growth and sales growth congruence, which generally supports Hypothesis 1.

To test Hypothesis 2, which proposed that firm performance is higher under employee-dominant versus sales-
dominant growth, one must consider the direction of the slope of the line of incongruence (X = —Y). Because it is
positive and significant, the 1.591 (p < .001) slope (Model 1 in Table 4) indicates that Tobin's Q is significantly higher
when employee growth is greater than sales growth (employee-dominant growth) than vice versa, supporting
Hypothesis 2. Notably, the results from testing H1 and H2 indicate that employee-dominant growth is most strongly
(positively) related to Tobin's Q, and that a congruent growth pattern is more strongly (positively) related to Tobin's
Q than sales-dominant growth.

In Hypotheses 3 and 4, we predicted moderation effects of R&D expenditures and industry dynamism. We
tested for moderation by supplementing our polynomial regression equation with these moderator variables. Specifi-
cally, in separate models, we added R&D expenditures and industry dynamism (W) and the product of W with each
term (EMPLOYEE GROWTH, SALES GROWTH, EMPLOYEE GROWTH?, EMPLOYEE GROWTH * SALES GROWTH, and
SALES GROWTH?) to our equation. Moderation is present if the addition of the set of product terms explains signifi-
cantly more variation in Tobin's Q than the baseline polynomial regression model.

As shown in Table 3, a Wald test of Model 4, which assesses whether the effect of congruence versus incon-
gruence is moderated by R&D expenditures, versus Model 3 was significant (Wald test ;(2 = 3.55, df = 5,
p = .003), indicating that R&D expenditures significantly moderates the employee-to-sales growth pattern effect.
We next analyzed the simple response surface parameters in Table 4 and plotted them at both high (+2 SD;
Figure 2a) and low (-2 SD; Figure 2b) R&D expenditures to interpret the moderating effect. We applied Humberg
et al.'s (2019) checklist of necessary conditions to evaluate whether a true congruence effect exists and did not
find one in either the high or low R&D expenditures conditions (i.e., Tobin's Q is not maximized under employee
and sales growth congruence in either the low or high conditions). We further examine the parameters of the line
of congruence (Y = X) and incongruence (Y = —X) for both conditions to highlight the interaction effect (Models
2 and 3 in Table 4). First, we find that the curvature for the line of incongruence was not significant for either the

low or high R&D expenditures conditions, indicating that the degree of discrepancy between employee growth
and sales growth is unrelated to Tobin's Q. We also find that the positive and significant 2.455 (p = .002) slope for
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FIGURE 2 Surface graph of R&D expenditures (high/low) moderation

the line of incongruence under the high R&D expenditures condition indicates that Tobin's Q is significantly higher
when employee growth is greater than sales growth (employee-dominant growth) than vice versa. While positive,
the 1.028 (p = .217) slope was not significant under the low R&D expenditures condition, which indicates no sig-
nificant different between employee-dominant and sales-dominant growth. Next, parameter estimates for the line
of congruence for high R&D expenditures suggest a positive effect (a, = 3.569, p < .001) of employee and sales
growth congruence on Tobin's Q that is significantly attenuated (a,, = —.953, p = .001) at high levels of congru-
ence. There is no effect of employee and sales growth congruence on Tobin's Q in the low R&D expenditures con-
dition. Figure 2a,b display the differences in the two conditions. In support of Hypothesis 3, we find that
employee-dominant growth is more important to firm value than both congruent and sales-dominant growth when

R&D expenditures is high.
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FIGURE 3 Surface graph of industry dynamism (high/low) moderation

Hypothesis 4 predicted that Tobin's Q will be significantly higher under employee-dominant growth than con-
gruent and sales-dominant growth when industry dynamism is high than when industry dynamism is low. As shown
in Table 3, a Wald test of Model 5, which assesses whether the effect of congruence versus incongruence is moder-
ated by industry dynamisms, versus Model 3 was significant (Wald test 2 = 2.62, df = 5, p = .023), indicating that
industry dynamism significantly moderates the employee-to-sales growth pattern effect.

To interpret the moderating effect of industry dynamism, we analyzed the simple response surface parameters
in Table 4 and plotted them at both high (+2 SD; Figure 3a) and low (—2 SD; Figure 3b) industry dynamism. Addition-
ally, we did not find a true congruence effect in either the high or low industry dynamism conditions based on
Humberg et al.'s (2019) checklist of necessary conditions, which further supports our moderation prediction. An
examination of the parameters of the line of congruence (Y = X) indicates that the effect of increasing levels of
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congruence on Tobin's Q matters more in relatively unstable industry environments than stable ones. As shown in

Table 4, Model 4 (high dynamism) and Model 5 (low dynamism), the slope of the line of congruence (Y = X) as it
relates to Tobin's Q is significant and positive (slope = 3.977, p = .008) but negatively attenuated
(curvature = —.697, p = .028) when industry dynamism is high, whereas when industry dynamism is low, the slope
of the Y = X line is non-significant and negative (slope = —.985, p = .3000) and positively attenuated (curva-
ture = .212, p = .328).

Finally, in support of Hypothesis 4, we find that employee-dominant growth is more important to firm value than
both congruent and sales-dominant growth when industry dynamism is high. In examining the line of incongruence
(Y = —X), we find that the curvature for the line of incongruence was not significant for either the low or high indus-
try dynamism conditions, indicating that the degree of discrepancy between employee growth and sales growth is
unrelated to Tobin's Q. However, the positive and significant 3.622 (p = .016) slope for the line of incongruence
under the high industry dynamism condition indicates that Tobin's Q is significantly higher when employee growth is
greater than sales growth (employee-dominant growth) than vice versa. The —.709 (p = .455) slope was not signifi-
cant under the low industry dynamism condition, which indicates no significant different between employee-
dominant and sales-dominant growth. As indicated by the parameters for the line of congruence (Y = X), we also find
that employee and sales growth congruence is significantly related to Tobin's Q when industry dynamism is high but
not so when low.

5 | ROBUSTNESS AND SUPPLEMENTAL ANALYSIS

We conducted a variety of additional analyses to probe the robustness of our results (complete results for each are
available by request from the first author). First, Tobin's Q is a market-based measure of firm performance, so we
conducted an analysis where we adopted ROA, a common metric for firm profitability, as the dependent variable.
Results from this analysis are largely consistent with our models where Tobin's Q is the DV (see Appendix B). There
are advantages and disadvantages associated with ROA as a DV relative to Tobin's Q. For example, ROA is less likely
to be affected by stock market fluctuations, yet is more likely to be subject to accounting manipulations
(Dushnitsky & Lenox, 2006). The consistency we find across both DVs gives us greater confidence in our results.

In addition to the market-based outcome measure, in supplemental analyses, we also probed other ultimate
measures of firm performance such as firm failure and exit (Josefy et al., 2017). Specifically, we sought to understand
how many of the firms in our analyses delisted within the 5-year performance window. We found some variation in
likelihood of delisting, most notably that delisting rates were highest for firms born shortly before either the burst of
the dot-com bubble or shortly before the Financial Crisis of 2007-2008. We also found acquisitions accounted for
nearly three-fourths of exits, with just over half of these occurring when the firm was already in some degree of
financial distress. These analyses provide some assurance that our year-fixed effects are appropriate and that results
are not unduly influenced by extreme cases.

Third, our observational window includes the dot-com bubble/burst, which could bias our findings (i.e., market
valuation was high during the bubble and low during the bust). Although the results of our adoption of ROA as the
DV provide evidence that the market biases during the bubble/burst are not driving our results because profitability-
based performance metrics are not subject to the hot/cold market issues, we conducted a supplementary analysis
(with Tobin's Q as the DV) where we split the sample into firms who initiated an IPO in “pre” (1996-2000) and
“post” (2001-2006) burst periods.® The results of this analysis (see Appendix C) indicated that, like our primary
model, Tobin's Q is maximized with employee-dominant growth for both the pre- and post-bubble samples. Addi-
tionally, the interactive effects when analyzing the pre-burst sample are like those when analyzing full sample, but
there are subtle differences when examining the post-burst sample. As an example, for high R&D expenditures dur-
ing the post-burst period, none of the parameters for the lines of congruence and incongruence are significant, indi-

cating no effect of congruence or incongruence in this condition. This is different compared with high R&D
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expenditures during the pre-burst period, where there is a positive and attenuated effect of congruence on firm

value and where firm value is also significantly higher under employee-dominant growth.

Finally, we conducted an analysis to minimize year-to-year noise that may arise from year-end cut-offs or eco-
nomic cycles. We conducted a supplemental analysis to approximate patterns of congruent versus incongruent
employee-to-sales growth over time. We created dummy variables indicating a firm's pattern of congruent or incon-
gruent employee-to-sales growth for each firm-year observation and then aggregated this information across time
by calculating the percent of time (years) that each firm had employee-dominant, sales-dominant, or congruent
employee-to-sales growth rates across the firm-years included in the dataset.” For example, if a firm had employee-
dominant growth in 3 of 5 years, the firm had employee-dominant growth 60% of the time. We then categorized the
firms as patterning one of four dominant employee-to-sales growth patterns across the firm-years in our study: pri-
marily sales-dominant, primarily employee-dominant, primarily congruent, and no dominant orientation.’®° We then
examined the degree to which a firm's consistent use of congruent versus incongruent employee-to-sales growth
(as measured by one of the four patterns mentioned above) across time is related to its Tobin's Q (see Appendix D).
We found that primarily employee-dominant firms had the highest firm value. Their firm value was significantly
higher than that of primarily congruent firms (bprimarily employee—dominant vs. primarily congruent = 2.103, p < .01); their firm
value was also marginally higher than primarily sales-dominant firms (Bprimarily employee—dominant vs. primarily
sales—dominant = 1.00, p = .06). These findings add additional support to our prediction that a dominant employee

growth is more beneficial.

6 | DISCUSSION

“We have experienced, and in the future may experience, rapid growth in operations, which has placed,
and could continue to place, a significant strain on our operations, services, internal controls and other
managerial, operational, and financial resources. To effectively manage future expansion, we will need to
maintain our operational and financial systems and managerial controls and procedures, which include ...
customer support ... recruitment, training, supervision, retention and management of our employees ..."—
Blue Nile Inc., 2009 (10-K)

The above quote comes from the annual report of Blue Nile Inc., a firm in our sample that went public in 2004
that had an employee-dominant growth orientation and a relatively high Tobin's Q value in 2009. Their discussion of
the strains of rapid growth, and the need to manage this strain in ways directly related to HR (i.e., customer support
and employee management), illustrate a fundamental tenet of our research: growth is both an opportunity and a
challenge, and exploiting that opportunity (or succumbing to the challenge) will partially depend on how the firm
manages that growth. We argue that, counter to conventional wisdom, “efficient” growth that maximizes revenue
while minimizing employees could ultimately diminish firm value, because—as mentioned in the Blue Nile annual
report above—the strains of growth ultimately require employees to adequately manage the growth process. We
draw on contingency theory to introduce the concept of congruent versus incongruent employee-to-sales growth
and contend that the pace of employee growth relative to sales growth is a strategic choice that can influence firm
value. This proposition is rooted in a tenet of contingency theory—that there is no one “best way” to organize a firm,
as both internal arrangements and external context are important considerations (Van de Ven et al., 2013). We also
proposed that R&D expenditures and industry dynamism moderate the relationship between employee-to-sales
growth patterns and firm value.

We anticipated a congruent growth pattern to be most strongly associated with firm value, but we found that
an employee-dominant growth pattern was more strongly related to firm value than the other patterns. Our results
also indicate that the more “efficient” growth pattern—sales-dominant growth, due to stronger growth in sales rela-

tive to “costly” growth in HR—is in fact the least strongly tied to firm value. A possible explanation for this finding is
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that employee-dominant growth may be able to relieve some of the pressures of high-growth common to firms fol-

lowing an IPO and can provide greater flexibility and adaptability for the unexpected demands that may arise (Certo
et al., 2009). It is also possible that the market is able to efficiently anticipate the value-creating potential of
employee growth (e.g., a firm hires employees in anticipation of a new project, and market participants recognize
potential growth as evidenced with a contemporaneous increase in the value of the firm).2* Fundamentally, our
research indicates that to realize the value-creating potential of sales growth, a sufficient level of employee growth
(roughly equal to or greater than the sales growth) is needed.

We also investigated the moderating effect of R&D expenditures and industry dynamism, which influences the
relationship between employee-to-sales growth pattern and firm value in the anticipated direction. Results are sup-
portive of the notion that a strategy that emphasizes strategic flexibility and allows for responsiveness to
opportunities—whether they are opportunities that the firm generates through its investment in innovation, or those
that arise from a dynamic competitive landscape where tomorrow's opportunities may look different than today's—is
most beneficial. Both moderators indicate the importance of not “missing the boat” when faced with the unique
opportunities afforded by an IPO (Dickson & Giglierano, 1986).

6.1 | Contributions to theory

Our research makes several contributions that advance theory. First, we contribute to contingency theory through
establishing important links with the literature on the multidimensionality of firm growth. As noted by Van de Ven
et al. (2013, p. 421), internal fit is “the internal coherence or interdependence among components of a particular
design configuration ...[internal fit] is achieved by creating complementarities between the internal processes.” Exis-
ting contingency theory research points to the importance of fit or consistency with internal organizational arrange-
ments such as organizational structure and personnel requirements (Doty, Glick, & Huber, 1993; Hollenbeck
et al., 2002). We build on this by taking a recognized principle of the growth literature—that growth is
multidimensional—and propose that the interplay of these different forms of growth can facilitate internal coher-
ence. Our research therefore builds on the concept of internal coherence and applies it to the context of growth.
This is novel to the contingency theory literature, and as our empirical tests indicate, it is a relevant consideration
within the context of firm value.

Second, we also advance contingency theory by providing evidence of the potential value of incongruence to a
firm, at least during certain stages of its lifecycle and within specific contexts. The most value-enhancing alignment
of internal arrangements like growth depends on elements of strategy and environment. Our findings indicate that
high R&D expenditures and high levels of environmental dynamism amplify the importance of employee-dominant
growth. Finding the appropriate mix between different forms of growth has meaningful implications as it relates to
value-creation, but as our results indicate, this mix may necessitate one form of growth outstripping another form
to enhance overall value. Future research may fruitfully add to contingency theory by theorizing when incongru-
ence may offer the most strategic benefit to a firm. For instance, employee-dominant growth may be a form of
aggressive high-risk/high-reward strategy similar to other aggressive actions that a firm may take (Andrevski &
Ferrier, 2019).

Finally, our research also provides additional insight to the importance of strategic HR issues for IPO firms,
which is notable as several scholars have commented on the paucity of studies on strategic HR in growth-phase busi-
nesses compared with studies concentrating on HR in larger organizations (Hayton, 2003; Klaas, Semadeni,
Klimchak, & Ward, 2012; Messersmith & Guthrie, 2010). Essentially, while growing firms may benefit from increasing
economies of scale and scope (see Josefy et al., 2015), incongruent growth would counteract the marginal benefit of
subsequent hiring and thereby affect future performance. Our findings indicate that the rate at which a firm grows
its employee base compared with its revenue base is an important, yet overlooked, part of the conversation about

strategic HR practices in growth firms. Thus, we contribute to the SHRM literature the concept of congruent versus
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incongruent employee-to-sales growth. In addition, while scholars often look at the links between downsizing and

firm performance (e.g., Brauer & Zimmermann, 2019), overall employee growth has received less attention; we
extend this literature by providing theory-based arguments for how decisions regarding hiring affect the firm's ability
to subsequently achieve growth.

6.2 | Implications for practice

Our research has several implications for practice. Though there is no lack of demand on the resources acquired during
an IPO, managers should carefully consider the way they allocate these resources to expand their business. The find-
ings reported here suggest that managers, especially those in firms that invest in R&D and operate in dynamic indus-
tries, should avoid a strong focus on sales growth without also ensuring growth in employees. Such a scenario likely
hampers the firms' ability to pursue unique opportunities following the IPO and may even lead to employee burnout as
the firm may be under-staffed to meet its high sales demands. Instead, post-IPO firms that take a forward-looking per-
spective indicated in the form of employee-dominant growth will have the greatest ability to exploit the unique oppor-
tunities afforded by the IPO event (Hayton, 2003). Most fundamentally, our work indicates that, for IPO firms, a
persistent drive to operate at high levels of efficiency—for example, to drive sales growth without due consideration to

commensurate growth in employee numbers—could reduce a firm's value-creating potential.

6.3 | Limitations and future research

Our results must be considered in light of the limitations of this research. First, the results of our analyses may not
arise due to intentional strategic initiatives. Future research should focus on further investigating the results of our
analysis by interviewing or surveying top management members of the IPO firms concerning the way they plan to or
are growing their firm, and by collecting more fine-grained data that is not readily available from archival sources.
For example, future research could assess managerial perceptions of their businesses' scalability, particularly relative
to other businesses in their industry (i.e., if they believe their business has a different level of scalability than compet-
itors due to leveraging technologies like artificial intelligence, automation, etc.). This perception could influence the
business's employee-to-sales growth pattern, and the alignment of these perceptions with actual growth patterns
could have interesting performance implications.

Second, we are unable to generalize our findings from this IPO context to firms at other stages in their organiza-
tional lifecycle. While we believe that the time of the IPO is particularly appropriate to studying how the nature of
firm growth influences firm value, given the various internal and external pressures that arise during the IPO event,
future research is needed to evaluate the congruence of employee and sales growth in other contexts. We believe
however that our findings may generalize to firms at other threshold stages of their development. Zahra et al. (2009)
state that: “'threshold' firms have an important common characteristic: they are moving from a founder-manager
template to a more diverse and formalized decision-making” (p. 250). Indeed, the tension to be “professional” and
“entrepreneurial” at the same time places pressure to both generate more significant revenue and to be more opera-
tionally efficient. Yet overlooking the importance of employee growth as it relates to sales growth could create the
downstream issues we theorize about in our paper (e.g., employee burnout, short-term orientation, etc.). Thus, we
believe that IPOs are an important context, and that our results could generalize to other threshold firms that face
the kinds of competing pressures we discussed.

Third, scholars have noted the limitations of using microeconometric modeling using panel data to link dynamic
decisions such as employment with firm outcomes because of the manner in which such decisions inherently incor-
porate future expectations (Bond & Van Reenen, 2007). As would be the case with nearly any resource, some of the

benefits of obtaining and deploying human capital may take time to fully manifest. We focused our theorizing about
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signs that a firm's trajectory is likely to overheat or burn out and harm firm value. Scholars may be able to employ
other methods, such as experimental designs, to better uncover the mechanisms of this decision-making process and
advance work to build models of how firms alter and adjust factors of production in the face of uncertainty (Bloom,
Bond, & Van Reenen, 2007).

Finally, future research could examine the extent to which recent technological developments (such as artificial
intelligence) influence the performance implications of employee-to-sales growth. While Al and other technologies
may decrease the need for certain employees, it may increase the need for the “right” HR and their related human

capital resources.

7 | CONCLUSION

We expand on the notion of growth as a strategy and suggest that congruent versus incongruent employee-to-sales
growth can be a strategy with important performance implications. Our analysis suggests that organizations must
consider how they grow their employee base in relation to their revenue. Ironically, while firms often are quick to fire
employees during downturns to cut costs, our results suggest that the employee-dominant growth is a key strategic

action during the IPO phase of an organizational life cycle.
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foreign-based firms, as these firms may face different employment practices and regulations than U.S. firms. Our sam-
ple was reduced further as a result of firms with no reported data in COMPUSTAT and missing information on vari-
ables from the other data sources. Finally, we excluded three firm-year observations that were identified as
multivariate outliers using the blocked adaptive computationally efficient outlier nominators (BACON) algorithm
(Billor, Hadi, & Velleman, 2000) available in STATA. This algorithm is based on the Mahalanobis distance criterion, and
we applied the 15th percentile of the Chi-squared distribution to be used as a threshold to separate outliers from non-
outliers. Upon inspection, these multivariate outliers contained extreme values on one or more of our variables. As fur-
ther investigation of the influence of outliers in our data, we also examined two other model specifications-a more
conservative multivariate approach (i.e, BACON with a 30th percentile applied) and a univariate approach
(i.e., trimming variables at +3 standard deviations above the mean) to handling outliers. The results of these specifica-
tions are presented in Appendix A.
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5 The average year-over-year employee growth rate was 16% while the average sales growth rate was 53%. Employee
growth and sales growth were also significantly correlated (r = .16, p < .001). Furthermore, both growth variables were
significantly related to Tobin's Q (Fempioyee growth = -10, p < .001); Fsales growth = -06, p < .001).

o

One could also state that to the left of point (0, 0) on this line sales growth is greater than employee growth (sales-dominant
growth) and to the right of this point employee growth is greater than sales growth (employee-dominant growth).

~N

If we predicted Tobin's Q to be its lowest at employee and sales growth congruence, or a convex or bowl-shaped surface,
we would be interested in the second principal axis. The first and second principal axes describe the overall positioning
of the surface relative to the X, Y plane.

©

It is important to note here that splitting a sample in this way poses several disadvantages: it decreases the statistical
power of our analyses because our sample size decreases (i.e., Pre-burst Nfims = 927 and Nfirm_year—observations = 3,244;
Post-burst Nfirms = 257 and Neirm_year—observations = 1,000) and direct comparison between the two groups is made more
challenging because the post-burst sample is notably smaller than the pre-burst sample.

0

Because only two cases in our data existed where sales and employee growth rates were exactly equal, we coded congruent
employee-to-sales growth as 1 if the employee growth and sales growth rate difference was between .10 and —.10 and as
0 otherwise for each firm-year observation. Employee-dominant growth was coded as 1 if the difference was greater than .10
and as O otherwise. Sales-dominant growth was coded as 1 if the difference was less than —.10 and as O otherwise.

10 Primarily sales-dominant growth was coded as 1 if a firm had sales-dominant growth more than 50% of the time and

0 otherwise. Primarily employee-dominant growth was coded as 1 if the firm had employee-dominant more than 50% of
the time and O otherwise. Primarily congruent was coded as 1 if the firm utilized congruent employee-to-sales growth
more than 50% of the time and O otherwise. Finally, no primary orientation was coded as 1 if the firm did not have a
dominant employee-to-sales growth pattern across time and O otherwise. We used firms with a full 5 years of data
(Nfirms = 702) to reliably capture a firm's dominant orientation over time, 37.18% of the 702 firms had primarily sales-
dominant growth more than 50% of the time, 15.67% of the firms had primarily employee-dominant growth more than
50% of the time, 14.10% of the firms had primarily congruent growth more than 50% of the time, and 33.05% of the
firms had no dominant employee-to-sales growth pattern.

11 We would like to thank an anonymous review for this insight.
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