v Acudemy of Management Journal
2006 Yot 42, Ne 4 715-760

HUMAN RESOURCE STRATEGY AND CAREER
MOBILITY IN PROFESSIONAL SERVICE FIRMS:
A TEST OF AN OPTIONS-BASED MODEL

STANLEY B. MALOS
San José State University

MICHAEL A. CAMPION
Purdue University

This study provides a partial test of our options-based model of career mobility in
professional service firms (Malos & Campion, 1995). After clustering a sample of 117
high-grossing U.S. law firms into twe configurations suggested by stralegic options
analysis, we found internally consistent relationships among career mobility practices

and career-related outcomes.

Despite the ongoing growth of professional ser-
vice industries and emergence of the United
States as a service-oriented economy in general
{(Maister. 1993}, professional service firms remain
an underresearched organizational form. In par-
ticular, the up-or-out promotional system, which
continues to prevail in professional service firms
engaged in law, accounting, consulting, and other
fields. persists as a career phenomenon about
which little is known (O'Flaherty & Siow, 1992).
Recent research in the professional service firm
context has examined early resignation (Robson,
Wholey, & Barefield. 1996), perceived advance-
ment opportunity (Wallace, 1995), and firm hu-
man capital structure (Sherer, 1995). However,
no empirical research has explored overall rela-
tionships in these firms among indicators of
human rescurce (HR) strategy such as starling
salaries, mentoring and career development, pro-
motional practices such as up-or-out rules, and
related mobility phenomena.

In this study. we investigate relationships
among indicators of HR strategy and career mo-
bility practices in professional service firms sug-
gested by the options-based model we developed
in previous research (Malos & Campion, 1995).
We first summarize this theorctical framework
and propose an operational model with indicator
variables for kev constructs. Using a subset of
these indicators, we cluster firms into one of two
configurations of HR practices consistent with a
strategic options approach. Internally consistent
relationships among these variables suggest over-
all support for the model. We also discuss prac-
tical implications for HR and career development
in professional service and other types of firms.
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STRATEGIC OPTIONS THEORY AND CAREER
MOBILITY IN PROFESSIONAL SERVICE FIRMS

In our article on career mobility in professional
service firms (Malos & Campion, 1995), we pointed
out the limited analytic usefulness of previous mo-
bility models from the firm point of view. In par-
ticular, we noted the inability of these theories to
account for up-or-out promotional systems, through
which organizations typically dismiss competent em-
ployees who are at least as productive as their re-
placements. Building on the work of Hurry and his
associates {Hurry, 1994; Hurry & Jackofsky, 1992;
Hurry, Miller. & Bowman, 1992}, we developed an
options-based model in which the hiring of associates
(salaried professional employees} is viewed as an in-
vestment of resources made to acquire options on
associates’ future partnership potential. The firm
then uses training and mentoring, as well as deferred
compensation (the promise of possible partnership),
to hold these options open by bonding associates to
the firmn while their professional development is as-
sessed. Disposition of associate options—that is, their
excrcise (“up”) or their abandonment (“out”)—will
depend on partnership qualifications at the end of the
apprenticeship period. which firms typically refer to
as the “partnership track.”

Although most large professional service firms
hire associates regularly. thev may differ in their
hiring emphases and related career mobility prac-
tices (starting salaries, mentoring and career devel-
opment, length of apprenticeship, promotional op-
portunities, and strictness of up-or-out rules). A
firm “will choose a competitive strategy based on
decisicnmakers’ perceptions of which options are
most valuable given its unique configuration of in-
ternal resources and external opportunities” (Hurry,
1994: 231). The process can be analogized to a make-
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or-buy decision. For example. firms whose partners
are competent in training and mentoring may seek to
compete by “making” their own partners and will
thus emphasize associates’ option value, or long-tenm
partnership potential. Such firms would be expected
to attract and select associates interested in and ame-
nable to long-term development and to invest in pro-
viding large amounts of mentoring. challenging work
opportunities, and overall support to hold associate
options open while deciding whether to exercise
or abandon them. Conversely, firms whose partners
are more competent in “rainmaking” or that have
achieved ongoing demand for services {from long-time
clients mav seck to compete by “buying” partners if
and when a particelar expertise is needed (for in-
stance, addition of & new practice area required by
existing clients}, and thev may emphasize associates’
project value, or short-terin productive capacity.
Such firms may see less need to dilute pro rata capital
shares by adding new partners via regular promo-
tions, and they may attract and select associates pri-
marily for their willingness and abiiity to handle rou-
tine work assignments with minimal supervisicn.

This overview provides the basis for an opera-
tional model linking prior indicators of HR strategy
with career mobility prectices and related out-
comes in professional service firms. Aithough the
starting point is arbitrary for & going concern, and
the precise nature of the causal relationships
among particular variables is not addressed. Figure
1 shows how selected measures for which data are
availabie might correspond to the constructs in our
conceptual model.

INTERNAL CONSISTENCY AMONG
INDICATORS OF OPTIONS-BASED STRATEGY

The extent t¢ which professional service firms
engage in comprehensive strategic pianning bas re-
mained somewhat uncicar {Buller, Beck-Dudley. &
McEvay, 1990). However, it is well known that
large law firms set target ratios of associates per
partner {leverage ratios) and target levels of billable
hours that are clesely monitored because of their
implications for financial performance (Sherer,
1995: Wholev, 1985). These strategic indicators in-
vestigated in prior research reflect the extent to
which partners’ ciient-getting abilitv can be lever-
aged by having salaried associates do a larger share
of routine Jegal work {Galanter & Palay, 1991: Gil-
son & Mnookin, 1989}, Although these indicators
are important, we believe that everall HR strategies
in professional service firms are more richly re-
flected by internaily consistent bundles of career
mobility practices. including hiring. bonding and
development, apprenticeship, frequency of premo-

tion, and up-or-out rules, whose relative levels are
logically related and mutualiy reinforcing. Because
the limited research in this area has tocused almost
exclusively on leverage ratios and billable hours,
we used options analysis to conceptually relate
these indicators to career mobility practices in pro-
fessional service firms. We then explored in more
detail the logical correspondence among hiring,
bonding and development, apprenticeship and pro-
motiona! practices, and career-related outcomes
suggested by this approach.

Prior HR Strategy Indicators and Hiring and
Promotional Practices

Options-based firms are those that invest in as-
sociates’ future partnership potential. Such firms
are expected to have iower leverage ratios. because
promoting an associate both reduces the numerator
(number of associates} and increases the denomi-
nator {number of partners} of the ratio. These firms
should be able to offer lower starting salaries, be-
cause they offer greater chances for future promo-
ticn to partner status. This emphasis on the present
value of expected possibie promotion represents a
deferred compensation component consistent with
the future orientation of cptions-based firms. In
other words, promotion to partnorship denctes
joint ownership status and a claim w0 firm assets.
Though deferred and uncertain, partner status pro-
vides the opportunity for compensation far in ex-
cess of that recoived by salaried empioyees. Mean-
while, associates are paid culy a portion of the
revenues generated by their labor, and the differ-
ence is retained as surplus by the firm (Wholey.
1985}, i an associate develops into “partner mate-
rial.” part of this sum is returned as a residual share
of firm profits (Lazear, 1390; Main. 1990},

Converselv, associates in project-based firms.
which achieve and maintain higher [everage ra-
tios by promoting fewer associates, would be ex-
pected to have accepted these positioms only it
they were paid more at the cutset {Sherer. 1995}
Such associates might also be expected to bill
more hours to account for their higher salaries,
thus affording the firms the benefity of both in-
creased revenues and fewer partmers among
whorm residual profits must be divided. The firms
would be expected to retain as rents a substantial
portion of the extra revenues generated by these
additional billable hours {for general accounts of
compensation and promotion sysiems in profes-
sional service firms, see Carr and Matthewson
{1090} and Gilson and Mnookin {15841},

Similarlv, project-based firms mayv have less
strict up-or-out practices and may retain a number
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of nonpromoted associates (Galanter & Palay, 1991;
Siow, 1994)}. Such a firm is primarily interested in
an associate’s billable work product and might well
aliow him or her to remain with the firm indefi-
nitely even if the associate does not make partner.
Particularly where associates do routine or special-
ized work arnd do not interact much with clients,
the knowledge and experience of permanent asso-
ciates may be useful to a firm, but not useful
encugh to justify their promotion (Wholey, 1985},
Associates in firms with less strict up-or-out rules
may thus receive higher salaries, perhaps owing to
their greater experience and lower need for super-
vision, or perhaps cf necessity, because extra com-
pensation is not deferred pending possible promo-
tion.

Hiring, Bonding and Development,
Apprenticeship, and Promotional Practices

Options theory also helps to paint a picture of
internally consistent relationships among career
mobility practices that add to prior indicators in
describing strategic HR systems in professional ser-
vice firms. For example. another reascn that asso-
ciates' early salaries could be lower in firms that
tend to promote is that such firms would be ex-
pected to offer more mentoring, developmental
work experience, and overall support than more
highlv leveraged project-based firms, in which
there are more associates for each partner to super-
vise. Starting salary, training and development, and
the expected value of future possible promotion
thus may all be thought of as components of a
firm’s long-term incentive and reward system. In
options-based firms, lower starting salaries are
offset by mentoring, development, promotional
opportunities, and overall support (Gilson &
Mnookin, 1989: Malos, 1996). For these reasons, we
consider hiring, bonding. and promoticnal prac-
tices to be the key indicators that distinguish op-
tions- from project-based firms.

In addition to offsetting lower starting salaries,
developmental and promotional opportunities in
options-based firms serve as bonding and incentive
mechanisms in their own right {(Siow, 1994). Devel-
opmental opportunities {such as training, mentor-
ing. and challenging work assignments] provide
incentives for associates in less leveraged, more
options-based settings to remain with their firms
while their professional acumen increases, as does
their corresponding ability to make partner (Gilson
& Mnockin, 1989). The guidance, feedback, and
knowledge about partnership that come with
higher levels of mentoring provide a vehicle for

developing firm-specific human capital such as

knowledge of firm practice specialties. relation-
ships with partners or clients, and shared firm rep-
utation (Carr & Mathewson, 1990: Wholev. 1985}
The nontransferrable nature of such capital pro-
vides constraints on leaving the firm to whick it is
specific {Gilson & Mnockin. 1989; Sicw, 1994}, re-
ducing the odds that associates will depart prior to
partnership consideration. This commitmen: to de-
veloping human capital aiso keeps leverage ratios
iow, because each partner can devote only so much
time to mentoring activities.

As for apprenticeship practices. project-based
firms that seek to promote less would be expected
to establish longer partnership tracks. It makes
sense to expect such professicnal service firms.
which offer associates more money to start with. te
require longer periods of service in which associ-
ates will “pay their dues™ and accumulate adequate
“buy-ins” to claim their shares of firm assets if and
when they are promoted. Such firms would be ex-
pected to aliow more variability in their partner-
ship tracks. because they have an incentive tc con-
tinue to employ associates beyond expiration of a
minimum apprenticeship period. These firms are
less concerned with clearing the partnership pipe-
line for new hires with more promotion potential.
Here. variability in the time until an associale is
considered for partner allows not only a further
return on long-time (potentially permanent} associ-
ates, but alsc a profitable extension of the time
during which possible late bloomers can make part-
ner {or leave if they do not}. The converse would be
true for options-based firms. Because such firms
give their associates substantial resources with
which to develop into partners (by offering higher
levels of mentcring, developmental work experi-
ence, and overall support}, they would be expected
to expedite their partnership tracks. Limiting vari-
ability in partnership tracks also helps maintain the
efficacy of firms’ career development systems. fa-
cilitates giving resources to associates with the
most promotion potential, allows dismissal of as-
sociates who do not make partner, and makes way
for developing new associates who have the poten-
tial to do so.

Furthermore, recipients of mentoring and devel-
opmental work experience in options-based firms
should be more likely to be promoted, owing to the
greater opportunity to achieve positive relation-
ships with mentoring partners and the professional
skills needed to fulfill a partner role. Options-based
professional service firms whose strategies empha-
size making new partners would alse be expected
to terminate associates who, despite receiving de-
velopmental resources, dc not appear to have part-
ner gualifications. By maintainitg stricter up-or-
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out rules, a firm can bring successful associates into
the partrership and capitalize on its investments in
training and development (Koch & McGrath, 1996),
while dismissing others to make way for poten-
tially promotable (and less costly) new hires. Cor-
respondingly shorter, less variable partnership
tracks should also provide more condensed, inten-
sified apprenticeship experiences for associates,
suggesting both higher percentages of promatable
associates and stricter up-or-out treatment {less tol-
erance of failure) for those who remain unpromot-
able.

Career Mobility Practices and Related Bonding
Effectiveness Outcomes

All of these career mobility practices would be
expected to correspond with career-related bond-
ing effectivencss outcomes. For example, less men-
toring and more Jengthy partnership tracks, as well
as the more generic human capital gained from
routine work assignments, will likely correspond
with lower intentions to stay and higher turnover.
Longer delays until possible partnership reduce the
expected present value of the potential deferred
compensation to be received upon admission to
partner status. The same will be true for partner-
ship track variability; firms that do not consider
associates for promotion directly upon expiration
of an explicit partnership track may be seen as
failing to reward associates who deserve to be pro-
moted (Gilson & Mnookin, 1989), further reducing
the incentive value of staving with them. Con-
versely. options-based firms’ history of mentoring,
developing firm-specific human capital, and pro-
moting a high percentage of associates implies that
current associates have similar chances, increa%ing
intentions to stay and lowering turnover prior to
possible partnershxp and recovery of retained sur-
plus. The same is true for stricter up-or-out rules;
like explicit partnership tracks, such rules repre-
sent a fairness guarantee against the “moral hazard”
that a firm could exploit indefinitely as associates
those who are in fact partner material (Gilson &
Mnookin, 1989).

Hyvpothesis 1a. Professional service firms like
law firms will exhibii options- or project-based
strategies based on relationships among indi-
cators of hiring, bonding and development.
and promotional practices; specifically, op-
tions-based firms will have lower slarting sal-
aries hut h1ghﬂ" levels of mentoring, develop-
ment, and cverall support. higher promotion
percentages. and stricter up-or-out rules than
project-based firms.

~J
o
W

Hypothesis 1b. Options-based firms will tend
o be smaller and will have Jower leverage ra-
tios, lower target billable hours, higher expec-
tations for future partnership, shorter and less
variable partnership tracks, higher intentions
to stay, and lower turnover than project-based
firms.

METHODS
Data Collection

In order to be able to use objective indicators of
career mobility constructs to the greatest extent
possible, we obtained data from three archival
scurces. Data on hiring, apprenticeship, and pro-
motional practices were obtained from the Direc-
tory of Legal Employers, published annually by the
National Association for Law Placement (NALP);
data on mentoring. career development, and sup-
port were obtained from the American Lawyer
Midlevel Associates Survey (ALMAS]); and data on
financial performance were obtained from the
American Lawyer Am Law 100, a summary of in-
formation on the 100 highest-grossing U.S. law
firms in major metropolitan areas. Use of multiple
archival sources also reduced the potential for com-
mon method variance and retrospective biases,
which might have been of more concern were all
data from perceptual sources, such as the opinions
or recoilections of managing partners.

National Association for Law Placement. The
NALP was organized to promote the timely ex-
change of recruitment information among law
schools, employee candidates, and employers in
the legal profession. Employers provide standard-
ized information about firm size, demographics,
past promotions, and typical time to partnership.
Participants’ mandate for full and accurate disclo-
sure and the relatively objective nature of the in-
formation reduced the potential impact of reporting
biases. Data from 1986 to 1992 proved usable; dif-
ferences in reporting conventions before and after
those years precluded the data’s use in calculating
historical promotion percentages and the strictness
of up-or-cut rules.

American Lawyer Midlevel Associates Survey.
The American Lawyer has investigated perceptions
of third- and fourth-year associates regarding train-
ing, professional development, and related matters
biennially since 1986. Questionnaires sent to the
country’s largest law firms ask associates to report
on how interesting their work is and on their hours
billed, client contact. feedback from partners.
knowledge about partnership, training and guid-
ance, intentions to stay, and other matters. Each
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survey reports aggregated data for firms from which
responses are received from at least half the eligible
associates, or from which at least ten responses are
received. Response rates of 47-50 percent have
been typical. Although these data were not avail-
able at an individual level. they appear to have
been carefully collected on behalf of a respected
professicnal publication and to assess a large num-
ber of relevant items, represent & large sample, and
permit examination of reliability over time. The
data alsc make conceptual sense at the aggregate
level, demonstrating, for example, the amount of
mentoring a firm does overall, rather than the
amount with respect to a particular partner or as-
sociate, and the data show reliable between-firms
differences, supporting aggregation (e.g., James,
1992). Surveyvs from 1986 through 1994 were used.

Am Law 106. The Am Law 100 provided usable
information for the years 1890, 1992, and 1994 on
revenues per lawver and profits per partner, as well
as a relative profitability index (the ratic of profits per
partner to revenues per lawyer) for America’s 100
highest-grossing firms in those years. The index pro-
vides a measure of effectiveness in using associates to
generate profits for a firm’s owners and accounts in
part for the impact of firm size and market factors,
such as the higher billing rates in areas like New York
City, on raw revernue and profit figures.

Sample

We investigated 117 of the largest, highest-gross-
ing firms in the United States (names and locations
are available upon request). Firms were chosen for
geographic dispersion and completeness of data.
Because the Am Law 100 selects firms in part on
the basis of gross revenues. which tend to be higher
in large cities, the sample decreased to 78 for finan-
cial performance analyses.

We acknowledge that this semple was one of
convenience. In addition, although collected over a
substantial period of time. the data were still cross-
sectional and could support no inferences regard-
ing causal relationships. Further, although the sam-
ple was nationwide, it was biased toward large
firms in major metropclitan arcas. However, larger
firms have a substantial influence cn the practice of
law in the United States {Wholey. 1985}, and they
hold an increasing share of the industry’s market
(Curran & Carson, 1991}, factors that support the
study’s relevance. Furthermore, these firms are the
ones that tend to recruit regularly encugh to partic-
ipate in the NALP survey. thus facilitating a mean-
ingful examination of their career practices and
emergent HR strategies. Finaily, use of this sample
allowed us to control for market factors that may

cause large firms in the same city to maintain sim-
ilar hiring strategies {for instance, with respect to
starting salaries} in order io compete locally for
new associates. Although svstemic differences in
HR and career practices ecross markets may he of
interest in their own right, we focused on differ-
ences across firms within the same market to aveoid
overstating our results.

Measures

Each NALP survev contains promotion and related
mobility statistics (for instance, the number of indi-
riduals hired and the number considered for partner-
ship} for the five previous entering classes {graduat-
ing law school classes that had entered the workforce)
whose members’ tenure had permitted their consid-
eration for partnership by the time the survey was
completed. Using this information, we calculated
promotion perceniage ag a ratio of the number of
promoted associates to the number originally hired
into each entering class. Up-or-out strictness was cal-
culated as the ratio of the number of nonpromoted
associates leaving a firm to the number of associates
actually considered for partnership in each entering
ciass. Partnership track length, average starting sal-
ary, and firm size (number of attorneys} were deter-
mined directly from the data. Partnership track vari-
ability (variation in the time until consideration for
promotion to partner} was caiculated as the ratic of
the track’s range to its lower bound.

ALMAS listings provided perceptual measures of
associates’ work-related experiences in their firms.
Responses were provided on anchored Likert-type
scales of 1 to 5 and aggregated within-firm prior to
publication. We excluded items worded inconsis-
tently across surveys or not collected in at least four
of the five survey years. A total of 14 items (available
upen request) were suitable for subsequent analyses.
Am Law 100 listings provided the financial perfor-
mance measures {revenues per lawyer, profits per
partner, and the profitability index). The relative ex-
pecied value of partnership was estimated as a firm’s
average profits per partner, multiplied (discounted}
by the historical chances of making partner, divided
by the partnership track {longer tracks reduce the
present value of future partnership).

RESULTS

Reliabitities, Scale Development, and Simple
Statistics

Reliabilities across years of mean values for the
ALMAS items, based on one-way analyses of vari-
ance {ANQOVAs), where the factor was the firm and
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variance due to ycars was in the error term, ranged
from .61 to .92 and averaged .79. Because the re-
sults indicated good reliability of between-firms
differences relative to across-years differences, we
considered aggregation across years to be appropri-
ate.

The items were intercorrelated, so we reduced
them to scales using exploratory factor analysis.
Three items that were interpretable as stand-alone
measures (relative compensation, intentions to
stay. and target billable hours} were excluded from
the factor analysis. The remaining 11 items were
submitted to principal components analysis with
oblique rotation, which vielded a three-factor solu-
tion based on the number of eigenvalues greater
than 1.0 and a scree plot. We labeled the resulting
subscales mentoring, developmental work experi-
ence. and office and support services and used
them as indicators of bonding and development
practices {see Figure 1). Internal consistency and
reliabilities across years were high, and correla-
tions among the subscales suggested their relative
independence (Table 1).

Means, standard deviations, and correlations
among the measures are presented in Table 2. Many
of the relationships that would be expected among
the measures for internally consistent firms were
present in the sample at the zero-order level. Men-
toring, developmental work experience, and office
and support services, the bonding and develop-
ment measures, were positively related to one an-
other and to intentions to stay, negatively related to
turnover (except for office and support services).

Malos and Campion

and negatively related to starting salary. As would
be expected, intentions to stay and turnover, the
two bonding cutcomes, were negatively correlated,
and the expected value of partnership was posi-
tively related tu intentions to stay and negatively
related to turnover. Starting salary and the ex-
pected value of partnership were not significantly
related, nor were partnership track length and vari-
ability, but partnership track length was negatively
related tc promotion percentage and up-or-cut
strictness, as expected. Historical promotion per-
centage and up-or-out strictness, the two premo-
tional practices examined, exhibited a moderate,
positive correlation, and both were positively re-
lated to intentions to stay and negatively related to
turnover. The leverage ratio exhibited a strong, pos-
itive correlation with firm size, as well as a negative
relationship with intentions te stay and a positive
relationship with turnover. Firm size and target
billable hours were positively correlated, and pos-
itively related to financial performance. As in prior
research (e.g., Sherer, 1995: Wholey, 1985}, the le-
verage ratio was positively correlated with all three
financial performance measures.

Approach to Multivariate Analyses

Drawing on strategic options theory, we hypoth-
esized that internally consistent differences in lev-
els of key indicators of career mobility practices
could be used to classify firms as relatively options-
or project-based in their exhibited 1IR strategies.
We therefore used the principal hiring, bonding

TABLE 1
Results of Principal Components Analysis®

Correlation with Subscale

Factor and Subscale Factor Loadings Internal Consistency 2 3
1. Mentoring .88 4THF .28%*
Feedback from partners .96 -.15 -.14
Knowledge about partuership 75 24 -.12
Treatment by partners 73 -.01 .31
Training and guidauce .67 .01 32
How interesting work was .55 .09 41
2. Developmental work experience .81 TR
Peal-making responsibility -.32 .89 14
Client contact 13 .75 .08
Kole i client matters .36 .67 —.04
Appearances before a judge 29 .65 -.24
3. Gfhice and support services .87
Office space - .07 .01 .91
Support services .10 —.02 .89

? Obligue rotsion was used. Bold numbers are significant loadings. Internal consistencies are based on coefficient alpha. n = 117

*rp < 01
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and development, and promotional practices mea-
sures (starting salary, mentoring, devclopmental
work experience, office and support services, pro-
motion percentage, and up-or-out strictness) to
cluster the sample into two groups (the expected
value of partnership was omitted from the cluster-
ing procedure because of its algebraic redundancy
with other variables and the small number of firms
for which this measure was available). We expected
that one group would represent relatively options-
based firms and that the other would represent
project-hased firms. We also noted that “in the ab-
sence of statistical tests for the ‘right’ number of
clusters, [cluster analysis results] must be judged
primarily on their usefulness in predicting out-
comes of variables not used in the clustering pro-
cedure” {Arthur, 1994: 667). We were thus pre-
pared to infer support for options analysis only if
significant mean differences occurred in the ex-
pected directions both for the clustering and the
cther {validation} variables.

Because the continuous measures used to cluster
were from a sample of fairly similar firms {partic-
ularly when standardized by city), the data might
not have been amenable to replication based on a
well-separated cluster structure. We therefore used
the k-means algorithm (MacQueen, 1967}, which
has been shown to effectively recover poorly sepa-
rated clusters in artificial data sets of 100 or more
observations (Milligan & Cooper. 1985; Pollard,
1981).

Results of Multivariate Analyses

We clustered firms after standardizing the data
by city in order to obtain a more conservative pic-
ture of the firms’ options or project character com-
pared with other firms in their own markets. This
procedure yielded a two-cluster solution with 53
options firms and 64 project firms. The viability of
this solution was supported by significant mean
differences across clusters on the clustering vari-
ables and by linear discriminant function analysis,
in which an optimal linear combination of the clus-
tering variables achieved an overall correct classi-
{ication rate of 97 percent (98 percent for the op-
tions firms and 95 percent for the project firms). In
acdition. canonical discriminant function analysis
on the clustering variables, with cluster member-
ship as the class variable, yielded a highly signifi-
cant canonical correlation of .80.

Table 3 shows the mean differences between
clusters on all variables, with the clustering vari-
ables shown first and the validation variables
shown second. Because each measure was stan-
dardized by city to a standard normal distribution,

cluster mean values represent the number of stan-
dard deviations from within-market group means
(set to zero). As would be expected, significant
mean differences occurred in the predicted direc-
tions for all six of the variables used to cluster.
Most importantly, seven of the eight remaining
variables for which differences were predicted (all
but hillable hours) exhibited significant mean dif-
ferences in the expected directions. The clustering
procedure thus yielded two distinct groups of firms
that clearly resembled either options- or project-
based firms, providing strong support for Hypoth-
esis 1a.

As aiso predicted, firms in the group that aver-
aged significantly lower starting salaries but had
higher levels of mentoring, development, and over-
all support, higher promotion percentages, and
stricter up-ar-out rules—the options-based firms—
were also smaller than the other (project-based)
firms, and they had lower leverage ratios, higher
expected partnership values, shorter and less vari-
able partnership tracks, higher intentions te stay,
and lower turnover than the project-based firms.
These results provide strong support for Hypothe-
sis 1b; again, only billable hours did not vary sig-
nificantly across clusters.

DISCUSSION

In this study, we found support for the overall
viability of our options-based model of career mo-
bility in professional service firms (Malos & Cam-
pion. 1995}, Although most firms are probably hy-
brids that appear somewhere along an options/
project continuum, the categorical classification
achieved by clustering these finns creates a clear
picture of firms that can be considered relatively
options- or project-based in their exhibited strate-
gies. That such firms do appear to emerge with one
of the two strategic bundles of HR and career mo-
bility practices suggested by options analysis is an
interesting finding in and of itself, particularly
when the relative homogeneity of this sample of
large, high-grossing firms is considered. These re-
sults suggest the possibility that the internal con-
sistency exhibited by these highly successful pro-
fessional service firms could be used as a
diagnostic to group personnel practices into one of
the desired strategic bundles suggested bv options
analysis.

Notwithstanding this general support for options
analysis overall, the study of course has limita-
tions. First, there are potential limitations in the
data. For example, although most NALP informa-
tion appears relatively objective, this may not be
the case for all variables. Promotion statistics for
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TABLE 3
Results of Cluster Analysis®

Options-Based Firms Project-Based Firms

Variable Mean s.d. Mean s.d. t

Clustering variables

Starting saiarv —-(.46 0.95 0.38 0.88 —4.G4*"
Mentoring 0.63 1.01 0.52 0.61 7.307%
Developmental work experience 0.68 0.88 —0.56 9.70 8.25%*
Officc and support services 0.22 0.96 0.18 0.99 Z1ivx

Promotion percentage 0.61 1.05 —.48 3.64 6.39%”
Up-or-out strictness 0.48 0.72 —0.40 1063 5.37*%

Validation variables

Expected value of partnership 0.45 1.43 —-0.19 0.67 2,07
Partnership track length -0.31 1.01 0.26 0.42 —3.17**
Partnership track variability —0.22 8.92 0.18 1.03 —z.22*
Intentions to stay 0.55 1.06 —06.46 0.66 6.03%*
Turncver - 0.47 0.83 0.36 0.89 477
Firm size 0.25 0.68 0.21 0.98 2.56%*
Leverage ratic —0.41 0.94 0.34 0.92 —4.38%*
Billable hours 0.01 0.97 —0.01 .03 6.13
Revenues per lawyer 0.08 1.27 —=0.64 .85 .45
Profits per partner ~0 05 1.24 0.02 .88 -0.28
Relative profitability index -0.13 1.12 0.06 G.94 0.79

a Clusters are based on data standardized by city: cluster means represent standerd deviations from within-city group means. For most
vanables. options-based firms, n = 53. project-based firms, n = 64; »'s differ for these variabies. promotior percentage, billable hours. and
turnover {49, 63): up-or-out strictness {52. 63); and expected value of partnership, revenues per lawver, profits per partner. and relative
profitability {25. 53).

*p<<.05
»xp < 01

One-tailed teste.

past entering classes may not always be easy to
cbtain owing to the passage of time or the difficulty
of classifying lateral transfers or former judicial
clerks into a particular entering class. Firm repre-
sentatives may alsc provide figures that are ac-
cepted in good faith as typical of a firm {and per-
ceived as acceptable to potentiai new associates)
but that may be less accurate than a systematic
accounting cver time. In addition, our data do not
disclose whether nonpromoted associates who
leave do so because they are explicitly asked to or
implicitly expected to, nor do the data indicate
whether they could have stayed (perhaps as perma-
nent associates) but chose to seek opportunities
elsewhere. Further, a few of the zero-order relation-
ships could have been inflated by common method
variance (for instance, the mentoring, developmen-
tal work experience. and intention to stay meastres
were all obtained from ALMAS surveys}, although
this problem would seem limited because most of
the measures came from different sources or were
derived from highly objective data. Finally. the op-
crationa! model developed in this study represents
a relatively small subset of indicators for which we
had data and that may arguably relate to more than

N o L ek SN

one conceptual viewpoint. For example. our men-
toring composite includes items that assess associ-
ates’ knowledge regerding partncrship, feedback
from partners, treatment by partners, and so on
(Table 1). It is thus reasonabie to speculate that the
bundles of HR and career mobility practices sug-
gested by our options-based model evelve and per-
sist over time in the form of elements of firm rep-
utation or culture, as partners and associates with
similar values, personalities, and practice styles
self-select in and out of the two types of firms and
waord gets around through recruiting media within
iocal markets. However, aithough consistent with
an options framework, this analveis does not rule
out alternative theoretical perspectives {e.g., Judge
& Cable. 1997; Schneider, 1987). Comparing other
models and examining relational causaiity remain
projects for further research.

Practical Implications for Firm Mobility
Strategies and Associate Career Development

The resuits of this study suggest that there are
differing, internally consistent HR and career mo-
bility strategies in professional service firms that

F YT T N 1
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may be equally effective, depending on a firm’s
market and desired cutcomes {Doty, Glick, & Hu-
ber, 1993). For example, it appears that firms that
prefer to focus greater attention on treating their
professional emplovees developmentally and
sapportively from an organizational culture or
quality-of-life point of view can still manage to
succeed financially. In addition, rather than lim-
iting strategic planning to targeting and monitor-
ing leverage ratios and biliabie hours, as prior
research suggests mav have been the case in the
past. professional service firms might consider
that effective configurations tend to take shape in
the form of patterns or bundles of career mobility,
career development, and related human rescurce
practices. In essence. such configurations. which
are consistent with the practices of these highly
successful firms, represent strategics that organi-
zations can proactively adopt.

Specificallv, we suggest that firms can use
these resuits to match their HR strategies with the
strengths, weaknesses. and preferences of firm
partners with respect to managing, coaching,
mentoring, rainmaking, leveraging, or firm growth
(e.g., Wright, Smart. & McMahan, 1995). Even
among this reiatively homogencous sample of
high-grossing, highly profitable firms, for the 25
options firms (and only those firms) for which we
had financial performance data, mentoring and
overall support were positively related (all p <
.01) to both revenues per lawyer {r = .65, men-
toring, and r = .55, overall support) and profits
per partner (r — .45 and .50). For the 53 project
firms for whichk we had such data. firm size was
positively related to the same two financial per-
formance measures (r = .55, revenues per lawyer,
and r = .33, profits per partner}. These findings
suggest that once a firm's managers know what
form the firm has—or what form they want it to
have—thev can reasonably anticipate whether
greater investments in mentoring or growth will
be associated with desired outcomes. Under-
standing such facters may help the firm achieve a
better correspondence among the skills of its
partners, the associates it hires, and the effective-
ness criteria it values most.
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