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Abstract

A field experiment was carried out to find out if Singaporean employees would react positively to 
the use of  pay-for-performance.  118  employees from the experimental  group and another 123 
employees  from  the  control  group  responded  to  the  study.  The  results  showed  that  pay-for 
performance  affected  the  employees’  satisfaction  with  their  pay  and  the  organisation,  while 
satisfaction  with  superior  received  weak  support  and  satisfaction  promotion  and  overall  job 
satisfaction  was  not  affected.  Implications  were  drawn  for  human  resource  management 
practitioners.

Introduction

Individual  work  performance  in  work  organisations  is  usually  related  to  exchanges  where  motivational 
inducements are given in return for employee productivity (Schuler, 1998; Cascio, 1998). In this regard, the use of 
financial  inducements  has  featured  prominently  on  both  the  agendas  of  human  resource  researchers  and 
practitioners  (Lawler,  1984;  Farnham,  1993).  Research  on  four  primary  types  of  performance  inducements  – 
incentive  payment,  goal  setting,  job  enrichment,  and  participation  –  found that  incentive  payment  offers  the 
greatest productive benefit (Locke, Feren, McCaleb, Shaw & Denny, 1980). More recent research supports the role 
of  incentives  in  raising  productivity  (Banker  et.  al.,  1996;  Kaufman,  1992).  Correspondingly,  performance-
contingent payment is often advocated as a means of inducing higher productivity (e.g., Fein, 1976; Lawler, 1971, 
1981).  However,  there  is  also  evidence  that  individual  incentive  plans  can  have  unintended  and  negative 
consequences such as, the neglect of job aspects not covered in performance goals, reporting of invalid data on 
performance, and negative social sanctions for high performers (Lawler,  1973), and the encouragement of self-
interest instead of organisational commitment (Beer, 1993).

Kohn (1993) has challenged the basis of the theory that employees at all levels can be motivated to perform better 
by  some type of  reward or incentive  programme, arguing instead that  people  who expect  external  reward for 
performance do not perform as well as those who perform with no expectation of such reward. Beer (1993) argued 
that, at best, pay-for-performance program has a half-life of five years, after which companies usually toss it out. 
And Kohn (1993) mentioned that extrinsic rewards have never been shown to lead to long term improvement in the 
quality of performance.

Apart from this concern among some corners of the academia, which shows that the debate on the efficacy of 
money as a work motivator is far from being dead, it has also been noted that few systematic studies have examined 
the  effects  of  merit  pay  on  employee  job  attitudes  (Schay,  1988).  And,  there  has  been  little  evidence  of  a 
relationship between performance-pay schemes and job satisfaction (Wood, 1993).

This study seeks to address this dearth through an experimental evaluation of the impact of an incentive scheme on 
various facets of job satisfaction. Through a longitudinal study of employees’ job satisfaction, before and after the 
implementation of an incentive scheme, it explores the effect of an incentive pay scheme on the job satisfaction of a 
group of employees in a large firm in the telecommunication sector.

The motivation to re-examine employee satisfaction as an important dependent variable stemmed from the recent 
suggestion that it is a crucial factor for organisational success in the service sector. In what has been termed as the 
“service  profit  chain,”  Heskett  et.  al.  (1994)  pointed  out  that  “profit  and  growth  are  primarily  stimulated  by 
customer loyalty. Loyalty is a direct result of customer satisfaction. Satisfaction is largely influenced by the value of 
services  provided  to  customers.  Value  is  created  by  satisfied,  loyal,  and  productive  employees.  Employee 
satisfaction in turn results from high quality support services and policies that enable employees to deliver results 
to customers” (p.164). This viewed is shared by Vallario (1997), Osterman (1995) and Taylor (1991) and supported 



by the findings of Lau and May (1998).

Choosing Singapore as the test site is more than a matter of convenience. As Singapore enters the lean economic 
times in the years ahead, more and more companies are turning to monetary incentives as a tool to improve their 
bottom  line  and  increase  productivity.  A  Singapore  National  Employers’  Federation  (SNEF)  1992  survey 
highlighted that 194 (29.4%) of the 660 companies surveyed had some form of performance-related pay scheme; 65 
(15.5%) indicated that they were likely to adopt a performance-related pay scheme within two years.  With the 
economic turmoil that is currently wreaking havoc in the region’s economies, and with the call by local politicians to 
improve competitiveness,  one can envisage more companies turning to some form of performance related pay 
system in order to cut labour cost and increase productivity. However, before this happens, it is important to know 
the reactions of employees to such a pay scheme.

Given the rich body of findings on the relationships between job satisfaction, turnover (Mobley, et al., 1979) and 
absenteeism (Steel & Rentsch, 1995), and performance (Ostroff, 1992; Schofield, 1998), employers would be wise to 
have a clearer picture of the relationship between pay-for-performance scheme and various facets of job satisfaction 
before jumping head long into uncharted territories.

Hence, the testing of this relationship between pay-for-performance and job satisfaction in the Singapore context 
will provide an informed anchor for human resource practitioners to base their reward system on. Compensation 
scholar might be interested to see if people from this part of the world react positively to pay for performance after 
years of relying on pay for seniority.

FRAMEWORK FOR THIS RESEARCH

The framework (Figure 1) aims to capture the effect of an incentive plan across two groups of employees. There is 
evidence that individuals experience greater job satisfaction when they perceive their pay to be based on their 
performance  (Lawler,  1981).  Hence  overall  job  satisfaction  as  well  as  various  important  facets  of  employee 
satisfaction would be critically examined in this research.

Figure 1
Framework for This Research

RESEARCH VARIABLES AND HYPOTHESES

Research has shown that many individuals prefer merit rather than seniority as a basis for pay increase allocations 
(Heneman, 1988, 1990). When pay is tied to performance, it not only motivates performance but also leads to high 
pay  satisfaction  (Lawler,  1971;  Dyer  &  Therlault,  1976).  Miceli  and  Near  (1988)  found  that  effort-reward 
consonance was associated with reactions to salary. Finally, Heneman et al. (1988) found that pay-for-performance 
perceptions  among  hospital  employees  were  related  to  pay  level  satisfaction,  even  after  the  effects  of  salary 
increases, performance ratings, job tenure, job satisfaction, and promotions were controlled. The consistency of 
these findings suggests strongly that pay-for-performance perception contributes to pay level satisfaction. Hence,

Hypothesis 1: Following the implementation of an incentive scheme, employees exposed to pay-for-performance 
scheme should experience a significant increase in their level of pay satisfaction while those in the control group 
will not.



In  relation  to  opportunities  for  promotion,  Herzberg  (1966)  found  that  individual  needs  for  advancement, 
responsibility,  interesting  and challenging work,  security,  vacations  and money were  all  related to  pay system 
preference. Individuals high in the first three needs, referred to as “motivator” needs, were found to favour a pay-
for-performance system more than individuals low in these needs (Beer & Gery, 1970).

Congruent  with  Herzberg’s  (1966)  “motivator”  need  for  advancement,  Lawler  (1981)  argues  that  the  more 
entrepreneurial, achievement-oriented individuals will be more attracted to organisations where rewards are based 
on  competency  and  performance.  It  may  be  deduced  from  this  argument  that  individuals  exposed  to  a 
performance-pay scheme will perceive better opportunities for promotion because competency and performance 
are recognised by the organisation. At the very least, the implied enhanced opportunities for promotion attending 
on good performance, will serve as motivator to individuals exposed to the scheme (Robbins, 1998). The above 
argument supports the proposition:

Hypothesis 2: Employees subject to the incentive pay scheme are likely to experience a significant increase in the 
level of satisfaction with opportunities for promotion compared to those not on the incentive scheme.

There has been considerable debate regarding the impact that supervisory behaviour has on the performance and 
satisfaction of employees (e.g., Salancik & Pfeffer, 1977). From an organisational perspective, supervision is a key 
element  in  all  performance  and  behaviour  management  systems.  Supervisors  are  essential  components  of 
compensation and reward systems, and effective supervisory behaviour is a necessary component in such systems 
to ensure employee performance and satisfaction (Hinkin et al., 1987).

Research from the reinforcement literature generally shows positive reinforcement to be related to subordinates’ 
satisfaction  and  performance.  That  is,  the  more  subordinates  tend  to  see  their  supervisors  as  contingently 
rewarding them, the more satisfied and motivated they will be (Podsakoff & Todor, 1985; Yammarino & Bass, 1990; 
Yukl, Wall, & Lepsinger, 1990). On the other hand, supervisory non-contingent behaviour is not associated with 
either employee satisfaction or performance (Podsakoff & Schriesheim, 1985). Hence, for the present study, it is 
hypothesised that:

Hypothesis 3: employees exposed to the pay-for-performance experiment will  report a significant increase in 
satisfaction with their superior compared with those in the control group.

Employee attitudes toward the company (or organisation) and its policies includes many of those aspects of the 
worker’s  immediate  situation  which  are  a  function  of  organisational  administration  and  policy  (Cross,  1973). 
Winstanly  (1982)  argues  that  for  a  pay-for-performance  concept  to  succeed,  an  important  prerequisite  is  the 
element of trust and belief in management. The presence of trust and belief in management implies the existence of 
valid job evaluation, pre-agreed tasks and standards, accurate performance appraisals, objective trained managers 
and  supervisors,  good  communication  systems,  and  follow-up  research.  Milkovich  and  Wigdor  (1991)  further 
indicate that employees’ confidence and trust in management is one of the factors that influence their motivation to 
perform as well as their assessment of pay-for-performance plans.

As  the  incentive  pay  scheme  gives  employees  the  opportunity  to  earn  more  money,  and  in  turn  better  their 
economic position, we hypothesize that:

Hypothesis 4: employees exposed to the incentive pay scheme will  experience a significant increase in their 
satisfaction with the organisation as a whole as compared with those not exposed to the scheme.

Cherrington et al. (1971), drawing from contributions of reinforcement theorists, propose that there is no inherent 
relationship between job satisfaction and productivity, and that relationships between the two variables are highly 
dependent upon performance-reward contingencies. The results of their experimental evaluation strongly support 
their theoretical propositions. Subjects who received reward reported significantly greater satisfaction than subjects 
who did not. Greene (1973) investigated the source and direction of causal influence in the relationships among 
merit  pay,  satisfaction  and  performance  and  found  that  merit  pay  causes  satisfaction.  The  merit-pay-causes-
satisfaction finding supports Cherrington et al.’s (1971) experimental results. Thus, it is proposed that:

Hypothesis 5: experiment subjects in this research exposed to the incentive pay system are likely to experience a 
significant increase in the level of overall job satisfaction compared to their counterparts who were not exposed to 
the system.

Research Method and Experimental Manipulation

The experiment compared a group of technicians that was covered by the incentive scheme and a control group that 
was  not  covered  by  the  incentive  scheme.  The  control  group  was  selected  because  of  its  similarity  to  the 
experimental group in terms of the nature of work performed. By holding this condition constant the researcher 
controls for potential sources of error in the experiment (Zikmund, 1994).

The  experimental  design  adopted  for  this  study  was  a  pre-  and  post-test  control  group  design.  This  classic 
experimental design is statistically sound and efficient (Zikmund, 1994). The experimental group was tested before 
and after the subjects were exposed to the treatment. The control group was also tested twice, at the same time as 
the experimental group, though without the treatment. This design includes pre-test information about the existing 
group base-line levels, and it allows comparison of the two groups. As a means of assessment, it is therefore far 
superior to static-group comparison or the one-group pre- and post-test experimental design (Kidder et al. 1986; 
Zikmund, 1994).



Data analyses would be carried in the following sequence. We will first establish the equivalence of the two groups 
prior to the experiment by a simple t-test to ascertain the pre-experimental levels of the employees’ satisfaction 
with regards to pay, promotion, the organisation, and supervisor. Following that, a MANOVA (repeated design) 
analysis would be carried out to see if the experimental and control groups differ in their satisfaction levels after the 
experiment. As we wish to test for differences in the two groups for multiple dependent variables, MANOVA is 
superior to individual ANOVA tests in that it reduces Type 1 error rate by providing a single overall test of group 
differences  at  a  specified  level  of  significance  (Hair  et.  al.,  1998).  Once  the  omnibus  test  is  conducted  and 
significance differences are detected, univariate tests would then be conducted to see which of these dependent 
variables brought about those differences. This is the proceduce suggested by Hair et. al., (1998) and Tabachnick 
and Fidell (1996).

The sampling frame consisted of full-time technicians of varied job grades. Only employees who had worked for 
more than a year in the organisation were included in the study. A total of five hundred and thirty-eight names were 
furnished. Two hundred subjects were randomly selected from each list. A total of four hundred specially coded 
questionnaires were distributed to the respondents. This procedure was recorded and repeated meticulously in 
administering phase 2 of the survey.

The  survey  method  was  chosen  as  the  research  instrument  for  this  study.  Two  sets  of  questionnaires  were 
developed for distribution at two points in time: July 1996 (phase 1) and January 1997 (phase 2). Distribution of the 
questionnaires  to  the  technicians  and  supervisors  was  carried  out  with  the  assistance  of  the  respective  line 
management offices. Care was taken not to sensitise subjects to the intent of the research. Ample lead time between 
the  administration  of  the  survey  and  the  implementation  of  the  incentive  scheme  was  ensured  to  allow  the 
experiment to take effect on employee work satisfaction.

The first phase was conducted in July 1996 on both the experimental and the control groups. The incentive scheme 
was implemented one month later, in August 1996, in the experimental group. Prior to this, technicians from both 
groups were paid based on their educational level and seniority. In August 1996, technicians from the experimental 
had varied facets  of  their  job measured and a composite  index of  productivity was derived using an in-house 
formula developed by the company. And from the following month, technicians from this group had a portion of 
their total pay based on performance and the rest on seniority. In the control group, total salary was still contingent 
on seniority.

Approximately five months after the implementation, in January 1997, the second survey was administered to the 
experimental group as well as the control group. This time lapse of five months between the implementation of the 
treatment and the administration of the second survey was allowed so as to increase the probability that the effect 
of the treatment would have taken place (Kidder et al., 1986).

Measures  were  taken  to  improve  both  response  rates  and  accuracy,  and  to  minimise  possible  response  bias. 
Management support and endorsement were obtained to ensure cooperation and smooth survey administration. 
Personal interviews were conducted with personnel who devised and implemented the incentive scheme and also 
with the supervisors who oversaw the technicians. Feedback from these sessions was used to reduce ambiguity in 
the questions and to ensure the correct direction of the questionnaires to the specific individuals. A covering letter 
accompanied the questionnaire to induce respondents to complete and return the questionnaire attached. Last but 
not least, respondents were assured of strict confidentiality and no specific identifying information was sought from 
them.

Most of the measures used in this study are established scales used in job satisfaction research. To accommodate 
the basic level of English proficiency among the subjects and in view of the American context of the established 
scales utilised, some complex terms were replaced with simpler words. All due precaution was taken not to alter the 
intended meaning of the original terms.

Work facets satisfaction were assessed by the Worker Opinion Survey developed by Cross (1973). Cross (1973) 
reported high internal reliability values of .79, .86, .78, and .78, for the sub-scales of firm, pay, promotion and 
superior respectively. These figures are from a sample of 431 males and females. Response items are ‘yes’, ‘no’, and 
‘not sure’ with scores of 3, 0, and 1 respectively. A total score is calculated for each of the six sub-scales. A higher 
score signified a more satisfied worker in that particular sub-scale. Nicholson et al. (1977) used this measure in the 
prediction of causal absence and propensity to leave. Lischeron and Wall (1975a,b) employed the measure in an 
experimental field study of employee participation.

RESULTS

Four hundred questionnaires were distributed twice to the two groups in July 1996 and January 1997. Respondents 
who completed both phases of the surveys numbered two hundred and forty-one, yielding an effective response rate 
of 60%. Of these, one hundred and eighteen were from the experimental group and the balance of one hundred and 
twenty-three  were  from the  control  group.  The  overall  sample  consisted  of  98.3%  male  employees  who were 
predominantly married (81.7%), Chinese (51.5%), and were 41 years and above (61.1%). More than half of them 
received ‘0’ levels and below educational qualification (63.7%), followed by 31.7% of them having attained technical 
qualifications such as NTC-2, NTC-3 and ITC. 45.1% of them had 2 to 3 dependants and for 48.8% their income 
from this job contributes 81% and above to household expenses.

With reference to their on-the-job characteristics, 48.1% had worked for the organisation for more than 21 years. 



The average length of service was 20.1 years. Most of the respondents fell in the $1000-1499 gross salary bracket 
(44.7%).

Evidence  for  reliable  measurement  was  provided  by  the  demonstration  of  high  alpha  value  using  Cronbach’s 
reliability test. All reliabilities were favourable, with Cronbach’s alpha coefficients all above .66 (refer to Tables 1 
and 2). The means, standard deviations and Pearson product moment correlations of the variables in this study are 
presented in Tables 2 and 3.

TABLE 1
Means, Standard Deviations, Reliabilities and Correlationsa

(for variables tested at Time T1)
VARIABLE MEAN S.D. 1 2 3 4 5 6 7 8 9
Dependent

1. T1Pay 5.57 5.27 (.73)
2. T1Promo 5.40 4.76 .46** (.76)

3. T1Sup 10.01 6.25 .30** .37** (.77)
5. T1Org 7.72 5.43 .32** .46** .40** (.69)

6. T1Jobsat 2.77 .69 .27** .29** .28** .46** (.69)
Demographics

7. Age .13* .09 .05 -.00 .07 ---
8. Education -.18* -.05 -.04 .06 .19** -.11 ---

9. Grade of staff .17* -.10 .14* -.04 -.01 -.06 -.06 ---
Note:  N=225  ***p<.01  *p<.05
aAlpha coefficient reliability estimates are in parentheses and shown on the diagonal.

TABLE 2
Means, Standard Deviations, Reliabilities and Correlationsa

(for variables tested at Time T2)
VARIABLE MEAN S.D. 1 2 3 4 5 6 7 8 9
Dependent

1. T2Pay 6.76 5.59 (.74)
2. T2Promo 5.03 5.44 .506** (.75)

3. T2Sup 11.79 7.76 .26** .43** (.85)
4. T2Org 9.21 5.85 .40** .62** .45** (.73)

5. T2Jobsat 2.63 .80 .41** .45** .32** .50** (.75)
Demographics

7. Age .16* .14* .06 .04 -.01 ---
8. Education -.14* -.03 .03 .08 .06 -.11 ---

9. Grade of staff .01 -.05 .01 -.11 .08 -.06 -.06 ---
Note: N=225 ***p<.01 *p<.05

aAlpha coefficient reliability estimates are in parentheses and shown on the diagonal.

The t-tests for independent samples results showed that the two samples did not differ significantly in any of the 
important  dependent  variables  at  time  T1,  hence  confirming  our  earlier  contention  that  the  two  groups  are 
equivalent.

Paired Comparison of Means Across Experimental and Control Groups

The paired samples t-test scores for both the experimental and control group are presented in Tables 3 and 4.

TABLE 3
Paired samples t-tests of dependent variables for the experimental group before (T1) and after experiment (T2)

Variable T1 T2 t-value
Job satisfaction dimensions

Satisfaction with Pay a 5.57 6.76 -2.01*

Satisfaction with Opportunities for Promotion a 5.36 5.03 .51

Satisfaction with Immediate Superior a 10.01 11.79 -2.27*

Satisfaction with Organisation b 7.72 9.21 -2.59***

Overall Job Satisfaction c 2.77 2.63 -1.95

Note:  aN=118,  bN=117,  cN=114;
***p<.001 **p<.01 *p<.05



TABLE 4
Paired samples t-tests of dependent variables for the control group before (T1) and after experiment (T2)

Variable T1 T2 t-value

Job satisfaction dimensions

Satisfaction with Pay a 6.17 5.71 .77

Satisfaction with Opportunities for Promotion a 4.93 4.39 1.0

Satisfaction with Immediate Superior a 10.64 11.23 -.85

Satisfaction with Organisation b 7.04 6.78 .49

Overall Job Satisfaction c 2.85 2.74 1.42

Note. aN=118, bN=117, cN=114;

Table 3 shows that the experimental group expressed significant increase in satisfaction with pay (t=-2.01, p<.001), 
immediate superior (t=-2.27, p<.05) andwith the organisation (t=-2.59, p<.01). On the other hand, Table 4 shows 
that the control group experienced expressed lower level of satisfaction with four out of the five facet satisfaction, 
although these declines were not significant.

In summary, these initial T-tests showed that the experimental group does display more positive reactions to the 
incentive scheme while the job satisfaction level of technicians the control group remained relatively unchanged. 
These results support Hypotheses 1, 3, and 4. Before MANOVA was carried out, data were tested to see if they meet 
key  assumptions.  Procedure  from  Hair,  et  al.,  (1998)  and  Tabachnick  and  Fidell  (1996)  was  used.  As  the 
respondents were given the questionnaires individually, and allowed to bring it home for filling, there is no reason 
to suspect that there is a lack of independence among the observation. Secondly, as the groups were of relatively 
equal size, equality of variance matrix becomes a non-issue (Hair, et al., 1998).

Assessments of normality of the data were done separately for the experimental and control groups. The findings 
showed that although there were moderate amounts of skewness in the dependent variables, the skewness were in 
the same direction and of approximate same magnitude for both samples for all the variables. This, coupled with 
the fact that the sample sizes for both groups were much larger than 20, lead us to conclude that the deviation from 
normality will not cause much problem in the subsequent data analyses (Tabachnick & Fidell, 1996).

Testing the Hypotheses using MANOVA

The results of the multivariate analysis of variance in Table 5 show that the main effect of group (whether you 
belong to the experimental group or control group) was significant (λ=.96; F=2.98; p<.05). The main variable of 
interest, the interaction effect term between time and experiment, suggest that the pay for performance did indeed 
bring about significant differences in some of the dependent variables (λ=.97; F=2.16, p<.10), although the level of 
significance is not very high.

Table 5: MANOVA Analyses
Effects Df Wilk’s λ F Value Sig

Group 3,221 .96 2.98 .03

Time 3,221 .98 1.90 .13
Group × Time 3,221 .97 2.16 .09

Table 6: Univariate Analyes

Dependent Variable
Group Time Group × Time

F Ratio Sig F F Ratio Sig F F Ratio Sig F
Org 6.88 .00 2.38 .13 4.88 .03

Sup .00 .97 5.13 .02 1.29 .26
Pay .15 .70 .75 .39 3.84 .05
The univariate  analysis  in Table  6  revealed why is  this  so.  This is  because the experiment  only explained the 
variances in satisfaction with pay (F=3.84, p<.05) and satisfaction with the organisation (F=4.88, p<.05) and not 
satisfaction with immediate superior (F=1.29, p>.10).

In  summary,  the  incentive  scheme  does  have  a  differential  effect  on  satisfaction  with  pay,  satisfaction  with 
immediate superior, and satisfaction with the organisation. Stronger and more significant impact were felt on pay 
satisfaction and satisfaction with the organisation.

DISCUSSION

Consistent  with  previous  research,  the  correlations  between most  of  the  variables  were  significant  and in  the 
hypothesised  direction.  The  t-tests  and  multivariate  analysis  of  variance  also  showed  support  for  two  of  the 
hypothesised relationships.

The hypothesis that the experimental group will be more satisfied with their pay as compared to the control group, 
was supported by both the t-test and MANOVA results. This indicates that the incentive scheme did indeed have a 
direct and salient impact on this variable.



The experimental group’s extra effort was rewarded. Post experiment interview with the managers showed that the 
incentive pay contributed approximately 10% to their total pay package. Most of the respondents (46.8%) earned 
less than $1500 per month and 45.1% had two to three dependants. Given the high cost of living in Singapore, the 
pay incentives could be viewed as a means to improve standard of living as well as to cope with changes in the cost 
of living. The statistically significant increase in pay satisfaction of the experimental group suggests that employees 
prefer a pay-for-performance scheme over a fixed base pay.

Results of both the t-test and MANOVA also showed that technicians from both groups did not experience any 
significant increase in satisfaction with promotion. This indicates that the introduction of the incentive scheme did 
not affect employees’ perception of their opportunity for promotion. Perhaps the spillover effect onto employees’ 
perceived opportunity for promotion will come if this hypothesis is tested again over a longer period of time. This is 
because management’s decision to promote employees was based on the yearly performance appraisals. As the post 
experimental data were collected 5 months after the experiment, it could be too early to realise the effect of the 
incentive scheme on this variable.

The supervisors played an integral role in the technician’s performance level and the experimental group’s adoption 
of the incentive scheme. They supported the scheme and made it possible for high performing teams to get justified 
rewards. The finding, from the t-test, that the experimental group showed a significant increase in satisfaction with 
their  immediate  superior  is  in  line  with  Hinkin  et  al.’s  (1987)  study.  More  satisfied  and  high-performing 
subordinates  tend  to  see  their  supervisors  as  contingently  rewarding  them.  The  results  also  emphasised  the 
importance  of  supervisors  instructing  subordinates  adequately  on what  they want  performed,  how it  is  to  be 
performed and all other important details.

Satisfaction with the organisation improved signficantly in the experimental group whilst it remained relatively the 
same  in  the  control  group,  as  shown  by  the  t-tests  and  MANOVA  analyses.  This  shows  that  employees  are 
appreciative of the organisation’s effort to improve their pay and also indirectly reflects upon the effectiveness of 
the way the incentive scheme was implemented. This finding is particularly noteworthy in the light of the study by 
Rucci, Kim, and Quinn (1998) which shows that employee attitude toward the organisation has significant impact 
on employee loyalty toward the firm and behavior toward customers.

Finally, both the t-tests and MANOVA showed that overall job satisfaction was not affected by the experiment. 
Overall job satisfaction is  a global measure of workers’ satisfaction with different aspects of  their employment 
(Smith et al., 1969). This attitude is a combination of his satisfaction with pay, his immediate superior, work mates, 
organisation, opportunity for promotion, and the work itself (Cross, 1973). The incentive pay did not have an effect 
on this variable because many other aspects of a worker’s attitude towards work were not affected by the incentive 
scheme.

In summary, the findings from this study suggest that if effectively managed, incentive schemes can be a useful 
mechanism to enhance employee satisfaction, even if the impact is restricted to their satisfaction with their pay and 
with the organisation itself. Human resource practitioners and managers should therefore not be too concerned 
about backlash from employees if such a system is implemented.

What is important about this research is the qualitative information not seen in the tables. That for performance-
based pay to be effective, the effective implementation of the scheme is absolutely important. In this case, the 
employees have reacted positively because the management interviews conducted after the research shows that 
management took a very careful approach in its implementation, thus confirming advice of experts in this area 
(Podsakoffet  et  al.,  1988;  Nulty,  1995).  For  instance,  many  employees  were  consulted  before  the  actual 
implementation of the scheme.

This study also showed that pay-for-performance did not have a positive impact on employees’ satisfaction with 
promotion, and their overall job satisfaction. Although pay satisfaction and work motivation is not quite the same 
thing,  the  findings  indirectly  supports  the  contention that  one should  not  assume pay  to  be  the  pre-eminent 
motivator  capable  of  solving  all  motivational  problems  (Kohn,  1993).  In  essence,  pay  alone  will  not  lead  to 
achievement of high performance expectations.

This leads to the second point. If pay is to assume a role as motivator of performance, other detractors from this 
goal must be eliminated. This means an organisation must develop sound human resources systems (e.g. selection, 
planning,  performance  evaluation,  training)  to  complement  the  wage  and salary  system.  Supervisors  must  be 
trained to interact with subordinates with job expectations and provide feedback about job performance. Even well-
designed compensation system will falter when other human resource systems are inadequately designed to meet 
employee needs (Farnham, 1993). More importantly, others aspects of the work such as the work itself, relationship 
with co-workers, and fringe benefits must also be properly managed in order to get maximum performance from 
employees.

The  results  of  this  study  must  be  treated  cautiously  when  generalising  to  other  occupations  or  organisations 
because the sample was drawn from one company. Incentive plans ought to be customised to an organisation’s 
needs, culture and objectives to be effective (Appelbaum & Shapiro, 1991), and hence every organisation must 
create its own incentive package to motivate employees and to improve productivity. However, organisations and 
practitioners can take note of the strengths and pitfalls of this incentive scheme examined and benefit from them 
through application in their work settings.



BIBLIOGRAPHY

Appelbaum, S. H. & Shapiro, B. T. (1991). Pay for performance: Implementation of individual and group plans. 
Journal of Management Development, 10(7), 30-40.

Banker,  R.  D,  Lee,  S.  Y.,  Potter,  G.  &  Sirinivasan,  D.  (1996).  Contextual  analysis  of  performance  impacts  of 
outcome-based incentive compensation. Academy of Management Journal, 39, 920-948.

Beer, M. & Gery, G. J. (1970). Individual and organisational correlates of pay system preferences.  Research on 
Compensation, 325-349.

Beer, M. (1993). Rethinking rewards. Harvard Business Review, December, 37-45.

Cherrington, D. J., Reitz, H. J. & Scott, W. E., Jr. (1971). Effects of contingent and noncontingent reward on the 
relationship between satisfaction and task performance. Journal of Applied Psychology, 55(6), 531-536.

Cross, D., (1973). The Worker Opinion Survey: A measure of shop-floor satisfaction. Occupational Psychology, 47, 
193-208.

Dyer, L. & Theriault, R. (1976). The determinants of pay satisfaction. Journal of Applied Psychology, 61(5), 596-
604.

Fein, M. (1976). Motivation for work. In Dubin, R. (Ed.) Handbook of Work, Organisation and Society. Chicago: 
Rand McNally.

Fisher, C. A. & Shaw, J. B. (1999). Human Resource Management. Second Edition. Houghton Mifflin Company.

Giniger, S., Dispenzieri, A. & Eisenberg, S. (1983). Age, experience, and performance on speed and skill jobs in an 
applied setting. Journal of Applied Psychology, 68(3), 469-475.

Good, L. K., Page, T. J. Jr. & Young, C. E. (1996). Assessing hierarchical differences in job-related attitudes and 
turnover among retail managers. Journal of theAcademy of Marketing Science, 24(2), 148-156.

Greene, C. N. (1973). Causal connections among managers’ merit pay, job satisfaction, and performance. Journal of 
Applied Psychology, 58(1), 95-100.

Hair, J. F. Jr., Anderson, R. E., Tatham, R. L. & Black, W. C. (1998). Multivariate Data Analysis with Readings. 
Fifth Edition, New Jersey: Prentice Hall.

Heneman, R. L. (1988). The effects of rating format and rater training on performance rating accuracy and the 
motivation to rate accurately. Unpublished doctoral dissertation, Michigan State University, East Lansing, MI.

Heneman, R. L.  (1990). Merit pay research. In G.R. Ferris  & K.M. Rowland (Eds.),  Research in personal and 
human resources management, 8, 203-262. Greenwich, CT: JAI Press.

Heneman, R. L. (1992).  Merit pay: Linking pay increases to performance ratings. Addison-Wesley Publication 
Company.

Heneman, R. L. & Cohen, D. J. (1988). Supervisory and employee characteristics as correlates of employee salary 
increases. Personnel Psychology, 41, 345-360.

Heneman,  R.  L.,  Greenberger,  D.  B.  &  Strasser,  S.  (1988).  The  relationship  between  pay-for-performance 
perceptions and pay satisfaction. Personnel Psychology, 41, 745-759.

Herzberg, F. (1966). Work and the Nature of Man. Cleveland: World Publishing Company.

Herzberg, F.,  Mausner,  B.,  Peterson, R. O. & Capwell, D. F.  (1957).  Job Attitudes: A Review of Research and 
Opinion. Psychological Services of Pittsburgh.

Hinkin,  T.  R.,  Podsakoff,  P.  M.  &  Schriescheim,  C.  A.  (1987).  The  mediation  of  performance-contingent 
“compensation” by supervisors in work organisations: A reinforcement perspective. In Balkin, D.B. & Gomez-Mejia 
L.R. (Ed.) New Perspectives on Compensation, NewJersey: Prentice-Hall.

International  Labour  Office  (1951).  Systems  of  wage  calculation  in  the  metal  trades.  Geneva,  Switzerland: 
International Labour Office, Metal Trades Committee.

Judge, T. A. & Hulin, C. L. (1993). Job satisfaction as a reflection of disposition: A multiple source causal analysis. 
Organisational Behaviour and Human Decision Processes, 56, 388-421.

Kaufman, R. T. (1992). The effects of improshare on productivity. Industrial and Labor Relations Review, 45, 311-
322.

Kidder, L. H., Judd, C. M. & Smith, E. R. (1986). Research Methods in Social Relations. New York: Holt, Rinehart 
& Winston.

Kohn, A., (1993). Why incentive plans cannot work. Harvard Business Review. Sep-Oct.

Kohn, A., (1993). Alfie Kohn responds. Harvard Business Review. December, 48-49.

Lau, R. S. M. & May, B. F. (1998). A win-win paradigm for quality of work life and business performance, Human 
Resource Development Quarterly; Fall, 1998, San Francisco.



Lawler, E. E., III (1971). Pay and organisational effectiveness: A psychological view. New York: McGraw-Hill.

Lawler, E. E., III (1981). Pay and organisational development. Reading, Mass.: Addison-Wesley.

Lischeron, J. A. & Wall, T. D. (1975a). Attitudes toward participation among local authority employees.  Human 
Relations, 28(6), 499-517.

Lischeron, J. A. & Wall, T. D. (1975b). Employee participation: An experimental field study.  Human Relations, 
28(9), 863-884.

Locke, E. A., Feren, D. B., McCaleb, V. M., Shaw, K. N. & Denny, A. T. (1980). The relative effectiveness of four 
methods of motivating employee performance. In K.D. Duncan, MM. Gruneburg & D. Wallis (Eds.),  Changes in 
Working Life. New York: Wiley.

Locke, E. A. & Latham, G. P. (1991). A theory of goal setting and task performance. Englewood Cliffs, New Jersey: 
Prentice Hall.

Markham, S. E. (1988). Pay-for-performance dilemma revisited: Empirical example of the importance of group 
effects. Journal of Applied Psychology, 73(2), 172-180.

Meyer, H. H. (1975). The Pay-for-Performance Dilemma. Organisational Dynamics (Winter), 39-50.

Miceli,  M.  Y.  &  Lane,  M.  C.  (1991).  Antecedents  of  pay  satisfaction:  Areview  and  extension.  In  Research  in 
Personnel and Human Resources Management, 9, 235-309.

Miceli,  M.  P.  &  Near,  J.  P.  (1988).  Correlates  of  satisfaction  with  pay  level  and  pay  system  in  pay-for-
performance plans. Paper presented at the National Academy of Management Meetings, Anaheim, CA.

Milkovich, G. T. & Newman, J. M. (1984). Compensation. TX: Business Publications, Inc.

Miliovich, G. T. & Wigdor, A. K. (1991). Pay and performance: Evaluating performance appraisal and merit pay. 
National Academy Press.

Mobley, W. H.,  Griffeth, R. W..,  Hand, H. H. & Meglino, B. M. (1979). Review and conceptual analysis of  the 
employee turnover process, Psychological Bulletin, May, 493-522.

Nicholson,  N.,  Wall,  T.  &  Liseheron,  J.  (1977).  The  predictability  of  absence  and  propensity  to  leave  from 
employees’ job satisfaction and attitudes toward influence in decision-making. Human Relations, 30(6), 499-514.

Nulty, P (1995) Incentive pay can be crippling, Fortune, November 13, 235. Nunnally, J.C. (1978).  Psychometric 
Theory. New York: McGraw-Hill.

Oldham, G. R. & Hlackman, J. R. (1981). Relationships between organisational structure and employee relations: 
Company alternative frameworks. Administrative Science Quarterly, 26, 66-83.

Osterman, P. (1995). Work/familyprograms and the employment relationship.  Administrative Science Quarterly, 
40(4), 681-700.

Ostroff,  C.  (1992).  The  relationship  between  satisfaction,  attitudes,  and  performance:  An  organisational  level 
analysis, Journal of Applied Psychology, December, 963-974.

Petty, M. M., Singleton B. & Connell, D. W. (1992). An experimental evaluation of an organisational incentive plan 
in the electric utility industry. Journal of Applied Psychology, 77(4), 427-436.

Podsakoff,  P.  M.  &  Schriesheim  (1985).  Leader  Reward  and  Punishment  Behaviour:  A  Methodological  and 
Substantive Review. Unpublished manuscript, Indiana University.

Podsakoff, P. M. & Todor, W. D. (1985). Relationship between leader reward and punishment behaviour and group 
processes and productivity. Journal of Management, 11, 55-73.

Podsakoff, P. M., Greene, C. N. & McFillen, J. M. (1988). Obstacles to the effective use of reward system. Readings 
in Personnel and Human Resource Management (Schuler, R.S., Youngblood, S.A., & Huber, V.L. eds) St. Paul, 
MN: West Publishing.

Robbins, S. P. (1998). Organisational Behaviour. New Jersey: Prentice-Hall.

Rucci, A. J., Kim, S. P. & Quinn R. T. (1998). The employee-customer-profit chain at Sears.  Harvard Business 
Review, Jan/Feb 76(1) 83-87.

Salancik, G. R. & Pfeffer, J. (1977). Constraints on Administrator Discretion: The limited influence of mayors on city 
budgets. Urban Affairs Quarterly, 1, 475-498.

Schay, B. W. (1988). Effects of performance-contingent pay on employee attitudes. Public Personnel Management, 
17(2), 237-250.

Schofield, P. (1998). It’s true: Happy workers are more productive.  Works Management, December 1998, 51(12), 
33-35.

Singapore  National  Employers’  Federation (1992).  Survey report  on performance-related schemes.  Singapore: 
SNEF.

Smith, P. C., Kendall, L. M. & Hulin, C. L. (1969).  The measurement of satisfaction in work and retirement: A 



strategy for the study of attitudes. Chicago: Rand McNally.

Steel,  R.  P.  & Renstch (1995).  Influence of  cumulative influence on the long range prediction of  absenteeism, 
Academy of Management Journal, December, 1616-1634.

Tabachnick, B. G. & Fidell, L. S. (1996).  Using Multivariate Statistics. Third Edition, New York: Harper & Row 
publishers.

Taylor, P. (1991, Dec. 20). Morale is the main issue, Financial Times, p.12.

Vallero, M. (1995). Work life programs. Compensation & Benefits Management, 13(3), 25-30.

Wagner, J. A., III, Rubin, P. A. & Callahan, T. J. (1988). Incentive payment and nonmanagerial productivity: An 
interrupted  time  series  analysis  of  magnitude  and  trend.  Organisational  Behaviour  and  Human  Decision 
Processes, 42, 47-74.

Winstanly, N. S. (1982). Are merit increases really effective? ASPA Personnel Administrator Berea, April.

Wood,  R.  (1993).  Private pay for public  work.  Performance-related pay for  public  sector managers.  France: 
OECD Publications and Information Centre.

Yammarino, F. J. & Bass, B. M. (1990). Long-term forecasting of transformational leadership and its effects among 
naval officers. In K.E. Clark and M.B. Clark (Eds.) Measures of leadership. West Orange, NJ: Leadership Library of 
America, 151-170.

Yukl, G., Wall, S. & Lepsinger, R. (1990). Preliminary report on validation of the managerial practices survey. In 
K.E. Clark and M.B. Clark (Eds.)  Measures of leadership. West Orange, NJ: Leadership Library of America, 223-
238.

Zikmund, W. G. (1994). Business Research Methods. Fort Worth: The Dryden Press.


	RESEARCH AND PRACTICE
IN HUMAN RESOURCE MANAGEMENT
	Abstract
	Introduction

	FRAMEWORK FOR THIS RESEARCH
	RESEARCH VARIABLES AND HYPOTHESES
	Research Method and Experimental Manipulation

	RESULTS
	DISCUSSION
	BIBLIOGRAPHY


