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ABSTRACT

The purpose of this study was to investigate PRP practices in Thailand where is a
collectivist society whereas PRP schemes are initiated from the Western management
based on individualism. The research focused on the differences between two groups of
employees working under PRP plans. Also the study examined the elements of PRP and
work-related aspects (teamwork, career advancement and organisational commitment) by

examining whether or not the nationality of an owner was related to such variables.

The study relied upon survey data collected from 6 companies representing the
manufacturing sector in Thailand. Using descriptive and inferential statistics: Mann-
Whitney U test, Kruskal-Wallis test and partial correlation, the study has found that PRP
practices are typically deployed in a specific cultural context, that HRM aspects fit,
regarding culture, leads to improve PRP perceptions. Moreover, female, lowly-educated
workers, those with children and non-union employees exhibited greater perceptions of
PRP, unexpectedly.

There were no significant differences found among employees in the three groups in
terms of setting objectives, system design and pay-performance links. However, the
differences of performance appraisal, faimess and communication were addressed.
Surprisingly, there were no significant differences among employees working within
Thai, Japanese and American companies with respect to teamwork and career
advancement. Regarding organisation commitment, statistically significant differences

were found according to affective and continuance commitment.
The implications, suggestions and limitations for further studies of PRP plans are

presented. This research serves to consolidate the HRM’s learning and direct for future

work such that it may continue growing and contributing to HRM knowledge.
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Chapter 1

Introduction

1.1 Introduction

The shift to performance related pay, based on assessing individual contributions to
an organisation, has taken place against a common background, namely a shift from time-
based pay scales containing seniority-based increments (Marsden et al. 2000). The
chapter will offer an overview of the whole thesis. The principal themes which are
the focus of the following sections will be: the background and the rationale for this
research to fill a research gap on performance related pay plans in Thailand. Another key
consideration is that rigour in presenting the objectives. The remainder of this chapter is
organised as follows. Section 1.6 will describe the summary of research methodology and

section 1.7 will indicate the organisation of the thesis as a guide to a layout of this study.

1.2 Background of Research
1.2.1 Performance Related Pay (hereafter, PRP) as a Tool of Human

Resource Management

In response to the pressures of the global economy and turbulent markets, companies are
required to compete in order to survive in such a dynamic environment. They need to
excel along all performance dimensions and be able to satisfy all their employees,
stakeholders and customers at the same time. Business survival, therefore, needs
substantial improvement in productivity and value-added components, for example by
employing more efficient machines, using higher technology and reducing costs by the
introduction of a logistics system. Any discussion of organisations that are changing

needs to recognise that the era of human and social capital has arrived. The rapid growth
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in scientific and technological knowledge is one driver that has contributed to the
growing importance of human capital as an economy’s ability to enhance economic

resiliency against competition.

The concept of Human Resource Management (HRM) was developed initially in the U.S.
in the 1960s and 1970s (Brewster et al. 2007) as a possible solution to a number of
problems. The literature on HRM has been primarily concerned with the processes and
practices of managing people from an organisational perspective. “HRM practices should
be designed to lead to HRM outcomes of high employee commitment, high quality staff
and highly flexible staff”’ (Guest 1997, p.269). HRM uses various strategies to directly
stimulate employees’ behaviour towards objectives and tasks that improve organisational
performance. There is, for instance, a considerable literature which point to a positive
relationship between effective HRM practices and organisational performance (Becker
and Huselid 1998; Cho et al. 2005; Sivabrovornvatana 2005; Katou and Budhwar 2007;
Katou 2008). More specifically, Benson and Brown (2000); Lawler (2000); Mamman
(2004); Edgar and Geare (2005); Milost (2007) have all claimed that people are
organisations’ most important asset and the HR system is one important component that
can foster an organisation to become more effective and to achieve a competitive
advantage (Becker and Huselid 1998). HRM policies play an important role in building
the organisation’s human capital pool by developing its rare, inimitable and non-
substitutable internal resources (Siengthai and Bechter 2004). Importantly, Milokovich
and Bloom (1998) mention that each organisation’s human resource policies and
practices create a distinctive and unique culture that influence worker’ attitudes and work
behaviours. Those who do not fit with organisational culture because they possess
different values will either not join or will soon leave the organisation. Realising that
business strategies and HRM policies are not mutually independent, organisations should
develop HRM policies with respect to the business strategies they follow so that building
up strategic environment can support and retain valuable employees (Katou 2008). There
are tremendous opportunities for synergy when combining the skills of employees and

perspectives of HR with work on a daily basis.



Research and theory suggest that the compensation system is a critical component of
any HRM system and there is considerable evidence that PRP can be a powerful
tool for motivation, for shaping employee behaviour (Lawrence et al. 1998; Chamberlin
et al. 2002; Miyamoto and Higuchi 2007), for playing a part in recruitment (Risher 2002),
for the retention of staff (Armstrong 1996) and for boosting the employment relationship
(Milokovich and Newman 1996; Pfeffer 1998). As competitive conditions have
intensified, PRP has been increasing in popularity and has been seen as a potentially
important source of competitive advantage (Long and Shields 2005). Moreover, as
Kessler (1994) and Heery (1997) note, an individual PRP which links salary to the results
of an individual performance appraisal, has spread extensive from managerial to non-
managerial employees, from the private to the public sector and from white-collar to

manual workers.

Strategic practices, therefore, must be defined in such a way that individuals are willing
to work toward goals that not only allow them to meet their own needs but, in doing so,
also allow the organisation to achieve its goals (Becker and Gerhart 1996). Similarly,
“PRP describes a system of pay progression where advancement through the grade or
band is dependent on some evaluation of a worker’s individual performance by a
supervisor or manager” (Perkins and White 2008, p.161). There has been a shift away,
then, from traditional job-based pay towards person or performance-oriented pay schemes
(Shelly 1999). Traditional approaches to compensation, it is argued, based on job
evaluation, a bureaucratic model of organisations and seniority; fail to properly balance
organisational profitability and employee professional goals (Britt 1997). PRP can also
be viewed as another facet of labour market flexibility since it essentially involves pay
flexibility (Booth and Francesconi 2000). The fundamental goal of PRP is usually to
make it individual and personal so that some do better than others or some do worse than
others (Marsden and Richardson 1994). The principle of PRP schemes as an incentive
effect should be strong as workers can see a direct linkage between their efforts and
earnings (Brough 1994; Lewis 1998; Durcharme et al. 2005). Accordingly, pay is linked
to performance measured by a number of specific objectives, for example, output, quality,

sales, production targets or customer satisfaction. Furthermore, a difficulty of measuring

3



performance raises a problem: whether management, which controls performance
evaluation, can be trusted to act fairly (Marsden et al. 2000). Most importantly, the
escalating pace of globalisation is increasing the need for organisations to develop
effective international compensation schemes. Culture is a primary determinant of the
most appropriate management practices, so human resource programmes need to be
carefully tailored to create an appropriate match. As Milokovich and Bloom (1998)
suggest, local compensation should be designed to fit national cultures. Guest (1997)
argue that when the various organisational sub-systems, including the HRM sub-system,
are aligned and support each other, appropriate HRM practices tap the motivation and
commitment of employees in order to respond to the external context, acheive
outstanding performance and retain the best talent. Therefore, it is of interest to both
academics and practitioners to explore how the alignment of corporate strategies with
business processes help firms achieve superior international performance and managing

complexity in an era of globalisation.

1.2.2 Thailand

¢ Thailand and its Culture

Thailand, historically known as Siam, covers a land area of 513,115 square kilometres,
roughly equal to the size of France, or slightly smaller than the state of Texas in the USA
(Foreign Office 2010). The population of Thailand was estimated to be 66.88 million in
2009 (ADB 2009). Thai culture is rooted in Theravada Buddhism, promoting a more
passive acceptance of life events and fatalism (Lawler and Atmiyanandana 1997), which
differs in many aspects from other types of Buddhism in East Asia (Zhu et al. 2007).
Thailand has built and retained a national culture around a traditional monarchical
institution. The country is ruled by an elected civilian coalition government
(Sriussadaporn-Charoenngam and Jabin 1999). Thailand has an interesting history and
has of the unique character, for a number of reasons. Firstly, Thailand is a country with a

traditional and pleasant culture which has been called the “Land of Smiles”, because
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Thais seem ready to smile at any time, even in serious situations and they rarely argue.
Unlike the rest of South-East Asia, however, Thailand was never colonised by another
Asian or western power and has maintained its independence for more than 700 years

(Niffenegger et al. 2006). Thus, Thais are extremely proud of their nationality.

Despite possessing its own uniqueness, Thailand resembles most Asian countries which
are rooted in collectivist (Hofstede and Hofstede 2005). Therefore, Thais believe that
social harmony is very important. They will generally do their utmost to avoid any
personal conflict in their contacts with others (Lawler and Atmiyanandana 1997,
Sriussadaporn-Charoenngam and Jabin 1999; Holmes and Tangtongtavy 2003) and thus
collectivistic people are less concerned with individual standing or the amont that each
individual receives (Hofstede 1991). As Komin (1995, p.9) observes “obtaining a job,
getting a promotion or raise and resolving disputes with a superior are widely viewed as
depending upon having contacts (or /Mee puak/) or knowing somebody (or /Len sen/) > .
Additionally, perhaps the most fundamental value that has emerged out of the vertical
nature of Thai society is the concept of Bunkhun * (the reciprocity of goodness, showing
kindness, giving and obtaining favours) where the concept is played throughout and
between all levels in the social hierarchy, creating a behavioural pattern by which people
of different statuses can interact in a civil and friendly manner. Broadly viewed, Thai
culture is also characterised by high power distance (Sriussadaporn-Charoenngam and
Jabin 1999; Hofstede and Hofstede 2005) and thus status differences among citizens are
often very large. Komin (1991;1995) describes the Thai social system as hierarchical
where Thais rely on a patron-client system and seniority is more important for rewards

and promotion than either the external labour market or internal equity (Zhu et al. 2007).

* Section 4.2.3; Chapter 4




Understanding these cultural difterences can be useful for multinational corporations
(MNCs) that conduct business practices and relationships with Thai counterparts (for
example, negotiations, executive decisions and cross-cultural employees/executives
interactions). Specifically, locally-based values and norms are strong elements in
organisational behaviour influencing organisational restructuring approaches and values,
especially for the Thai national economy. To gain in-depth knowledge about Thai society
requires to focus on the basic unit, the local values and, therein, the family lifestyle
(Foreign Office 2010).

e Thailand’s Economy and Manufacturing Sector

Thailand has emerged as a middle-income country with a gross national income
per capita of $3917 in 2008 (ADB 2009) and a reasonably open economy (Punyasavatsut
2008). A core challenge for Thailand is to increase high-value added investment
and expand sustainable infrastructure development as the domestic market is fairly
small to support industrialisation. Thus, Thailand has shifted from an import-substitution
policy towards an export-oriented strategy (Kohpaiboon 2004; UN 2005). Thailand
is, nevertheless, an attractive market for investment and trade because of its location,
market size and minimal interference from the government (Pornpitakpan 2000).
More essentially, Thailand also provides a cost-effective regional manufacturing and
distribution base for the Mekong region (Thailand, Laos, Cambodia and Myanmar) which
has a combined population of over 125 million people (Niftfenegger et al. 2006). Thailand
was seen as a newly developing economy that saw substantial economic growth in the
1980s and most part of 1990s (Zhu et al. 2007; Punyasavatsut 2008) and this rapid
economic growth played a key role in reducing poverty and increasing industrial output
and exports (UN 2005). Suddenly, Thailand was the centre of the international economic
crisis in the late 1990s. From mid-1997, the fall of Thai Baht quickly spread to weaken
other South East Asian currencies (Niftenegger et al. 2006). However, Thailand has
emerged from economic recession and returned to strong economic growth. Regarding
the most positive aspects of Thailand’s performance, the efficiency of the labour market

(2nd) constitutes strength. Finally, the sheer size of its domestic (35th), international trade
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direct investment (FDI) is a key factor in the competitive circumstances offering the
prospects of growth and jobs to host countries. Both Mukhopadhyay (2006) and the
OECD (2008) have noted that the role of FDI has been widely recognised as a growth-
enhancing factor in developing countries including Thailand (Chandprapalert 2000).
Thailand is heavily dependent on international trade and vast amounts of FDI helped fuel
the Thailand economic miracle and it once appeared that growth was limitless. The share
of FDI in gross domestic investment (GDI), which was only 2-3 per cent in the 1980s,
reached 20 per cent in 2000 (Brimble 2002). In particular, FDI continues to play a
potentially important role in industrial transformation through transfer of technology,
finance, management practices and marketing know-how while improving the overall
quality of investment (Bae et al. 1998). Further, FDI policies throughout much of
ASEAN have formed an integral part of overall development strategies (Figure 1.2).
Notably, South, East, South-East Asia and Oceania together remained the largest
recipient of FDI among all developing regions and transition economies in 2007,
according to the World Investment Report (UNCTAD 2007a). The Thailand Board of
Investment (BOI)’s report showed that there was the increasing number of MNCs in
Thailand. Japanese investors maintained the country leadership; with 266 projects valued
at 77.38 billion baht following by the US had 56 projects valued at 34.63 billion baht
(BOI 2010a). More specificially, UNCTAD’s World Investment Prospect Survey 2007-
2009 ranked Thailand number 11 among the most attractive locations in the world for
FDI. Since Thailand's workforce is among the most cost-efficient in the world, as they
have earned a reputation for diligence and adaptability. The term competitiveness in the
case of Thailand refers to low-cost labour, a skilled and efficient workforce (Brimble
2002; UN 2005).
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remained reticent over investing in Thailand or about the pace of expanding existing
investments. A great many changes in the policy environment have taken place in the past
ten years and these changes may have far-reaching consequences for the competitive
environment of Thai manufacturing firms. Furthermore, over the years the share of total
FDI was concentrated mainly in the manufacturing sector (Mukhopadhyay 2006). Thai
industry has acquired most of its technology through FDI and trade (UN 2005). Effective
investment is less costly than adding on more incentives for investors. Hence, Thailand
has provided incentives, including low tariffs for necessary imports, the loosening of
controls on foreign ownership of firms and the provision of essential infrastructure to
develop support systems and to channel investment into rural areas and sectors of

importance, such as agriculture and electronics for foreign investors (UN 2005).
1.3 The Gaps in the Current Literature

There are many gaps in the study of PRP in multinational and locally-owned companies
in Thailand.

(a) The investigation of PRP implementation in Thailand

Pay has long been a matter of concern to managers because the one of the strongest
determinants of employee attitudes, motivation and behaviours is compensation (Gerhart
and Milkovich 1992; Tang and Chiu 2003; Gardner et al. 2004). East Asia is frequently
seen as a low and stable income inequality, even when foreign exposure was high and
rising, whether through exports or FDI (Velde and Morrissey 2004). At present, there are
a few in-depth studies on PRP practices in Asian enterprises (Kim 2002; Miyamoto and
Higuchi 2007) and almost none in Thailand, particularly pay is higly sensitive issue in
Thai society. As McNally (2001); Dhanani and Scholtes (2002) have noted, the lack of
reliable data on wage trends has hampered the study of labour costs and labour
productivity in Thailand. As mentioned previously, it is undoubtedly interesting that the
concept of PRP and the culture of Thais are in a culture of respect based on different

aspects. PRP based on individual cultures typically emphasise an individual orientation,
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individual achievements and identity. In contrast, Thailand as collectivistic culture
focuses on groups and place a high values on maintaining harmony (Komin 1991). The

difterence of it is interesting to find whether PRP practices and Thai culture conflict.

Finally, this research will attempt to understand what and how PRP practices are adapted
for Thai employees in organisations in order to understand employee’s workplace
attitudes. How employees react the new pay system, compared to the exist seniority-
based pay, what and how PRP plans effects workplace cooperation and how far related
motivational variables (such as teamwork, career advancement and organisational
commitment) will be studied in the Thai context. Thus, this study, which is based on field
research in an Asian country, will explore these “fits”, which are anchored in both
business and managerial strategies. Further tests of the theory in non-Western cultures are
definitely required because equity perceptions, by their very nature, are likely to be
subject to cultural influences.

(b) The dearth of a comparative study of compensation relating to the local and
multinational companies in Thailand

Although these have been carried out research on pay practices in Thailand and
multinational companies (For example, Sirikum 1993; Anavoranich and Tsang 2004;
Uyawong 2006; Pintusamit 2007), much of this is descriptive. Nonetheless, to my
knowledge, there has been little empirical research on comparisons of pay
implementation as an HRM practice in Thailand. This study offers an important piece
of supporting evidence to the comparative information among cross-cultural validity of
the theory. This is noteworthy because this study is the first attempt to apply
a contingency fit framework to examine the impact of environmental uncertainty in
Thailand. The notions of national culture and pay systems will also provide employers
with a more accurate understanding of employees’ attitudes through objective setting,
leading to a clear sense of direction. In an increasingly globalised business context,
companies need to understand if, and how, cross-cultural differences influence the

perceptions, attitudes or even behaviour of employees. The research will explore whether
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Thais working in different nationally-owned companies have a ditferent perceptions on
the same issues. The study not only concentrates on Thai, but also Japanese and
American companies, because these are the largest multinational companies investing in
Thailand (BOI 2005; 2007; 2010a). How are differences in the logic of HRM systems
among the key players in multinational and local companies? To initiate the managerial
practices in the HRM arena requires our understanding of what factors influence the
adoption of HRM practices. Relatedly, HRM advocates of the study argue for the need to
match HRM practices and other organisation is extended to explore the influence of
business strategy on the relationship between HRM practices and firm performances in

Thailand, as suggested by Sivabrovornvatana (2005).

As argued by Chew and Sharma (2005) and Gomez-Mejia and Wemer (2008), national
culture also plays a dominant role in shaping organisational culture. Different
environments require different strategies and corporate culture needs to fit those
strategies. In fact, management practices and organisation culture are reflections of the
national culture in which the organisations originate (Chew and Witti 1995). Although
Thailand and Japan are similar in many respects, others may differ. According to
Hofstede (1980; 1991), Thailand, Japan and the United States have significant differences
in cultural dimensions scores concerning national culture with significant basic
assumptions used to guide motivation and managerial practices. Certainly, American
culture is very different from Thailand and Japan. In spite of the rapid growth in the use
of PRP plans across the Western and Eastern firms, there have been surprising few
attempts to gauge their success in Thailand, and even fewer attempt to clarify,

empirically, PRP implementations in Thailand.
(c) Gaining a new knowledge to strengthen HRM aspects in Thailand

As the literature review indicates (Siengthai and Bechter 2005; Sivabrovornvatana 2005),
research into Thai HRM is still in its infancy and have been understated (Siengthai and
Buchter 2004). The lack of such HRM knowledge in Thailand has posed great challenges

for business research in Thailand. Furthermore, while several studies have been
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conducted examining the PRP implementation, interestingly, there is a dearth of
empirical evidence on the spread of PRP practices and work-related factors (teamwork,
career advancement and organisational commitment) in Thailand. As Sivabrovornvatana
(2005) reported that for companies in developing countries, the capital requirements for
initiating change in the HRM area are low compared with many other countries and
companies are seeking to catch up with their competitors. This research will endeavour to
open the black box of PRP implementation in Thailand. In other words, what and how is
the PRP policy adapted to Thai culture?

More specifically, based on a review of business contexts, differences in population
attributes, sociocutural values, management practices and organisational processes may
affect the links between demography and organisational outcomes (Wiersema and Bird
1993; Mcknight and Tomkins 2004; Okpara 2004; Huang et at. 2006, Moyes et al. 2006).
This study operated multinationally, will also study how demographic variables such as
age and educational level influence work-related attitudes behaviours. Although many
studies have found a robust relationship between PRP and other related variables, few
studies have researched the link between PRP and demographic information. As Price
(1995); Roxes and Stoneback (2004) have noted, while demographics may have some
effect, research has been reluctant to stress this because variables such as age and gender
can not be altered by management and selecting employees based on demographics can
be challenged as discriminatory. Moreover, this study points to other fruitful areas of
research since it may be possible for managers to develop appropriate human resource
strategies for improving satisfaction and commitment if it is known that certain groups of
employees are not attaining high levels of these variables. Finally, this will also help
determine the direction of modern human resource strategies for Asian and Thai

organisations in the future.
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D) Increasing Thai labour capabilities and FDI

Although the Thai workforce is low-cost and adaptable (Brimble 2002; Pholphirul 2005;
UN 2005; BOI 2010b), Thai labour still needs to improve its quality to maximise
competitiveness so meet global competition (PMAT 2005; BOI 2005; 2010b).
Remarkably, the growth in FDI would lead to a growing demand in skilled workers and
finally add to the relative scarcity of skilled workers in Thailand as suggested by Velde
and Morrissey (2004). To sustain strong economic growth and competitiveness, Thailand
may need to embark on a different strategy. In Thailand, the impact of the crisis was
rather profound, which compelled Thai firms to adopt more flexible and responsive
human resource management practices (Lawler and Atmiyanandana 2004) and human
resource managers take on a more strategic role to set up new organisational system
in their organisations (Akaraborworn and McLean 2001). The study also offers some
useful policy implications at the company and government levels for labour development
and boosting employee capabilities to the extent that the employers’ demand for labour
increases when workers become more productive. As business activities in Thailand are
becoming more global, international management and international human resource
management, in particular, have become important research areas. Essentially, this will
promote trade and the labour force and has attracted FDI to Thailand.

1.4 Research Questions

This research has four primary research questions: -

1. To what extent has PRP been used in Thai, Japanese and American companies in
Thailand? How have PRP schemes been implemented in a different owner of companies
and is the nationality of an organisation important?

2. What are the perceptions of employees to the use of such PRP practices according to
demographic differences? Are the reactions of workers different to those in the previous

research, particularly which conducted in Western societies?
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3. What are the views of Thai workers in Thai, Japanese and American companies
regarding the following aspects - teamwork, career advancement and organisational
commitment?

4. What are the relationships between PRP practices and such related factors (teamwork,
career advancement, organisational commitment)? Does the Thai context result in

different relationships?

1.5 Research Objectives

1. To explore PRP plans implemented among a different nationality of the owner - Thai
Japanese and American in the manufacturing sector in Thailand.

2. To clarify the PRP operational practices used and perceptions of employees towards
PRP plans among Thai, Japanese and American firms and the reaction of Thai employees
to PRP implementation according to demographic characteristics.

3. To compare the perceptions of PRP and work related attitudes — teamwork, career
advancement and organisational commitment among Thai worker employing within
companies.

4. To examine empirically the possible relationships between PRP plans and each
significant variables in Thai context.

5. To provide recommendations for the effective and successful implementation of PRP

in Thailand based on different culture.

1.6 Research Methodology

A range of propositions about the effects of PRP schemes on these firm outcomes
are tested using data drawn from multiple enterprises in Thailand, using a triangulation
approach. Taken that the three nationalities of the company owners have substantially
different industrial contexts and HRM systems, this will further our understanding of this
HRM tool. The unit of analysis of this study is the manufacturing companies listed
by the Department of Business Development of Thailand and which have obtained the

Thai Labour Standard (TLS 2003) by the Department of Labour Protection and Welfare.
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488 questionnaires were circulated regarding PRP plans and relevant variables,
supplemented by conversations with 18 supervisors and middle managers. A triangulation
approach was applied in data collection and analysis. There include (1) primary sources,
namely company documents, reports, websites providing the company’s profiles and
relevant information. (2) Survey research to measure the respondent perceptions obtained
from the questionnnaires distributed to employees through 488 survey questionnaires of
workers of which 352 were usable, resulting in a 73 percent response rate. (3) Conducting
18 semi-structured interviews with supervisors and middle managers. Factor analysis
with a varimax rotation reduced the 52 factors down to 12 factor groups. Apart from
applying factor analysis, data analysis was undertaken using descriptive statistics at the
preliminary stages to provide useful insights, with more detailed analysis done using
Mann-Whitney U test, Kruskal-Wallis test and partial correlation tests of significance.
Appropriate statistical analysis software is employed to aid analysis.

1.7 Outline of the Remaining Chapters

This thesis consists of nine chapters, organised as shown in Figure 1.3

Chapter 1 outlines the context within which the research is undertaken and provides the
gaps of research, objectives and research questions. Furthermore, the scope and the
research methodology applied are briefly demonstrated.

Chapter 2 will critically review PRP aspects and consequences, particularly, on
teamwork and career advancement.

Chapter 3 will present a review of the literature focusing on the concept of culture,
Hofstede’s dimensions of culture and organisational commitment.

Chapter 4 will clarify the literature related to Thailand which will give a clearer view
both of Thai society and also human resource management in Thailand.

Chapter 5 provides the conceptual model and also interrogates factors that are related to
PRP plans and each variable in order to develop a conceptual framework for this
research. These theories are: Expectancy Theory, Agency theory, Social Exchange
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Theory and Equity Theory. Finally, theoretical hypotheses of the relationship between
these factors are presented.

Chapter 6 will explain the methodology adopted for this research, which in this case is a
quantitative one, with aspects of the qualitative approaches incorporated to support and
improve the research design to answer the research questions. The population, sample
selection and data collection process will be detailed in this chapter.

In Chapter 7 and 8, the descriptive and inferential information including key findings
obtained from the survey and the semi-structured interviews will be discussed and
summarised in response to the initial research questions and hypotheses of this study.
Chapter 9 - the final chapter will conclude a summary of the research, the contributions
of this study. Moreover, the implications of the research, together with suggestions for
further study, are included.

1.8 Conclusion

This chapter provided the background to the motivation for and the gaps for this research.
PRP is a relatively new HRM mechanism in Thailand and needs to be examined. This
research will analyse PRP implementations and also the relationship between PRP and
different variables such as demographic differences, teamwork, career advancement and
organisation commitment. With a dearth literature related to PRP plans in Thailand, this
study will fill the gap in the existing literature and contribute to academics and
practitioners’ understanding of PRP schemes in a Thai context. Lastly, PRP aspects and
related consequences are the focus of the next Chapter, in order to develop the research
questions regarding the association between PRP plans, demographic data, teamwork,

career advancement and organisational commitment.

17



vuuvuuuuuvuvuuvuu T
>

5 I n
% - . .

vvuvuvvawwwwuuuuu

@
#

vuvuuvuuvuvubuuvwuuuuu

7

B% C

uuvuuuuuuuu
K

555555555555555555

AC



Chapter 2

Performance- Related Pay and Its Consequences

2.1 Introduction

This research contributes to our understanding of the implementation of PRP practices
and related aspects (teamwork, career advancement and organisational commitment) of
manufacturing firms in Thailand. This chapter reviews the literature which supports the
research. The chapter is organised and divided into two main parts which the first part
presents the concept of pay systems, aspects of PRP and the association between
demographic differences and PRP. The second section focuses on the concept of

teamwork, career advancement and the linkage with PRP.
2.2 Human Resource Management (HRM) and Pay Systems

In the era of globalisation, economic uncertainty and borderless competition, most
organisations have faced changes in their environment, either internally or externally. In
order to survive in such a dynamic environment, all types of organisation - whether they
are public or private, for-profit or non-profit - need to be successful effectively and
efficiently to assure their sustainable advantage (Pfeffer 1998, p.56) notes that “as other
sources of competitive success have become less important, what remains as a crucial,
differentiating factor is the organisation, its employees and how they work” and as such
human resource management (HRM) has been seen as a primary concern for an
organisation. During the 1990s, it became increasingly recognised that a firm’s human
resources can be a central source of a competitive advantage (Barney 1991; Lawler 2000;
Benson and Brown 2000; Brown 2001; Conyon et al. 2001; Edgar and Geare 2005), since
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human resources are often unique, causally ambiguous and difticult to imitate (Becker
and Gerhart 1996) and new forms of HRM and managerial strategy trigger significant
changes in attitudes and work behaviours in an organisation. As Heery and Noon (2008,
p.215) explain, “HRM is a coordinated approach to managing people that seeks to
integrate the various personnel activities so that they are compatible with each other and
is a mean through which an organisation can gain a competitive advantage”. HRM
activities can influence an organisation’s performance (Becker and Gerhart 1996) through
the improvement of employees’ skills and quality (selection and training) and through an
increase of employee motivation. HR professionals and executives seek strategies in
order to attract and retain good workers. Moreover, the increasing internationalisation and
globalisation make it more pressing than ever to understand how to establish HRM
procedures which can deal with substantial differences of cultural and national settings
(Budhwar and Sparrow 2002). This draws on attention to the relationship between culture
and HRM, which has been studied according to whether there are cultural limitations to
the transfer of HRM practices from one country to another country. For companies with
diverse businesses or operations in several countries, there are advantages in transferring
their strategic policies between businesses or subsidiaries. More importantly, there should
be an appropriate fit between HR strategy and the external environment in which the
organisation operates (Bae et al. 2003).

Figure 2.1 shows the link between HRM practices and outcomes. Selection, socialisation,
training and development programmes are also important in accomplishing quality
from employee skills and abilities. Training and development may be related to firm
performance in many ways. First, training programmes increase the firm specificity of
employee skills, which, consequently, increases employee productivity as well as
reducing job dissatisfaction that results in employee turnover (Huselid 1995). Quality
means work quality rather than employee quality. Thus, the integration of security,
promotion and rewards referring leads to commitment as a result of effort and motivation.
Lastly, role structure and perception are outcomes from further HRM elements, for
instance, job design and flexible job descriptions.
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Figure 2.1: Linking HRM Practices and HRM Outcomes
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The coherence, or fit, between specific payments would most likely create value by
motivating, mobilising and retaining calibre employees (Armstrong and Murlis 1998 ;
Lawler 2000). With regard to management levels, forms and modes, compensation may,
depending on the context, engender a variety of attitudes and behaviours, which can in
turn influence organisational efliciency (Gomez-Mejia and Balkin 1992; Harris 2001;
Gerhart and Rynes 2003). Thus, firms with higher compensation are more likely to retain
essential employees than firms with low payment schemes (Ghebregiorgis and Karsten
2007). As indicated previously that people are an organisation’s the most valuable
resource, as assets rather than costs, which underpins the human resource movement and
attitudes towards HR practices. Pay is seen as one of the most powerful factors in the
employment relationship (Milokovich and Newman 1996) and has been affirmed as a
potential tool for achieving competitive advantage as well (Gomez-Mejia and Welbourne

1991; Gerhart and Milkovich 1992). Payment system selection depends on the particular
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circumstances of the organisations strategy, the technology and the characteristics of the
labour market and employee attitudes (Lawler 1990; Armstrong and Murlis 1998; Cox
2005; Marchington and Wilkingson 2005). Moreover, pay system design and its
implementations have to be considered as a process which takes place over time and in
diftferent contexts of use and practicable conditions. They cannot simply be set up
separately without consideration of other issues and strategic objectives (Lyons and Ben-
Ora 2002).

Clearly, the amount of total pay received has an obvious effect in which employees may
inevitably be influenced when selecting employment opportunities (Gomez-Mejia and
Balkin 1992) and compensations have a significant impact on employee behaviour,
performance and effectiveness in organisations. Perhaps most essentially, higher pay also
sends a message that the organisation values its people (Pfeffer 1995; Gardner et al.
2004). Additionally, Marsden and Richardson (1994) have suggested that management
hopes that pay would act as an incentive to raise performance in some way. Furthermore,
the CIPD (2000) notes that in order to maximise effectiveness, pay systems need to be
developed a rich understanding of how to motivate employees, both directly and
indirectly. Money not only serves as a motivator because of its satisfying effect on
economic needs but also serves to fulfill exact individualistic psychological needs; for
example, security, status, esteem and feedback about achievement (Gerhart and Rynes
2003). Particularly, pay systems have tended to rely almost entirely on psychological
theory and have focused on rational behaviour aligning and integrating appropriately

theoretical, practical and motivational issues (Chapter Five).

To sum up, pay is not just a set of compensation practices but rather a way of thinking
about the role of reward systems in a complex organisation where has introduced reward
systems to encourage employees to share their knowledge with others so that
competencies will be improved. Pay has been found empirically, to be more effective in
encouraging workers as people tend to continue doing what they have been rewarded for
and rewards can affect the attitudes of individuals towards their work and their

understanding of why they are working (Gardner et al. 2004). As a result, pay

22



expectations can increase desired performance in the workplace between employees by

awarding higher pay and promotions to the highest performers.
2.3 Performance-Related Pay

Throughout the 1980s and 1990s, there was growing interest in, and practice of,
individual PRP, based on the belief that it would lead to both improved productivity and a
cultural change in the working environment (Reilly 2005). There was a widespread belief
that the traditional wage-employment relationship where employees were rewarded
simply by straight salaries was not ideal in a modern competitive economy (Conyon et al.
2001). Pay for Performance (or Performance-Related Pay, PRP, as it is more commonly
called), can be addressed as an entrenched part of the compensation system (Hanley and
Nguyen 2005). As noted by the Lewis (1991); Brough (1994); ACAS (1996); Risher
(2002); OECD (2005); Thompson (2005), PRP refers to the salary increments, bonuses
and similar variable part of pay which is awarded each year (or on any other periodic
basis) linked directly to individual, team or company performance, on the basis of their
contributions to a firm, which is introduced to create inequity in pay between two
individuals or groups working in the same area of an organisation. As reported in the
literature, such schemes have growth rapidly in both the public and the private sectors
and have extended their coverage to the lower reaches of the organisational hierarchy
(Kessler 1994) and included all staff (OECD 2005). Thus, PRP has received a growing

amount of attention and discussion in recent years*

*(Section 2.3.1: The Development of PRP over Past Two Decades)
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Compared to traditional payments which were collectively negotiated based on pluralist
employment relations (Trevor 2009) and standard formulae which made it difficult
to measure individual contributions to performance, PRP is designed as a tool for
evaluating contribution on an individual basis (Shelly 1999), typically determined by
a process of systematic performance appraisal (Lewis 1991; Marsden and Richardson
1994). Obviously, this reflects a move away from traditional methods of job evaluation
and time-based pay to a more individualised approach (Shelly 1999; Marsden et al.
2000). The principle of PRP schemes is that the incentive effect should be strong as
workers perceive a direct link between their efforts and their eamnings (Morris and
Fenton-O’Creevy 1996, Reilly 2005; Stiffler 2006). Employees that benefit from their
individual contributions will be more motivated to work with greater intense effort
than those that are compensated based on seniority (Schwab and Olson 1990; Gerhart
and Rynes 2003). As Kessler (1994 ); Armstrong and Murlis (1998) and Conyon et al.
(2001) emphasised, PRP has been implemented as an attempt to overcome labour market
pressures by paying high performers more in order to retain and recruit high outstanding
employees. Thus, the better the performance of the employee, the higher the pay (Brough
1994). Accordingly, pay linked to performance is measured by a number of specific
objectives such as sales production volumes or cost control. More specifically, PRP has
focused on rewarding output (rather than input) where each employee is primarily paid
according to his/her achievements as objectively measured by financial outcomes and
productivity, usually within a highly managerialist perspective (Guest 1997; Kweon-Taek
2008), using qualitative (rather than quantitative) judgments in assessing performance,
a consideration on working objectives (rather than personal qualities) and an end to
general annual pay increases (Fowler 1988). PRP strategies should rely on a clear
performance appraisal process within the framework of a broader performance
management strategy (OECD 2005). One of the key objectives for PRP is the greater
financial control (Kessler and Purcell 1992; Kessler 1994; Forrester 2002). As PRP links
the employee’s performance appraisal and pay, this provides a degree of control by
management over the labour process at a micro and macro level (Forrester 2002).
Likewise, Benson and Brown (2000) explain that the PRP plan is a potential strategy for

the greater financial control over wage costs where pay increases are offered only to those
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whose their performance warrants financial recognition. Workers who generate a
substandard performance will obtain little/no pay increases and will be likely to seek
employment elsewhere (Kessler and Purcell 1992). Further, PRP practices intend to
reward higher performers to take risks by investing their time and skills in working for

the success of a company (Conyon et al. 2001).

With respect to the positive aspect of PRP, Benson and Brown (2000) and Risher (2008)
point out that PRP is an increasingly popular theme based on the simple supposition that
employees will work harder if a firm offers them an opportunity to gain more money.
PRP is often assumed to be a direct motivator (Risher 2008) in order to induce more
effort (Dowling and Richardson 1997), improve individual performance (Conyon et al.
2001; Hanley and Nguyen 2005), generate high levels of employee commitment (Kessler
1994; Paul and Anantharaman 2003) and reinforce a state of preparedness to work
beyond contract. Essentially, PRP should be viewed as an opportunity to keep skilled
workers (Benson and Brown 2000) and is thus instrumental in attracting, motivating
and retaining the best employees (Kessler and Purcell 1992). The research of both
Gardner et al. (2004) and Piekkola (2005), for example, indicated that PRP schemes
had substantially improved firm performance. Moreover, Brown (2001) states that PRP
is a potentially powerful tool in the employment relation by building up high-trust
relationships between manager and employees (see also Harris 2001) and enforces a more
contractual employment relationship in which accountability and reward are bound
closely together.

Another contribution of PRP is in developing organisational culture. As Torrington
(1993, p.154) notes “that PRP is not just another variation on the pay theme; it is a
Jundamental change in values and management style”. If an organisation can avoid the
negative aspects, PRP schemes can effectively reinforce values and direct employee
behaviour toward the achievement of firm goals. Chamberlin et al. (2002) argue that PRP
has been introduced to satisfy a desire to change the culture of the organisation by
emphasising the need for employee flexibility, a willingness to innovate or by stressing

the importance of the individual employee as opposition to the collective (Cannell and
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Wood 1992). According to Heery (1996, p.62), “PRP delivers messages about what is
valued by an organisation, reward systems are frequently identified as instruments of
culture change and many public sector managers have attempted to use PRP to foster the
values of a new performance culture”. The findings of Risher (2008) supported the view
that a performance culture is related to lower employee turnover and absenteenism.
Similarly, a CIPD study found that new pay structures were frequently being introduced
as part of a business strategy and the processes supported or even led cultural change
(CIPD 2000). In this way employees recognise performance culture within PRP; their

rewards will be evaluated according to their contribution to the goals of a firm.

Alternatively, critics claim that PRP plans can have many defects, including improper
design and implementation, inappropriate objectives/criteria, limited distribution or
unimpressive rewards (Brough 1994; Dowling and Richardson 1997). In addition, the
concept in PRP which some employees are selected who perform a more competent
standard of work than others can be divisive and lead to overall ineffectiveness unless
everyone perceives the rules as fair (Torrington 1993). Research suggests that PRP
schemes need to be well-managed in order to facilitate a trouble-free introduction
(Marchington and Wilkingson 2005). Employees who do not earn their rewards under
PRP practices may claim that objectives are not properly set up or their performance is
not fairly assessed. To sum up, although PRP systems may suffer from certain problems,

they are widely used rewarding employees (Lowery 1996; Lawler 2000).

2.3.1 The Development of PRP over Past Two Decades

The use of PRP has become widespread in recent years and is seen to bring about the
improvement on firm-related aspects (Benson and Brown 2000). PRP policies spread
from management level to cover many different categories of staff in the past ten years.
The earliest examples of PRP schemes pre-date the 1980s, notably in the public sector
(Dowling and Richardson 1997; OECD 2005). In France, for example, the very first
version of the civil service by laws, adopted in 1946, stipulated that individual or group

bonuses could be granted periodically to civil servants to reward exceptional

26



performance. Rouban and Karvar (2004) surveyed 6500 public and private sector
managers during in 2002 and confirmed previous research results. Further, performance
bonuses appeared to be more widely used for managers than for non-managerial
employees in France (Marsden and Belfield 2006). Similarly, Conway et al. (2008) found
that in France, the use of training, teamwork, collective PRP and engagement on changes
and targets increased in the largest establishments (those over 500 employees) while for
four of the variables (those relating to training, autonomy, individual PRP and collective
PRP) a negative correlation was found for the smallest ones (those employing less than
50).

In Japan, a provision to grant public employees a diligence allowance has been in
existence nationwide since the early 1950s (OECD 2005). Additionally, in Japan,
4.1 percent of survey respondents reported that they did not have a PRP philosophy;
that percentage was down to 2.3 percent in 2008. Sixty-four percent of employers now
used individual performance to determine bonuses or short-term incentive awards, up
from 58 percent in 2007 (HR Magazine 2008). Clearly, many Japanese companies are
shifting from seniority-based schemes to performance-related ones (Benson and Debroux
2010). In Canada, meanwhile, an official system of merit increases for civil servants was
introduced for the first time in 1964 (Ng and Maki 1993). The pattern of implementation
of various PRP systems shows that both small and large firms are similar in this regard.
The results also shown that among PRP systems, non-unionised firms had a higher
adoption rate of the performance appraisal-based method and 47.5% of respondents said
that they had increased pay differentiation based on performance, in the study 384
organisations employing approximately 1.6 million unionised and non-unionised
employees (CMA Management 2005). Similarly, the United States government
introduced a system of PRP for managers (the Senior Executive Service) with the 1978
Civil Service Reform Act (OECD 2005). However, most so-called merit increases
available under many of the other schemes in operation before the mid-1980s could
not be considered to be true PRP. This was because merit was defined so as to avoid
having to apply penalties; indeed, these increases were frequently allocated on a

collective basis regardless of performance. They were effectively length of service or
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age-related increments. So, PRP pay has to be caretully distinguished from other types of
allowances not linked to performance, from automatic salary increases, and from the part
of variable pay linked to job evaluation (OECD 2005).

The introduction of PRP systems at the end of the 1980s and 1990s was a tar more
important development than the early merit increases referred above. These more recent
policies were introduced in a more systematic way and with mechanisms which
consolidated PRP increases into pay and pensions, having a long-term effect on them.
For example, the Korean government introduced two forms of PRP scheme - annual
merit increments and performance bonuses - in 1999 in order to improve productivity and
competitiveness (OECD 2005). The scheme, however, had a number of limitations, for
example, lack of experience in utilisation of PRP, supervisor bias and poor performance
management and union resistance (Kim 2002). PRP schemes have been increasingly
linked to organisational objectives and strategies against which individuals are appraised
annually. There are a range of different schemes related to a variety of individual, team-
based and skill-based criteria for making such rewards. However, in reality the schemes
often involve some combination of the three. In many schemes, the employees involved
now have all of their annual pay increases awarded through this method. Quotas and
forced ranking systems are also increasingly used in the private sector. For instance, at
General Electric only 20% of staff can be rated at the highest level and 10% have to rated
at the lowest level, using a three-level rating scale (OECD 2005). Unfortunately, there is
little evidence on the establishment of PRP practices in Thailand. Attention on
compensation systems began in 1986 which has extended to an interest in performance
management since 2001 (PMAT 2005). Moreover, McCampbell et al. (1999) reported
that 76%of the Thai companies employed a seniority-based promotion structure, while
only 24 % used a merit-based system. Moreover, the larger the company in Thailand, the
higher the possibility of employing a seniority-based pay.
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2.3.2. Reward Systems and PRP

It is necessary to understand the reward strategy lying at the root of pay systems
(Performance-Related Pay in this research) to achieve the effectiveness of motivational
goals as shown below (Figure 2.2). The link of each box in the model represents the
significance of a compensation design developed to ensure that the scheme is able to
reach the desired outcomes. A key element of successful PRP design and implementation
is to begin with a total reward strategy, illustrating that there are a number of components
of the reward strategy which affects PRP design and that each of these components
should be taken into account when evaluating integrated PRP schemes. This provides the
company with a structured platform from which planned future decisions can be
consistently made, even as the environment changes. It also affirms that all human
resource programmes are, in theory, aligned with the overall business strategy and
company direction (Budhwar and Sparrow 2002; Gomez-Mejia and Werner 2008). A
total reward strategy should support the overall business strategy. More importantly,
should be communicated to all employees (Lawler 2000; Harris 2001; Malhotra et al.
2007). The prevailing conceptualisation of strategy in the international business context
has been the global integration-local responsiveness framework. While the global nature
of a business may call for increased standardisation, diverse cultural environments may,
simultaneously and paradoxically, call for differentiation (Gomez-Mejia and Werner
2008). True PRP exists when employees are rewarded for meeting and exceeding
performance expectations. All pay components should be aligned in order to complement

one another.

A company’s total reward strategy, combining compensation and benefits (direct and
indirect rewards), can maintain competitiveness and bring about good performance.
Effective and efticient use of pay plans can reach the essential goals of a PRP strategy.
Moreover, an effective PRP total reward strategy would not be complete without
a performance appraisal programme (Brough 1994; Lewis 1998; Wright 2004). The
transition to a PRP mechanism should commence with an understanding of worker’s

intrinsic motivations and how these affect their behaviours. Employee’s abilities,
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experiences and the associated organisational administrative infrastructure also have a
significant impact on pay systems. At the same time, companies should pay attention to
the learning processes of employees. It is notable that while people come to work to get
their pay they also gain experiences. Learning is seen to be a part of every day work, and
not a separate activity (Blackman and Kelly 2006). Under PRP schemes, employees
strive themselves to improve their skills and knowledge to reach an expected performance
target while companies should provide the necessary support for employees to improve
their ability through training and career advancement. When employees realise the
systematic elements of human resource management, together with improved pay
systems, their desires are in part satisfied. As a result, motivation drives employees to
exert themselves and they accomplish their improved pay. For example, Gardner et al.
(2004); Hanley and Nguyen (2005) found that the pay level affects employee self-esteem,
which in turn, affects employee performance.
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2.3.3 Contexts of PRP

PRP is also consistent with the idea that higher performers should also have higher pay
levels than their lower performing counterparts in comparable positions. This is
particularly true, when PRP practices are implemented within different cultures, such as
Asian culture rooted in collectivism. These principles in the development and
administration of PRP arrangements should be well-planned and periodically updated to
reflect the most practical and efficient practices. In the next section, the PRP elements

will be explained.

1. System Design

As mentioned previously, pay systems become crucial tools to support competitive
advantage. A common theme in the compensation management literature is that
organisations have considerable discretion in the design of pay policies. Sometimes, pay
strategies assumes that whatever the system used must be the one best system for a
particular organisation but not for others as there is no best solution (OECD 2005). Even
similar organisations may adapt different strategies; some may be more efficient than
others. Fischer (2008), for example, argues that individuals within an organisation may
have self-interests and goals that are often not in line with the goals of the organisation,
and may view PRP as about cutting labour costs, that many line managers operate a
quota and that they use PRP to reward their favourites (Marsden et al. 2000). Hence, a
PRP system design should reflect how the organisation values employees and also
demonstrates what behaviours are desired and rewarded (Schein 1992). Additionally,
Appellbaum and Mackenzie (1996) indicate that a properly designed of pay schemes can
be a vehicle for management communication to convey the choice of allocation principles
which reveals the distribution of resources and rewards. By contrast, badly designed
schemes may not meet employee’s expectations through lack of effort and work which

can lead employees not achieve specific goals (Brown 2008).
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Regarding the alignment with relevant aspects, good system design, including
the company’s philosophy developed from the business vision and mission, can be
extremely valuable in supporting management so as to drive the company effectively.
The system should adopt values and attitudes for balancing corporate, business unit
and functional priorities in according to a worldwide scale so that there become enormous
intellectual and competitive advantages. Subsequently, pay systems can be good
motivators, depending on a company’s compensation policy and practices (Helm et al.
2007). As Whitfield and Poole (1997, p. 745) noted, “it is crucial that performance-
oriented work practices are congruent with the overall strategy of the organisation in
which they are sited and only work if introduced in an internally consistent manner”.
Creelman (1995); Hamris (2001) and Hanley and Nguyen (2005) all argue that PRP
schemes had been or were being adapted with the aim of obtaining a better integration
with all employees, other HR policies and company objectives. The stronger the
alignment among core values, processes and practices, the more effective the pay system
will be (Lawler 1995). More specifically, Hanley and Nguyen (2005) indicated that
inconsistencies of systems were a source of conflict within a firm. With respect to the
business environment, the system design of PRP needs to draw attention to the business
cycle stages of the firms (Kessler 1994). Some distinctive characteristics of firms require
differential pay design for them. This implies different needs in terms of performance
measurement processes and tools. Appelbaum and Sharpiro (1992) suggest that the
business cycle has to be kept in mind when designing a pay system. For example,
management in a firm operating at a survival or turnaround stage is not always capable to

focus on individual rewards.

The system design of PRP plans should be linked to organisational culture. When
designing a PRP system it should always be remembered that they can often create
unintentional impacts on an organisation’s structure and become an important signal of
the organisation’s culture (Appelbaum and Shapiro 1992; Lawler 1995) and values
(Torrington 1993; Helm et al. 2007), since employees can view a company as using a
human resource-oriented and performance-oriented culture which explicitly emphasises

individual initiative and responsibility in PRP practices (Kessler and Purcell 1992;
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Torrington 1993; Benson and Brown 2000; Helm et al. 2007). As such a PRP system
must establish the critical integration between employees’ reward expectations and
organisations core values. Finally, Lawler (2000) and Risher (2002) have argued that a
PRP management design which is associated with a performance culture enthusiastically
fosters the individual to tackle new tasks and stimulate workers to look for better ways to
accomplish goals. Consequently, poorer performers realise the need to increase their

performance to attain merit rewards.

With respect to a different cultural setting, “execitives seems to believe that something
called national culture is a critical (perhaps the most critical) factor when managing
international compensation” (Milokovich and Bloom 1998, p.17). A PRP plan which
deals with international issues, including expatriates, local nationals and third-country
nationals, highlight a proper combination of practices on which reflect the economic,
social and political changes in the countries in which they operate. Importantly, national
laws, taxes and welfare regulations are vital forces (Milokovich and Bloom 1998).
Besides the fact that the overall pay system need to be created in a market-based
economy, national culture inevitably influences the compensation strategy, particular in
Asia where people are comfortable with more collective values and security is more
important than risk-taking (Milokovich and Bloom 1998). The research results of Gully et
al. (2003) suggested that multinational companies had difficulty maintaining consistency
in PRP plans across countries and expatriates might need to be particularly sensitive to
these issues when making PRP decisions. For example, compensation systems in
countries where the culture focuses on respect for status and hierarchy establishing higher
power distance scores, should emphasise more hierarchical pay structures while those
possessing collectivism would choose more group-based rewards (Milokovich and Bloom
1998; Gully et al. 2003; Allen et al. 2004). On the contrary, Allen et al. (2004) note that
individual rewards work in the United States because they are culturally compatible with

an individual culture.
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2. Setting Objectives

PRP is based on an assumption that greater levels of employee efficiency can be achieved
by rewarding an individual for their efforts (Brown 2001). Baruch et al. (2004) and
Dowling and Richardson (1997) address that setting the objectives elements are important
to the success of the PRP practices that there should be verifiable criteria of fulfillment
(Marsden and Belfield 2006) and an emphasis on objectives alignment (Hendry et al.
2000; Helm et al. 2007). According to Lowery et al. (1996), employee’s mention that a
goal is what an individual is trying to accomplish and the setting of goals give them a
target to work towards and provide direction for their efforts. A proper objective should
be derived from the organisation’s strategy and departmental strategies (Lowery 1996,
Lewis 1998; Buchenroth 2006) which will result in less labour-manager conflict (Conyon
et al. 2001). Regarding the participation of a relevant person, executives and staff have
significant influence over their goal setting. It should be noted that employees are allowed
to determine for themselves how they meet their objectives as a motivational strategy.
Reilly (2005) and Risher (2008) emphasise that in achieving the goals and objectives
setting should start at the top, cascade down level by level and employees should be
involved in the objective setting process in order to evaluate their own performance
leading to agreed criteria (Dowling and Richardson 1997) and thus develop trust
(Appelbaum and Mackenzie 1996). If employees believe PRP has led managers to set
work objectives more clearly, then they are more likely to respond positively on working
beyond job requirements and using their initiative (Marsden et al. 2000). As a result,
employees can be motivated by clarifying objectives and setting clear future objectives

with provision for training and development (Prowse and Prowse 2009).

However, the previous findings of Dowling and Richardson (1997); Lewis (1998);
Kim (2002) found that the problems with pay programmes were that the criteria and
objectives were unclear, objectives were set arbitrarily by politically motivated
management or objective-setting process were done badly. Further, Reilly (2005) argue

that unachievable performance targets or targets can establish problems since workers
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will disengage from the process. In the same way, if employees believe their work is hard

to measure they are less likely to raise their awareness through organisation’s objectives.

Pre-determined objectives are one of the most popular forms of measuring pertormance
(ACAS 1996). Achievable and worthwhile goals should always be considered as key
factors of objective setting (Hendry et al. 2000). There are often some changes in
organisation or internal circumstances which cause impracticable objectives to be reached
(Torrington 1993). The studies of Lowery et al. (1996) and Dowling and Richardson
(1997) also concluded that a sense of challenge towards PRP plans was positively related
to overall motivation and negatively related to inappropriate goals. In addition, the
process of satisfying and reasonable objectives support employees work markedly harder
regardless of nationality and cultural background (Reilly 2005; Shen 2005). As
Torrington (1993, p.153) noted, “if the objectives are met by some but not by others, there
is immediated pressure to smooth the impact on the losers, by management compensation
to the poorer performers”. Lowery et al. (1996) also reported that approximately 40
percent of respondent complained that the goals were either trivial, too easy or too

subjective.

In terms of objectives under PRP schemes, Shen (2005) indicated that objectives can be
divided into hard goals (quantitative goals) and soft goals (qualitative goals). Although
specific goals offer employees clear expectations, traditional quantitative goal setting
has been seen to have a counter-productive outcome since it focuses on the short-term.
Objectives and verifiable measures are much easier to communicate than the subjectives
judgements (Dowling and Richardson 1997). On the other hand, qualitative objectives
are subject to potential bias and inaccuracies (Shen 2005). Moreover, Atkinson and Shaw
(2007) suggest that there has been considerable debate on the extent to which
performance goals are hard - objective, quantifiable and capable of being directly
measured or soft - subjective and focused on such things as behaviours or traits. Many
organisations therefore use a mix of both hard and soft goals. Various aspects need to
be assessed considering job or position- related issues (Shen 2005) such as sales, profits,

units produced, communication skills, technical abilities, adaptability, flexibility and
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so on. It is notable that the expectation of a financial reward does indeed induce
some employees to focus more on specified work relating only measurable and/or short-
term obejectives and neglect other important but less tangible aspects of the job which
have been omitted (Campbell et al. 1998; Hanley and Nguyen 2005). As Dowling and
Richardson (1997) have pointed out, if the goals of PRP schemes overlook certain
intangible but important aspects of the job there could easily be a significant loss.
In conclusion, the questions of objective setting guiding an understanding of the work
measurement and monitoring procedures are critical. Without these, the process could
easily become an empty exercise (Marsden and Belfield 2006). Interestingly, Marsden et
al. (2000) found that poor target setting by line managers is the key factors which is likely

to intensify perceptions of jealousy and divisiveness among employees.

3. Performance Management

Prior to 1980, most research on performance appraisal was generated from the field
of psychometrics and was viewed in the same way as tests: they were evaluated against
criteria for validity, reliability and freedom from bias. A primary goal of the research was
to reduce rating errors. Researchers in the applied tradition concentrated on the appraisal
system and how it functions to serve organisational ends (Milkovich et al. 1991).
Performance management can be regarded as an extension of performance appraisal
(Lindholm 2000) and can be defined as a systematic process which contributes to
the effective management of individuals and teams in order to improve employee’s
performance (Creelman 1995; Campbell et al. 1998) and achieve high levels
of organisational performance (Armstrong and Baron 1998; Hendry et al. 2000).
Performance management creates a blueprint for organisational effectiveness in the
accomplishment of individual/organisation mandates and goals (Redman and Wilkinson
2001) and as a goal-driven process (Hendry et al. 2000). Likewise, Lindholm (2000)
claims that performance management is an important process for influencing both the
extrinsic and intrinsic motivations of employees in that it provides a framework for
directing and supporting workers towards the achivement of shared responsibility and

understanding about employees’ roles, expectations and standards, which further ensure
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that employees deliver high performance (Armstrong and Murlis 1998). Typically, Risher
(2002) notes that it is unusual for firms to operate without some kind of performance
management system and specialists have been studying how to improve performance for
decades. Eskew and Heneman (1996); Lewis (1998); Hanley and Nguyen (2005) have all
mentioned that performance appraisal related to performance management can be
generated in terms of evaluation and development. Evaluation is a way to measure and
compare an employee’s performance in order to justify a various HRM decisions relating
to remuneration, promotion and termination. As a developmental process, employees who
are monitored also are challenged with differing ratings and goals. The feedback and
suggestions toward performance appraisal establish individual motivation to improve
performance such as determining training needs, working with greater effort and
increasing job skills (Lindholm 2000; Beer and Cannon 2004). As an essential objective
of performance appraisal is to motivate employees, Campbell et al. (1998); Decktop and
Cirka (1999) have stressed the importance of performance assessment as a control tool to
shape desired behaviour.

With respect to the link to PRP plans, PRP is usually an intrinsic part of performance
management (Lewis 1998) and performance management is a necessary component of
PRP schemes since pay increases are based upon the ratings from performance appraisal
(Eskew and Heneman 1996) by connecting the objectives of the organisation to work
targets for individual employees. When dealing with PRP, objective setting and formal
appraisal are placed at the heart of the approach (OECD 2005). Performance management
can stand on its own without a link to pay, while PRP is not an end in itself (LACSAB
1989). Brough (1994)’s report stressed, however, that it is difficult to operate PRP
without some form of performance management (however crude) (see also Hanley and
Nyugen 2005; OECD 2005). Lowery et al. (1996) mention that performance standards
should be based on job analysis so that the standard will be job-related and lead to more
valid and reliable ratings. Further, an IPM (1992) survey on performance management
reported that two-thirds of respondent organisations which operated PRP without other
performance management policies thought that PRP had contributed to improved

organisational performance. This contrasted with 94 percent of the sample which
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operated PRP with other performance management policies and who thought PRP had
contributed to improved organisational performance. Thus, it is important for PRP to be
located within a context of performance management activities (for instance, measuring

performance).

Organisations must determine whether performance will be measured at the individual,
group or organisational level (Rynes et al. 2005). Given the rapidly changing
environment and the different nature of organisations, non-financial measures such
as quality, employee participation, customer satisfaction and leadership have been
introduced to assess performance and complement the financial indicators (Kaplan and
Norton 1992). Using a formal system of appraisal, employees may be rated against
explicit performance criteria, ranked against their colleaques and peers or assessed
against certain qualities and characteristics. Most importantly, what will be precisely
evaluated and judged as an output of the process needs to be scoped, which kind of
performance will be rewarded (Drago et al. 1992; Campbell et al. 1998). Similarly,
Eskew and Heneman (1996) claim that results and behaviours are being evaluated rather
than personality traits, as such traits which are very subjective to be misinterpretion. Trait
evaluation should be improved to attain the validity of performance rating. Prowse and
Prowse (2009)’s study noted that all performance judgements were used to determine the
specific levels of performance criteria to specific issues such as innovative skills, specific
sales volume, competencies and so on and rated into scores such as excellent, average,
etc. Differential rewards based on a less arbitrary measurement of performance will
provide stronger incentives for productive effort than rewards based on a rather subjective
performance evaluation (Jirjahn and Kraft 2007).

Empirical studies on the topic of performance management problems are infrequently
found in the literature. Significantly, there have been many innovations of performance
appraisal practices (Redman and Wilkinson 2001). However, Campbell et al. (1998), for
example, observed that employees generally did not agree with their performance
appraisal and did not accept the evaluation as accurate. Similarly, Lewis (1998)’s

research found that some managers echoed these concerns about the subjectivity of the
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concerned with establishing a link between among all levels (Risher 2002). For instance,
self-assessment is being used increasingly by employers as a tool to help identify “best
practice” and for areas for improvement (Cocca and Alberti 2010), whereas 360-degree
appraisal, refer to as a multi-rater or a multiple-source of feedback, is the process
whereby individuals receive feedback and information is gained from a wider range of
sources, such as stakeholders, about the way they carry out their jobs. This includes group
appraisal and peer feedback from colleagues, groups, direct reports, line managers,
internal and external customers, as well as the individual. It is notable that feedback is no
longer dependent on the manager — subordinate power relationship (Prowse and Prowse
2009). Any system which delivers assessments across hierarchical boundaries may be
problematic or even offensive in countries with high power distance and low levels of
openness such as China, Japan, Korea, Mexico and India. In particular, there are the issue
of respect for authority in high power distance cultures and the importance of saving face
in certain Far Eastern countries. Alternatively, a management system that links individual
performance and rewards to the achievement of employees results is generally use some
form of management-by-objectives (MBO) system (Col et al. 2006). MBO provides aims
and specific targets to be succeeded within certain time frames, such as specific sales
targets, profitability and deadlines (Prowse and Prowse 2009). Here employees and
managers jointly set the tasks and self-develoment goals and they discuss an agreement
between them to carry out performance appraisal as a transparent, accountable and
predictable process. However, if an objectives-based instrument is not perceived
as accurate by employees, its users may undermine its potential. In addition, the balanced
scorecard has been introduced as a concept to measure performance which includes
four elements: effectiveness of strategic plan implementation, efficiency of work, quality
of service delivery and organisation development as a tool (Col et al. 2006). A further
issue in performance management is the use of Self Assessment Reports with discussion
leading to a specific time and opportunity for the appraisee to evaluate their performance
reflectively in the discussion and with the interview developed into a conversation on
a range of topics that the appraisee needed to discuss in the interview. Despite the
practice of “spot-checking”, there may be reasons for an employee to overstate his/her

accomplishments in these reports (Col et al. 2006).
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Essentially, the form and size of payments of a reward should be used to drive expected
behaviours and modify existing habits. In accordance with Harris (2001) and Risher
(2002), the amount of pay is highlighted as an essential factor since the role of the
financial incentive is a key component of the performance management process which
reinforce of good performance. As Dowling and Richardson (1997); Hendry et al. (2000);
Marsden (2004); Kauhanen and Piekkola (2006) have suggested, payment for targeted
performance needs to be seen as attractive, achievable and commensurate. Consequently,
the schemes functions will work well and sustain the remaining workforce through
meaningful differential pay. Marsden and Richardson (1994) and Harris (2001) also
reported survey results showing that incentive effects could have a low motivating effect
if PRP forms only a small proportion of total compensation. As Campbell et al. (1998)
point out that PRP plans require a budget with sufficient funds for motivating employee
so that they will be appealing. In addition, Torrington (1993) mentions that inflationary
effects are important in PRP plans since if pay increase is going up by one or two percent
above inflation is not very attractive. Lastly, the market rate is always a central factor in
setting pay because it determines the competiveness of a pay rate and establishs the

worker’s level of expectation for pay plans as agreed by Bassett (1994).

Regarding to the types of reward, Gerhart and Milkovich (1992); Suff and Reilly (2004)
have argued that the choice of variable pay system depends on the main aim of its
introduction and that in many organisations employees are covered by multiple plans
simultaneously. It is of interest that organisations encounter various alternatives when
relating pay to performance since an individual is most motivated to behave in a desired
level when he/she believes that their performance will lead to a satisfied and certain
outcome. Thus, employers or executives must determine what kinds of rewards workers
will be given, such as stocks, cash and/or other options and how often they will be given
— annually, quarterly or monthly. Rewards can also be based on the performance of
groups, business units and the total organisation (Armstrong and Murlis 1998; Lawler
2000). The study of Rehu et al. (2005) confirmed that since different institutional
frameworks provide different compensation settings, it might, for instance, be more

beneficial for tax reasons for employees to receive part of their compensation in benefits
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rather than cash. Most notably, this study clearly demonstrated that whether an incentive
was contingent on individual performance or on collective performance strongly affected
pay risk preferences (Kuhn and Yockey 2003). The point is low risk compensation will
attract risk adverse workers and vice-versa (Joetan and Kleiner 2004). Another interesting
consideration is the multi-factor or multi-level pay plan. Indeed if each plan is better at
achieving certain objectives than others of mix plans may be sensible. The growing
popularity of the PRP practice is mainly caused by the fact that both personal and
corporate level factors are important for providing favourable rewards, thus targets can be
assessed for specific jobs at the different level - teams, departments and/or company, so
that an individual will receive suitable economic benefits (Benson and Brown 2000; Suff
and Reilly 2004). However, the use of too many different measures can fail to provide a
focus for important strategies. Moreover Brough (1994) and Sloman (1999) have argued
that remind that in the case of multi-purpore systems for performance appraisal, “rating-
drift” can be reduced but never eliminated and the over-rating of performance in order to

increase the reward is a natural tendency for appraisers and needs to be addressed.

Hence, Lawler (1995) and Brough (1994) offer two solutions - a forced distribution
system with a fixed proportion of employees in each rating category and giving
manager’s budgets which are mainly criticed as cash considerations. Moreover,
Chamberlin et al. (2002) state that quotas are set in many organisations to prevent the
spiralling costs of rating drift. Placing too much emphasis on short-term goals may
undermine long-term perspectives (Lewis 1991; Brough 1994), this has to be a concern
for system design. Bassett (1994) suggests that when emphasising pay as a motivator of
task performance, a workers’s sense of intrinsic task interest may de diminished.
Moreover, Milkovich and Milkovich (1992) demonstrate that there is a growing belief
that PRP is mismanaged as too much money is going to too many employees with too
little effect to their performance or productivity. As reported in the survey of
Worldatwork (2007), private companies face unique challenges when designing short and
long-term incentive programmes. Responses from 300 companies were analysed and it
was found that private companies rely more heavily on short-term incentives, such as

bonuses, than long-term incentives to reward and motivate employees. Only about one-
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third of respondents reported having a long-term incentive plan reserved for the upper

levels of the organisation.

With respect to an individual pay plan, Milkovich and Milkovich (1992) confirm that
individual incentives seem to work best when they are implemented through structured
tasks where an individual works mostly by him or herself. Long and Shields (2005), who
studied Australian and Canadian firms, reported that group performance pay plans were
used much less frequently than individual performance pay plans. Of course, in a piece-
rate type of pay where an individual is rewarded according to their own effort, easily
identificable outputs are the most obvious form of individual PRP (Conyon et al. 2001).
There is widespread agreement that piece rates induce greater effort than do time rates of
pay (Brown 1990) and Long and Shields (2005) noted that piece rates were implemented
more extensively in the manufacturing and transportation sectors. Freeman and Kleiner
(2005), meanwhile, provided supporting evidence that piece rate pay raised non-labour
costs and workers’ compensation since workers did not give “full effort” with piece rates,
presumably because workers feared that the firm might change the rates to make it more
difficult to earn premiums and cause divisive (Marginson et al. 2008). Therefore they
usually require additional monitoring of the quality of output and to update piece-rate
systems as technology changes. Consistently, a common problem for piece rate plans is
conflicts between employees who want to minimise their output and management who
want to maximise the plant’s output with quality standards (Wilson 1992; Freeman and
Kleiner 2005). Jirjahn and Kraft (2007)’s research mentioned that piece rates were
associated with less discretion in performance measurement as the number of units of
output could easily be verified. Additionally, the most popular type of short-term
incentive plan is a bonus plan and this is very important for job satisfaction (HR Focus
2007). Nine out of ten private companies had a bonus plan in the survey of Worldatwork
(2007). Likewise, Amuedo-Dorantes and Mach (2003) concluded that bonuses and
commissions were the most frequent type of PRP plans for both men and women
employees, whereas Wan (2006) explained that the majority of workers in Japan are
compensated through a monthly salary based on a seniority. Compared to salary

increases, bonuses can better reflect current performance and not become an annuity to be
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paid every subsequent year regardless of performance level (Lawler 2000). Since salary
increases are usually tied to changes in the labour market and merit, so the percentage
of the increase is masked and which impedes the link between effort and reward.
Although considerations such as financial and output aspects remain important,
bonus pay plans are now overwhelmingly oriented toward incorporating measures such as
attendance, customer service, quality, safety, teamwork and various other HR-related
measure. The most prominent management objectives driving company performance
bonus were “reward” and “communication” (Marginson et al. 2008). It is hypothesised
that advertising the availability of bonuses based on individual performance will lead
to an organisation being perceived as having a more individualistic culture (Kuhn 2009).
Further, Amuedo-Dorantes and Mach (2003); Long and Shields (2005) say that
a commission is a pay plan based on individual job performance often seen in
wholesale/retail sector and service-oriented work which is, therefore, highly dependent on
the employees’ interaction with customers. As a result the interaction is not easily
observed by the employer and a commission has the potential to be more volatile and
irregular that other PRP plans which rely on individual productivity. Amuedo-Dorantes
and Mach (2003), meanwhile, noted that male wages are more responsive to commissions

than female wages.

On the other hand, group payments use a measure of collective performance, usually at
the level of workgroup or work unit. Individual reward plans are often criticised for
having a negative impact on organisational culture (Pfeffer 1998). The economic reward
will be allocated and shared by all member of the work group when the productive
outcome is above the standard (Appelbaum and Sharpiro 1992; Benson and Brown 2000).
As Guest (1997) points out, group-level performance affects unit performance and thus
company profits. It is also been suggested that individual-based PRP schemes interact
negatively with briefing groups and financial participation schemes. Incentive systems
based on individual performance are, therefore, problematic for a number of reasons.
Conyon et al. (2001) claimed that individual pay plans can encourage non-productive
competition between employees, particularly where appropriate measurement system is

not provided. In addition, individual performance related schemes are costly to design so
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as to gain acceptance from employees. Remarkably, to introduce and/or monitor can
promote unhealthy competition between workers which reduces output levels (McNabb
and Whitfield 1998; Conyon et al. 2001). Moreover, a pay system based on an individual
performance can be divisive and conflict with other employment strategies focusing on

team-working and specific employee involvement.

There has been a significant trend to expand participation in group incentives schemes
that are linked to the accomplishment of because companies expect the prospect of
rewards to trigger better performance (Risher 2002). Notably, McNabb and Whitfield
(1998) observed that financial participation programmes had important interaction effects
with specific employee involvement schemes. It is important to distinguish between
establishments with individual and group PRP schemes. However, these differ markedly
for individual and group PRP schemes, with the latter showing a much stronger positive
association with productivity (McNabb and Whitfield 1998). Suff and Reilly (2004)
noted that team-based schemes may hinder organisational flexibility that can reinforce the
cost-effectiveness improvement. The use of group based performance pay reflects
an underlying technology characterised by team production. Further, not only do such
incentives schemes encourage teamworking, but also allow employees to learn new
workplace methods and techniques to obtain shared goals and targets. Nevertheless, given
that interdependent worker productivity makes the measurement of individual output
difficult, the firm may use observable characteristics such as the individual team
member’s qualifications or training to provide differential rewards based on team output
(Jirijahn and Kraft 2007). Moreover, employees in cohesive-high performing and well-
rewarded teams may be unwilling to move back to an evaluation based on an individual
responsibilities and it could be difficult to re-assign work between team or break-up

teams in response to developments.

Milkovich and Milkovich (1992) explain that there are two basic types of group incentive
plans: gainsharing and profit sharing. Lawler (2000) notes that gain sharing does not rely
on individual performance and affects all in the company from the top down to the

support staff. The plan is expected to encourage co-operation and problem-sharing
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relations because maximising their efforts has a positive effect on their income (Arthur
and Jelf 1999). The typical gainsharing plan focuses on changes in profitability as the
performance measure at team or facility levels. The rules of plans generally determine
that a portion of profits (division or corporate) that have accrued over the pay period is
distributed among employees, generally as a percentage of base salary and a formula for
distributing the pool of profits between individual workers (Armstrong and Murlis 1998).
A belief in teamwork is crucial to gainsharing plans and is based on a philosophy that
employees want to be involved in their work and that thay have something worthwhile to
say. Similarly Wilhelm (1994); Mangel and Useem (2000) note that gainsharing tends to
be more group-oriented as a way to improve performance with a common interest of
solving productivity problems in order to increase worker productivity and share the
resulting gains. Gainsharing plans typically take into account productivity and financial
targets (Kaplan and Norton 1996; Kim 2002; Benson and Brown 2000) which link the
pay of the teams to improvements in some relevant measure of internal company
productivity (Armstrong and Murlis 1998). Also Mangel and Useem (2000) suggest that
supervisors and managers in bureaucracies are likely to strongly resist the implementation
of gainshiring to foster their employees’s motivation since the use of gainsharing
encourages participation. Most gainsharing programmes focus on shop-floor employees,
but some include employees at all levels of the organisation helping to generate
organisational trust (Chenhall and Langfield-Smith 2003).

Gainsharing and profit sharing are similar in many ways, but administration of the
plans differs in ways that may influence their effect on performance. Profit-sharing
satisfaction is significantly correlated with commitment. The effect of profit-sharing
satisfaction on commitment is very high (Sweins and Kalmi 2008). Rather surprisingly,
respondents with vocational education display a poorer knowledge of profit-sharing-
related issues than those with basic education. Wilhelm (1994) found that profit sharing
encourage employees to work together to ensure that the company does well. When
the company makes a profit, they receive a bonus. However, Wilhelm (1994) states that
profit is affected by such factors as economic change, bad debt expenses and depreciation

procedures. These are all out of the individual employee’s control. Conton et al. (2001),
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studying in the UK, found that de-layered firms were associated with a higher incidence
of profit- sharing. Notably, they found that profit-related pay had a positive influence on
financial performance in firms that had also introduced employee participation, but not in
firms without such programmes. Ultimately, gain sharing plans results more often they do
in profit sharing. Employees are reward -on a monthly or quarterly basis in gainsharing,
thereby establishing an immediate line of sight; meanwhile the latter normally make only

annual payments (Wilhelm 1994).

Regarding stock options, Risher (2008) notes that in the use of lump sum awards, stock
grants are often more effective. The findings of Morris and Fenton-O’creevy (1996)
raised an aspect related to stock option plans which are designed to attentuate agency
risks through executive’s rewards by rewarding them with shares relating to their
performance over the long term-time. Active rights were defined as those rights that
provide the opportunity for the worker-owner to actively participate in all aspects of the
management process. Passive rights were defined as those rights that allow the worker
owner to participate in specific economic benefits but not in the management process
(Ettling 1988). Morris and Fenton-O’Creevy (1996) and HR Focus (2007) both reported
that a minority of employees were encouraged by a compensation scheme based on
company share price performance as it did motivate a minority of employees to focus on
shareholder return and potentially stimulate them to pursue their strategic targets, leading
to job satisfaction. Obviously, 54 percent of the sample assured that share options
stimulated them to work in order to achieve the long-term success of the company
(Morris and Fenton-O’Creevy 1996). Joetan and Kleiner (2004) claim that agency theory
can partially support the employees stock options with the justification that employees
may feel peer pressure and mutual monitoring that can increase the collective efforts to
enhance the value of firm. Nonetheless, Rehu et al. (2005) found that some Japanese
employees were likely to say that the options did not have motivating effect, since -stock
options were not allowed in Japan until 1997 and were a relatively new for of
compensation. Armstrong and Murlis (1998) explain that stock option plan provides
company stock to certain groups of employees, for example for the whole company or to

selected groups such as executives. Milokovich and Bloom -(1998) show that other
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Europeans, -certainly the British permits the parties to adopt more variable systems,
including stock options and performanced based schemes. Another key issue for private
companies is how liquidity is provided for stock option and restricted stock grants.
In addition, since such firm is more likely to face a liquidity constraint, it is more likely
to use stock options in-compensation to save cash. Younger firms use stock options more
often than older firms (Kato and Morishima 2002). Those based on new issues since
a liquidity-constrained firm is very unlikely to choose stock repurchase (Kato and
Morishima 2002). Japanese companies also used stock options for sorting and retention
of suitable employees to work at the firm (Hassen and Hosino 2008). Table 2.1
summarises the advantages and drawbacks attached to each form of payment and to the
size of payments (OECD 2005).

49



Table 2.1: Advantages and Problems Linked to Different Forms of Performance

contro] of the scheme

Payments
Advantage Disadvantage
Merit Long-term incentive Tends to become an automatic annual
Increments payment
Less visible than bonus
More costly in the long term (impact on
long term pay bill and pensions)
Bonuses More clearly related to performance, | Short-term incentive
more visible Not included in the base salary: less
More flexible and easily manageable motivating for the long term
Less costly, do not add to fixed payroll
costs (pensions)
Does not tend to become an automatic
annual payment
Large size of | Positive and immediate impact on | More limited distribution of rewards :
performance | motivation risk of demeotivating the majority who
payments do not receive rewards
Risk of focusing on their award at the
| -expense-of base pay -
Any problems linked to procedural
justice of the appraisal more serious
‘| Small size of { Opportunity to distribute them to a | Limited impact on motivation
performance | greater number of staff Lack of differentiation between staff
payments Opportunity of associating them with
wider organisational or management
changes
Quotas Clear system for performance Artificial way of differentiating
differentiation facilitates budget | performance: risks undermining the

credibility and impact of the whole PRP
scheme

Demotivating for the majority of staff
who do not receive rewards

Source: OECD (2005)

Regarding the role of appraiser in PRP management, a line manager generally plays a

key role in judging the individual’s performance by defining performance and behaviour
standards (ACAS 1996; Shen 2005). Practically, supervisors have to establish, track and

evaluate these appropriate individual PRP elements for each subordinate. The success of

performance appraisal depends, to a certain extent, on the skill of the interviewer or the

appraiser (Eskew and Heneman 1996; Dowling and Richardson 1997; Campbell et al.
1998). There is some evidence that performance appraisals can motivate employees when
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the supervisor is trusted with objective setting with judiciousness (Dowling and
Richardson 1997) and perceived as knowledgeable by the employee (Milkovich et al.
1991). Good appraisals should agree objectives and produce better measurement of
outcomes, particularly where it is hard to obtain valid objective measures (Marsden et al.
2000). If performance is easily measured and strongly correlated with employee effort
this is a fairly simple matter. But in practice this relationship is often not straightforward
or some may be very hard to measure directly (Dowling and Richardson 1997). Brough
(1994) and Risher (2008) have suggested that managers, first-line supervisors and all
those involved need to be trained in the relevant skills of managing performance and
handling the discussions on pay increases. For example, both Campbell et al. (1998) and
Lewis (1998) found that managers did not know what they would get and they were not
sure what rating to give their staff and many managers apparently did not possess the
requisite skills. Likewise, Marsden et al. (2000) point out that those employees in the
assessment of their performance relied heavily on subjective appraisals by line managers.
Use of graphic rating scales and fatlure to hold raters accountable for their ratings might
lead to inflated ratings. Ratees are likely to interpret such inflated ratings as distributively
fair (Jawahar 2007).

‘Regarding functional suppert, 72% of managers in the study of Harris (2001) stated that
PRP was a very-time comsuming process to accomplish because of its complexity (see
also Suff and Reilly 2004) and these plans lead to an excessive amount of paper-work
(Kessler 1994). Whatever the method companies choose, making data-based decisions is
the way to develop a successful pay system. Employers often find it helpful to utilise
pooled networks to tap into necessary resources to support determining what is needed to
be evaluated. This tool enabled managers to balance their tasks while meeting-budget and
timescale demands producing good assessments. According to Risher (2008), technology
can facilitate the process by collecting information from other individuals who interact
with employees and also for recording notes throughout the year. Performance
management has the potential to make a significant contribution to individual and
organisational performance, but for organisations to realise such potential, the adequate

investment is required in the development and implementation of robust and consistent
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performance management {Atkinson and Shaw 2007). According to Kessler (1994), a
body of PRP literature suggests that the supportive development climate by consultants
and other commentators provide beneficial advice to -organisations -on how PRP plans
should be operated. Similarly, Creelman (1995) reported that 29 percent of companies
had used a consultant to help design their pay mechanisms and of these a significant
majority (81.1 percent) found that the consultants were useful in PRP implementation.

In terms of cress—cultural aspects, such factors affecting performance management
are essential since modern management appraisal is generally acknowledged to
be western practices. There are three choices of performance management when setting
PRP policies within MNC companies: the host-based approach, the home-based approach
and the integrated approach (Haile 2002; Shen 2005). Local standards reflect the
internal consistency within the companies; home standards support the need for local
responsiveness and an intergrative method reduces bias and acknowledges cultural
difference of MNC environment. Notably, an effective PRP strategy requires that
compensation management and performance management not only function well
separately but also operate together in an integrated way (Summers 2005). For example,
Atkinson and Shaw (2007) indicate that country culture impacts on the appraisal process
in a number of ways and it has been suggested that European managers rank “drive or
results” more highly than either their North American or Asia-Pacific counterparts (see
also Rowson 1998). Lindholm et al (1999)’s study of performance management in one
western MNC in China reported perceived difficulties in receiving or giving direct
feedback and providing criticism because of indirect and reserved communication
patterns which characterise Chinese culture. Table 2.2 illustrates the effect -of
individualism/collectivism and power distance on four different aspects of the appraisal
process namely who conducts the appraisal process, the manner in which it is conducted
and the feedback given, the criteria or content and the purpose of the appraisal.
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Table 2.2 The Effect of Individualism/Collectivism and Power Distance on the

Performance Appraisal Process

Performance Appraisal Process

Cultural Who How Content Purpose
Dimensions
Low Power | Multi-sourced Participatory Unspecified Unspecified
Distance | (eg. Peers, two-way
Subordinate) communication
Employee-intiated
Appeals Process
High Power | Supervisor Directive Unspecified Unspecified
Distance (Someone with Supervisor-
relatively more initiated
| power) No appeal process
Collectivist | Supervisor Subtle/Indirect Group Level Developmental
Third Party More Positive Tone | (increase loyalty)
' Relationship-
focused
(criteria include
| Toyatty, seniority,
cooperativeness)
Individualist { Unspecified Direct/Open Individual-leveled | Administrative
Job Focus Make personnel
Decision

Note: Cells labelled “Unspecified” indicate that there was little empirical or conceptual
evidence of how the dimension would influence the performance appraisal process (Fletcher
and Perry 2001).

In summary, performance measures vary in terms of their effect and ability to provide

accurate, informative and timely indications of the individual’s contribution to company

goals. For instance, although quantitative performance measures or bi-variate financial

ratios have mostly been found in extant research are simpler to conceptualise and easier
to calculate, not all aspects of employee performance can be measured by these methods.

4. Pay-Performance Link

Certainly, a pay system can be very effective if the system is-correctly administered. Also

PRP can be a crucial motivator to reinforce desirable behaviours through differential
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rewards (Helm et al. 2007), but only if there is a clear line of sight between action and
reward (Lawrence et al. 1998; Lawler 2000; Baruch et al. 2004; Durcharme et al. 2005;
Reilly 2005) and is equitably perceived (Brough 1994; Armstrong and Murlis 1998;
Benson and Brown 2000). PRP bases an individual salary on his/her measured
performance over a specified period of time, when everyone knows what is needed to
succeed and how they will be judged in contributing to that success. Linking pay to
performance stimulates their confidence and builds an environment of trust among
employees which in turn positively affects their performance (Dowling and Richardson
1997; Beer and Cannon 2004; Stiffler 2006). The findings of Baruch et al. (2004) and
Durchame et al. (2005) has shown that, consistent with expectancy theory, linking pay
performance was a significant step toward increasing pay satisfaction and improvement
in performance. As Lowery et al. (1996) note that the consequences of PRP when
employees will be more satisfied and achieve a higher level of performance are grounded
in a part of expectancy theory (Chapter Five). This suggests that people will consider
expending effort on a task if they believe that the goal is achievable and worth the effort
(Durcharme et al. 2005). The valence of the reward is an essential component which
states that if the reward received from the PRP plan is not favorable, then the plan may
not be effective in enhancing worker performance. In particular, the link between
employee performance and pay reveals the weakness at the heart of PRP since employees
will not be motivated to change their behaviour to increase performance when a clear link
between their effort and reward is negligible (Kessler and Purcell 1992; Brough 1994;
Morris and Fenton-O’Creevy 1996). In practice, employee feelings of equity are often
offended (Brough 1994; Morris and Fenton-O’creevy 1996) and they will fail to deliver
the expected performance outcomes (Stiffler 2006). The study of Brough (1994); Beer
and Cannon (2004); Reilly (2005) assured that the difficulties in linking pay to
performance and the barriers between the linkages of pay to performance were inherently
significant problems and many employees believed that appraisal procedure was being
distorted and could minimise the effectiveness of pay schemes. As mentioned by Eskew
and Heneman (1996), employees were uncertain about the link between pay and
performance even in the presense of a PRP policy and it was very hard for management

to monitor the effort and care they put into their jobs (Marsden et al. 2000).
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In terms of free-riders and pay link, one might work hard and obtains a low output
because of lack of suitable training, poor co-ordination/management or other factors
outside one’s control. However, the free-rider issue is a considerable issue, especially in
working in a team. A standard of a clear link needs to be established since one may be
lazy but lucky (Marsden et al. 2000). In the absence of such a link measures of
performance could be an issue (Baruch et al. 2004). Durchame et al. (2005) suggest that
when performance is assessed accurately, the employee will be able to perceive the link
between their performance expectations and outcomes. When the performance appraisal
is inaccurate or non-existent, employees do not have a reference to judge the reward
relating to their performance and pay satisfaction may be diminished, finally. Inherently,
PRP systems which rely on assessing performance through consideration -of inputs cannet
fully qualify as performance-related, nor can they qualify as true PRP systems even
where their performance appraisal is linked to pay. Whatever the actual honesty with
which appraisals are conducted, the survey illustrated the depth of employee suspicion
regarding “moral hazard” by their employers (Marsden et al. 2000). Hence, the
companies need to convince their employees that higher levels of performance are
financially rewarding (Baruch et al. 2004; Stiffler 2006).

5. Communication

Since any organisation is closely dependent on its employees, organisations can change
more rapidly and more completely if their employees are used to coping with change and
can adapt more quickly (Brough 1994). This is the reason why -communication -is-often
seen to have an important role under PRP plans as information should always be
communicated to participants quickly and clearly (Morris and Fenton-O’Creevy 1996;
Helm et al. 2007). Besides PRP policies sending messages to employees to increase their
understanding about management’s priorities, communication strengthens the goal
attainment of employees since employees understand what they must do to earn the
finacial rewards they desire and how to -do continue developing their performance (Morris
and Fenton O’Creevy 1996; Benson and Brown 2000; Risher 2002). According to Guest

(1997), achieving high individual performance follows from appropriate roles and an
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understanding of that role. Risher (2002) state that effective communication reminds
employees that their job as important, valuable and worthwhile to the organisation.
Actually, that message should be repeated regularly. Communications about PRP need to
freely flow throughout organisations so that those may reflect the employees views. Any
improvement must be consistent with these communications (Lim 1995; Lyons and Ben-
Ora 2002; Durcharme et al. 2005). According to their research, Miyamoto and Higuchi
(2007) argued that communication between superiors and subordinates during the
operation of appraisal systems is an extremely important factor in improving firm
performance. As noted by the Wall Street Journal, 83% of companies with some type of
PRP programme hold the opinion that poor communication of corporate goals and failure
to engage managers and employees in the performance management process are -prime
reasons for PRP failure (cited in Stiffler 2006) which is consistent with Lewis’s (1998)

survey.

For most companies of formal monitoring and review processes towards these objectives
is essential. Feedback on performance is seen as part of the wider issue of communication
in the prescriptive performance management literature (Lawler 1995; Lewis 1998;
Robbins 2005; Petrescu and Simmons 2008) because feedback is given immediately from
the superior or after substandard performance so that the employees know promptly
how effectively he/she is performing and may raise their effort levels for completing
tasks. Additionally, feedback is also a critical mechanism to gauge workforce acceptance
and/or perception of PRP used, hence emerging problems with the system can be dealt
effectively. Broadly speaking, effective monitoring and feedback are able to influence
employee’s behaviour and performance by directing, giving suggestions or withholding
any support for their actions. These convey information and also provide a check-up
on employee’s discretion and behavioural failure which may cause employees to leave
their tasks unattended and extend to undesirable actions for monitoring and evaluation.
Lowery et al. (1996) concluded that feedback can have beneficial consequences for an
organisation. Existing research on performance appraisal, for example, emphasises that
employees tend to behave more positively when they are provided with information

regarding appraisal or are allowed to have a voice in the progress (Korgaard and
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Roberson 1995; Chang and Hahn 2006). Moreover, Dowling and Richardson(1997)’s
finding and Hanley and Nguyen (2005) suggested that respondents are more likely to feel
supported when they receive adequate feedback, establishing a commeon understanding

about the nature of pay schemes and performance targets.

Nonetheless, the amount of work being undertaken within organisations to alter or
improve under PRP practices may cause unhappiness for employees. It has been claimed
that PRP is exacerbated by the increasing pressure on first-line management as the
de-layering of organisations increases their responsibilities (Brough 1994). Importantly,
communication tends to encourage people to ask questions, share data and, ultimately,
to be involved in decisions. Since negative feedback demotivates, managers giving
detailed feedback still requires skills and sensitivity in discussions. As Lowery et al.
(1996) has noted the other most frequently expressed concern with PRP plans is a lack
of effective feedback. In his research although feedback procedures took place,
the supervisors were not truly providing employees with constructive and effective
feedback. Further ACAS (1996) suggested that communication is a required standard
for subordinates. The manager should make decisions about assessments, provide
feedback and give more explanation regarding assessments if asked. Thus, crucial to the
success or failure of PRP are: clear and unhindered communication, clarifying PRP
strategies, clearly establishing employees accountabilities under PRP systems -and
assuring the pay- performance link between management level and employees to strive to
-achieve the expected performance (Wisper and Cohen 2010). Torrington (1993, p.160)
stressed that “most worker undergoing appraisal did not understand exactly how the

scheme worked, but they did know that they usually got- more money”.

6. Fairness

PRP is a tool to evaluate employee’s contribution to the organisation and provides
a systematic benchmark to distinquish employees. Additionally, “PRP provides an
opportunity for individuals who are exceptional performers to achieve a higher level of

reward than that of average performers” (Hanley and Nguyen, 2005, p.150). Fairness is
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an important motivator of job performance at the workplace (Nasurdin and Khuan 2007),
and also a potentially powerful element in PRP practices where individuals should
be rewarded in proportion to their contribution (Campbell et al. 1998). Perceptions of
fairness are central to all human resource processes - for example selection, compensation
and particularly to the performance appraisal process (Jawahar 2007). Dowling and
Richardson (1997) demonstrate that employees are more likely to feel challenged if they
recognised that the assessment of PRP plans operate fairly. Managers and supervisors are
very much aware that performance ratings can trigger employee dissatisfaction. “All
reward systems are based on an implicit mix of economic theory and social values
including the belief about equity and what kind of differences are acceptable internally
and through the market > (Hendry et al. 2000, p.53). Certainly, employees are likely to
demotivated if they believe they will be unfairly appraised (Marsden et al 2000; Risher
2008). In particular, the survey of Lowery et al. (1996) and Risher (2008) showed that a
high percentage of employees believe that performance ratings and the allocation of
rewards are honest or fair. The potential for inequities in the reward distribution is

claimed to be a major obstacle in the implementation of PRP plans (Lowery et al. 1996).

The determinants of pay fairness are based on two major approaches, distributive
and procedural justice (Greenburg 1990; Eskew and Heneman 1996; Brown 2001).
Distributive justice on the fairness of outcomes basically refers to the perceived fairness
of the amount of pay received by employees (Folger and Konovsky 1989; Farh et al.
1990) in relation to their contributions performed (Greenberg 1986). In other words,
distributive justice deals with the ends achieved (what the decisions are) or the content of
fairness. Distributive justice towards performance appraisal focuses on the perceived
fairness of the appraisal rating or outcome received in relation to the actual work
performed (Greenberg 1986). Precisely, distributive justice which is seen as short-term
perspective predicts satisfaction with the person-referenced outcomes and specific
outcomes — such as pay satisfaction (Lind and Tyler 1988; Folger and Konovsky 1989)
and job satisfaction (Sweeney and McFarlin 1993). In this connection, Greenberg (1986)
identified two factors as determinants of distributive justice. Firstly, it is the relationship

between the employees’ performance and appraisal rating. The second is the perceived
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faimess of any appraisal - related pay increase, promotion or other subsequent
administrative action in relation to the rating (Greenburg 1986). The research findings
reported by Chang and Hahn (2006) indicated that employee’s perception of distributive
justice may depend upon their perception of performance appraisal at no lesser degree
than the pay scheme. Additionally, Chang and Hahn (2006) stated that how employees
perceive the appraisal practice is an important determinant of their perception of

distributive justice, regardless of what type of compensation scheme is utilised.

The other aspect, procedural justice (the fairness of processes) is defined as a person’s
perception about the fairness of the means used to determine the amount of the outcome
(Folger and Konovsky 1989; Greenberg 1990; McFarlin and Sweeney 1992; Eskew
and Heneman 1996; Brown 2001; Trepstra and Honoree 2003; Wright 2004), how
decisions are made or means to an end (Folger and Konovsky 1989). Specifically,
procedural justice reflects how significant rewards have been fairly allocated.
Importantly, procedural justice influences an organisation’s authority (Lind and Tyler
1988; Farh et al. 1990; Moorman 1991), institutional characteristics and organisational-
level evaluations, for example trust in supervision (Folger and Konovsky 1989) and
organisational commitment (Folger and Konovsky 1989; Sweeney and McFarlin 1993),
which requires a longer- term perspective (Lind and Tyler 1988). Fray (2004) and Risher
(2008) emphasised that workers are often not only concerned with the outcomes, but also
with the ways these outcomes are determined. It is highly likely that procedural justice
may have a potent effect on employees’ job performance. Greenberg (1990) argued that
procedural justice consists of two components: (a) the presence or absence of distribution
procedures such as involvement in decisional control and (b) interactional justice or
having a fair hearing (Narcissea and Harcourt 2008), meaning two-way communications
with employee input or voice in all aspects of a performance appraisal such as allowing
employees a voice in the decision process, perceptions of fair treatment, providing
employees with information justifying the outcome they receive and an opportunity to

challenge the evaluation decision (Folger et al. 1992; Goodwin and Ross 1992).
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Following the literature review, the PRP eftect is rooted in equity theory which focuses
on employee’s perceptions of fairness. In employer-employee exchange relationships,
employees are more likely to perceive under-reward inequity than over-reward inequity.
Clearly, it would appear that both procedural and distributive factors need to be taken into
account in any thorough conceptualisation of justice in organisational settings (Greenburg
et al. 1986). In addition the systems must distribute rewards in such a way that people
will feel satisfied when they compare their rewards with those received by individuals
doing similar jobs in other organisations (Fong and Shaffer 2003).The findings of Morris
and Fenton O’Creevy (1996) found that the perception of employees about labour market
equity relating to PRP plans was a strong predictors of the motivation to stay and perform
well. Another interesting element of PRP implementation is discrimination. In particular,
care needs to be concerned if some groups get certain rewards and other does not. Suff
and Reilly (2004) argue that PRP should be monitored to assure that rewards are not
discriminatory by gender, ethnicity or disability. If such problems arise this may be due
to flaws in the system design or to failures in implementation. Marsden and Richardson
(1992) found in their study of the UK Inland Revenue scheme that most employees
agreed with the basic concept of PRP, however, employees also felt that in practice the
scheme did not work, that is - the allocation of performance payments was seen to be
unfair. Harris (2001) also found that a significant minority of employees express a strong
feeling of infairness and a growth of uncertainty and anxiety. The presence of perceived
inequity creates tensions or dissonance in the individual proportional to the amount of

inequity, and it results in dissatisfaction.

An absence of fairness will reduce the positive motivational forces of PRP schemes and
be destructive to the goal setting functions of performance appraisal (Marsden et al.
2000). When realising the inequality in PRP schemes, employees will restore equity by
altering their behaviours and attitudes (Konovsky 2000; Brown 2001) or both Williams
(1999), such as being less productive (Greenberg 1990), reducing the frequency or
magnitude of their citizenship behaviour (Moorman 1991), bargaining over their work
objectives, for example, by manipulating performance data (Marsden et al. 2000) or

creating forms of withdrawal behaviour. Both absenteeism and turnover could represent a
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reduction in effort or evidence of leaving the organisation (Ananvoranich and Tsang
2004) or vice - versa (Greenberg 1990). In other words, when these workers judge their
rewards to be equitable, they are likely to reciprocate by engaging in role-prescribed
behaviours. In summary, employee’s perceptions of equity are important and should be
carefully considered. Employees who perceive equitable pay may be more highly
motivated to perform better at work. Similarly Harrington (1988) and Lowery et al.
(1996) have suggested that it is essential that rewards must be fairly distributed and not
be influenced by favouritism or politics; consideration should only be given to the level

of performance, not to other not relevant factors.

2.3.4 Demographic Differences and PRP Implementation

The issue of demographic differences has been a topic of continuous research
and discussion within the discipline of human resource management. Employees who
differ in demographic attributes and different experiences will inevitably, at some point
in time, interfere with their ability to perform their job and productive work relationships.
On the other hand, it may be possible for managers to develop appropriate human
resource strategies for improving satisfaction and commitment if employees realise what
the different groups of worker prefer, for example, understanding what demographic

variables are likely to be most strongly related to PRP.

Gender differences have also received considerable attention. Discriminatory relating to
demographic information is the main focus of selection and recruitment within firms
(Roxes and Stoneback 2004). The gender socialisation approach indicates that males and
females will respond differently to the same set of conditions due to different values.
Males generally prefer extrinsic rewards such as high anticipated earnings, competitive
work and they normally ignore rules (Kim 2002; Duffy and Sedlacek 2007; Artz 2008).
Conversely, women are more likely to adhere to rules, as they are concerned about doing
tasks well, maintaining harmonious relationships and placing greater values on intrinsic
rewards (Kim 2002). Empirical research testing gender differences in PRP has yielded
only mixed results (Betz et al. 1989; Bilgic 1998; Stedham and Yamamura 2000; Roth
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2003; Baruch et al.2004; Okpara 2004; Tocher et al. 2006). Cowling (2002), for example,
found evidence of a significant gender effects in Sweden and Finland when conducting
his PRP study. Betz et al. (1989) argued that men are more concerned with money and
advancement and women were most interested in relationships and helping people. Kim
(2005) and Tocher et al. (2006) noted that men preferred a compensation option in which
all of their pay was performance — based. By contrast, Brown (2001) found that women
were particularly optimistic about the effects of PRP practices. Roth (2003) and Kim
(2002) conducted a study and determined that women were paid significantly less when
compared to men when both held similar jobs. Women employees have a clear objective

to manage the workplace with collabouration rather than competition (Li et al. 2008).

Age is one factor that may shape differences in what employees want at work and how
attached them to the organisation (Finegold et al. 2002). Cross-cultural research has
generally suggested that the rewarding of seniority is more prevalent in hierarchical
cultural contexts (Hunley and Kim 1997; Fischer 2008). One possibility, in line with
these findings, is that organisations may rely on senior employees because seniority is
related to greater socio-emotional skills, loyalty and knowledge of the organisational
system and its processes which in turn, lead to differential advantages and smoother and
more productive working. Allocation of rewards to senior employees is an expression of
respect (Hunley and Kim 1997). Then Rusbult et al. (1995, p.214) claims that “seniority
may be a temporarily extended version of the equality rule (for example, a rather long-
term version of turn-taking): if a member remains in the group long enough, he or she
eventually will reap the benefits accruing to senior member’s”. Although studies have
shown that the preference for seniority may be decreasing (Chen 1995; Chen et al. 2004),
individuals in Japan (Mahler et al. 1981), Korea (Hundley and Kim 1997) and mainland
China (Chen 1995) also considers seniority more when allocating rewards than did their
American counterparts. Seniority is both an egalitarian and differential allocation
principle. It is differential because it is tied to individual differences and individuals are
not treated equally. However, it is egalitarian because employees can decide whether or
not to stay with a company and gain greater seniority over time. In this respect, PRP

creates a link between workers’ effort and compensation rather than simply length of
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service and PRP allows management to effectively reward workers for their productivity
rather than overlook it. The research of Torrington (1993) and Brown (2001) both
reported that younger workers were statistically more likely to support PRP plans than
their older colleagues.The SHRM (2007)’s report presented that employees age 55 and
younger tend to value compensation more highly than workers who are age 56 and older
(HR Focus 2007).

The results of Torrington (1993); Kato and Morishima (2002); Long and Shields (2005)
who found that education level was also significantly positively related to individual
PRP. Similarly employees who had completed higher education tended to demonstrate
higher levels of satisfaction with pay (Shen 2010). According to Falkenburg and Schyns
(2007), employees who have higher education are better able to differentiate between
their work attitudes. This result is consistent with that of Cowling (2002) who identified
that education was found to play a role in PRP in Finland. Individuals with higher levels
of completed education were more likely to implement PRP systems, the same was found
in Canada (Long and Shields 2005). Regarding marriage and parental status, little
research has been carried out on PRP practices. Unmarried employees considered some
of the job-related factors (such as opportunities for advancement, pay and praise for work
done) as more important than the married staff (Wong et al. 1999). Married employees,
however, are more inclined to strike a balance between work and family life. Married
people more often make job decisions based on relatively complicated concerns,
including kinship responsibility (Blegen et al. 1988) and child-related issues (Glass and
Lisa 1998). Hence, PRP as one of a number of job-related motivational factors is
comparatively less important to them (Wong et al. 1999). In evaluating the desirability of
jobs, married men and women give greater weight to pay than do their counterparts who
have never married (Gorman 2000). Korenman and Neumark (1991) and Birch and
Miller (2006) revealed that married workers were almost 50 percent more likely to
receive one of the top two performance ratings and earn more. In terms of tenure, tenure
is the time employee’s work within an organisation and also their position. The focus of

research Kauhanen and Piekkola (2006) explain that experienced workers are more likely
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to work covering with seniority — based pay. Also Sarker et al. (2003) noted that there

was a significant relationship between tenure and pay of Thai employees.

This study of Young and Buchholfz (2002) suggested that firm size also plays a role
in determining the impact of PRP on job satisfaction. With regard to firm size, the
relationship between a firm’s size and salary has been maintained throughout much
of the literature. Employees who had worked for 10-20 years had the highest level and
employees who had worked for over 20 years had the lowest level of satisfaction with
performance appraisal, reward and compensation (Shen 2010). As stated by Cowling
(2002), firm size is relatively consistent with previous studies in that PRP increases
with firm size. Brown (1990) argues that in high-skilled jobs, worker output is more
sensitive to differences in worker quality compared to jobs requiring less skill. A logical
explanation is that an organisation’s size is associated with job complexity. Brown (1990)
and Cowling (2007) note that medium and large firms may have a greater tendency
to adopt all forms of PRP since they have potential access to the resources in order to
maintain and design PRP plans and by having more employees, it is practical to spread
the fixed cost of plan development and administration. In a similar vein, larger firms
are significantly more likely to have more organisational PRP practices than smaller firms
(Long and Shields 2005). Likewise, employees at larger firms are more productive
and hence receive higher pay in a competitive labour market as noted by Todd and Walter
(1999). Conversely, managing pay in small firms is often depicted as a haphazard affair
with less use of formal procedures such as job evaluation or appraisals (Gilman et al.
2002). Small organisations are also less likely to employ or have access to an HR
practitioner (Cully et al. 1999) and managers may therefore be more reliant on their own

personal whims or beliefs rather than specialist expertise in implementing and evaluating

pay systems.

Further, Brough (1994) reported that introducing PRP plans is likely to be more complex
for manual workers than non-manual ones, presenting a sophisticated and prolonged
communication. Mamman et al. (1996) argued that manual labour is more likely to prefer

a performance system than non-manual employees, while Farh et al. (2004) found that
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individuals with less skill tend to prefer a fixed rate pay plan while more highly educated
and skilled individuals have a more positive perception of PRP plans. Importantly, Reilly
(2005) argued that blue-collar workers tend to be distrustful of PRP and they do not have
faith in the capacity to make appropriate judgments on their performance in a fair and
consistent manner. Brown (1990) concluded as expected that there is less implementation
of incentive pay (and greater use of standard rates) in jobs with diverse duties than in jobs
with repetitive responsibilities. Brown (1990) reported that the majority of office worker
had PRP systems and the rest implemented standard rates. Booth and Francesconi (2001)
have found no relationship between PRP and non-standard employment for workers in
the private sector and for white and blue collars. More essentially, Hemsrichart (2000)
found that morning shift workers in Thailand had shown better work performance than
the afternoon or night shifts workers. Similarly Long and Shields (2005) have found that
the proportion of managers to non-managers may influence pay policy, as firms that are
thin in management may rely more on PRP as a way to control employee behaviour than
other firms. This perception of PRP in this study is supported by Piekkola (2005) who
found that firms characterised by the use of skilled workers that and are large and/or in
the IT industry are more likely to implement PRP schemes.

Regarding unionisation and PRP plan, the findings of Schmitt et al. (2008) suggested that
unions also reduced employee turnover and pay inequality. Kahn (2000) found that
greater collective bargaining coverage raised the relative pay of less-educated men and
women. The evidence of Ng and Maki (1993) and Jones et al. (1997) stated positive
relationships between pay plans and unionisation. Further, union workers received more
earning than the non-union workers (IFPD 2006; Schmitt et al. 2008). Likewise, Heery
(1997) found that PRP schemes seemed to be less rigorous, less participative, and less
well managed where unions were absent. Long and Shields (2009), however, state that
although unions may still have the power to influence some aspects of the wage bargain,
this power may be declining. As reported by Brown (2001) Long and Shields (2005),
non-union colleaques were significantly more likely to support PRP implementation than
unionists. In compatible with Balkin (1989)’s research on a nonunion firm which, for

example, found that management prefers to have the flexibility to reward individual
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performance with pay and to use merit pay plans. Also Cowling (2002) revealed that
where the workforce is highly unionised, it may be more difficult to implement change,
particularly in cases where PRP is a substitute for basic pay. Interestingly, for example,
Walsh (2001) found that the utilisation of incentive/bonus schemes was more widespread

in foreign-owned subsidiaries operating in Australia than in locally owned firms.

2.3.5 The Psychological Contract and PRP

The psychological contract is identified as a potential framework in understanding the
employment relationship (Rousseau 1989; Rousseau and Tijoriwala 1998; Guest and
Conway 2000; Zhao et al. 2007) regarding what each party owes the other (Rousseau
1990). This has received a great deal of attention as it is one of the most well-known
terms in the field of human resources management (Suazo et al. 2009), although the
concept of the psychological contract originates from outsidle HRM (Cullinane and
Dundon 2006). Clearly, Rousseau (1989;1990) and Rousseau and Tijoriwala (1998) have
noted that a psychological contract is defined as an individual’s beliefs of an exchange
agreement between oneself and another party such as an employer, either a firm or
another person when the individual believes that he or she owe the employer certain
contributions — effort, loyalty, sacrifies- in return for an obvious inducement (e.g. high
pay, proper benefits or job security). More clearly, the basis of this relation is a promise
which has been made which binds the organisation and employees to some set of
perceived reciprocal obligations (Rousseau and Tijoriwala 1998)and resides in the inter-
action rather than in the individual or the organisation (Guest 1998). Further, Rousseau
(1989; 1990) and Morrison and Robinson (1997) explain that psychological contracts can
be classified into two basic types based on their time orientation and the nature of the
relationship: transactional contracts refers to specific, economic or moneytisable focus
over a short-term and entails limited involvement by both parties (e.g., obligations about
high pay and merit pay); whereas relational contracts are long-lasting relational process
that maintain the employee-employer relationship for example loyalty in exchange for

growth in an organisation, obligations about personal support and a meaningful job.

66



%

0
%
- : I
/| >??K1
4 -
>/H8 ) 6 5%
< = V ;
4 , S
4 T
(@ C#$$+D
=0y -
- !
/! %
% < E = I

6

>/H

AKKC1

7B

I >??A1

[ >?7?



eXample working beyond contract), accompanied by employee satisfaction and a sense of
well-being at work. Guest and Conway (1998) view the psychological contract as a mean
to understand the state of the employment relationship in an organisation and plotting
corresponding changes. Furthermore, there is evidence that reward system designs of
employees have consequences for the organisation-employee psychological contract
(Rousseau and Greller 1994; Guest and Conway 2004). Employees are more likely to be
motivated when the size of the reward, in terms of the relevant social and cultural norms

of the organisation, is appropriate to the performance level that justified it (Reilly 2005).

Another concept closely related to psychological contract is perceived a breach of
contract, as the employee’s perception regarding the extent to which the organisation has
failed to fulfill its promises or obligations within one’s psychological contract in
a manner commensurate with one’s contributions (Robinson and Rousseau 1994;
Morrison and Robinson 1997). Breach is generally assumed to increase feelings
of violation (Raja et al. 2004). Importantly, Morrison and Robinson (1997) distinguished
between the two constructs by suggesting that breach is the cognitive evaluation that the
organisation has not successfully provided employees to their expectation or obligations
as promised whereas violation is the emotional and affective state that may follow from
the breach cognition. Breach is positively related to turnover intentions, feelings of
violation and mistrust and is negatively related to job satisfaction and organisational
commitment (Zhao et al. 2007). Managers should carefully assess their employees’ needs
and make sincere efforts at fulfilling their obligations as long as the psychological
contract held by employees is reasonable. Even partial fulfillment may help rebuild

employees’ confidence in management (Zhao et al. 2007).
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2.4 Teamwork and Groups

The concept of teams and teamwork is increasingly important to productivity in the
contemporary workplace. In dynamic work environments, teamwork and cooperation are
essential for increasing performance and leveraging the abilities and talents of workers.
More and more firms form teams not only to tackle particular projects but also
to accomplish their goals of enhancing productivity and improvement quality (Gauschi
1990; Gratton 2007). Essentially, the team approach has been used mostly on the
shop floor and among service workers. But now, many companies are also organising
senior managers and professionals into teams to reduce barriers and decrease bureaucratic
red tape (Gauschi 1990). Obviously, groups and teams are not the same things; the latter
can contribute to improved performance (Baker et al. 2006). Also Naylor (2004) clarifies
that a group comprises at least two people, who continually interact with each other,
have something in common and recognise that they are members of the group. Similarly,
Bacon and Blyton (2000), Schweiger (2003) and Robbins (2005) state that a group
is two or more individuals, interacting and interdependent, who have gather to
achieve particular objectives. A work group is a group that primarily interacts to share
information and to make decisions to help each member perform within his or her
responsibility. Employees working in groups have no need or opportunity to engage in
collective work that requires joint effort and employees have no management
responsibilities or control (Baker et al. 2006). So their performance is merely the
summation of each group member’s individual contribution. There is no positive synergy
that would create an overall level of performance that is greater than the sum of the

inputs.

In terms of management, meanwhile, teamworking which is an essential concept for
organisations represents a potential means of delivering a wide range of benefits (Bacon
and Blyton 2000). Team working is one of numerous innovations by management in the
organisation of their workforce involving in order to attain/retain competitive advantage
(Whitfield and Poole 1997). The use of formal work teams, team - building activities and

the rhetoric of the team are common place in both the theoretical and popular business
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literature (Cordery 1995; Glassop 2002) as a way to stimulate employee commitment and
to facilitate creativity and innovation (Bacon and Blyton 2000). The result of Paul and
Anantharaman (2004) clarified that team-based job design affects the speed of delivery of
service or product very significantly and also a team encourages informal communication

and strong working relationships.

There are a number of ways in which the concept of teamwork can be understood. As
been found in the prior research of Al-Rawi (2008), cohesiveness between teamwork
is positively related with intelligence and skills and a high level of cohesiveness reduces
conflict. Also team characteristics such as interdependence, team autonomy and
psychological variables such as cohesion, commitment, procedural justice and potency
are generally positively associated (Rassumussen and Jeppesen 2006). Osborn and Moran
(2000); Al-Rawi (2008) note that the main goals of team building are to improve
productivity and motivation. The findings of Manev (2003); Chau and Witcher (2008)
confirm that teamwork and the effectiveness of teams is a major contributory factor to
organisational performance. More specifically, American companies have adopted
another traditionally Japanese approach to product development - the use of teams
(Chigusa 1994). By contrast, the finding on the relationship between performance and the
intensity of teamworking by Harley (2001) argued that employees who were members of

teams reported no better an experience of work than those who were not.

2.4.1 Teamwork and PRP

In today’s complex and increasingly matrixed organisations, managing roles and
relationships between individuals and functions is essential (Fay 2005). There are
intrinsic rewards related to teamwork, including: the satisfaction that comes from
working with others to achieve a common goal, a greater sense of responsibility,
increased organisational exposure and freedom from bureaucratic restrictions (Gautchi
1990). Given that PRP practices are a significant HRM tool in organisations, it would be
very widely agreed that employees can establish intelligent and rational estimates for the

consequences of particular performance and how such consequences will affect their own
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expected pay or outcomes towards PRP schmes. As said previously, teamworking
is positively associated with workplace performance (Becker and Gerhart 1996; Bacon
and Blyton 2000; Procter and Burridge 2008). Regarding the team and PRP, Ezzamel
and Willmott(1998)’s and Muller et al. (2000)’s studies concluded that team-based pay
would encourage the development of teamworking and the introduction of teamworking
was associated with a new payments system in which bonuses depended on team rather
than individual effort. As the finding of Easley et al. (2003) noted, team-level use of

a collabourative system could play an important role in team performance and success.

However, there are two sides to this argument; some articles claim that PRP schemes
create tensions, jealousies, competition and uncooperative efforts which discourage
teamwork (Lewis 1991; Torrington 1993; Brough 1994; Heery 1996; Lowery et al. 1996;
Morris and Fenton-O’Creevy 1996; Dowling and Richardson 1997; Kelly and Monks
1997; Marsden and French 1998; Beer and Cannon 2004; OECD 2005; Casalino 2007).
“The jealousies could be related to the feeling that management show favouritism under
performance management so that some get easier targets and may be rated more
Javourably than others” (Marsden and French 1998, p.31). Effective teamwork is
underminded by rewards that create competition and, therefore, destroys cooperation
(Suff and Reilly 2004) since employees desire to reach their individual goals and get
increased pay and this, in turn, tends to mitigate against collective action. Most problems
with evaluation and reward systems occur with the autonomous teams that handle crucial
work. The roles of the participants in these situations are often very different from those
in the traditional organisation. In fact, the evaluation and reward system is hardly ever
designed separately to support the team-oriented organisation (Gautchi 1990), so PRP
schemes should clarify what performance should be mentioned, how and whether it is
measurable and how performance is best improved. A central element of PRP is built on

the notion that individuals will expend effort where they expect to be rewarded.

Additionally, their behaviour might be withdrawn when the outcome is not worth very
much to them. When the focus of the PRP plan mostly falls on individual employees,

the consequent competition among employees is counterproductive (Kim 2002). Research
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by Safizadeh (1991) highlighted that when workers are organised into groups, their
evaluation and consequently their pay and benefits are affected by the performance
of their teams. But because workers have traditionally been judged by their own
performance, the change to the new pay system is of concern to many of them that
performance evaluation based on individual results in a team. Workers may have
different skills and abilities; hence they can differently assess the PRP objectives.
Moreover, there is the belief that employees are uncomfortable with differentiating
between co-workers, especially when their evaluations determine individual rewards
(Aguinis 2007). Under a PRP scheme, employees seemingly could be more concerned
with accomplishing their own objectives by ignoring their colleagues or not helping
fellow workers. Thus, it is also important that the managers intervene and help employees
enhance their own efforts through performance expectancy and so reach their
performance goals by giving them advice, providing support, maintaining teamwork and
encouraging knowledge sharing within the organisation. In the study of Hanley and
Nyugen (2005), performance appraisal linked with PRP was a source of unhealthy
competition from the perspective of some blue collar workers, pitting person against
person. However, Gautchi (1990) argues that when properly designed and administered,
the evaluation and reward system in a team environment can have a positive influence on

employee performance.

Nevertheless, team-based systems, in which pay or some part of it is based on team
performance, also face serious problems.There was a possibility that this might depress
the morale of other team members. The conclusion also suggested that it was noticeable
that companies should balance between individual and team performance in offering
incentive schemes such as employee stock options, otherwise they may affect the
organisational operational goals in the long run (Paul and Anantharaman 2003). To avoid
confiicts that can result from measuring and rewarding individual teams, some firms turn
to a variety of gain-sharing plans based on the performance of a grouping of teams or the
entire organisation (Gautchi 1990). When people engage in a task that is meaningful to
them, an accurate description of participants' judgments is more likely. The work

environment is also an important factor that enhances the competence of the employee.
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This is in agreement with previous study of Pfeffer (1995) stated that a social
environment with an informal culture and a strong bond among members through
knowledge sharing enhances the competence of the employees in the organisation
(Nonaka 1994).

2.5 Career Advancement

Compensation might be a major criterion for choosing an organisation, but, once they
are part of the organisation, employees look for vertical and horizontal growth in
the organisation (Paul and Anantharaman 2003). People also differ in their needs, values
and personalities. Employees enter an organisation with a set of expectations about
their future and career. Positive work outcomes develop when one's expectations
are confirmed as previous studies have referred to the process of career advancement
itself in comparison with other aspects (Goffee and Scase 1992; Malos and Campion
1995; Matheson 1999; Nabi 2000). Yet regardless of the growing importance of
the topic of career management, there is still a scarcity of research in this field from
a cross-national perspective, especially involving developing and developed nations
(Baruch and Budhwar 2006). Few of literature reports on the relationships between
career advancement and PRP, so this study will examine that relationship. One of an
organisation’s responsibilities is to support employees to develop their own careers
(Mabholtra et al. 2007) and increase their career satisfaction, which is related negatively to
turnover intentions (Ding and Lin 2006). Hence, a discussion of career advancement
should be considered as part of a broadening of HRM themes in order to enable the

organisation to successfully compete.

A career is a sequence of entire work-related positions occupied by a person during
a lifetime (Granrose 1995; Slocum and Hellrieget 2007) relating experience and attitudes
(Hall 1987). Similarly, Callanan and Greenhaus (1999) suggests that a career is normally
defined as a pattern of work experiences spanning the course of a person’s life and
is usually perceived in terms of a series of stages reflecting the “passage” from one life

phase to another (Carmeli et al. 2007). Individuals become more aware of their own
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abilities, motives, needs, attitudes and values after several years in the workforce. When
employees have already accumulated some experience within their organisation, they
generally want to get promoted in order to progress their career advancement. High
performance, at the individual level, depends on high motivation plus possession of the
necessary skills and abilities (Guest 1997). Feldman and Bolino (2000, p. 55) argued that
“career anchors and postulated that they set reasonably strong parameters within which

future career decisions will be made”.

Career advancement was a major topic of interest in the 1980s and it continued to receive
attention from organisations throughout the 2000s. “Career advancement involves
making decisions about an occupation and engaging in activities to attain career goals”
(Slocum and Hellrieget 2007, p.6). As noted by Callanan and Greenhaus (1999); Carmeli
et al. (2007), organisational career advancement is an objective assessment of an
employee’s career movement, either via hierarchical advancement or horizontal mobility.
Career advancement can be taken to mean one or more of the following: an increase in
the scope or level of responsibility, greater authority to other functional areas within the
firm to gain broad-based experience for developmental purposes, a raise in salary and/or
an increase in benefits, and a move to a higher level within a hierarchical structure.
Referring to Figure 2.5, North (2008) states that the process of career advancement starts
with identifying the content of the three circles that constitute an individual definition of
career success: compensation, job satisfaction and lifestyle expectations. The view of a
career is usually restricted to the situation of moving up the ladder in an organisation. At
times, this opportunity is no longer available to many employees because of downsizing,
mergers and the increasing tendency of management to place the responsibility on
employees to develop their own competencies (Conger 2002; Slocum and Hellrieget
2007). Individuals should evaluate their own career goals and progress in terms of what is
personally meaningful and satisfying. And employees became dissatisfied when they
perceived a lack of training and development opportunities as found by Shen (2010).
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Figure 2.5: The Three Circles of Career Advancement

The Three Circles of Fulfillment
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Source: North (2008)

The shape and direction of a person’s career over time is influenced by many factors,
for instance, the economy, availability of jobs, skill acquisition, personal characteristics,
family status and job history (Slocum and Hellrieget 2007). Similarly, to ensure that,
Leung (2004) notes that there are many factors that may facilitate or impede one’s career
prospects, this can be broadly divided into two main groups: situational attributes and
personal attributes. Situational attributes refer to organisational and job features. Career
advancement is influenced by the type of job, the importance of the job to the
organisation and the amount of power attached to the job (Melamed 1995). While
environmental factors such as the extrinsic rewards provided by an organisation may be
an important influence on behaviour, individuals are fundamentally responsible
themselves to achieve career success. Personal attributes (e.g. education, ability and work
experience) refer to job-relevant human capital, which fosters the pace and thoroughness
of job-related knowledge, enhances innovation and the quality of priority setting when

dealing with novel situations (Conger 2002).
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Additionally, changing organisational practices and cultural variations have direct
implications for career advancement. Reward expectation may encourage creativity or
improvement because employees tend to develop their potential to make sure of receiving
the reward. In line with career advancement, promotion is certainly a key driver
for employees to achieve better performance and serves as an interactive interface to
satisfy employer—employee relations. (Campion et al. 1994; Cappelli 1999). Moreover,
promotion as the work outcomes determining his employees’ promotion path within the
organisation may be seen as an effective way of rewarding competent employees,
retaining potential employees and fulfilling human resource needs. Baruch and Budhwar
(2006) indicate the importance of applying career management in accordance with the
environment within the organisation should be taken into account that the consideration
of both what is desirable and what is possible, given the firm’s current climate and not to

set unrealistic goals.

2.5.1 Career Advancement and PRP

Anticipated pay increments will place an increasing emphasis on efficiency and
performance of employees since individuals seek internal sources of fulfilment via
learning and developing through different types of job assignments and non-work
activities as a ladder to accomplish task development and higher pay. In order for a
reward system to be effective, the rewards must hold some importance for the employees.
If none of the potential rewards holds any importance for an individual, it is most
unlikely that they will provide the motivation to elicit the desired behaviour and
performance from the worker (Lawler 1995; Perkins and White 2008). A salient element
of the PRP system is that PRP stimulates a desired performance by rewarding an
outstanding job (Brough 1994; Lawrence et al. 1998; Hanley and Nguyen 2005). As
mentioned earlier, employees who expect increasing rewards may improve their skills
and invest more effort to reach objectives set up as a result of applying PRP schemes
(Lawler 2000; Harris 2001) and reward practices are attached to the individual through
development of employees’ skills, knowledge and experiences (Swart and Kinnie 2003).
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Generally, an individual entries to the employment situation along with a unique set of
expectations to the employment situation. As recommended by Kelly and Monks (1997),
Armstrong and Murlis (1998) and Baruch et al. (2004), PRP is a motivator to stimulate
employees by providing incentives in a monetary form of rewards and recognising
achievements. Likewise, as been found in prior research of Singh et al (2004),
the significant variable showing a positive relationship to satisfaction with monetary
rewards was an opportunity for career advancement. Dowling and Richardson (1997)
also stated that employees’ motivation was positively related to the sense of challenge
which they felt from having their objectives set for them by the PRP schemes. Further,
setting objectives based on employees’ participation and potential would affect career
advancement. The challenge of new situations, demanding goals and recognition
involving rewards for achievement in the form of promotions and pay increases requires
employees to learn lessons and/or joining training that will help them perform effectively.
The finding of Brown and Reich (1997) revealed that employee’s satisfaction in the
assignment of work seems to be at least as skills or career development. It would seem

appropriate that aspects of PRP schemes will be related to career advancement.

The previous research of Creelman (1995); Hanley and Nguyen (2005); Prowse and
Prowse (2009) revealed that increasing training, more responsibility, recognition and
capabilities for self-improvement may lead to higher motivation and improvements in
performance. Similarly, Dowling and Richardson (1997)’s study claimed that it is
important to provide training and development regarding the predefined goals to aid
advancement both internally and in the job market altogerther. Lindholm (2000) has
found that Thai employees in MNCs are eager for personal development and they prefer
performance management that is oriented towards their development rather than
performance management that focuses on their past performance. Hence, employees will
tend to continue doing what they have been rewarded for which this is a form of positive
reinforcement. Also Brough (1994) noted that PRP often accompanies decentralisation of
the organisation and completetly provides greater autonomy and responsibility relating

the supervison of line managers. “Individuals at all levels of the organisation recognise
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the importance of continually upgrading their skills and regard access to training as a

key element in the overall reward package” (Armstrong and Murlis 1998, p.121).

In addition, communication as an aspect of PRP plan is a way to communicate with
employees about how to get outstanding performance and feedback regarding their job
evaluation and development reviews (Korgaard and Roberson 1995; Chang and Hahn
2006; Stiffler 2006; Helm et al. 2007; Pierce and Maurer 2009). The previous study by
Chow (2002) found that career satisfaction was significantly correlated with sharing
information. Obviously, possessing strong interpersonal and communication skills are
critically important to a manager’s ability to encourage workers, negotiate, articulate and
implement a plan, reduce resistance and get results. Moreover, communication would
assure that employee’s contributions are not ignored; rather employees may judge

organisational support via communication with PRP plans.

As stated by Brown and Reich (1997), the compensation system affects the formation of
career paths through its incentive effects. Further, promotion opportunities are a key
driver for employees to achieve better performance (Campion et al. 1994). Along with
PRP practices, organisations can use a promotion mechanism to motivate employees
towards achieving good performance. Individual awareness of the values of target
rewards may enhance their effectiveness. Conversely, lack of promotion can have various
negative effects on both employees and the organisation; for example, work satisfaction
or organisational commitment will decrease if a promotion path is blocked (Goffee and
Scase 1992; Rotondo 1999). Social exchange theory (Chapter Five) focuses on the
exchange relationships between two or more actors - in this case, an organisation and its
employees. Exchange occurs within an environment of mutual dependence, where actors
control resources (such as pay and effort) that other actor’s value. One of the assumptions
of social exchange theory is that employees are motivated to obtain more of the outcomes
that they value and others control. Employment is viewed as an exchange process in
which employees contribute their effort, knowledge, skills in exchange for financial and
non-financial rewards (Chow 1992). Thus, a promotion opportunity is a mechanism to

remuneration for high job performance in respect of social exchange theory. One of the
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key signals is how well an employee has been performing her/his job. Performance rating
plays a major role in the promotion decision process (Greenhaus et al. 1990). Evidence
shows that employees who are appreciated for their achievements at work enjoy relatively
high organisational career advancement. Schaubroeck et al. (2000) found a strong
correlation between job performance and promotion decisions in two different countries,
Hong Kong and the USA. To sum up, as Brough (1994) noted, many organisations
abandon the attempt at separating employee rewards from employee development. As
competition increases, organisations are more likely to motivate people to get things
done, reach performance goals and produce sustainable results. To achieve good
performance, it is imperative to clarify what their job entails and what objectives and
results they must achieve and deliver. Importantly, career advancement will fulfill
intrinsic motivations which may be limited under PRP plans which focus only on
monetary rewards, since the results suggest that productivity increased in firms that care

about the advancement of their employees (Ghebregiorgis and Karsten 2007).

2.6 Conclusion

Research and theory suggests that compensation systems are a critical component of any
HRM system and there is considerable evidence that PRP can be a powerful strategy for
motivating and shaping worker behaviour (Huselid 1995; Lawler 2000; Bloom et al.
2003). It is increasingly replacing traditional approaches to compensation based on a
bureaucratic model of organisations which would not properly respond to a robust,
unpredictable and tight organisational environment. However, if not carefully designed,
PRP schemes can introduce unintended and potentially damaging effects. This chapter
thus has taken a number of concepts of PRP into consideration to form a frame for the
further analysis of this research. Additionally, the development of PRP over past two
decades has been presented in both western and eastern organisations. Although PRP has
primarily arisen in the public sectors, it is also been broadly implemented into private
firms (Suff 2001). Then the literature review addressed the relationship between the
competitive atmosphere at work and PRP. Since employees strive to exert their potential

so that they are in the top scale in PRP plans, this can increase a competitive atmosphere
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at work and destroy teamwork (Lowery et al. 1996; Marsden and French 1998; OECD
2005). The existing literature on teamwork and pay systems has been revealed in this
chapter. Finally, as there is little research on PRP and career advancement, this is a gap to
be illuminated. Next chapter will provide the literature on a concept of culture and details

on organisational commitment.
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Chapter 3

Culture and Organisational Commitment

3.1 Introduction

This chapter will outline the concept of culture and will unfold as follows: firstly,
the concept of culture and national culture, according to Hofstede’s dimensions, will be
defined. Since culture can be seen as the sum total of beliefs, rules, institutions and
artifacts which characterise human populations (Schein 1992), acquiring knowledge of
the cultural context is an essential step to unravel any cultural differences which may be
hidden in employees’ attitudes and/or perceptions. Second, aspects of organisational
commitment (affective, continuance and normative) will be discussed so as to give a

precise definition for this research.
3.2 What is Culture?

Hofstede (1980, 1991) defined culture as the collective programming of the mind which
distinguishes the members of one group or category of people from one another. Culture
is seen as the patterned ways of thinking, feeling and reacting that are reflected in
traditional ideas and values that differentiate members of one human group from other
human groups which influences their perception of the world and consequently their
behaviour (Rousseau 1990; Lim 1995; Boode 2005). Additionally, culture acts as the end
product of a society and serves as a framework for shaping and guiding actions, practices,
common understanding, expectations and creativity of its members which are acquired
through social learning and socialisation processes (Rousseau 1989; Komin 1990; Schein
1992; Hofstede and Hofsted 2005). Further, culture can be thought of as a phenomenon
that surrounds us at all times, being constantly enacted and created by our interactions

with others (Schein 1992). Similarly, Miroshnik (2002) explains that individuals express
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culture and its normative qualities through values holding life and the world around them.
Culture also affects the acceptability of different modes of cooperation and the way
cooperation is organised (Nakamura et al. 1997). Likewise, culture is what a group learns
over a period of time to solve its problems as it seeks survival in an external environment
including the groups’ problems of internal integration. Such learning is simultaneously a

behavioural, cognitive and an emotional process (Schein 1990).

In particular, Schein (1992) views culture as comprising three levels:

(1) Artifacts: This surface includes all the phenomena that one sees, hears and feels when
one encounters a new group with an unfamiliar culture. This means everything from the
physical layout, the dress code and the manner in which people address each other, the
smell and feel of the place, its emotional intensity, myth and stories told about the
organisation, published lists of values, observable rituals and ceremonies and so on. The
most important point about this level of culture is that it is so easy to observe and yet very
difficult to decipher.

(2) Espoused values: Beneath artifacts are espoused values which are conscious
strategies, goals and philosophies. Espoused values are less visible than behaviours and
artifacts. The constituents of this level of culture provide the underlying meanings and
interrelations by which the patterns of behaviours and artefacts may be deciphered.

(3) Basic assumptions: These are perceptions, thought processes, feelings and behaviour.
Basic assumptions represent an unconscious level of culture which is the basic underlying
reason why things often happen in a particular way. These basic assumptions form
around deeper dimensions of human existence such as human nature, human relations and
actions, reality and truth. By this definition, basic assumptions are also the most difficult

to relearn and change.
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challenging situations where the generation and dissemination of new knowledge and

response scenarios are shared with multiple levels of employees within the organisation.

Obviously, organisations have different goals and priorities that are presented in their
culture (Schein 1992). Managing the human part of the organisation becomes a major
challenge in handling change processes in the organisation as it involves values,
preferences and attitudes toward a particular activity (Rashid et al. 2004). Alignment
between multicultural organisations and the cultural environment is then a matter of
accurate perception and appropriate adaptation (Miroshnik 2002) since HRM strategies,
organisational structures and technologies that are suited in one cultural setting may fail
in another. Clearly, most of HRM policies and practices are culture-linked (Sparrow and
Wu 1998) where cultural assumptions and values are solved through the diffusion for
group members in relation to the types of interactions and behaviours that lead to societal
effectiveness and the most appropriate relationships between people in organisations
(Sparrow and Wu 1998). Therefore, it is important that considerable time and effort are
spent to achieve the right corporate mix in terms of culture development or change, rather

than rushing the process (McAleese and Hargie 2004).
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Figure 3.2: Source and Consequences of Culture
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Source: Tosi and Grackhamer (2004)

Figure 3.2 illustrates the theoretical model which shows that differences in national
cultures emerge from a broad set of forces which are the result of a nation’s history,
geography, resources, climate and other factors (Hofstede 1980; Pedersen and Thomsen
1997). For example, the role of geography may explain some differences in individualism
-collectivism between the United States, Japan and Thailand. Next, the cultural values
come out from these forces are a set of person’s cognitive map and that are reflected in
the social systems and institutions of a culture (Shaw 1990). Social systems and
institutions are the structure influencing the functions of social systems-economic
systems, social control systems, marriage and family systems, educational systems,
aspects of an organisation’s design including the compensation system. Organisations are
complex social systems of coordinated behaviour, which affect all members at some time
or another (McAleese and Hargie 2004). Additionally, a large body of evidence exists
highlighting the link between culture, an individual and organisational aspects (Lim
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1995; Fang and Shaffer 2003; Tosi and Greckhamer 2004; Chew and Sharma 2005).
This model is an effort to increase our understanding of the sources and consequences of
culture since culture is an intangible concept and plays a meaningful role in society and
affects its members. In addition, as Hofstede and Hofstede (2005) note, culture is always
a collective phenomenon because it is at least partly shared with people who live or lived

within the same social environment, which is where it was learned.

3.2.1 National Culture

National culture is a central organising principle of what an employee understands of
work, their approach to it and the way in which they expect to be treated. Further,
national culture implies that one way of acting or one set of outcomes is preferable
to another. When management practices are inconsistent with these deeply held values,
employees are likely to feel dissatisfied, distracted, uncomfortable and uncommitted. As
a result, they may be less able or willing to perform well (Newman and Nollen 1996).
The culture of each country has long been identified as a key environmental characteristic
underlying different behaviour as culture is learned not innate, it derives fron one’s social
environment rather than from their genes (Hofstede and Hofstede 2005). While culture
is not the only determinant of a business’s success or failure, the increasing dominance
of multinationals and the globalisation of world markets ensures that those who address
the questions of culture will gain a substantial advantage over those organisations
with which a firm competes (Smith 1992; Sadri and Lees 2001). Therefore, cultural
differences have become central to cross-national management research. However,
directly applying management theories and practices created in Western culture to
organisations in different cultures may not properly succeed everywhere (Hofstede 1991).
The organisation should thus be concerned about national cultural discourse when
establishing any strategies or business plans. National culture is entrenched deeply in
everyday life and is relatively resistant to change. As such, these deeply entrenched
values which people hold will subconsciously affect how they structure and carry out
management practices, which is what organisation culture is all about national culture

also plays a dominant role in shaping organisational culture (Chew 2005).

86



Hofstede’s (1980) well-known study analysed 88,000 responses to a questionnaire survey
conducted among the employees of a single U.S. multinational working in 66 countries.
The initial sample was 40 countries and later it was extended this to 53. Hofstede’s four
dimensions were power distance, individualism/ collectivism, uncertainty avoidance, and
masculinity/femininity. Hofstede’s later research contained values for 74 countries and
regions. In 1991 Hofstede added an extra fifth dimension, Long Term Orientation. This
dimension was added to Hofstede's original IBM research in an effort to capture
dimensions that might be particularly relevant in Asia (Newman and Nollen 1996). These
dimensions are based on four fundamental problems which any society faces: (1) the
relationship between the individual and the group; (2) social inequality; (3) social
implications of gender and (4) handling of uncertainty inherent in economic and social

processes.

Thailand never really ranks at the very extreme value of Hofstede’s dimensions and is
often in the middle range. This itself is likely to be due to cultural factors and in particular
to Thai Buddhism, with its emphasis on finding a balance in life (Holmes and
Tangtongtavy 1995). Thailand’s scores on the five dimensions are as follows: Power
Distance: 64 (22™ of 53 countries), Individualism: 20 (40% of 53 countries), Masculinity:
34 (44" of 53 countries), Uncertainty Avoidance: 64 (30"’ of 53 countries) and Time
Orientation 56 (8" of 23 countries). Table 3.1 summarises five cultural dimensions of
Hofstede and Hofstede (2005).
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1. Power Distance

Power distance is related to a difference in solutions to the basic problem of inequality
between people (Hofstede and Hofstede 2005). Power Distance is reflected by the amount
of formal hierarchy, the degree of centralisation, the lack of employee participation in
decision-making and autocratic leadership within its structure (Newman and Nollen 1996;
Niffenegger et al. 2006). A society with a large power distance also promotes autocratic
as part of their mental conditioning of people, such as those in East Asia and Latin
American countries (Schuler and Rogovsky 1998). In particular, companies in high
power distance countries may facilitate disciplined cooperative arrangements between
dominant and dominated sides but create difficulties in arrangement of equals unless the
hierarchy is established by the presence of a dominant third party such as government
(Nakamura et al.1997). It has been argued that in high power distance countries
organisational structures will be taller (Tosi and Greckhamer 2004).

In a contrast, low power distance is less likely to tolerate significant inequities (Gomez-
Mejia and Welbourne 1991) and inequality within an organisation as well as within
society should be minimised (Schuler and Rogovsky 1998). Diffused power societies are
likely to place individual differences by sharing or decentralising power (Cook and
Hunsaker 2001) and a low importance attached to titles and status (Boode 2005). The
countries with the most informal, low power distance relations were Austria, Jamaica,
and Denmark, while those with the highest power distance were Malaysia, Panama and
the Philippines. With a Power Distance of score 64, Thailand ranks 22™ out of 53
countries (Hofstede 1991)

Figure 3.3: High Power Distance versus Low Power Distance

A A A A A
(Malaysia) (TH) (JAP) (USA) (Austria)
High Power Distance Low Power Distance

Source: Hoftede and Hofstede (2005)
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2. Individualism /Collectivism

Individualism reflects the degree to which people in a given society value independence
versus group membership (Gomez-Mejia and Welbourne 1991; Hofstede and Hofstede
2005). They are based on values of individualism, stressing professional expertise
and similarly, it includes individual responsibility for one’s own actions and for taking
care of oneself. Individualism places more emphasis on self-respect (Miroshnik 2002).
Additionally, Smith (1992) state that individualism distinguishes countries in which
employees see their individual identity as determined by their own continuing individual
choices as to how to act. Individual initiative, individual freedom and individual
achievement are highly valued (Gelade et al. 2008).

Individualism is associated with individual calculative behaviour and collectivism with
placing a high value on meeting the objectives of a group even when specific behaviours
may harm individuals within the group. Within a group, cooperative arrangements in
highly individualistic societies are stable if they meet the objectives of all members.
Members who find it more advantageous to leave the group (for example, join rival
groups) will do so without the imposition of social sanctions or stigma (Nakamura et
al.1997). Western cultures, to varying degrees, tend to be the most individualis tic in the
world. Of all 53 countries in the survey, the USA was ranked highest on individualism,
with Australia second and Britain third. Thailand, with an Individualism score of 20 (40th

out of 53 countries) ranks low, though not among the very lowest, on Hofstede’s scale.

Figure 3.4: Individualism versus Collectivism

A A A A
(USA) (JAP) (TH) (Guatemala)
Individuallism Collectivism

Source: Hoftede and Hofstede (2005)
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3. Uncertainty Avoidance

Hofstede and Hofstede (2005) address that uncertainty avoidance measures the extent
to which people in societies feel threatened by uncertain or unstructured situations
(Schuler and Rogovsky 1998; Niffeneggaer et al. 2006) and attempts to avoid it
by providing career stability, establishing more formal roles/procedures and rejecting
deviant ideas and behaviour (Miroshnik 2002). Similarly, people are uncomfortable
with high risk and ambiguity. A strong uncertainty avoidance culture may stimulate
formal well-regulated and highly focused partnerships with short time horizons
(Nakamura et al.1997). The future is a challenge to be overcome and is related with a
high level of anxiety, emotionality and aggressiveness for those in high uncertainty
avoidance societies.Thailand scores mid-range on Hofstede’s Uncertainty Avoidance

dimension: 64, ranking Thailand 30™ out of 53 countries.

On the other hand, Cook and Hunsaker (2001) and Chiang (2005) state that an individual
in weak uncertainty avoidance countries accepts the unknown future and are more
tolerant. Compensation programmes designed for this type of culture should tend towards
a pay system that will guarantee material achievement (Mamman et al. 1996). Since there
is a greater tendency to take risks (Tosi and Greckhamer 2004), resulting in lower levels
of stress on people within that culture (Gomez-Mejia and Welbourne 1991). As noted by
Mamman et al. (1996, p.109), “employees from strong uncertainty avoidance cultures
will avoid any pay system that has some elements of ‘risk’, for example a performance-
related pay. Base pay, or that part of compensation package that is fixed, should play a
more important role than any type of variable pay”.

Figure 3.5 : High Uncertainty Avoidance versus Low Uncertainty Avoidance

A A A A A
(Greece) (JAP) (TH) (USA) (Singapore)
High Uncertainty Avoidance Low Uncertainty Avoidance

Source: Hoftede and Hofstede (2005)
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4. Masculinity/Femininity

Hofstede’s fourth dimension is gender. Here a masculine culture is one where traditional
male values dominate, such as assertiveness, challenge, performance, ambition and
growth (Hofstede 1991; Niffeneggaer et al. 2006). Income is viewed positively and it
admires acquisition of material possessions and additional wealth (Gomez-Mejia and
Welbourne 1991; Hofstede and Hofstede 2005). Material success with environments is
likely to force employees hard and then reward top performers with high earnings
(Gelade et al. 2008) which are compatible with a system which links monetary reward to
performance and achievements are viewed as essential values. Men mostly occupied
positions of higher power and status. Fewer women are found in high-level management

or executive positions (Gomez-Mejia and Welbourne 1991).

This contrasts with a feminine culture characterised by the cooperation, close relations,
care-taking, security and quality of life are more highly valued (Gelade et al. 2008). Men
are not believed to be inherently superior. When dealing with pay plans, equality is a
strong belief regardless of gender (Newman and Nollen 1996). Thailand scores rather low
on Hofstede’s Masculinity index: it is in 44™ position out of 53 countries, with a score of
34. This means that there is still a clear discrepancy between Thailand and the countries
that have very low scores such as the Netherlands (14), Norway (8), or Sweden (5).
Interestingly, in more masculine cultures the expected behaviour of males and females is
clearly differentiated whereas in more feminine cultures, such as the Netherlands or
Sweden, gender roles are less differentiated; males can take on caring roles while females

may pursue a professional career.

Figure 3.6: High Masculinity versus Low Masculinity

A A A A
(JAP) (USA) (TH) (Sweden)
High Masculinity Low Masculinity

Source: Hoftcdc and Hofstede (2005)
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5. Long-Term versus Short-Term Orientation

Hofstede’s last dimension refers to long-term-oriented cultures which are characterised
by patience, perseverance, respect for one's elders and ancestors and a sense of obedience
and duty toward the larger good (Hofstede 1991). Long-term culture countries are found
in Asia, including Hong Kong, Singapore, Taiwan, Japan and also Thailand. Long-Term
Orientation stands for the fostering and providing long-term employment rather than
making quick fixes regarding management practices. Values associated with Short Term
Orientation are respect for tradition, fulfilling social obligations and preservation of face
(Newman and Nollen 1996; Hofstede and Hofstede 2005). Thailand ranks 8™ out of 23
regarding this dimension.

Figure 3.7 Long-Term versus Short — Term orientation

A A A A A
(Hong Kong) (JAP) (TH) (USA) (Pakistan)
Long Term Orientation Short Term Orientation

Source: Hoftede and Hofstede (2005)
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Table 3.1 Five Dimensions of National Culture

vs. Collectivism

Cultural Cultural Dimension
Dimension

Power Distance | Power Distance is the extent to which the less powerful members of
institutions and organisations within a country expect and accept that
power is distributed unequally

Uncertainty Uncertainty Avoidance is defined as the extent to which the members of a

Avoidance culture feel threatened by ambiguous or unknown situations

Individualism Individualism pertains to societies in which the ties between individuals

are loose: everyone is expected to look after himself or herself and his or
her immediate family. Collectivism, its opposite, pertains to societies in
which people from birth onward are integrated into strong, cohesive in-
groups, which throughout people’s lifetime continue to protect individuals
in exchange for unquestioning loyalty

Masculinity vs.
Femininity

A society is called masculine when emotional gender roles are clearly
distinct: men are suppose to be assertive, tough, and focused on material
success, whereas women are suppose to be more modest, tender, and
concerned with the quality of life. A society is called feminine when
emotional gender roles overlap: both men and women can be modest,
tender, and concerned with quality of life

Long- vs.
Short-Term
Orientation

Long-Term Orientation stands for the fostering of virtues oriented toward
future rewards — in particular perseverance and thrift. Its opposite pole,
short-term orientation, stands for fostering of virtues related to the past and
present — in particular, respect for tradition, preservation of “face,” and
fulfilling social obligations.

Source: Hofstede and Hofstede (2005)

3.2.2 Critiques of Hofstede’s Dimensions

Despite its popularity, Hofstede’s thesis is the subject of intense debate. Several major

constraints to Hofstede’s work were pointed by several reviewers of culture’s

consequences. For example, Songergarrd (1994) and McSweeney (2002); Gaspay et al.

(2008) have all noted that the unit of analysis of nations may not be the best unit suited

for studying culture. They also note the constraints derived from a research population of

IBM employees which can not provide adequate information about an entire national

culture. Additionally, McSweeney (2002) rightly points out that the sampling technique

used in the IBM study to provide samples of national populations failed to represent well
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the profile of various countries involved. However, Hofstede and Hofstede (2005) argue
that IBM employees were an excellent population to study cultural differences precisely
because they were so similar in all other ways except their culture. Thus, the subject’s
similarities magnified their difference at the level of culture and allowed Hofstede to

extract and statistically validate those ditferences

Nevertheless, this research focuses on Hofstede’s theory because it dominates (national)
cultural research in cross-cultural research. Hofstede’s work (1980) has received a great
deal of attention in the literature, with some 1,036 citations in the Social Science Citation
Index (SSCI) during the period from 1980-93 alone (Sondergaard 1994). Secondly,
Hofstede’s dimensions rely on variables that are more directly linked to social and
organisational processes by focusing on human values, rather than on general beliefs and
practices (Zakour 2004). It can be seen that much attention needs to be paid to how
emerging issues are internally organised toward a human value(s)-driven perspective of
the organisation in order to set up a strong emphasis not only on the changing movement
of the company as a societal actor but also on its employees as the everyday human
representatives of that organisation. Thirdly, Hofstede’s dimensions are the most widely
used and accepted in cross-cultural research not just in HRM but generally; they have
become a de facto standard and the constructs are theoretically sound and empirically
valid (Bhagat and McQuaid 1982; Sorge 1983). Research on HRM conducted in separate
national cultures has shown that the meaning of such variables and national culture
applying Hofstede’s dimension differ (Smith 1992; Lim 1995; Newman and Nollen 1996;
Miroshnik 2002; Dedoussis 2004).

3.2.3 Culture Management in an Organisation

In attempting to maintain or modify culture in an organisation, it is therefore vital that
management arrives at a decision on how the company should be defined in the future
overall direction. The model contributes to an understanding of the nature of culture
management where culture, like other aspects of corporate life, has to be managed and is

now a well-established theme of management rhetoric (McAleese and Hargie 2004).
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What follows is a set of general guiding principles for culture management in
organisations. As Figure 3.8 shown, five guiding principles of culture management will
be described in order to formulate an overall strategy regarding the success of culture

management.

Principle 1: Formulate an overall culture strategy

In fact the array of definitions of strategy, performance, culture and the link between
them are a source of both complexity and stimulation. A main key of achieving is by
striking an effective balance between company assets and cultural factors. The
formulation of a culture strategy is a complex process, which involves analysis on several
layers in order to aggregate all levels of culture and much cultural theory is overly
general and still developing (Niffenegger et al. 2006). As Schein (1992) suggested above
that organisational culture exists at three main levels and all interconnected and
ultimately unified (McAleese and Hargie 2004). The most important parts of culture
require deep analysis on these elements-incorporate thoughts, feelings and perceptions so

that this cements the share values of organisations as Robbins (2005) stated.

Principle 2: Develop cultural leaders

A manager’s ability to create and maintain a working environment should consider how
to conduct both personal and work-related goals. This is achieved through effective
organisation and planning, controlling and decision making, coordinating, guiding and
communicating. Obviously, the role of top and senior management is pivotal in the
management manipulation and transmission of culture (Deresky 1994; McAleese and
Hargie 2004; Robbins 2005; Hofstede and Hofstede 2005). Further, “middle managers
can have a huge bearing on how work is structured, the implementation of formal reward

systems and the decision-making approach- all of which impact on culture” (McAleese
and Hargie 2004, p.164).

Principle 3: Share the culture by communicating effectively with staff
Within the context of an organisation, communication is an essential component in the

success and effectiveness of any unit. Internal communications have a major role to play
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in defining and improving the relationship between employers and their staff and it can
facilitate the management of strategic, structural, technological and process changes. The
impact of internal communication as a process and its relationship to culture is therefore

crucial.

Principle 4: Measure the cultural performance

Another vital component in the maintenance of culture is constantly reviewed and
obtained feedback on current strategies and performance. McAleese and Hargie (2004)
point out that performance measures need to reflect the values to which organisations
espouse and the objectives involving the integration of organisational strategies, which
ties in with job design, competencies, staff development, job satisfaction, individual goals
and ambitions of employees. Reward and incentives linked to performance which affirms
a clear line of sight between action and reward need to be closely articulated with the
need of employees because they are critical in attracting, retaining and developing
employees (Lawler 2000; Harris 2001; Reilly 2005; Wright 2004).

Principle 5: Communicate the culture to all employees

To communicate and create awareness of policies and procedures throughout the
company would promote incorporated understanding about what need to be done. It has
already been established that securing the commitment of management is essential in any
company. The awareness as a result of perceived organisational support which is
influenced by various aspects of employee’s perception of how organisation treat their
employees and perceived organisation support is also positively related to organisational
commitment (Addae et al. 2006), as a cornerstone of an organisation (McAleese and
Hargie 2004).
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3.2.4 National Culture and Human Resource Management (HRM)

National culture is characterised by the values of the people belonging to that culture
and implies that one way of acting or one set of outcomes is preferable to another
(Newman and Nollen 1996; Schuler and Rogovsky 1998; Hofstede and Hofstede 2005).
HRM becomes a focus of attention and serves as a key tool to encounter the stream of
globalisation. Organisations have to be prepared to cope with the varying demands and
changes in business dynamics. The competitive advantage derives from correctly adapted
management practices and alignment between key characteristics of the external
environment and internal strategy, structure, systems and practices (Redman and
Wilkinson 2001). Every leader is expected to construct a strong culture and a cohesive

workforce, which will focus collectively as a main body in pursuit of organisatonal goals.

National culture is rooted in HRM practices and organisational behaviour. For example,
uncertainty avoidance is manifested by the clarity of plans, policies, procedures, and
systems. Reliance on obvious and well-understood procedures and/or strategies helps
employees reduce uncertainty and cope with their discomfort with unknown situations
(Newman and Nollen 1996; Hofstede and Hofstede 2005). Further, it is believed that
people in individualist societies will define performance in individual terms and link
personal success with individual compensation (Fong and Shaffer 2003; Hofstede and
Hofstede 2005). HRM practices which are relevant in one culture may have serious
limitations when directly transferred in to another culture. Regarding earlier research,
many studies have provided support for the proposition that national culture is a
significant factor in cross-country differences in HR practices and policies (Sparrow and
Wu 1998; Miroshnik 2002; Dedoussis 2004). This is consistent with the study of Entrekin
and Chung (2001), who pointed out the importance of the compatibility of norms and
beliefs regarding a management practice such as performance appraisal with the local
national cultures in determining the acceptance and hence the transferability of that
practice across countries. The setting of related pay system practices to Hofstede’s
dimensions was supported by the research of Awashi et al. (2001); Gomez-Mejia and
Welbourne (2002); Tosi and Grackhamer (2004).
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3.3 Organisational Commitment

In the last two decades organisational commitment has received great attention to be
a major focus of research. “Organisational commitment can be defined generally as
a psychological link between the employee and his/her organisation that makes it less
likely that the employee will voluntarily leave the organisation” (Allen and Meyer 1996,
p.252). Furthermore, organisational commitment, as an attitude, has been defined as
the relative strength of an employee towards his/her organisation reflects varying
combinations of desire (affective commitment), cost (continuance commitment) and
obligation (normative commitment) as Allen and Meyer (1990); Boon and Arumugam
(2006); Gellatly et al. (2009) noted. Many authors have indicated that employee’s
organisational commitment is an important issue because it may be used to predict
employee performance, absenteeism and other behaviours, for instance, turnover
intentions (Allen and Meyer 1990; Hackett et al. 1994; Addae et al. 2006; Falkenburg
and Schyns 2007); perceived organisation support (Addae et al. 2006), teamwork (Karia
and Ahmad 2000; Boon and Arumugamb 2006), but radical organisational changes
have affected employees’ commitment, mostly in a negative way (Meyer et al. 2002;
Dordevic 2004). There is also considerable attention given to the development of theory.
Like many constructs in organisational psychology, however, commitment has been
conceptualised and measured in various ways. Although early work in the area was
characterised by various and often conflicting, unidimensional views of the construct, it is
now widely recognised that commitment is as a multidimensional work attitude and that
the antecedents, correlates and consequences of commitment vary across dimensions
(Meyer and Allen 1984; Allen and Meyer 1996; Meyer et al. 2002; Dordevic 2004;
Gautam et al. 2004; Wang 2004).

Throughout the previous studies (Hartmann and Bambacas 2000; Meyer et al. 2002;
Wang et al. 2002; Wright and Bonett 2002; Lok and Crawford 2004; Fiorito et al. 2007),
organisation commitment has been repeatedly identified as a significant variable
which increase our greater understanding of the work behaviour of employees within

organisations. Organisational commitment has two basic dimensions: a) It characterises
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the employee’s relationship with the organisation; and, b) It has implications for
the decision to continue or stop membership in the organisation (Ugboro and Obeng
2001). Organisational commitment is not the same as tenure. It is one of many
determinants of voluntary turnover and is therefore negatively correlated with intentions
to quit (Meyer and Allen 1997). Faced with increasing domestic and international
competition, many organisations have sought to streamline operations, reduce costs,
improve service/products and enhance employee performance among its sub-units
to remain organisational effectiveness. In trying to overcome such obstacles,
organisations have turned to a robust variety of HRM practices as an important strategy.
Mowday et al. (1979) argued that commitment represents something beyond mere
passive loyalty to an organisation. It involves an active relationship with the organisation
such that individuals are willing to give something of themselves in order to contribute to
the organisation’s well-being. Hence, commitment could be inferred not only from the

expressions of an individual’s beliefs and opinions but also from his/her actions.
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Table 3.2: Dimension of Organisational Commitment within Multidimensional Models

Buchanan (1974, p.533)

Identification
Involvement

Loyalty

“adoption as one’s own the goals and values of the organisation”
“psychological immersion on absorption in the activities of one’s work
role”

“ a feeling of affection for and attachment to the organisation”

Angle and Perry (1981, p.4)

Value commitment
Commitment to stay

“commitment to support the goals of the organisation”
“commitment to retain their organisational membership”

O’Reilly and Chatman (1986 , p.493)

Compliance “instrumental involvement for specific extrinsic rewards”

Identification “attachment based on a desire for affiliation with the organisation”

Internalisation “involvement predicated on congruence between individual and
organisational values”

Penley and Gould (1988)

Moral “acceptance of and identification with organisational goal” (p.46)

Calculative “a commitment to an organisation which is based on the employee’s
receiving inducements to match contributions” (p.46)

Alienative “organisational attachment which results when an employee no longer
perceives that there are rewards commensurate with investments; yet
s/he remains due to environmental pressures” (p.48).

Meyer and Allen (1991, p.67)

Affective “the employee’s emotional attachment to, identification with, and
involvement in the organisation”

Continuance “an awareness of the costs associated with leaving the organisation”

Normative “a feeling of obligation to continue employment”

Mayer and Schoorman (1992, p.673)

Value “a belief in and acceptance of organisational goals and values and a
willingness to exert considerable effort on behalf of the organisation”

Continuance “the desire to remain a member of the organisation”

| Jaros et al. (1993)

Affective “the degree to which an individual is psychologically attached to an
employing organisation through feelings such as loyalty, affection,
warmth, belongingness, fondness, pleasure, and so on” (p.954)

Continuance “the degree to which an individual experiences a sense of being locked
in place because of the high costs of leaving” (p.953)

Moral “the degree to which an individual is psychologically attached to an

employing organisation through internalisation of its goals, values and
missions” (p.955)

Source: Adapted from Meyer and Herscovitch (2001)
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