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Abstract

The contribution of Management Control Systems (MCS) in general, and of the Performance
Measurement Evaluation and Reward System (PMERS) in particular, to the motivation of the
managers who operate at the middle level of the organisation’s hierarchy has received relatively
little examination up to date. Most of the available empirical evidence in the area of measurement,
evaluation and reward of managerial performance tends to focus almost exclusively on executive
managers operating at the top level. Using an Expectancy-Valence (E-V) model of job behaviour
as a theoretical framework, this study primarily sets out to investigate the impact of the PMERS on
middle-level managers’ motivation and subsequent performance. At a second level, it aims to
examine the relative success of the PMERS to positively influence managerial motivation and

performance under all environmental conditions, both certain and uncertain.

By means of an analytic questionnaire - which was purposively developed on the basis of
instruments previously tested and extensively used in practice by other researchers in the field -
a sample of 225 middle-level managers from a large UK-based financial institution provided data
for the study. All in all, the analysis of the managerial perceptions gathered regarding the
company’s PMERS indicate that the managers’ motivation is primarily affected by the extrinsic
and intrinsic rewards that they perceive to enjoy in the context of their job environment.
Motivation is specifically related both to the perceived value and to the performance-dependency
of these rewards. The latter seems to suggest that a key issue affecting the motivational
effectiveness of the PMERS - and therefore a central design consideration - is the choice of
rewards to be included in the company’s reward package, as well as the manner through which
these rewards are eventually allocated to the company’s managerial staff. As to the intervening
effect of perceived environmental uncertainty, this research provides evidence to show that the
managers’ perceptions about how uncertain their (internal and external) job environment is have a
significant adverse impact on their perceptions about the accuracy of the performance measures
and the attainability of the performance standards that are employed within the PMERS. This
result implies that the design of the company’s PMERS is better seen as situationally specific, i.e.,
as contingent on the relevant (actual and perceived) conditions of the organisational environment

for which it is intended.
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Chapter One :

Introduction

1.1 Identification of the Research Area

Management control theorists have consistently pointed out the motivational potential of the
Performance Measurement, Evaluation & Reward System (PMERS) to influence and direct the
behaviour of managers who are operating at the middle level of the organisational hierarchy.
In practice, systems of performance measures, standards and related rewards may be used by
organisations not only for control but also for motivational purposes, i.e., in order to induce
middle-level managers to perform at desirable levels. Indeed, incentive systems which attempt to
link organisational rewards to managerial behaviour on the basis of some pre-specified criteria of
attained performance have become a common - if not a necessary - ingredient of managerial
remuneration packages in the 1990s, and this trend appears to be growing (Otley, 1992, 1994).
Nevertheless, surprisingly little evidence exists on the effects of such incentive systems on the
managers’ behaviour in the different environments they are implemented, despite the concerns
expressed by contingency theorists about the ability of these systems to instigate managerial
motivation and promote managerial efficiency equally well under all environmental conditions,

both certain and uncertain.

The purpose of the present study is to fill this research void in part, by empirically investigating
the relative motivational effectiveness of the PMERS under differing environmental conditions.
Essentially, the objective of this study is twofold : First, to examine the impact of the Performance
Measurement, Evaluation and Reward System (PMERS) on middle-level managers’ behaviour
(motivation and performance), and, second, to examine the moderating effect of environmental
and task uncertainty on the PMERS’s ability to affect managers’ motivation and subsequent
performance. Deriving from a contingency theory perspective, the research question that is
addressed in this study is - what is the actual impact of the PMERS on the motivation and
consequent performance of middle-level managers who are operating within environments of
differing level of uncertainty ? Environmental uncertainty - in all its shapes and forms - is viewed
and examined here as an important source of contingency for the design and subsequent

motivational effectiveness of the company’s PMERS.
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1.2 Objectives and Contribution of the Study

Using the above notions as a frame of reference, and adopting right from the start a micro-
behavioural perspective of analysis, this research ambitiously sets out to investigate and evaluate
in practice, the role that systems of managerial performance measures and related incentive
schemes are alleged to play in the motivation of middle-level managers who may operate under
different environmental conditions. In essence, the prime objectives of this study are
1) to develop a theoretical framework within which the process of motivation through the
company’s Performance Measurement Evaluation and Reward System (PMERS) can be
adequately conceptualised and understood, and then, on the basis of this conceptual
vehicle,
2) to formulate and test a number of hypotheses about
i) the impact of the PMERS on
— the middle-level manager’s motivation
— the middle-level manager’s performance

ii) the intervening effect of environmental uncertainty on the above relationship(s).

All in all, if we accept the importance of managerial motivation in today’s complex organisations,
the contribution of the present research can effectively be seen, first, in the conceptualisation and
empirical examination of the phenomenon of managerial motivation through the company’s
formal PMERS and the identification of all the critical PMERS-related factors that are seen to
directly influence the manager’s motivation and performance, and second, in the appreciation of
the presumed impact of environmental uncertainty on the eventual motivational effectiveness of

this PMERS.

It is essentially this understanding of the processes and dynamics involved in the influence and
direction of managerial behaviour in the performance evaluation and reward context that is thereby
hoped to allow the generation of some useful insights and recommendations particularly relevant
to the design and implementation of a PMERS that is expected to fulfil its motivational potential

in all the environments that is put to use.
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1.3 Organisation of the Thesis

Central to the present research endeavour is the realisation that control is fundamentally a
behavioural issue, and that the ultimate criterion by which any system of control (such as the
PMERS) should be assessed is behavioural (Emmanuel et al., 1990) ; that is, to what degree does
such a system succeed in influencing managers to behave in desirable ways, from the
organisation’s point of view. As such, a review of the - empirical and theoretical - literature in
relation to the allegedly significant motivational function of performance measures and related
incentive schemes is given in chapter 2. The chapter is specifically concerned with the theoretical
and practical considerations associated with designing of a motivationally effective system of
measures, standards of performance and related rewards, as well as with the functional or
dysfunctional consequences that different design choices can instigate to the managers’ behaviour.
Furthermore, the literature addressing the potential impact of the organisation’s environmental
context in general, and of the environmental uncertainty variable in particular, on the design and

subsequent motivational effectiveness of the PMERS is also reviewed in chapter 2.

In pursuit of an adequate conceptual and operational definition of motivation, the third chapter of
this dissertation reviews the most influential motivational theories in the field of applied
organisational psychology and, based on the Expectancy / Valence Theory, develops a theoretical
framework that brings together the four main variables under investigation in this study - that is,
i) the PMERS, ii) managerial motivation, iii) managerial performance, and iv) environmental
uncertainty. On the conceptual premises of this theoretical model of managerial behaviour, a
number of testable hypotheses concerning a) the alleged impact of the PMERS on the middle-level
manager’s motivation and performance, and b) the intervening effect of perceived environmental
uncertainty, directly on the PMERS, and indirectly on the middle-level manager’s work

motivation, are derived.

In order to examine the aforementioned hypotheses, an empirical study was undertaken. Chapter 4
presents the method and methodology that was employed in the present research in order to collect
the necessary data and conduct the testing of these hypotheses. Apart from the specific anaphora
to the study’s underlying philosophical and methodological orientation, a detailed account of the
research design and of the particular research method utilised for the data-collection purposes of

the study is given. Overall, this is a positive study of a multidisciplinary character, which brings
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together principles and concepts from the related, though distinct, areas of management control
theory and applied organisational psychology. As a result, it has been based on the well-
established body of existing empirical literature in these two fields, and on a previously developed
and well-tested survey methodology to operationalise and measure its dependent, independent, and
intervening variables. Methodologically speaking, these choices have not only rendered the
present study with a relatively high level of internal and construct validity, but also have increased

its comparability with a considerable body of relevant literature.

The steps taken, first, to identify, and then to achieve the full co-operation of a corporate partner
who would be willing to participate in the given research project by providing access to its
managerial staff for the data-collection requirements of the study are described in chapter 5.
The main emphasis, however, of this chapter is on the detailed description and analysis of the
company’s Performance-Measurement-Evaluation-Reward System (PMERS), although some
peripheral background information on the organisation’s profile, business environment, corporate
strategy, and organisational structure are provided, mainly to enable the reader to recreate the
relevant context within which the findings of the study are later presented and interpreted.
In effect, the participant company is a UK-based financial institution amongst the top 8 of the UK
banking sector, with over 300 years of experience to the provision of financial services in the

community, and more than 21,000 staff in its workforce.

Chapter 6, and the accompanying figures, tables and appendices, report the results of the statistical
analysis (descriptive and inferential) conducted on the data obtained with the questionnaire survey.
Descriptive statistics on the sample of the 225 managers surveyed, as well as a diagnostic analysis
of the company’s Performance-Measurement-Evaluation-Reward-System on the basis of the
managers’ responses to the questionnaire, are firstly presented. Subsequently, the hypotheses
posed in the research are tested. The statistical testing of the designated hypotheses is carried out
here in two different ways - i.e., through correlation coefficients that allow to assess relationships
among variables, as well as through tests that are useful in detecting mean differences between
sub-samples -, and at two levels - parametric and non-parametric. In sum, the obtained findings
seem to indicate, first that at least some of the managers’ perceptions about given PMERS
characteristics have a strong, positive, and significant relationship with managerial motivation,

and second that perceived environmental uncertainty has a significant adverse effect on some of
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these PMERS-related perceptions that appear to impact on the manager’s motivation and

subsequent performance.

Lastly, chapter 7 draws together the findings of the empirical study and the literature review, first
in order to highlight the study’s contribution to the existing body of knowledge in the area of
management control, and then to draw some implications both on a practical, as well as on a more
theoretical and methodological level. Although no attempt is made to put forward a universally
‘best’ system design that can apply and operate equally well to all organisations in all
circumstances, a number of recommendations with regard to the contingent design characteristics
of the company’s reward package and overall PMERS are made. The need to consider in the
process of designing a PMERS that is intended for control and motivational purposes,
i) the environmental uncertainty variable and its effect on the PMERS perceived characteristics,
and ii) the individual differences / preferences factor and its importance for the perceived value and
overall relevance of the company’s reward package, is specifically underlined. Finally, chapter 7

closes by indicating some future research avenues and extensions.
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Chapter Two :

Theoretical Background & Literature Review

2.1 Introduction

In this second chapter, an overview of the existing relevant literature in the area of
measurement, evaluation and reward of managerial performance is provided, with
special reference to the significant role that performance measures and related
incentive schemes are alleged to play in the motivation of managers. The chapter
basically consists of three sections of literature review. The first two sections, that
follow right after this introductory part, discuss the importance of the human factor in
contemporary organisations, and the critical role of human behaviour and motivation
in the viability, growth, and development of these organisations. In the third section,
an attempt is made to discuss both the theoretical and the practical considerations
associated with the design of a motivationally effective system of measures, standards
of performance and related rewards. The final sections of the chapter address the
potential impact of the organisation’s environmental context in general, and of the
environmental uncertainty variable in particular, on the design and subsequent

motivational effectiveness of such systems.
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2.2 The significance of human behaviour for organisations

The concept of organisation has always symbolised the efficient, effective and rational allocation
of resources for task accomplishment. Formally defined, organisations can be usefully seen as
social arrangements that are concerned with the efficient use of available scarce resources for
achieving controlled performance in the pursuit of collective goals (Buchanan & Huczynski,
1997). The decision regarding the optimal amalgam of financial, physical and human resources,
that combine to determine the organisation’s overall performance and its consequent growth,
development, and eventual survival, has long concerned both managers and scholars in the field.
The present research endeavour is intended to focus on the human, behavioural aspects associated
with such concerns, and particularly with the intricacies of managerial motivation and behaviour in
complex, contemporary organisations. This study also concentrates on utilitarian organisations in
Etzioni’s (1961) use of the term. With utilitarian organisations we refer here to commercial
organisations which base their operation and survival on written and unwritten contracts with
individuals that undertake certain commitments to advance organisational purposes in return for
negotiated rewards (Emmanuel et al,, 1990). In contrast to normative organisations where
organisational members are morally committed to commonly accepted aims (moral involvement),
and coercive organisations where a dominant group determines organisational action by imposing
its will on other participants through power and coercion (alienative involvement), in utilitarian
organisations there not necessarily any common interests or agreed goals, instrumental
involvement on the part of the members is the norm, and therefore the examination of the various
control and motivation schemes - that are basically employed to ensure that the critical activities

for the organisation’s success will be carried out - presents added interest.

A definition of motivation is called for at this point. Within the previously delineated
organisational context, the term can be adequately defined as the social process through which
some members of the organisation try to influence other members, to work harder, work smarter,
work more effectively (Buchanan & Huczynski, 1997). Organisations as social arrangements are
dependent on being able to motivate people to join up in the first place, to stay with the
organisation, and to perform at acceptable levels. Katz and Kahn (1966) rightly indicate that an
organisation has the potential to remain viable only so long as its members choose to participate
and engage in necessary role behaviours. They particularly make mention of three behavioural

requirements that need to be fulfilled in order for an organisation to be effective, namely that
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1. people must be attracted to join and further remain in the organisation
2. people must perform the tasks for which they are hired and must do so in a dependable
manner, and
3. people must go beyond this dependable role performance and engage in some form of
creative, spontaneous and innovative behaviour in their work environment.

In a similar manner, March and Simon (1958) emphasise the fact that for any organisation to be
effective, they must come to grips with the motivational questions of what stimulates human
behaviour, particularly with regard to the individual’s decisions

1. to join and remain within an organisation, and

2. to put forth energy and effort at the rate and direction demanded by the organisation.
As Steers and Porter (1979) point out, given the ever-tightening constraints placed on
organisations by an increasingly competitive, rapidly changing, unstable and, thus, uncertain
environment, management has to look for new mechanisms that can increase its level of
organisational effectiveness. As they characteristically put it (1979, p.4) “...organisational
effectiveness becomes to some degree a question of management’s ability to motivate its
employees to direct at least a reasonable effort toward the goals of the organisation”. In the same
vein, Lawler (1994) agrees that the ability to influence the motivation of employees is a crucial
factor in the effective management of any organisation. And although he does not provide an
explicit definition of ‘organisational effectiveness’, he goes as far as to support that if we are ever
to have effective organisations, we must understand how to encourage effective individual

behaviour.

All in all, there seems to be not much ground for disagreement with Emmanuel et al. (1990), that
organisations consist of people, and can act only insofar as people within them choose to act. The
way individuals behave within organisations is universally regarded as critical, not only for the
effectiveness but also for the very existence of these organisations. It comes as no surprise,
therefore, that organisation managers and management theorists alike are very much interested in
theories of human motivation, in the hope that they will discover means of encouraging employees
- and indeed other managers - to work competently and generally act in a loyal, committed,

flexible and innovative manner when appropriate.



PMERS, Managerial Motivation and Environmental Uncertainty LITERATURE REVIEW

2.3 Control and Motivation at the Middle Management Level

A number of authors in the area of management control have repeatedly emphasised the criticality
of the middle-level management for the overall effectiveness and eventual survival of
contemporary organisations. Merchant (1989), for example, points out that within the
decentralised setting, middle-level managers (also found with a variety of alternative labels such as
company-, sector-, group-, division-, unit-, or area-managers) are given substantial authority to
initiate, make, or approve many actions that bear significant consequences both to their business
units and to the company as a whole. On the planning-strategic level, being in the right position to
possess the most detailed and accurate predictive models, middle-level managers are expected to
play a substantial, if not decisive, supporting role in operationalising the existing and shaping the
future business strategy of their unit, assisting top management with strategic decisions such as
where growth should occur and how it should be achieved. On the operational-administrative
level, having been delegated the appropriate control and responsibility over local operating
decisions, middle-level managers are required to use their judgement, intuition, innovation and
skill in order to make prompt evaluations of the present circumstances, and timely decisions that
will render their unit and - as a result - the entire company more responsive to the market’s
ever-changing demands (Emmanuel et al., 1990) ; they are also expected to effectively mediate
and manage the natural conflicts among the business functions in their unit ; and they are the
central figures in making the decisions about the critical trade-offs between current and future
performance in their unit (Merchant, 1989). In a similar tone, Otley (1994) asserts that in the
current rapidly changing and highly unpredictable business environment, the vital responsibility
for the mechanisms of organisation adaptation cannot be left anymore to a small team of senior
managers who develop organisational strategies that will be enacted by others ; rather the
‘management of change’ increasingly requires the active involvement of lower level managers,
who, via their ‘empowerment’ in the context of the contemporary organisation, are delegated
sufficient authority and responsibility for operational, day-to-day decisions and, at the same time,
are encouraged to contribute to strategic thinking in a bottom-up approach that centres around the
notions of flexibility, fast adaptation, and continuous learning. To the extent, therefore, that, as
Donaldson (1984) cautions, “...companies succeed or fail in their economic functions at the
divisional [middle] level” (p.144), the form and nature of the control systems and processes that
organisations put into action to make sure that these managers consistently act in the

organisation’s best interest, as well as the critical success or failure of these systems to essentially
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promote this organisationally desirable (functional) behaviour, are issues that warrant special

attention and deserve close examination.

Merchant (1989) insightfully argues that most often the control of middle-level managers is
indirect, in the sense that it involves motivation. His argument is that the critical distance of the
organisation’s top management from the realities of each individual area / product market within
which each unit operates, as well as the consequent information asymmetry that inevitably exists
as a result of this distance between top- and lower-level management, makes the direct monitoring
and control of the actions of middle-level managers expensive and, occasionally, infeasible.
In practice, all companies resort to some kind of system of performance measures, standards, and

[13

related organisational rewards to “...motivate their [middle-level] managers towards effective
performance” (Emmanuel et al., 1990, p.81). Despite, however, the widespread recognition that
the success or failure of these performance measurement evaluation and reward systems
(henceforth PMERS, and otherwise referred to as ‘motivational contracts’, in Merchant’s (1989)
terminology) to effectively motivate managers in the middle and lower level of the organisational
hierarchy is strictly connected with the organisation’s overall success and survival, little empirical
evidence exists about the form or efficacy of these systems in practice (Ehrenberg & Milkovich,
1987). This study aims to fill this research void in part. Adopting a micro-behavioural
perspective of analysis, that is, by basically concentrating on the individual middle-level manager
rather than on an organisational or a societal level, it intents to posit and empirically test

hypotheses about the presumed impact of the three main PMERS elements (i.e., performance

measures, standards and related rewards) on middle-level managers’ motivation and performance.

2.4 Managerial motivation and the design of the Performance-Measurement-

Evaluation-Reward System (PMERS)

2.4.1 The motivational potential of the PMERS

Management Control Systems (MCS), and Performance Measures and related Reward Schemes in
particular, are alleged in the literature to have the potential to influence significantly the behaviour
of managers who operate at the middle level of the organisation’s hierarchy (Gordon, 1964 ;
Hopwood, 1974 ; Thomas, 1980 ; Merchant, 1989). Indeed, according to many management
theorists (e.g. Lawler & Rhode, 1976 ; Anthony, 1988 ; Simons, 1995) the central function of any

10
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management control system - as well as one of the major aims of the Performance Measurement
Evaluation Reward System (PMERS) - is motivation, that is, to induce individuals to behave in
ways which contribute to the overall organisational effectiveness. Macintosh (1994) makes the
point that management control systems have a lot more to do with the direction of managers’ and
employees’ behaviour than they do with providing accurate, neutral, and factual accounting data to
rational, utility-maximising decision makers. In the same theoretical vein, Merchant (1989, p.10)
adds that the major challenge of any MCS is to motivate middle-level managers, “to mobilize their
hearts, minds, and energies...so as to ensure that they act consistently in the corporation’s best

interest”.

On the whole, there seems to be a general consensus in the management accounting and control
literature that, systems of measures, standards of managerial performance and related rewards
constitute the main organisational device, the principal means that organisations employ in order
to elicit and direct desirable human behaviour at the middle-management level. Particularly in the
case of the modern, complex, commercial organisation, where top management is notably
limited in its ability to directly monitor and control the middle-level managers’ actions - basically
owing to its critical distance from the individual business units and the resulting information
asymmetry -, control at the middle management level means to a large degree motivating by
linking organisational rewards to the level of performance achieved, i.e., promising rewards for

good results (Emmanuel et al., 1990).

2.4.2 The Principal-Agent Model (PAM) : Motivation issues and the role of contracts
Agency Theory in general and the Principal-Agent Model (PAM) in particular provide a useful

theoretical framework within which the behavioural dimension of the PMERS and its contribution
to the control and motivation of middle-level managers can be adequately understood.
The particular model provides the conceptual ground for examining the pivotal role that
management control processes (such as systems of performance measures and related incentive
schemes) can play in mitigating underlying motivational problems and subsequent inefficiencies
within firms made up of self-interested individuals (Baiman, 1990). All in all, the principal-agent
model of the firm is fundamentally structured upon a description of individual behaviour within a
multiperson organization (Baiman, 1982), and around the major premise that the answer to all

kinds of management control issues lies on achieving a commonality of interests between
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principals and their agents. It thereby takes the organisation of the firm - including the allocation
of tasks and ownership rights - as given and concentrates on the choice of ex-ante employment
contracts between rational principals and agents, operating in a world of uncertainty and
information asymmetry (Emmanuel & Mehafdi, 1994). As such, within the PAM’s research
agenda special emphasis is typically given on understanding how agency problems arise and how
they can be mitigated by contractual design, and more generally, by organisational design.

In essence, the latter constitutes PAM’s primary subject matter (Baiman, 1990).

The principal-agent model asserts that an agency relationship is a contractual relationship that
exists whenever one party (the principal, or the company’s top management in our case) engages
another party (the agent, or the middle-level manager here) to perform some service on his behalf
in an uncertain environment. These contractual relationships (otherwise stated as employment
relationships) among the members of the firm are of vital importance within the PAM. More
specifically speaking, within the context of this branch of the agency theory, the firm is viewed
not as an unit but rather as “a nexus of contracts between self-interested individuals” (Merchant &
Simons, 1986, p.188), as an overlapping set of contractual relationships among the principal(s)
who ‘hires’ the agent(s) for the purpose of delegating authority and responsibility, in order for the
latter to perform some task (Baiman, 1982). Both the principal and the agent are assumed to be
rational wealth seeking utility maximisers, motivated solely by their self-interest, whereas,
in addition, the principal is assumed to be risk-neutral and the agent risk- and work-averse (i.e.,
to prefer leisure to work) (Emmanuel & Mehafdi, 1994). The rights and responsibilities of these
members of the firm are specified in the firm’s mutually agreed upon employment contracts,
which are considered to be optimal functions of the information supplied by the firm’s
management control and information system (Baiman, 1982) and which, furthermore, have the
role of bringing the conflicting objectives of the principal and agent into equilibrium (Alchian &
Demsetz, 1972 ; Kren & Liao, 1988). In this sense, the behaviour of the firm within the PAM is
seen as “...the outcome of the process that brings into equilibrium via the agreed upon contracts
the conflicting self-interests of the principals and agents” (Baiman, 1982, p.156). Overall,
the application of the PAM in the particular context of the present study, and the network of
agency and contractual relationships between top management (principals) and middle-level

management (agents) is as shown in Figure 2-1.

12
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Figure 2-1 : Agency and Contractual Relationships between Top- and Unit-Level Management

Efficiency problems within the theoretical framework of agency theory are assumed to arise when
the cooperative behaviour - which is held to maximise the group’s welfare - is not consistent with
each individual’s self-interest. Cooperative behaviour stems from the realisation by the firm’s
individual members - both principals (top management) and agents (middle-level management) -
that each individual’s welfare is contingent upon the success of the firm as a whole, and that such
firm’s success 1is strictly connected with the level of cooperation among the members of the firm.
Ideally, as Fama (1980, p.289) argues, ‘“the firm can be viewed as a team of individuals whose
members act from self-interest, but realise that their destinies depend, to some extent, on the
survival of the team in its competition with other teams”. However, given that within the
principal-agent model each individual’s actions are theorized to be endogenously derived, solely
based on his own self-interest, when the individual can make himself better off by deviating from
the agreed, cooperative behaviour (while at the same time everyone else is acting cooperatively),
he must certainly be expected to do so. When the employment relationships (the contracts) are
such that, while everyone else exercise the - mutually agreed upon employment - cooperative
behaviour, one or more individuals can make themselves better off by deviating from this
cooperative behaviour (i.e., when the cooperative behaviour is not consistent and self-enforcing
(Baiman, 1990)), then the following chain-reaction of events is likely to occur :
1. One or more individuals - solely urged from their own self-interest - will deviate from

the cooperative behaviour, then
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2. other individuals in the group will also find it in their best interest to deviate
accordingly from the cooperative behaviour.

3. The end result, from this divergence between self-interested and cooperative behaviour,
is that the whole group will suffer a loss of efficiency and, eventually, all individual

members of the group will potentially be made worse off.

In effect, according to the PAM and Agency Theory three are the critical factors - the prime
sources of agency problems in Baiman’s (1990) terminology - that prima facie account for
inefficiency effects within organizations : the agent’s work-aversion, his risk-aversion (together
reflecting the per se divergence of interests between the principal and the agent), and the presumed
information asymmetry. These factors are essentially regarded as the main underlying reasons
typically preventing the cooperative solution from being achieved. In Baiman’s (1990) words,
“..it is information asymmetry and agent work-aversion and risk-aversion [i.e., the agent’s
self-interested behaviour] that prevent the simultaneous achievement of the cooperative allocation
of risk and the cooperative level of production” (p.341), and that effectively contribute to the
incurrence of additional agency costs (both financial and non-financial) that could otherwise be

avoided.!

Of primary importance to the solution of the above motivational problems is the role of
contracts - both written and implicit - as the main expression of the contractual (employment)
relationships within the PAM, which basically aim at bringing the conflicting interests of

middle-level and top managers in alignment with the owners’ interests. More specifically, within

" In the utilitarian organisations of interest, the agency relationship is clearly not cost-free (Emmanuel & Mehafdi,
1994). The relevant agency costs are defined here as “the sum of the costs of the incentive compensation plan, the
costs of monitoring the manager’s actions [unavoidable costs] and the remaining costs of actions taken by managers
that diverge from the preferences of the owners [avoidable costs]” (Kaplan, 1982, p.568). More specifically,
unavoidable (necessary) costs refer to the costs that are bound to be incurred in order to prevent the agent from
diverging from his / her contractual obligations to the principal, and essentially include expenses such as the cost of
the contract itself, the wages, the cost of constructing systems of performance measurement, evaluation and reward,
in general, all the costs incurred for designing, administrating, reviewing and adjusting the formal control
mechanisms that attempt to integrate the principal’s interests with the agent’s interests. Avoidable costs, on the other
hand, refer to the costs that result from the perceived and covert divergence of the agent’s actions from his / her
contractual obligations, and basically include the losses to the principal whose interests are hindered by the non-
neutral actions of the agent. Emmanuel and Mehafdi (1994) remark on the assumption that avoidable and
unavoidable costs appear to have a reciprocal relationship, in the sense that the existence of avoidable costs leads to
the revision of unavoidable costs. Conversely, avoidable costs can be potentially minimised or even eliminated if the
unavoidable costs result from properly and initially designed contracts, suitable performance measurement evaluation
systems and appropriate incentive schemes. Hence the critical role of the PMERS in the avoidance of additional
agency costs within the PAM.

14
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the context of the principal-agent model, the term contract refers both to the explicit (written)
agreement between the principal and the agent, and to the implicit bargaining process over
outcomes, ways of measuring and evaluating performance, as well as the resulting pay-offs (Fama
& Jehnsen, 1983). As such, contracts can be found to include : management control and
information systems, performance measures and standards, compensation schemes, allocation of
duties and allocation of ownership rights (Baiman, 1990). The contract is also assumed to involve
some degree of delegation of decision-making authority from the principal (top management)
to the agent (middle-level manager), who will be compensated for the service performed.
The existence of the contract essentially presupposes that the agent possesses private, superior and,
presumably, costly information concerning his immediate internal and external environment which
the principal lacks (that is, the assumption of information asymmetry previously discussed,
asymmetry that basically results from the critical distance of the principal from the agent’s task
environment). As such, the main rationale behind the establishment of the contractual relationship
between the principal and the agent, is that the agent, in possession of this information, is in a
better position to make the best possible decision, provided that he is motivated to do so.
By shifting therefore the locus of operating decision-making power further down the hierarchy
(i.e., the element of decentralisation), and at the same time offering inducements to elicit the
agent’s decision-making and action-taking contribution (that is, the element of incentive), the
principal is assumed to seek to place the decision-making authority close to the realities of the
market place, i.e., closer to where and when the information is generated, so that :
1. to reduce risk and uncertainty
2. to reduce inefficiency by preserving timeliness and encouraging entrepreneurship

(Emmanuel & Mehafdi, 1994).

To sum up, the framework proposed by Agency Theory and the PAM provides the ground “...for
analysing the interaction of self-interested individuals within an economic context ; understanding
the determinants and causes for the loss of efficiency created by the divergence between
cooperative and self-interested behaviour (i.e., the loss from agency problems) ; and analysing and
understanding the implications of different control mechanisms for mitigating the efficiency loss
caused by the agency problems” (Baiman, 1990, p.342). Within the particular framework of
analysis, the concept of contract holds a prominent position. In essence, in the context of the

principal-agent model, the contracting relationships - in particular, the design of optimum
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contractual arrangements - are seen as fundamental in bringing the conflicting interests and
objectives of the principal and the agent into equilibrium, and control thereby becomes primarily
a matter of ensuring that contracts are carried out, and of renegotiating their (the contracts”)

content whenever necessary (Emmanuel et al., 1990).

Nevertheless, one has to note that both the principal-agent paradigm and the closely related theory
of contracts within the particular framework are presented with a lack of conceptual depth and
theoretical clarity as regards human behaviour and the nature of man. To start with, managers’
motivational structures are clearly not as simple and monolithic as to allow an alignment of
interests as readily and as easily as the PAM suggests. As Hopwood (1974) insightfully points out,
“...the final impact of the attempts to influence managerial behaviour...must always be seen as an
uncertain outcome of a dynamic interplay between the administrative, social, and personal
pressures which are simultaneously competing for influence and control” (pp. 22-23). Generally,
any approach that emphasise elements of the formal administrative structure of the enterprise at
the expense of the prevailing individual characteristics and the patterns of social interaction within
the organisation, can be realistically criticised to provide a narrow and parochial analysis of the
complex process that gives rises to human behaviour in the organisational setting. In addition,
(i) the exclusive - almost obsessive - emphasis of the PAM and of the broader socio-
economics model on external positive interventions and reinforcements (most usually in
the form of monetary incentives) for extrinsic work motivation (e.g., Becker, 1976 ;
Stigler & Becker, 1977 ; Shapiro & Stiglitz, 1984 ; Akerlor & Yellen, 1986 ; Hart &
Holmstrom, 1987 ; Stiglitz, 1987 ; Coleman, 1990 ; Frey, 1992, 1997),
(i1) their proposed - rather limited - view of people as
— selfish utility maximisers (the agent is assumed to act in such a way that maximises
his own personal utility, subject to constraints primarily imposed by income and
time) (Becker, 1993)

— opportunists (the agent is expected to take active efforts to minimise work, if that is
believed to lead to the maximisation of his / her utility) (Williamson, 1975)

— egoistic wealth maximisers (the agent is taken to be mainly - if not wholly - interested

in material values only) (Frey, 1997),
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(iii) their inattention to other ‘inner feelings’ and ‘intrinsic motivators’ that may trigger, direct
and sustain human behaviour, either independently or together with the extrinsic incentives
available, as well as

(iv) their inability to recognize the ‘individual differences’ factor, i.e., the fact that different
people have different needs, reward preferences and personal circumstances at any given
point in time, and are therefore likely to desire, value, and be motivated by different
(extrinsic and / or intrinsic) aspects of their job,

render these models essentially inadequate to fully conceptualise and investigate the phenomenon

of work motivation through the company’s management control systems.

An alternative, much wider framework of analysis that addresses more comprehensively the above

management control and motivation issues is developed and presented in chapter 3.

2.4.3 Motivational Contracts for Middle-Level Managers

Perhaps inspired by agency theory, Merchant (1989) uses the term ‘motivational contract’ to refer
to the motivational function of the PMERS within the organisational setting, and considers that
any motivational contract consists of three necessary - though not individually sufficient -
elements :

i) a definition of one or more measures of performance that identify the areas / dimensions
that are essential for the organisation’s success, and assess the individual’s performance
in each of these areas,

ii) a description of the standards of performance that define the organisationally desirable
level of performance in all these essential areas, and distinguish between deficient,
acceptable, and superlative individual performance, and

iii) an explication of the process through which the organisational rewards (and penalties)
are administered to the individual on the basis of his / her accomplishment of the
predetermined performance targets on the identified performance measures, so as to

urge him / her towards such accomplishment.

In general, the PMERS - typically defined as a formal control mechanism that seeks to integrate

the overall company’s objectives and the interests of the company’s middle- and lower-level
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managers (Emmanuel & Mehafdi, 1994) - has traditionally been presumed to affect managers’
motivation and performance in the following manner (Gordon, 1964 ; Thomas, 1980) :

1. Middle-level managers desire certain rewards that top management can provide them
with (e.g., esteem, increased perquisites, salaries, bonuses, promotions, etc.).

2. Top management establishes a number of performance measures that are expected to
reflect accurately the decision making capabilities of the middle-level manager, and to
detect possible inefficiencies on his / her part.

3. Middle-level managers are led to understand - either implicitly or explicitly - that the
receipt of these desirable rewards will be positively correlated with their performance
and / or the performance of their divisions, as these are measured by the performance
measures established. It is essentially this linking of the achievement of measured,
desirable results with incentives for managers that aims to motivate middle-level
managers to attain the performance targets that have been set, i.e., to ensure not only that
they will be induced to exert greater effort but also that their effort will be expended in
the desirable - from the organisation’s viewpoint - direction.

4. Middle-level managers are then left to maximise their self-interest by attaining or
surpassing the performance standards set by top management, improving simultaneously
the performance of their divisions and, eventually, the performance of the overall

company.

Hopwood’s (1973 ; 1974) classic representation of the contribution of the PMERS to the motivation
of managers illustrates in more detail the mechanics through which a system of properly designed
performance measures, carefully set performance standards and desirable rewards can influence

managerial behaviour.
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A : Aspects of behaviour which are necessary for achieving wider organisational purposes.

B : Aspects of behaviour which managers are likely to concentrate on, in fulfillment of
their personal goals.

C : Behaviour formally measured by management control systems.

Source : Hopwood, A.G. (1973), “An Accounting System and Managerial Behaviour”, Saxon House Ltd.

Figure 2-2 : The Measurement-Reward Process

Essentially, Hopwood (1973) adopts a rational, goal-directed, self-interested, utility-maximising
model of man and thereby maintains that in the absence of any organisational system for relating
individual efforts to organisational rewards, the aspects of behaviour that individual managers are
likely to concentrate on in fulfilment of their personal goals (B) do not, generally, correspond with
those necessary for achieving the organisation’s goals (A). This axiomatic conflict of interests
and goals between the self-interested middle-level manager and the organisation (Porter et al.,
1975) can nevertheless be bridged through the provision of additional incentives by the
organisation to the middle-level managers, essentially through the written and unwritten promise
of rewards for expected results. The ‘goal (in)congruence’ problem (Drury, 1996) can allegedly be
resolved by the organisation if accurate measures / drivers of desirable managerial performance
(C) - abstracted from the top management’s conceptions of the overall organisational purposes -
are constructed, and further linked to the receipt of desirable rewards. The assumption is that, to

the extent that the organisational rewards offered are attractive enough to offset other incentives
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middle-level managers have to act contrary to the organisation’s best interest, and the related
performance measures constructed can reflect perfectly what is required to achieve the
organisation’s wider objectives, the middle-level manager’s behaviour (B) will be guided
(motivated) by his / her desire to optimise his / her performance with respect to those performance
criteria (C) so as to obtain the rewards that he / she needs and wants, thereby improving the

performance of his / her unit (A) and, eventually, that of the overall company (Hopwood, 1974).

In effect, this classical view of the contribution of the PMERS to the influence of managerial
behaviour centres around the concept of goal congruence. Goal congruence, in any process or
system (such as the PMERS), refers to the confidence that the actions the system leads people to
take in accordance with their perceived self-interest, are also in the best interest of the organisation
(Anthony & Govindarajan, 1998). From this perspective, the central behavioural function - as
well as the main design consideration - of the PMERS is
o to identify a comprehensive set of organisational goals that can adequately capture and
reflect organisational success
¢ to make sure that the goals of the individual members of the organisation are, as far as
feasible, consistent (or congruent) with the goals of the organisation, i.e., to ensure that
individuals within the organisation (such as middle-level managers) are induced to act in
such a way so that when they seek their own personal goals, they help to attain, at the

same time, the organisation’s goals, as these are prescribed by the PMERS itself.

Within the concept of goal congruence, the emphasis is basically on a set of mutually beneficial
and, therefore, agreed goals - agreed by and beneficial to both the organisation and the individual
middle-level manager. These agreed targets (standards of desirable performance) - supposedly
able to embody all the dimensions of managerial behaviour that are necessary for the
accomplishment of the organisation’s overall objectives -, together with organisation rewards
(incentives) that are presumably highly desirable to middle-level managers, can be seen as the
primary solution to the problems of

— aligning the individual manager’s self interest with the organisational, corporate objectives,

— persuading managers to exert higher levels of effort towards the accomplishment of these

objectives,

— improving thereby managerial, unit, and organisational performance.
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2.4.4 Breaking down the ideal PMERS-design : The role and nature of optimal motivational

contracts
Otley (1987a) argues that “the design of an effective management control system requires three
main issues to be resolved. First, what are the dimensions of ‘good’ performance and how are they
to be measured ? Secondly, what are appropriate standards for performance and how are they to
be established ? Thirdly, how are rewards (or penalties) to be linked to results ?” It is essentially
the design choices made in relation to these three primary elements (i.e., measures, standards, and
rewards) which determine whether or not the PMERS’s features fit well with each other and with
the given environmental, technological, organisational, strategic, and cultural context of the
company, and come eventually to decide the overall effectiveness of the system to affect positively

managerial motivation and performance within the organisation.

In practice, not all systems of performance measures and related rewards appear to be equally
effective in their motivational function. Merchant (1989) contends that some of them fail as a
result of inherent weaknesses in their design ; others may not work well within the given
environmental conditions that the organisation has to operate. It is therefore of some significance
whether the PMERS is appropriately designed and implemented to fuifil its potential contribution
to managerial motivation and control to the utmost. With the emphasis on the motivational role of
the system, the following sections address the main PMERS-design issues, exploring the relevant
theory and empirical research on each of the three primary elements (performance measures,

standards, and rewards) of the PMERS.

2.4.4.1 Performance Measures

Performance measures are an indispensable part of the PMERS in that they provide an operational
definition, a basis for the measurement of the manager’s actual performance, that can be compared
further in the process with what is desired, expected or hoped for by the organisation. Merchant’s
insightful analysis on ideal motivational contracts (1989) specifies two essential qualities for
performance measures that are expected to serve their motivational role to the utmost :

a) they must be controllable, and

b) they must be accurate.
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The prescription that performance measures should reflect only what the managers can control is
widespread in the management control literature. As Emmanuel et al. (1990) point out, the logic
behind the responsibility-controllability management axiom is disarmingly simple : a manager
should be held responsible for only the activities which he / she alone can control. To the extent
possible, the distorting effects of non-controllable, exogenous factors, such as changes in material
costs and economic conditions, or shocks of random events need to be isolated and filtered out, so
that the measures are solely responsive to the individual manager’s actions (Magee, 1986).
In addition to the element of controllability, optimally designed performance measures for
motivational purposes ought to be accurate, that is, objective and complete (Lawler, 1976 ;
Lawler & Rhode, 1976). In order to have any discernible positive impact on managers’
motivation, measures should be regarded by the managers themselves not only as independently
verifiable and free of any personal bias (the element of objectivity), but also as capable of

capturing and reflecting all relevant actions and behaviours (the element of completeness).

The underlying logic behind all the above prescriptions for accuracy and controllability lies in the
understanding that for any performance measure to have motivational properties, it must be
accepted by those it is supposed to motivate as a fair and relevant indicator of their performance.
When the selected performance indicators lack either accuracy (i.e., they are considered
inappropriate to faithfully capture the whole range of the manager’s real contribution)
or controllability (that is, they are deemed to hold the manager accountable for the effects
of factors that he / she cannot control), they are likely to be regarded by the manager as
uninformative of the effectiveness of the actions that he / she has taken, and the performance
evaluations made on the basis of these indicators as poor and, therefore, unfair. In that sense,
companies that implement such measures in order to evaluate and further reward the performance
of their managers are bound to bear the alternate costs associated with the managers’ frustration,
consequent loss of motivation, dysfunctional behaviour, and, probably eventually, the

non-retention of their managerial force (Vancil, 1979 ; Merchant, 1989).

Porter et al. (1975) emphasise the fact that an individual’s reaction to being evaluated and
rewarded on the basis of a particular measure is very much determined by how much he feels that
he can affect the measure by his behaviour, i.e., how much control he feels he has over the

measure. Essentially the whole issue here about the perceived controllability of measures centres
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around the - much documented in the literature of management control - principle of reciprocity
between responsibility and controllability, and its practical implications. The basic idea behind
this principle is, in Horngren’s words, that “there should be no responsibility without control”
(1982, p.147). In practical terms, the latter means that when surrogate measures are used for the
evaluation of a middle-level manager’s performance, only the factors that the manager has under
his complete day-to-day control and influence should be considered. If the purpose is to evaluate
the divisional manager, then only those variables directly controllable by the manager should be
included in the performance measure. To the extent that other items beyond the manager’s control
are incorporated in the measurement process, the measures are destined to be deemed
non-controllable by the manager, and therefore of little - if any - positive motivational use. In such
circumstances, dysfunctional behaviour on the part of divisional management - who may engage in
a range of undesirable activities classified in the literature as ‘smoothing’ (that is, the altering of
the timing and flow of data without changing the underlying transactions being reported),
‘biasing’ (i.e., transmitting only data that are perceived to be favourable), ‘focusing’, ‘gaming’,
‘filtering’, ‘falsifying’, etc. (Bimberg et al., 1983 ; Simons, 1995) in order to manipulate actual
performance or reports of actual performance, - can only be seen as a rational reaction to the
imperfect performance measures used (Emmanuel & Otley, 1985). There is an abundance of
exémples of managers embarking on non-neutral activities in order to ‘beat’ a perceived unfair
control mechanism, particularly when significantly valued rewards are attached to this control
mechanism (see, for instance, Argyris, 1952, 1964, 1971a, 1990 ; Ridgway, 1956 ; Berliner, 1961 ;
Dearden, 1962, 1969 ; Mumford & Banks, 1967 ; Hofstede, 1968 ; Lowe & Shaw, 1968 ; Schiff &
Lewin, 1968 ; Likert & Seashore, 1968 ; Pettigrew, 1970 ; Hopwood, 1972, 1973 ; Merchant,
1985, 1990 ; Umapathy, 1987 ; Simons, 1989 ; Keller, 1989 ; Bruns & Merchant, 1990 ;
Holloway, 1990 ; Simons & Weston, 1990 ; Yin, 1992). It is on these behavioural grounds that a
number of management control theorists argue strongly for the use of separate measures that make
clear the distinction between the individual performance of the manager and the economic
performance of his / her unit (e.g., Solomons, 1965 ; Samuels, 1970 ; Thomas, 1971, 1980 ; Amey
& Egginton, 1973 ; Shillinglaw, 1977 ; Horngren, 1982 ; Emmanuel et al., 1990 ; Drury, 1996).
It has nevertheless to be noted that implementing the responsibility / controllability principle in
practice is not a simple task. In the real, complex and uncertain world, where there are only a few
factors that are under the absolute and exclusive influence of a single person, the task of

determining which elements are truly controllable by a given manager and which are not becomes

23



PMERS, Managerial Motivation and Environmental Uncertainty LITERATURE REVIEW

insurmountable (Emmanuel & Otley, 1985). Indeed, as Kaplan (1982) argues, the more the time
horizon shortens, the more difficult it becomes to identify items that can be attributed solely to one
individual. Under these circumstances, it is fair to say that, deciding on what to include and what
to exclude in the performance measurement and evaluation process becomes more a matter of

personal opinion about how far does the manager’s responsibility extends.

To sum up, for motivation to be present, the necessary condition is that the individual feels that his
behaviour has the potential to influence the measure, and through that, his reward level. In the
situation where the performance measure(s) is not seen as influenceable, or is seen as highly
affected by factors beyond the individual’s control, there is little chance of the individual seeing a
direct connection between his behaviour (what he does), his evaluated performance (what the
control system thinks he does), and his rewards (what he gets for what he does), and, as a result, it
is highly improbable that there will be any positive impact on his motivation by the given
combination of measure-reward (motivation loss). Furthermore, when measures which are felt to
be uncontrollable are used, people are likely to become frustrated and resentful to the extent that
they are willing to tamper with the measures so that they can produce invalid data which will help

them achieve their personal goals (dysfunctional behaviour).

Similar dysfunctional behavioural consequences may also occur when measures are perceived as
too subjective. An individual may be induced to distort - or, alternatively, ignore - the performance
measurement system, if he believes that the process through which his performance is measured
and evaluated is ambiguous or negatively biased. Subjective (so-called ‘soft’) measures that rely
largely on the personal judgement of the superior can be effective motivators under certain
conditions, particularly when there is i) a high level of trust between the superior and the
subordinate, and, ii) confidence on the part of the subordinate that the superior is capable of
making an accurate and informed judgement about his (the subordinate’s) actions. However, in
most cases, the lack of measurement verifiability and objectivity results in the measures being seen
by the individual as invalid indicators of accomplishment, and most usually breeds dissatisfaction

and dysfunctional behaviour (Merchant, 1989 ; Simons, 1995).
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From a motivational perspective, then, it seems justified to support that the use of
1) “hard”, objective in nature, and
ii) controllable measures in the performance measurement and evaluation process
reduces the risks and the pertinent costs associated with perceived unfairness and the resulting

frustration, and enhances the measurement system’s motivational scope.

Simons (1995) also advocates the use of complete measures of performance for motivational
purposes, that is, measures that are inclusive of all the behaviours and results which need to be
performed and achieved. If we agree with Porter et al. (1975) that the work behaviour of any
individual is two-dimensional, in that it can be looked at both in terms of the activities the person
performs, and in terms of the actual results that these activities produce, then we would expect
from any appraisal system that intends to effectively fulfil its control and motivational function to
ideally employ performance measures that disaggregate and evaluate the work effectiveness of the
individual in both these dimensions. To the extent that the measures employed are incomplete,
i.e., fail to take account of both the individual’s results and his activities, the chances that they will
properly direct work behaviour are rather slim. Exclusively focusing on either activities or results
is bound to produce undesirable behavioural consequences because it causes individuals to
emphasise that which is measured to the exclusion of that which is not measured (Porter et al.,
1975). A performance measurement and evaluation system that measures only results (what the
individual has accomplished in his work) can be often found to motivate employees to behave in
ways which assure good scores on the results measures, but which are dysfunctional from the point
of view of organisational effectiveness, in the sense that certain activities are likely to be left
undone (displaced motivation). Similarly, a system which focuses on only the activities the person
engages in (how the individual has gone about his work) can just as well fail on a number of
counts, as it tends to motivate the engagement in specific activities, but not the accomplishment of
goals through these activities. Nevertheless, one should point out the practical difficulties
involved in capturing accurately and completely managerial performance with any type of
performance measures, particularly given the high level of uncertainty and dynamism in the
current business environment and the increasingly important role of interdependencies within
contemporary organisations. With the trend towards much flatter organisational structures, within
which teams rather than individuals are expected to make the right decisions and take the

necessary actions, the impact of task interdependencies on performance measures is today even
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more stronger, and the degree of difficulty in discerning, measuring, and evaluating the manager’s
individual performance correspondingly much higher. It is essentially such concerns about the
inherent incompleteness and inaccuracy of any single performance measure - i.e., concerns about
any measure’s (in)ability to capture accurately the full range of dimensions of (both short- and
long-term) managerial performance (see, for example, Drucker, 1964 ; Hopwood, 1974 ;
Mintzberg, 1975 ; Sillinglaw, 1977 ; Vancil, 1979 ; Parker, 1979 ; Hirst, 1981 ; Merchant, 1989 ;
Drury, 1996) -, that have led management control theorists and practitioners alike to advocate the
extension of the managerial performance evaluation process both in terms of the dimensions
measured and the time periods covered (Emmanuel et al., 1990). They uniformly recognise the
multidimensionality and complexity of managerial performance, and they warn that the non-
inclusion of any pivotal (quantitative or qualitative) performance dimensions in the measurement
and evaluation process entails significant motivation repercussions for middle-level management,
in that such omissions may obscure and underestimate the importance of these dimensions in the
eyes of the middle-level managers. Simply put, they draw attention to the problem of displaced
motivation, i.e., to fact that, to the extent that the measures used reflect only some of the critical
factors of managerial accomplishment, there is the danger that the managers will concentrate on
only the variables measured to the exclusion of the other important factors that determine the

long-term viability and success of a business unit and of the company as a whole.

On these premises, a large body of literature in the area of management control has been devoted
to identifying possible ways of getting around these inherent measurement weaknesses so that to
enhance the contribution of performance measures to the control and motivation of middle
managers. One avenue that has been explored (e.g., American Accounting Association, 1971 ;
Parker, 1979 ; Johnson & Kaplan, 1987 ; Singleton & Green, 1993 ; Kaplan & Norton, 1992,
1993, 1996) refers to the complementation of the performance measurement system with a variety
of financial and non-financial, quantitative and qualitative indicators that can reflect - to the extent
possible - the full range of key variables that contribute to the company’s short- and long-run
objectives, so as to improve the perceived and actual completeness and accuracy of the PMERS,
and thereby its overall effectiveness as a motivational device. Kaplan’s and Norton’s (1992, 1993)
balanced scorecard - a comprehensive framework for translating the organisation’s strategic

objectives into a coherent set of performance measures that aims at providing managers with a fast
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summarises these ideal qualities, but primarily emphasises the resulting negative behavioural

consequences that occur when - as often in practice - performance measures lack one or more of

these ideal attributes.
Objectivity Completeness Controllability Behavioural Effect
Ideal, but difficult to
Controllable of design for non-routine
/ work
Is Measure Controllable ?
Comply’ \
Is Measure Complete ? Non-controllable a Perceived unfairness,
frustration,
/ motivation loss and / or
dysfunctional behaviour

Incomplete

v
Objective Controllable
\ Is Measure Controllable ?

Non-conﬂom\ Ignore

Displaced motivation

Nature of Measure ?

Motivating only if trust
is high - otherwise the
Subjective individual is likely to

N » experience perceived
unfairness and
dissatisfaction, and
exhibit dysfunctional
behaviour

Figure 2-4 : Ideal Qualities and Behavioural Consequences of Performance Measures

Empirically speaking, most of the available research evidence in the area of measurement,
. evaluation and reward of managerial performance - coming either from the academic or the
professional field - tends to focus almost exclusively on executive managers operating at the top

| level of the organisational hierarchy, and therefore does not apply directly to the issue of
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middle-level manager motivation. As Ehrenberg and Milkovich (1987) note, “...surprisingly little
evidence exists on the extent to which compensation policies [for middle-level managers] vary
across firms and more importantly, on the effects of pursuing alternative compensation strategies”
(p-1). In any case, the type of data existing are not readily available for the study of the form or
effectiveness of the systems used to motivate middle-level managers, mainly because what is
known about the motivating effects of top management reward-for-results contracts are not
generalisable to middle-management levels. Both the underlying philosophy and the consequent
design choices, as well as the ultimate effects of these motivational devices on managerial
behaviour are quite different for the two organisational levels (Merchant, 1989), most probably
reflecting the fundamental differences in their respective job roles and status within the

organisation (Uyterhoeven, 1972).

Nevertheless, there is some evidence indicating that both the perceived technical imperfections of
the performance measures employed, as well as the way in which these measures are utilised in
practice within the PMERS, have various negative psychological consequences on managers’
individual and social behaviour. Early research into the behavioural effects of management
control systems - as well as the subsequent body of literature that emerged as an extension of these
early research endeavours - provide (mainly case) evidence of managers engaging in dysfunctional
behaviour as a response to the way their performance was evaluated and rewarded through the
company’s PMERS (Briers & Hirst, 1990). Argyris (1952) in his seminal study on the different
alternative performance evaluation styles and their behavioural effects first reported that the
excessive emphasis on and the inflexible and uncompromising use of incomplete and inaccurate
performance indicators led to a number of dysfunctional consequences for the organisation,
including increased tension, frustration, resentment, suspicion, fear, mistrust, and potentially
deterioration in the managers’ long-run performance. More specifically, he found that where too
much pressure was exerted on achieving bottom-line (most usually accounting, profit-oriented)
results, managers tended to respond in a number of undesirable ways : either they would attempt to
shift the blame for their problems to their peers and superiors causing a deterioration in
interpersonal relationships ; or they would experience increased tension (as a manifestation of
internalising the pressure) and, eventually, frustration, which in the long term tended to reduce
managerial effectiveness due to the tendency of frustrated managers to, for example, forget things,

become apathetic and indifferent, make slow decisions, or even withdraw socially. In a study
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that was carried out in a European context to investigate the conditions under which budget
control mechanisms could be used to promote positive attitudes in managing task performance,
Hofstede (1968) concluded that too much stress on earnings measures and financial results led to a
feeling by the managers involved that the performance appraisal process was unjust. The latter
can be seen as a natural reaction on the part of the managers to a perceived as unavoidably
incomplete and uncontrollable performance evaluation system. On the other hand, too little
emphasis on the budget control system was found to result in the system being of little relevance
and motivational value. At the end, Hofstede suggested - in much the same spirit as Emmanuel et
al. (1990) - that the appropriate balance may be obtained by good upwards communication from
one’s subordinates, and by using the accounting performance measures in a supportive and flexible
manner, that will allow the subordinates adequate scope for initiative and creativity. Similar
conclusions were reached by Hopwood (1972, 1973, 1976) in his study on the effects of different
performance evaluation styles on managerial behaviour. Hopwood contended that accounting
performance measures may never be technically adequate because they are an incomplete
reflection of managerial performance ; they can only approximately represent an organisation’s
economic cost function ; they reflect aspects of performance which are not necessarily controllable
; and they myopically emphasise only the short-term dimension of the manager’s performance.
Hence, he argued that persistence on such imperfect performance measures will have only adverse
behavioural consequences. The empirical evidence of Hopwood’s (1972, 1973) studies were
consistent with his propositions, indicating that a rigid style of evaluation emphasising the
absolute necessity of meeting short-term financial results was associated with feelings of injustice
about the performance evaluation process on the part of the manager, as well as with widespread
worry and tension on the job, poor relations with superiors and colleagues, manipulation in data
reporting, and undesirable decision making behaviour from the company’s point of view ;
a non-accounting style of performance evaluation within which accounting data played a relatively
unimportant part consistently failed to encourage an active involvement with the financial aspects
of the organisation. It was only the profit-conscious evaluation style, under which the accounting
information were used with some care and in a rather flexible manner, with more emphasis put on
the attainment of long-term, company-wide objectives, that succeeded in drawing the managers’
attention to critical financial parameters, avoiding at the same time the various undesirable
consequences that are associated with rigid styles of performance evaluation. In agreement with

the above findings, Kenis (1979), in a study examining inter alia the motivational effect of two
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different supervisory styles, discovered that a flexible evaluation style (with a moderate emphasis
on accounting, profit-oriented performance indicators) was positively related to managerial
motivation and performance ; in contrast, a more punitive style (with a higher stress on accounting
data), although positively related to managers’ motivation, it was also positively related to job
tension and negatively related to all measures of managerial performance employed in the study.
Similarly, Lowe and Shaw (1968), Schiff and Lewin (1968), and Onsi (1973) provided case
evidence to support the view that the excessive emphasis on budget (accounting-oriented) results
are likely to lead to dysfunctional behaviour on the part of the managers involved, in the form of
misrepresenting data about their planned performance (i.e., building slack into performance
targets) or in the form of transmitting misleading data about their actual performance (invalid data
reporting). In effect, only Otley’s (1978) replication and extension of Hopwood’s (1972, 1973)
work produced results contrary to the ones already reported, showing that rigid performance
evaluation, conducted largely on the basis of financial performance indices, appeared to be an
effective management style, which, although it led to an asymmetric preoccupation with the short
term at the expense of the long term, it had little impact on job-related tension or on information
manipulation. These findings, however, may need to be seen as an artefact of the different setting
in which the Otley (1978) study had been conducted. Indeed, this study has since stimulated a
large body of subsequent research that attempted to find an explanation for these apparently
conflicting results, particularly examining the environment within which the organisation, the unit,
and the middle-level manager are operating as a potential moderator of the effects of evaluation
style on managerial motivation and performance (see subsequent section 2.4.5 for a review of this
literature). Seen as a whole, however, the above reported findings are quite indicative both of the
undesirable behavioural side effects that are likely to follow the inflexible use of inherently
incomplete and inaccurate measures in the performance evaluation situation, and of the potential

avenues of getting around these measurement weaknesses in the motivation and control context.

2.4.4.2 Performance Standards

The role that standards of performance are said to play within motivational contracts is vital.
Typically, the standard-setting process (alternatively referred to as goal- or target-setting process)
is an integral part of the overall performance-measurement-evaluation-reward system, through

which reference points (benchmarks of expected performance) are provided against which the
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manager’s actual performance is evaluated further in the process. Merchant (1989) prescribes two
all-important attributes of performance standards for motivational purposes :

a) they must be challenging, and

b) they must be preset.

Drury (1996) rightly emphasises that “if we accept that the setting of targets can increase
[managerial] motivation, we must then consider at what level of difficulty the targets should be
set” (p.628). The specifications for establishing performance standards that provide managers
with the right amount of challenge derive basically from the organisational behaviour research.
Locke (1968), in a study that is widely regarded as a milestone in the investigation of human goal-
directed behaviour, stresses the importance of goals as major determinants of work motivation and
performance. His Goal-Setting theory basically holds that
i) specific goals result in greater effort (i.e., higher level of motivation) than do more general
goals,
ii) moderately difficult goals (when accepted) result in greater effort than do easier goals, and
iii) feedback results in higher effort than does the lack of feedback
(Locke, 1968 ; Locke & Latham, 1990).
A substantial body of affiliated literature emphasises the criticality of deciding on the level of
difficulty of predetermined standards by demonstrating the profound impact that perceived goal
difficulty has on employees’ motivation. The general conclusion of these studies is that optimum
motivation occurs when targets are perceived to be moderately difficult ; when goals are deemed
to be either too easy or too difficult, motivation tends to reduce (Stedry, 1960 ; Stedry & Kay,
1966 ; Hofstede, 1968 ; Lawler, 1973 ; Carroll & Tosi, 1973 ; Hopwood, 1974), and the likelihood

of dysfunctional behaviour increases (Porter et al., 1975).

Atkinson’s seminal work on achievement motivation (1964) clearly indicates that challenging,
attainable standards are best suited for motivational purposes. Apparently, people who see
themselves as having about a 50:50 chance of successfully attaining moderately difficult targets,
tend to exhibit a stronger desire (motivation) to perform well in their tasks and achieve the
relevant goals set, presumably because this task accomplishment becomes associated with feelings

of achievement and competence (Porter et al., 1975). As long as an individual perceives that there
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exists a reasonable probability of achieving a demanding target then, this target is expected to
motivate him / her ; if, however, either of these two necessary conditions is not met, i.e.

1) either the target itself is not challenging enough, or

ii) the probability of attaining the target is regarded low,

the motivational impact of the target will fall dramatically.

In essence, the effect of goal difficulty on managerial motivation is appropriately reflected in the

inverted U-shape curve of Figure 2-5 (adapted from Simons (1995)).

High

Motivation to achieve goals

Low

Easy Difficult

Goal Difficulty

Figure 2-5 : Goal Difficulty and Motivation

Goals which are too easy (less than challenging) to obtain can have a negative effect on motivation
and can lead to underperformance, simply because when individuals are faced with goals that are
too easy, they are content to achieve these low goals. People can reach such targets with less than
maximum effort, or, alternatively, they can slack off after they reach the target (Merchant, 1989) -
in any case, they will not strive to their potential (motivation loss). On the other hand, targets that
are excessively difficult can lose their motivational value, or even induce dysfunctional behaviour,

if they are seen as unattainable (Locke et al., 1988). When employees feel that the standards on
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the basis of which their performance is evaluated are unreachable or virtually impossible to obtain,
they tend to perceive these performance standards as unrealistic and, thus, unfair, and they are
likely to 1) either give up pursuing these targets (motivation loss), or ii) compensate for the
perceived unfairness of the targets by deliberately distorting the PMERS in order to make it appear
as if the targets have been met (dysfunctional behaviour). Such non-neutral behaviour may take
the form of the frustrated manager sending invalid data through the evaluation system in order to
make his / her performance look better, or even him / her engaging in dysfunctional activities in
order to achieve the difficult goals. In other instances, goals which are seen to be too difficult, can
end up motivating poor performance. When faced with very difficult goals, individuals often
embark on a kind of implicit bargaining with the organisation, restricting their performance so that
it falls well below the set goals, in order to convince the organisation that these goals are much too
difficult (Porter et al., 1975). Essentially, all these manifestations of dysfunctional behaviour are
to be seen as rational reactions from the managers involved to a perceivably imperfect, and as a
result, unfair control mechanism. A number of management control theorists (e.g., Argyris, 1952 ;
Hofstede, 1968 ; Hopwood, 1973 ; Onsi, 1973 ; Collins, 1978 ; Merchant, 1981, 1983 ; Brownell,
1982 ; Brownell & Hirst, 1986 ; Bottger & Hirst, 1988 ; Simons, 1995 ; Lau et al., 1995, 1997)
have suggested that one way to prevent or minimise the de-motivating consequences of the
perceived unfairness of standards is to include the subjects of the control system themselves
(that is, the middle-level managers in our case) in the standard-setting process, i.e. to promote a
situation where superiors and subordinates set goals jointly. Participation by subordinates in the
standard-setting process, wherever possible, can allow more reasonable performance targets
and the perception of reasonable performance targets, basically helping the targets become
‘internalised’, accepted by the managers as their own targets, and therefore making them more
suitable for motivational purposes. The underlying argument here is that the central consideration
in setting motivational performance targets is to ensure that these targets will be accepted as
relevant by the managers they are intended to motivate, and, in this sense, what is really critical
about the standards of performance that are set is not how high or low they are in reality, but how
attainable they are perceived to be by the managers that are expected to reach them. In effect, it is
the manager’s perception about the attainability of these targets that is recognised as what really
matters for the targets to become accepted, and thus motivationally effective. Hence, allowing the
subordinate manager to participate in the process of setting the targets against which his

performance will be later evaluated may be a useful method of improving the communication
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channels between top- and middle-level management (Hofstede, 1968), and ensuring that these
performance targets will be accepted by the manager they are supposed to motivate (Emmanuel et
al., 1990). In practice, however, the implementation of such joint goal-setting is not without
problems. High participation in the setting of standards of desired performance provides middle-
level managers with the chance to negotiate for and come up with targets that are easier to accept
and ‘internalise’, but also with the opportunity to introduce slack in (bias) their performance
standards when they have the incentive to do so (Lowe & Shaw, 1968 ; Schiff & Lewin, 1968 ;
Dunk, 1989). It is for these reasons that the majority of the scholars in the area of management
control advocate a more sensible and selective implementation of participation in the standard-
setting process, with due consideration to the various contingent organisational, environmental and
cultural job-related factors and psychological parameters of the managers involved, such as the
subordinate’s personality (Brownell, 1981), the superior’s personality (Licata et al., 1986), the
organisation’s structure (Bruns & Waterhouse, 1975), and the difficulty of the task performed
(Mia, 1989), so that the potential positive contribution of participation to the managers’ acceptance

of and commitment to organisational goals is fully realised (Drury, 1996).

Whether centrally imposed or set in a more democratic, participative manner, as far as the
difficulty of standards is concerned, the message from the literature appears to be straightforward.
To motivate the best possible level of actual performance, the (budget or other) performance target
must be set at the highest level of difficulty the middle-level manager will accept, i.e., at a level
slightly above that which will, on average, be attained by the manager (Emmanuel et al., 1990).
An interesting implication of the above conclusion is that the target level which is expected to
have the maximum positive motivational impact on the manager’s performance is unlikely to be
achieved much of the time by the manager. Conversely, a target that is usually achieved by the
manager can essentially be seen as a target that has not utilised its full motivational potential, as it
motivates in all likelihood a relatively lower level of managerial performance. In this sense, if
performance standards are to be set at a level that will motivate managers to achieve maximum
performance, deviations from these standards are to be expected. As Drury (1996) notes, the
practical repercussions of the latter for the measurement and evaluation of managerial performance
are significant. Given that motivationally effective performance standards should not be expected
to be attained all the time, it is essential that the deviations from these standards are not used by

top management as a punitive device. Such practice in the performance evaluation process is more
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likely than not to encourage middle-level managers to either attempt to obtain lower targets by
either under-performing or by deliberately negotiating easily attainable standards, or attempt to
reach the targets by any means, even if this implies dysfunctional behaviour on their behalf with
short- and long-term negative consequences for the company as a whole. Obviously, the attitude
of senior managers to adverse variances is critical to the successful operation of a truly motivating
PMERS. If middle managers are strongly criticised and penalised whenever their performance is
even slightly below the standard set, there is little doubt that, eventually, less adverse variances
will be reported. However, as Emmanuel et al. (1990) point out, the means by which this will
have been achieved will be less than desirable and overall performance is likely to be reduced
rather than increased in the long run. From a purely motivational perspective then, to motivate the
best level of actual performance, demanding targets should be set and small adverse variances
should be regarded as a healthy sign and not as something to be avoided. If targets are always
achieved with no adverse variances, this most probably indicates that the standards of performance
used are too loose to motivate the best possible results (Drury, 1996). Nevertheless, one should
recognise that in practice companies may have other, non-motivational reasons for allowing the
setting and use of more (or less) achievable targets. As Merchant (1989) convincingly argues, the
motivation of managers is neither the sole function of performance standards (other functions that
they may serve include planning and forecasting, control, and communication and co-ordination)
nor the only consideration of top management within organisations. In essence, Merchant’s point
centers around the conflict between the reporting, planning, control, and motivational uses of
performance targets and the level of difficulty of these targets. In practice, the tight performance
targets that are ideally required for motivational purposes as emphasised in the previous
paragraphs, are bound to be inappropriate for, say, internal corporate resource planning or external
results reporting purposes. For example, tight budget-targets that are unlikely to be achieved are
most unsuitable for cash budgeting and for harmonising the company plans in the form of a master
budget (Drury, 1996). It is on these premises that Stedry (1960) suggests the development and use
of separate sets of performance targets for planning and for motivational scope. To the extent that
performance targets of different level of difficulty are critical for different purposes within the
organisation, what needs to be acknowledged is that it is highly unlikely that one set of targets can
meet all the reporting, planning, control and motivational requirements of the organisation at the

same time.
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Apart from the critical issue of how difficult the predetermined goals should be, another
consideration that bears significant consequences for the motivational effectiveness of
performance standards is arguably their level of specificity. Open-ended goals of ‘do your best’
type are not usually desirable, as empirical research on this area has unequivocally shown that
motivation is reduced when goals are not specific (Meyer et al., 1965 ; Tosi, 1975). Individuals
seem to respond better to clearly stated, specific targets. As Donaldson concludes, “Goals must be
boldly stated and clearly defined [if they are] to influence organizational behavior” (1984, p. 139).
On the whole, the conclusions of a review of more than 100 studies in the organisational
psychology literature by Locke et al. (1981) serve to sum up everything mentioned so far about the
optimal form the target should take in order to realise a maximum motivational impact : i)
specific, and ii) challenging goals appear to induce better performance than medium, easy, do-

your-best, or no goals.

Merchant (1989) finally adds a last necessary element on the ideal configuration of performance
standards that are intended for motivational purposes - they ought to be preset, that is, they
should be set before, and not after or during, the measurement period. The rationale for this
recommendation is based on the realisation that the majority of people are innately goal-oriented,
often to the extent of responding to the challenge of trying to meet a performance standard as long
as the standard exists, even when the organisation in which they are working does not give them
any monetary rewards for that achievement. Such managers are found to judge their personal
success by how well they achieve a predetermined goal, and they put a great deal of effort in their
job in order to improve their chances of being successful in attaining it. In this sense, preset
standards of performance appear to have an extra motivational potential that is related to the
intrinsic satisfaction that can be gained from attaining a preset target (Emmanuel et al., 1990).
Furthermore, little doubt exists that performance standards that are constantly being revised
throughout the measurement period - or are set after the period’s end, for that matter - are bound to
be seen with scepticism by those who are evaluated on the basis of these standards, may be
regarded as inconsistent and unfair, and can conceivably bear negative behavioural side-effects
associated with the manager’s frustration, such as loss of motivation and opportunistic behaviour

on his / her part (Merchant, 1989).
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Summarising, the best results on managers’ motivation and subsequent performance are likely to
be obtained when performance standards are :

(1) preset - set before the measurement period

(2) specific - explicitly stated and clearly defined

(3) challenging - demanding, but not impossible to attain

(4) internalised - accepted by those they are designed to motivate.

On the empirical level now, the majority of the studies examining the behavioural effects of the
target-setting process and of the targets set themselves have been experimental. Reviews by Locke
et al. (1981) and Locke and Latham (1990) report over 400 laboratory and quasi-laboratory studies
conducted, studies that include experiments with loggers (e.g., Latham & Baldes, 1975),
maintenance employees (Frayne & Latham, 1987), truck drivers (Latham & Saari, 1982),
engineers and scientists (Latham et al., 1978). However this evidence can hardly be regarded as
generalisable in organisations ; it may be erroneous to assume that the relationships found to exist
in such controlled settings will hold true within companies. As Emmanuel et al. (1990) point out,
more reliable evidence about the effects of setting targets for managers can only be obtained from
longitudinal field studies that have been carried out in real organisational contexts - although, as
the authors admit, only a handful of these exist. Nevertheless, taken at their face value the
research evidence from these psychological studies seems to suggest that the best results on
managers’ motivation and subsequent task performance should be obtained by setting clear,
specific and challenging goals, with ‘challenging’ meaning sufficiently high both to have a
motivational impact and to be accepted (‘internalised’) at the same time by those who work under

them as being attainable targets.

In more pertinent empirical studies conducted in organisational settings, Stedry and Kay (1966)
and Chow (1983) provided evidence that setting specific difficult targets leads to higher task
performance than setting specific moderate or easy targets. In his study on the budgetary process
within organisations, Hofstede (1968), based on case evidence from six manufacturing plants,
attempted to identify - among others - the conditions under which targets can have a high degree of
relevance to managers, and thus act as an important motivational device. His conclusions
concerning the budget-targets difficulty were similar to those reached by Stedry and Kay (1966)
and Chow (1983). Up to the point where the target is no longer accepted, the more demanding the
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budget target, the better the results achieved. Demanding targets are also seen as more relevant
than less difficult targets, but negative attitudes result if they are seen as too difficult. Carroll and
Tosi’s (1973) findings of a study examining the effectiveness of a MBO (Management-By-
Objectives) system, indicating that difficult goals led to reduced effort (particularly so in the case
of managers who were less mature, experienced, and self-confident), are consistent with the above
notions. Kenis (1979) in a survey-based research also found that the use of tight yet attainable
budget standards appeared to lead to the higher motivation and actual performance, whereas
Stedry (1960), in a study that was intended to be a simulation of the budgetary situation,
demonstrated, first, that the formulation of a specific target generally improved performance,
and second, that the best overall performance was reached when high targets were set.
More recent experimental and survey research with managerial samples (e.g., Waller & Chow,
1985 ; Hirst & Lowy, 1990 ; Lindquist, 1995) unanimously reports a positive relationship between
standard tightness and managerial performance as well. Overall, it seems safe to conclude here
that the evidence coming from this small number of empirical studies conducted in a managerial
performance evaluation context is in accordance with the findings of the numerous experimental
studies carried out in the field of applied organisational psychology. Superior task performance is
essentially motivated when the performance standard is set at an attainable, yet somewhat

demanding (i.e;, challenging) level.

2.4.4.3 Organisational Rewards

The final link in the management control cycle is to connect the achievement of desired results -
measured in relation to a predetermined set of performance measures and standards - with
incentives for managers, so that they are motivated to achieve the performance targets that have
been set (Emmanuel et al., 1990). The allocation of rewards to individuals by organisations
differentially, on the basis of the results of performance evaluations, is alleged to strongly
influence the manager’s behaviour within the organisation, and help ensure that effort on his / her
part is devoted in organisationally desirable directions. Vancil (1979) usefully distinguishes three
main categories of rewards whose purposeful giving and / or withholding by organisations is
thought of as having some influence on managerial motivation and performance. In practice,
managers at the middle level of the organisational hierarchy enjoy basically three types of rewards:
(a) they derive some pleasure (satisfaction) from managing an entity of their own,

(b) they enjoy the power and status that accompanies their position,
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(c) they earn various monetary rewards.

These monetary rewards come in many different forms and combinations in the companies’
reward plans, however they can effectively be divided according to the basis on which they are
allocated to managers into two further sub-categories :

1) performance-related monetary rewards - i.e., rewards such as cash bonus awards and
fringe benefits that are distributed to the manager on the basis of the attainment of some
target on a predetermined performance measure that the manager can influence, therefore
making the receipt of reward more under the manager’s control.

ii) market-based monetary rewards - that is, rewards that basically aim to directly link the
interests of the management with those of the shareholder by varying the manager’s
compensation directly with the company’s stock price, e.g., stock options and stock
appreciation rights.

Organisations use in practice a wide range of alternative combinations of these rewards to develop
increasingly sophisticated compensation programmes, which they most usually attempt to link to
their performance measurement and evaluation systems with the hope that they can derive some

motivational value from them.

Porter et al. (1975) identify the necessary conditions that must exist in order for this rewarding of
work effectiveness to motivate job performance. According to their analysis, to be effective in a
motivational sense the rewards distributed by organisations must be

a) important, attractive to those they are supposed to motivate, and

b) directly, clearly and expressly linked to the type of performance that is to be motivated.

It is both intuitively and empirically well-founded that the impact of any given organisational
reward on the individual’s motivation depends, at least to some extent, on the perceived value
(attractiveness) of the reward to the individual. Clearly, it makes sense that the more attractive a
reward is, the more it can motivate people to behave in certain ways in order to obtain it.
The overall attractiveness of a reward to the individual, and thereby its motivational effectiveness,
is said to be related both to the size and the nature of the reward (Merchant, 1989), as well as to its
timeliness, as rewards long separated in time from the performance they are intended to reinforce

are likely to lose much of their perceived value and incentive effect (Costello & Zalkind, 1963).
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However, as it is emphatically argued in the organisational psychology literature, the attractiveness
(importance) of any reward is more wisely seen in relative terms, specifically in relation to the
individual’s present needs, and, in like manner, the motivational potential of the reward is better
evaluated on the basis of whether or not, and to what extent, is the reward expected (by the
individual) to satisfy these needs of his. In this sense then, with respect to the motivational
ramifications of how much (size of reward), when (timing of reward provision), and what
(nature of reward) is to be promised to employees to maximise their motivation, organisations’
reward policy seems straightforward. Organisations should employ those rewards that satisfy their
employees’ needs, in order to maximise
1) the perceived attractiveness (perceived value) of their reward-package, and, by that means,

ii) the motivational effect of this reward-package.

Though this may sound simple, in practice it is not easy to do, for the most part because there are
large individual differences in the degree to which the different rewards available are valued by
different individuals® (Porter et al., 1975). The perceived value and motivational impact of each of
the various reward forms tend to vary substantially and in meaningful ways, possibly depending on

the manager’s individual needs, reward preferences and personal circumstances (Emmanuel et al.,

? Indeed, there is a great deal of psychological research on the importance (attractiveness) of different rewards,
although only a small fraction of studies have been conducted in real organisational contexts with managerial
samples. Reviews of this literature (e.g., Herzberg et al., 1957 ; Lawler, 1971) unanimously conclude that, altogether
these studies show that significant and comprehensible individual differences exist in the importance people assign to
different rewards. A closer look into more relevant studies setting- and sample-wise indicates that there is evidence
showing some systematic reward taste patterns among employees operating at different hierarchical levels within the
organisation. For example, it appears that managers in general consider monetary (extrinsic) rewards as less
important than do lower-level employees (e.g., Centers & Bugental, 1966 ; Kahn, 1958 ; Ronan, 1970). Similar
patterns are also apparent between lower- and higher-level managers. Porter (1961) reports that pay is rated second
in importance by lower-level managers but only fourth in importance by middle-level managers, whereas evidence
exists to show that for top-level managers the perceived value of such monetary rewards is even smaller (Lawler &
Porter, 1963). Other empirical studies indicate that managers in the middle level of the organisational hierarchy are
not as interested in the stability of their short-term income (after their base salary is assured) (Eaton & Rosen, 1983) -
they are probably much more interested in other, more intrinsic type of rewards, such as protecting their domain of
autonomy and improving their prospects for promotion (Emmanuel et al., 1990). However, these very general
patterns seem to fade when one considers the evidence that show significant differences in the reward preferences
between managers who operate in autonomously run units versus managers who operate in more centrally
administered divisions (Brazeal, 1996), between managers who work in the private sector versus managers who work
in the public sector (Khojasteh, 1993 ; Karl & Sutton, 1998), between managers who come from different cultural
backgrounds (Pennings, 1993 ; Nessim & Tanuja, 1998), differences that do not refer only to the managers’
preferences for extrinsic or intrinsic rewards but also to their more specific preferences for particular forms of
rewards. These findings, especially when considered vis-a-vis the previously mentioned large body of empirical
evidence from the field of psychology that indicates that reward tastes vary systematically also between individuals
of different gender, age, intelligence, personality, educational and family background - i.e., a multiplicity of personal
factors over which the organisation has little or no control -, come to underline the difficulties involved in developing
a reward package that can accommodate the individual preferences of all the company’s managers.
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1990). For some people, extrinsic (tangible, directly provided by the organisation) rewards such as
immediate cash awards and salary increases are clearly first in importance, while others are much
more interested in intrinsic (intangible and more self-administered) rewards such as increasing
their domain of influence and responsibility or getting recognised for their achievements.
In addition, similar rewards may also be highly valued by different people for quite different
reasons ; for instance, pay and promotion, the two most typical rewards offered by organisations,
are important to some people because they simply increase their income, to others they are
important because they come to symbolise other, more intangible goals such as personal growth
and success, or status (Armstrong & Murlis, 1988). To make things even more complicated, the
research that has been conducted on the importance of rewards suggests that the value people
attach on the available rewards tends not to be static, but it rather changes over time as the
individual’s circumstances, tastes, and needs change, so that what is valued today by a person may
not be valued at a later time by the same person (Porter et al., 1975). Designing therefore a reward
system that can offer to each individual manager in the organisation the exact rewards that he / she
values at the time so that to maximise the reward package’s motivational effect is clearly more

complicated than it first sounds.

Of equal motivational importance to what rewards are to be administered, is considered in the
literature the issue of how the organisation is going to distribute those rewards to its employees.
There is hardly any doubt that the way in which organisational rewards are dispensed through the
PMERS has a significant influence on the behaviour of individuals within the organisation.
Porter et al. (1975) emphasise that the effectiveness of any chosen set of rewards as motivators of
performance depends, apart from their perceived attractiveness, also on the employees’ perception
about whether or not these rewards are tied to the performance they (the rewards) are intended to
motivate. Stated more simply, no matter how more or less valuable (attractive) the company’s
reward package is, unless it is quite explicit in prescribing that the administration of the rewards
available is closely related to the evaluation of people’s performance, it should not be expected to
effectively motivate people towards desirable performance. Clearly, the offering of rewards by the
organisation acquires motivational properties to urge people towards effective performance,
only when people perceive that the only way to obtain the rewards offered is by attaining the
organisationally required performance. From a motivational perspective then, the better the

PMERS manages to establish and reinforce the employees’ belief about a direct link between their
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performance and the rewards they receive, the stronger its potential impact on their motivation

is likely to be.

On these behavioural grounds, a number of management control theorists (e.g., Ronen &
Livingstone, 1975 ; Porter et al., 1975 ; Kopelman & Reinharth, 1982 ; Merchant, 1989) stress
the importance of incorporating in the PMERS rewards which are performance-dependent,
i.e., administered on the basis of the managers’ individual performance. Others (for example,
Armstrong & Murlis, 1988) go a step further to point out that having a differential reward system
that is based upon merit is not enough from a motivational point of view. They argue that unless
the managers in question are well informed and aware of the way in which rewards and
performance are related within the PMERS, no positive effect should be expected on their
motivation, even if the rewards they receive are related with their individual performance in
actuality. Essentially, if we accept Hamner’s (1974) line of argument about the formation of
human behaviour within organisation, namely that
1) people compare their own performance to that of their peers to determine how well they
are performing themselves (“Social Comparison Theory”, Festinger (1954)),
ii) people compare the rewards they receive to the rewards received by their peers in order to
determine the relative value of their own rewards (“Equity Theory”, Adams (1965)),

then it is clear that, apart from the necessary strong link between individual performance and
rewards in the PMERS, the openness and transparence of the company’s reward system is also
critical motivationwise. In effect, making reward information public so that all employees identify
a strong connection between high performance and high reward, is seen as a vital step for the
establishment of the motivationally important perception that performance and rewards are related,
essentially the final link in substantiating the credibility of any merit-based reward system

(Lawler, 1981).

To sum up, the rewards organisations utilise in order to motivate their managers’ job performance
need to possess in theory the following two necessary characteristics, if they are to fulfil
effectively their motivational potential :
(1) they must be sufficiently valuable - attractive enough to the managers they are supposed
to motivate, so that to offset and override other incentives managers may have to act

contrary to the organisation’s best interest (Merchant, 1989)
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(2) they must be performance-dependent - perceived by the managers as being administered
differentially, on the basis of their evaluated performance, so as to effectively direct
managers towards the organisationally desirable performance when they strive to obtain

the (presumably attractive) rewards offered.

It has nevertheless to be stressed at this point that the proponents of performance-related rewards
appear to assume that extrinsic, financial rewards is the raison d’étre of managerial performance
(e.g., Wilson, 1973 ; Opsahl & Dunnette, 1979 ; Foulkes, 1985 ; Jensen & Murphy, 1988).
However, this belief in the absolute importance of extrinsic rewards contradicts many major
motivational theories (Lewis, 1991) which posit that there are multiple and differing motivational
factors affecting human behaviour (Herzberg et al., 1959), among them intrinsic motivators such
as the need for achievement (McClelland et al, 1953 ; McClelland, 1961), the needs of
competence and self-determination (White, 1959 ; Deci & Ryan, 1985) or the feelings of self-
fulfilment, worthwhile accomplishment, self-esteem, or mere joy one gets from performing an
activity (Mitchell & Albright, 1972 ; Turney, 1974). Others (e.g., Deci, 1972 ; Amabile, 1983) go
further to suggest that the excessive emphasis on external rewards and their use within
motivational contracts in a manner that resembles the carrot-and-stick approach will probably be
experienced as controlling and may even undermine the motivational power of such intrinsic
rewards. They argue that particularly in the managerial setting, where these intrinsic rewards are
much more evident, such an explicit emphasis on extrinsic rewards that are administered on the
basis of individual performance is seen as misplaced and potentially dangerous, as it risks not only
missing out on other, more intrinsically-oriented motivation opportunities, but also negatively
affecting managerial motivation through the explicit use of extrinsic rewards (Hunt, 1992).
In this sense, reward-for-performance compensation plans for middle managers - which, by the
way, were initially developed to motivate performance in simple repetitive manufacturing jobs
which had failed to stimulate intrinsic motivation (Lawler, 1971 ; Hackman & Oldham, 1980) -
may be out of place, failing to address the multiple intrinsic motivational drivers (such as
achievement, recognition, advancement, decision autonomy, power, and the work itself (Herzberg,

1968)) that can positively affect managerial motivation and performance.

Overall, it seems that the literature does not provide clear-cut directions for the design of reward

schemes for managers at the middle management level. Most of the literature on organisational
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incentive practice is heavily prescriptive (e.g., Armstrong & Murlis, 1988 ; Lawler, 1990 ;
Foulkes, 1991), and the experts disagree both on their theoretical position of how such reward
systems are to be designed, as well as on their trust on and interpretation of the available empirical
evidence coming from the field. Some argue that the commonly found in practice reward-for-
performance compensation plans are based on false premises about what actually activates,
sustains and directs human behaviour, and as a result cannot deliver long-term performance
improvement (see, for instance, Amabile, 1979, 1983 ; Kohn, 1993, 1993a). Others disagree,
maintaining that the motivational benefits associated with performance-based reward schemes far
outweigh the disadvantages of such systems (e.g., Murphy, 1989 ; Lawler, 1990 ; Stewart, 1993 ;
McAdams, 1993 ; Rose, 1997 ; Abemathy, 1998).

On the empirical sphere, the question of whether performance-dependent rewards are
motivationally effective in practice is difficult to answer and currently under debate in the area of
management control. On the one hand, there is a substantial amount of evidence coming from the
field of applied psychology that clearly supports the proposition that tying individual performance
to rewards results in increased motivation and performance. In an attempt to summarise this
literature, Lawler (1994) admits that much of the available evidence comes from experimental
studies of poor methodological quality and of limited generalisability in the managerial setting,
basically because in the majority of the cases little effort was made to control for the relevant
extraneous variables involved and also because sample-wise most of these studies involve
populations that bear little resemblance to managers. Notwithstanding these acknowledged
limitations, his conclusions after reviewing this body of research are worth mentioning :

(1) Individual performance-based reward schemes appear to have the greatest positive effect on
people’s motivation and subsequent performance. Even the most conservative results seem
to suggest that individual-incentive plans can increase performance by 10 to 20 percent.

(1) Group- and / or organisation subunit-based reward schemes often do not lead to as high
performance as individual-incentive plans, however they generally appear to be better at
motivating individual performance than fixed reward schemes that make no attempt to relate
the distribution of rewards to performance.

(iii) Company-wide reward schemes seem to exaggerate the advantages and disadvantages
inherent in group-based incentive schemes ; that is, they appear to facilitate co-operation

among organisation members more than group- and individual-incentive plans, but they fail
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to motivate individual performance to the extent that group- and individual-based schemes
do, most probably because they break down even further the perceived connection between

individual performance and the administration of rewards.

Some authors, however, are not convinced of the applicability of these findings in a managerial
performance evaluation context. They argue that in the main, psychological studies of motivation
have used simple repetitive task behaviours to infer motivational influences, most usually
assuming that higher task motivation equates with higher individual performance, and therefore
that, to the extent that performance-contingent rewards have a positive motivational effect on task
motivation, will also lead to greater organisational performance. However, they caution that to
extrapolate from simple repetitive tasks to prescriptions for managerial reward for far more

complex organisational work may be misleading.

Nevertheless, other more relevant studies in the field of applied organisational psychology
(in their vast majority, survey-based studies, with managerial samples) have also reported a
definite tendency for managers who believe that their job effectiveness has a significant impact on
the rewards they receive to exhibit relatively higher levels of work motivation and performance
(Lawler, 1966 ; Lawler & Porter, 1967 ; Porter & Lawler, 1968 ; Gavin, 1970 ; Schuster et al.,
1971 ; Wofford, 1971 ; Lawler & Suttle, 1973). Furthermore, findings of a significant positive
correlation between managerial task performance and performance-related incentive mechanisms,
as these are reported in the empirical research on the effects of standard-based incentives on
managerial behaviour in the area of management control (see, for instance, Rockness, 1977 ;
Chow, 1983 ; Waller & Chow, 1985 ; Dillard & Fisher, 1990 ; Kren, 1990), provide support to the

above conclusions.

As to the question of whether more valuable (attractive) rewards have a greater motivational effect
on the manager’s behaviour, the available empirical evidence is rather mixed and inconclusive.
On the one hand, a number of studies (e.g., Porter & Lawler, 1968 ; Pritchard & Sanders, 1973 ;
Pecotich & Churchill, 1981 ; Nakanishi, 1989) have concluded that, in general, the greater the
importance attributed by the manager to the rewards offered, the higher the manager’s job

motivation and performance tends to be. On the other hand, other studies report either very weak
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positive (see, for instance, Hackman & Porter, 1968) or even negative correlations (e.g., Jorgenson

et al., 1973) between the perceived value of rewards and managerial motivation and performance.

In the last three sections, an attempt was made to address a number of theoretical and practical
considerations with regard to the design of motivational contracts for middle-level managers.
All in all, there is a widespread recognition in the literature of the motivational potential of
well-designed combinations of performance measures, standards and rewards to influence and
direct the behaviour of managers operating at the middle level of the organisational hierarchy.
However, there is also great awareness of the pitfalls that are associated with ill-designed systems
of performance measurement, evaluation, and reward. According to Merchant (1989), the ideal
motivational contract has six primary characteristics :

1. performance measures that are congruent with the overall corporate goals,

2. performance measures that are controllable by the middle-level managers,

3. performance measures that can accurately and completely capture the performance of the

middle-level managers,
4. performance standards that are preset and challenging,
5. rewards that are meaningful, but at minimum cost,

6. it is simple to understand, and easy to communicate and administer.

Even though such ideal contracts are impossible to design and implement in their entirety for
higher level, managerial jobs, they are useful as standards by which one can evaluate the
motivational contracts companies actually use. In practice, it seems that the design of motivational
contracts for middle-level management is more of a struggle to find the right balance between the
different trade-offs the designer must make in order to accommodate by degree all the above ideal
contract qualities in the PMERS. And although this design task is relatively straightforward for
lower level jobs, designing a suitable control and motivational mechanism that can be
implemented uniformly to all the company’s middle managerial staff, irrespective of whether they
operate in conditions of high / low task complexity, high / low environmental uncertainty, high /
low incidence of uncontrollable events, is certainly a challenge. As Simons (1995) concludes,
failure to strike the right balance in the PMERS design can result - as repeatedly emphasised in the

preceding sections - in limited control of factors and processes that are critical for the
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organisation’s success, in dysfunctional behaviour on the part of those being under the

management control system, and / or in them totally ignoring the control system altogether.

2.5 Environmental Uncertainty and the PMERS : The Design of Motivational

Contracts in Different Environments

2.5.1 The Contingency Theory of Management Control Systems

A number of management control theorists (e.g., Thompson, 1967 ; Galbraith, 1977 ; Waterhouse
& Tiessen, 1978 ; Emmanuel et al., 1990 ; Simons, 1995), based on what is termed in the area of
management accounting and control a contingency theory perspective, have emphatically
expressed their doubts about the ability of the PMERS to instigate managerial motivation and
promote managerial efficiency equally well under all environmental conditions, both certain and
uncertain. In accordance with the fundamental premise of contingency theory that there is no one
universally appropriate management control system (MCS) that applies equally to all organisations
in all circumstances, they maintain that the PMERS needs to be specifically designed and
implemented to fit the needs and specific circumstances of the organisation for which it is intended

(Otley, 1980).

Overall, the contingency theory perspective in the management control systems literature basically
emerged as an extension of the contingency theory of organisations in the field of organisational
behaviour (Bums & Stalker, 1961 ; Chandler, 1962 ; Woodward, 1965 ; Lawrence & Lorsch,
1967; Thompson, 1967 ; Perrow, 1967, 1970 ; Pugh et al., 1976a, 1976b, 1977) to argue that, just
as with different organisational forms, different management control systems will be more
functionally appropriate than others in different circumstances, and, in this sense, the central
design consideration for every system of control (such as the PMERS) should be how well the
system fits the particular set of environmental, technological, and strategic circumstances within
which it has to operate. Within a contingency theory perspective, therefore, the emphasis with
regards to the design of any management control system is on identifying the most important -
specific to each organisation - contingent variables (environment, strategy, structure, technology,
culture, etc.) and achieving an appropriate matching between these variables and the particular

features of the organisation’s control system. Simply put then, the contingency theory of
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management control systems represents an attempt to identify the most appropriate control system

for a given set of circumstances (Otley, 1995a).

Throughout the years contingency theorists have attempted to identify and examine the specific
features of the organisation’s context that may have (or, more prescriptively, should have) an
effect on particular features of the organisation’s management control system design. Many
studies have focused on the relationships between management control system and contingency
variables such as technology (Daft & Maclntosh, 1978, 1981 ; Fry, 1982), organisation size
(Williamson, 1970 ; Child, 1975 ; Merchant, 1984), organisation structure (Baumler, 1971 ; Child,
1972 ; Hopwood, 1972 ; Otley, 1978 ; Merchant, 1981 ; Jones, 1985) and environment
(Khandwalla, 1972 ; Gordon & Miller, 1976 ; Hayes, 1977 ; Amigioni, 1978 ; Otley, 1978 ;
Pfeffer, 1978 ; Waterhouse & Tiessen, 1978 ; Gordon & Narayanan, 1984 ; Govindarajan, 1984)
which have been invoked to explain why management and accounting control systems have been
found to differ from one situation to another. On the whole, three major classes of contingent
factors have been identified : i) the environment, ii) organisational structure, and iii) technology
(Emmanuel et al, 1990). Relevant features of an organisation’s environment affecting
management and accounting control system design that have been suggested include its level of
uncertainty (unpredictability), the degree of competitiveness faced in the market place and the
degree of hostility exhibited, as well as the number and level of complexity of the different
product-markets in which the organisation operates. Organisational structure factors that have
been considered to be important include size, interdependence, decentralisation and resource
availability - all of which have been hypothesised to result in differences in the design of a
management control system. Technology factors that have been suggested include the nature of
the production process, its degree of routineness, the amount of task variety, and how well means-

end relationships are understood within the company.

2.5.2 The Environment as a Contingent Factor : The Intervening Effect of Environmental
Uncertainty on the Design and Motivational Function of the PMERS

Particularly with regards to the effect of the environment on the organisation’s management

control system design, a number of distinct - though related - theoretical formulations have been
expressed within the general framework of contingency theory. In one of the early attempts to

formalise such environment-MCS contingency relationships, Gordon and Miller (1976) identified
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three main environmental characteristics that are hypothesised to affect the design of the
organisation’s control systems, namely dynamism (i.e., the rate of change within the environment),
heterogeneity (that is, the number of different product-markets the organisation serves), and
hostility (i.e., the intensity of the competition faced by the company). According to Gordon and
Miller, a high level of dynamism, or rate of change, will require frequent control reports
incorporating both financial and non-financial information, and which emphasise forecasts rather
than past actual results ; a high degree of heterogeneity, or a high number of different product
markets served, will lead to a decentralised management control system with quasi-autonomous
responsibility centers ; similarly, in the face of severe competition or market hostility, there will be
a need for a more sophisticated management control system that is capable of incorporating non-

financial information about critical threats (Emmanuel et al., 1990).

In a similar vein, Amigioni (1978) developed a theoretical framework within which he attempted
to assess the appropriateness of different management control tools, ranging from financial
accounting and ratio analysis, through financial simulation models and responsibility accounting,
to strategic planning devices. Further, he identified two major contingent variables, namely the
degree of structural complexity of the organisation and the degree of turbulence (or instability,
variability) in its environment. In Amigioni’s view, whereas increasing structural complexity
leads to the addition of new control tools to those already in use, environmental discontinuity will

often require the replacement of such tools, which have now become obsolete, by new ones.

Drawing on Thompson’s (1967) analysis of the effect of the environment on organisational
structure, Waterhouse and Tiessen (1978) conceptualised the environment as having two important
dimensions that affect the design of the organisation’s management control system - the simple vs.
complex dimension, and the static vs. dynamic dimension. They argued that when the environment
is more simple and static (i.e., more certain and predictable) over time, centralisation of the
decision making authority constitutes an easy and cost-effective mode of organisational control,
and procedure specification provides an important means of both defining and limiting the
authority of organisation members at the managerial level, facilitating, as such, the exercise of
control at that level. Under such circumstances, Waterhouse and Tiessen predict that management
control systems will be structured around performance measures and standards that are linked to -

well specified in advance - through-put procedures, standard cost variance analyses, and routine
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accounting-based control reports. In more uncertain and unpredictable (that is, more complex and
dynamic) environmental conditions, however, where the procedures become difficult - if not
impossible at the extreme - to specify and document, primarily due to the high incidence of
unexpected and novel events, such direct control measures are infeasible to be implemented ;
instead, in such conditions, more subtle forms of managerial control that focus on the
decentralisation of the decision making authority to organisation members in the periphery, on
planning and internal resource allocation, on monitoring (both financial and non-financial) outputs
which result from organisation members’ actions, and on the selection, socialisation, and
professionalisation of organisation members, are seen as more appropriate by Waterhouse and
Tiessen (1978). The latter draws parallels with Becker and Gordon’s (1966) contingency argument
that in situations where the interaction between an organisation and its environment is highly
complex, top management would need to rely on the “...self-regulation of professionals” (p.329)
for the coordination and control of its middle-level managers, as opposed to more formal types of

control.

Other alternative theoretical conceptualisations of the environmental factor documented in the
literature include concepts such as environmental ‘stress’, ‘restrictiveness’ and ‘aggressiveness’,
all of them reflecting different attempts to capture various critical aspects of the organisation’s
environment such as the availability of opportunities and the extent to which the firm is
manipulated or controlled by other organisations such as competitors, suppliers, customers and
government bodies (Khandwalla, 1977 ; Pfeffer, 1981). But on the whole, one can safely argue
that the major underlying factor appears to be environmental uncertainty (unpredictability) in all

its guises (Otley, 1995a).

In a more recent conceptual attempt, Emmanuel et al. (1990) provided an interesting contingency
theory framework that recognises the pivotal effect of the environmental uncertainty variable on
the organisation’s management control system. Starting from the premise that the nature of the
predictive model at the manager’s disposal is central to every control process, they make a
fundamental conceptual distinction between :
— programmed decision making situations, where the manager taking the decision has a
detailed and accurate predictive model that allows him to specify the means that should be

used to achieve the desired result, and

51



PMERS., Managerial Motivation and Environmental Uncertainty LITERATURE REVIEW

— non-programmed decision making situations within which predictive models are only
implicit and imperfect and the manager although he is able to identify the desired ends, is
unable to specify the necessary means for the achievement of these ends.

On the grounds of this basic distinction between programmed and non-programmed decision
making - which, should be noted, although is described in dichotomous terms, it is in fact posited
as a continuum ranging between the two extreme points described - they suggest that the type of
the decision making situation of the manager affects substantially the type and nature of the system

that is appropriate for managerial control.

In more detail, Emmanuel et al. (1990) argue that in the programmed decision making scenario,
the application of traditional management accounting techniques for motivational purposes are
largely justified and, indeed, can be quite effective in motivating managerial performance.
In a manner consistent with March and Simon (1958), they maintain that in conditions of relative
environmental stability and certainty, lower-level managers are typically expected to execute
centrally decided, largely programmed decisions about well-defined, independent, structured

and repetitive tasks.

Under these circumstances, where
i) procedures at the middle managerial level are highly specified,
i1) means-end relationships are well understood,
iii) the information asymmetry between top- and middle-level management is comparatively low,
iv) the ability of the controllers to anticipate middle-level managers’ behaviour is correspondingly
higher,
v) the generation and use of data for planning and control purposes is relatively straightforward,
in that managerial behaviour is clearly easier to predict, observe and measure,
the joint effect of carefully set performance standards, properly designed performance measures
and desirable rewards is expected to constitute an effective means of motivating middle-level
managers to exert increased levels of effort and energy towards the accomplishment of the

organisation’s wider objectives (Hopwood, 1973).
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However, in more uncertain and unpredictable environmental conditions, where

1) the understanding of cause-effect relationships is less clear and definite,

ii) the non-programmed decision making and action taking is much more frequent and largely

unavoidable - mainly due to the high incidence of unexpected and novel events -, and

iii) the level of task interdependency is substantially higher,
the information asymmetry between top- and middle-level management is likely to be higher, and
thus, the ability of the organisation to specify and document in advance, either procedures and
desirable behaviours for its middle-level managers, or their exact domain of authority and
responsibility, is necessarily limited. Emmanuel at al. (1990) assert that in this more uncertain and
dynamic context, the application of conventional systems of performance measures and related
incentive schemes for managerial motivation and control is problematic, and their impact on
middle-level managers’ behaviour is rather ambiguous. They point to the difficulties involved in
devising under these circumstances measures that can capture and reflect accurately and
completely the middle-level manager’s performance, and to the potential danger of non-neutral
behaviour that can be instigated when highly desirable rewards are linked to such inappropriate
performance measures. They conclude that the matching of the organisation’s management
control system to the organisation’s environment, strategy, and structure should be a major
consideration both when designing and when implementing such systems in practice, and thereby
make a case for a contingency approach to the design and application of the company’s PMERS
and overall MCS, so that they can maximise their potential contribution to the motivation of

managers operating at the middle level of the organisational hierarchy.

On the premises of the above contingency frameworks, a number of studies have thereof attempted
to isolate the environmental uncertainty variable in order to i) examine its potential impact on the
company’s PMERS, and ii) investigate the possible adverse consequences that uncertainty
may have on the behaviour of organisation members within the performance evaluation context.
The great majority of these studies have basically hypothesised that uncertainty is likely to limit
the feasibility (or the effectiveness) of certain types of controls, primarily due to the lack of unity
and clarity of goals, and the limited knowledge of cause-effect relationships, both of which are
incorrigibly associated with uncertain environments (Hartmann, 1997). As such, a number of
studies have attempted to discuss the effect of uncertainty on the two major elements of the

performance measurement and evaluation process, that is, the effect of uncertainty on performance
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measures and standards. Govindarajan (1984), for example, concerned with the effect of
uncertainty on standards of performance, notes that “performance evaluation presupposes
[the existence of] targets - either explicit (e.g. budgets) or implicit. To arrive at a priori targets
that can serve as valid standards for subsequent performance evaluation, however, one must be
able to predict the conditions that will exist during the coming year” (p.128), a task that is
formidable in the face of high uncertainty. In a similar vein, Galbraith (1977) maintains that, “the
basic effect of (environmental) uncertainty is to limit the ability of the 6rganisation to preplan or
make decisions about activities in advance of their execution” (p.36). In that sense, the more
uncertain, dynamic and unpredictable is the environment, the more difficult is to predict the
conditions that will exist in the future and, as such, the more difficult it is to come up with
satisfactory targets (standards of desirable performance) that can provide the basis for performance
evaluation. Others are more concerned with the impact of uncertainty on performance measures,
pointing out that uncertainty makes it difficult for performance measures to judge ex-post whether
good (or poor) managerial performance is the result of good (or poor) effort on the part of the
manager, or rather the result of (un)fortunate, (un)lucky circumstances that the performance
measures were not able to detect (e.g., Govindarajan, 1984 ; Brownell, 1985). The evaluation of
managerial performance within the PMERS relies fundamentally upon a detailed knowledge about
outcomes associated with given managerial actions, or in other words, knowledge about
cause-effect relationships. Thompson, however, argues that under uncertain conditions “causal
actions often have multiple effects which ramify in different directions and varying distances into
the future” (1967, p.85) and, thus, the consequences of these actions cannot be accurately
predicted and anticipated. To the extent that the organisation’s environment is characterised by
high level of uncertainty, the cause-effect knowledge will be incomplete and, therefore, the ability

of the PMERS to measure and evaluate managerial performance will be limited.

The impact of uncertainty specifically on accounting-based performance measures has been the
focus of attention of a fair amount of studies in the area of management control. For example,
Hirst (1981) contends that accounting performance measures, which, by definition, are internally
oriented and focus on individual task performance, will be inappropriate in situations of high
uncertainty where the effect of task and process interdependencies is significant, as they will not
be able to capture and reflect information about how managers’ performances interact and

combine, and will eventually provide a rather incomplete picture of the managers’ efforts. Similar
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arguments are put forward by Govindarajan and Gupta (1985), Merchant (1990), and Ross (1995).
Some other authors have extended the completeness argument mentioned above to formulate
hypotheses about how uncertainty also affects the relevance of accounting performance measures
(Govindarajan, 1984 ; Govindarajan & Gupta, 1985). As Hartmann (1997) points out, the central
argument concerning the accounting performance measures’ relevance is that in circumstances of
high uncertainty, where other than financial factors determine an organisation’s long-term
viability, financial performance that typically emphasises short-term performance, is not a good
indicator of real managerial effectiveness. In circumstances of high uncertainty then, the argument
goes, accounting performance measures will be perceived as less relevant - and therefore of little

motivational value - in the managerial performance evaluation context.

As to the question of “what happens when such incomplete and inaccurate performance evaluation
mechanisms are implemented in conditions of high environmental uncertainty ?”, a number of
studies in the management control literature, basically following a line of reasoning first drawn by
Hopwood (1972) and Otley (1978), have attempted to detail the dysfunctional behavioural
consequences that would follow such a practice. Some of them predict that the use of
inappropriate measures of performance in environments characterised by a high level of
uncertainty will enhance the middle-level managers’ job-related tension (e.g., Imoisili, 1989), or
reduce their subsequent performance (e.g., Govindarajan, 1988 ; Brownell & Dunk, 1991) ; others
predict that in highly uncertain environments, where the undesirable characteristics of performance
measures (i.e., perceived uncontrollability, incompleteness, irrelevance) are exaggerated, superiors
will be reluctant to utilise such measures and will emphasise the use of other measures of
managerial performance (e.g., Merchant, 1984 ; Govindarajan, 1984). In some cases, these two
kinds of hypotheses about the effect of uncertainty in the performance evaluation context are
combined. Merchant (1984), for example, predicts both a decrease in the use of results-oriented
performance measures by superiors, and an increase in dysfunctional consequences when such

performance measures are used, in the presence of high uncertainty.

On the empirical level, although there is hardly any study examining the direct effect of
environmental uncertainty on the managers’ perceptions about the PMERS - with the exception of
the Hays’ (1977) study that provided evidence of the same performance measures being perceived

as less (more) appropriate by managers facing high (low) levels of environmental uncertainty -,
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there is some evidence, albeit inconclusive, about the alleged adverse consequences of uncertainty
on the behaviour of managers within the performance evaluation context. In a study in which the
mediating role of environmental uncertainty was particularly addressed, Govindarajan (1984)
found no direct connection between different evaluative styles, reward systems, and managerial
effectiveness until the intervening effect of uncertainty was taken into account. Under conditions
of high uncertainty, a correlation between more subjective methods of performance evaluation and
managerial effectiveness was identified, essentially providing support to the argument that
effective management controls are contingent upon the matching of the management control
system in use and the environmental circumstances surrounding the organisation / unit.
In a similar vein, the studies by Brownell (1987), Govindarajan (1988), and Mia and Chenhall
(1994) presented results that appear to confirm the interaction effect of environmental uncertainty
on the relationship between the use of accounting performance measures and managerial
performance. Also Hirst (1983), in his study of the dysfunctional consequences ariéing from the
reliance on accounting performance measures in highly uncertain task environments, was able to
demonstrate a significant interaction of the level of uncertainty and the use of accounting-oriented
performance measures affecting the managers’ job-related tension. His results showed that under
conditions of high (low) uncertainty, a greater reliance on accounting performance measures
resulted in higher (lower) levels of job-related tension, suggesting that accounting performance
measures would be appropriate under conditions of low uncertainty and inappropriate under
conditions of high uncertainty. The linking of desirable rewards to such performance measures

may presumably exaggerate these patterns.

However, other studies have provided evidence that contradict the above conclusions about the
combined effect of environmental uncertainty and management control systems on the behaviour
of organisation members (Hartmann, 1997). First, the findings about the interaction effect of
uncertainty and reliance on accounting performance measures on job-related tension reported by
Hirst (1983) could not be replicated by a number of subsequent studies (e.g., Brownell & Hirst,
1986 ; Imoisili, 1985, 1989 ; Brownell & Dunk, 1991 ; Lau et al., 1995 ; Ross, 1995). In addition,
Merchant (1984), Brownell (1985) and Lau et al. (1995) did not find any evidence of the
uncertainty factor affecting the relationship between the use of accounting performance measures
and managerial performance, as Brownell (1987), Govindarajan (1988), and Mia and Chenhall
(1994) did.
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All in all, if something is quite evident from the literature review attempted in the last two
sections, this is the recognition that the environment within which the organisation operates is an
important factor that may influence both the design and the use of the organisation’s management
control system, as well as the subsequent behaviour (i.e., motivation and performance) of the
managers who are working within this environment and under the given management control
system. Despite, however, the apparent agreement on the importance of the environment and the
environmental uncertainty factor, both the empirical findings and the theoretical propositions put
forward by the various authors have not yet produced any consensus as to what particular
configurations in the management control system’s design apply in different environmental
conditions. Indeed, as Otley (1980) points out, apart from a substantial body of agreed opinion
within the contingency theory literature that there is no universally ‘best’ design for a management
control system, few practical guidelines are given as to the impact of the different contingent
factors on the design of the organisation’s control system and on manager’s behaviour.
Overall, the available empirical studies provide confounding signals as to the links between

specified contingencies and appropriate control systems characteristics.

2.6 Summary

In this chapter, an attempt was made to provide an overview of the literature in the area of
measurement, evaluation and reward of managerial performance, with particular emphasis on the
motivational function of the PMERS. Throughout this literature review, implicit was the
realisation that control is fundamentally a behavioural issue, and that the ultimate criterion by
which any system of control (such as the PMERS) should be assessed is behavioural (Emmanuel
et al., 1990) ; that is, to what degree does such a system succeed in influencing managers to behave
in desirable ways, or, conversely, how successful it is in not encouraging managerial actions which
are contrary to the overall corporate objectives, whether in the short or in the long term. On these
premises, in the earlier parts of the chapter both theoretical and practical considerations with
regard to the design and the use of such systems of measures, standards of performance and related
rewards were discussed to some length. In the later parts of the chapter, the theoretical proposition
that there is no universally appropriate management control system that can be applied in all
circumstances was considered, and the suggestion that the design of any control system is

situationally specific was put forward. Within such a contingency theory perspective, the role of

57



PMERS, Managerial Motivation and Environmental Uncertainty LITERATURE REVIEW

environmental uncertainty as a critical factor that can critically affect the design of the company’s
PMERS, and through that, its motivational effectiveness was discussed and further assessed in the
light of the available relevant empirical evidence. On the whole, this literature review has
hopefully highlighted that the both the design and the implementation of any system of
performance measures, standards and related rewards is a complex issue. In practice, it seems that
the design of motivational contracts for middle-level management is a continuous effort on the
part of the system’s designer first to strike and then to maintain the right balance between the
different ideal qualities of the PMERS (measures’ accuracy and completeness, standards’ clarity
and attainability, rewards’ attractiveness, etc.), given the environmental context within which the
system is assumed to operate. It is evident, however, that despite the recognition of the necessity
and criticality of these motivational contracts for middle-level managers, and the numerous
prescriptions about how they ought to be designed and implemented in practice, the empirical
evidence on their motivational effectiveness under different environmental conditions is yet

sparse. It is essentially this research void that this study attempts to partly fill.
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Chapter Three :

Theory Development, Concept Formation

& Hypotheses Formulation

3.1 Introduction

This chapter draws on previous literature in the area of Applied Organisational
Psychology in order to develop a theoretical framework that can bring together the four
main variables under investigation in this study - that is, 1) the PMERS, 2) managerial
motivation, 3) managerial performance, and 4) environmental uncertainty. The early
parts of the chapter refer to the various attempts to operationally define the term
motivation, as well as to the theoretical background behind the different motivational
theories. The subsequent sections review the most influential theories of motivation,
with particular emphasis on the process theories of motivation, the Expectancy /
Valence theory, and the Porter and Lawler model on the basis if which the theoretical
framework of the present study was developed. The late parts of the chapter examine in
depth the expectancy model employed and the hypotheses deriving from it, whereas at
the end the rationale for choosing the particular framework as the study’s conceptual

foundation is discussed.
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3.2 Motivation : Operational Definitions

Etymologically speaking, the origins of the word motivation can be traced back to the Latin
word “movere” which means to move (Collins English Dictionary, 1991). Within the field of
Psychology, the term generally refers to the “...constant, never ending, fluctuating and complex

process” (Maslow, 1954, p.69) through which human behaviour is activated.

Generally speaking, organisational psychologists have been mainly interested in the investigation
of work motivation because of the alleged predicting ability and relationship of motivation with
work performance and satisfaction, as well as because of its potential to contribute to the
improvement of the jobs’ design that can motivate and satisfy employees. Diachronic attempts to
provide an adequate and complete description of the process of motivation have brought about a
wide range of operational definitions and models, which admittedly present a number of
conceptual differences that basically reflect the distinct theoretical traditions and underlying
assumptions upon which these definitions are based (Madsen, 1965). In an early attempt, Murphy
(1947) saw motivation as the “general name for the fact that an organism’s acts are early
determined by its own nature and natural structure” (p.991). Young (1961) argued that “the
concept of motivation is exceedingly broad...and...[its] two most important aspects are the
energetic aspect and...the regulation and direction [aspect]” (p.24). In his view the term refers to
the process of arousing action, sustaining the activity in progress, and regulating the pattern of that
activity. In a similar manner, Atkinson (1958 ; 1964) demonstrated that the function of arousal is
closely related to the situational function, defined motivation as the contemporary (immediate)
influences on the direction, vigour, and persistence of human action, and identified the study of
motivation with the analysis of the factors that direct the individual’s behaviour. Hebb (1955 ;
1958) seems to agree with Young and Atkinson about the central role of drive and arousal in the
determination of motivation when he points out that “without a foundation of arousal, the cue
function cannot exist...arousal...is synonymous with a general drive state” (p.249), and sees the
drive as some process that provides energy of movement, although it may not determine what the
movement will be. Jones (1955) asserts that motivation is concerned with how behaviour gets
started, energised, sustained, directed, and stopped, and with what kind of subjective reaction is
present in the organism while all this is going on. In a more behaviouristic spirit, Bindra (1959)
underlined the goal-directed aspect of behaviour, and on these conceptual grounds motivation was

defined, by Vroom (1964) as “...the process governing the choices made by persons or lower
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organisms among alternative forms of voluntary activity” (p.6), and by Schneider (1985) as the

energising and directing effort toward the attainment of objectives and outcomes.

In more recent definitional attempts specifically addressing job behaviour, Steers and Porter
(1979) argue that the concept of motivation is a highly complex phenomenon that affects and is
affected by a multitude of factors in the organisational milieu, fundamentally pertaining to
questions of i) what energises human behaviour, ii) what directs or channels such behaviour, and
iii) how this behaviour is maintained or sustained. Similarly, Berry and Houston (1993) contend
that motivation accounts for the arousal, direction and persistence of human behaviour, and thus
within the work setting attention needs to be drawn to what activates human behaviour
(why individuals work), what channels such a behaviour (why they do a particular kind of job)
and in what way such a behaviour is maintained (why they continue working at the same job
usually for long periods of time or why they decide to quit their job). Likewise, Jewell (1998)
claims that motivation pertains to the “various forces that produce, direct and maintain effort
expended in behaviour” (p.188), and Campbell and Pritchard (1976) - in perhaps the most
elaborate definition available - maintain that “...[work] motivation has to do with a set of
independent / dependent variable relationships that explain the direction, amplitude, and
persistence of an individual’s behaviour, holding constant the effects of aptitude, skill,
understanding of the task, and the constraints operating in the environment” (p.65). From the
above literature review it becomes apparent that four components are present in virtually all of the
definitions expressed - arousal, amplitude, direction and persistence -, although the relative
importance attached to each of them clearly varies according to the different theoretical position

that the different researcher decides to adopt and examine the phenomenon of motivation from.

Before proceeding to examine the main theories of motivation, it is worth noting that for almost
every motivational theory expressed, there is a corresponding proposition of how these theories
ought to be classified (Katzell & Thompson, 1990). One of the most prominent and widely
accepted classifications has been offered by Campbell, Dunnette, Lawler, & Weick (1970) who
differentiated between the substantive or content theories and the mechanical or process theories
of motivation. Prior to considering each of these theories in some detail, the following section
provides a brief overview of the theoretical background of the field of motivation, drawing from

various areas such as personality, learning, and social psychology.
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3.3 Theoretical Foundations of Motivational Theories : Then and Now

It is beyond the scope of this study to account for the historical context of the theories of
motivation, however, a brief historical reference will enable the reader, first, to appreciate the
philosophical and conceptual basis of the different motivational theories and thereby the sources of
their major similarities and differences, and second, to become aware of the fact that most of the
motivational concepts that preceded the empirical work in motivation were formed long before the

emergence of the twentieth century.

From a historical point of view, the roots of motivational concerns were dated back to Greek
philosophers, theologians of the medieval era, English associationists of the 19™ century and other
more recent thinkers and physiologists. As Cofer and Appley (1964) mention, Empedocles’ and
Anaxagoras’ notion of dualism represents the earliest position of motivation, which later received
its complete formulation by Plato and Aristotle. According to the notion of motivational dualism,
human beings - in contrast to animals - were seen to be motivated not only by biological needs and
desires but also by spiritual forces which, in combination with the aforementioned physical
factors, caused the arousal, direction and persistence of human behaviour (Korman, 1974).
Rationality and free will were therefore the dominant motivational concepts at that stage, in direct
contrast to the later emphasis on terms such as needs and drives. However, it has to be noted that
even at that point free will was not perceived as totally unaffected by bodily and environmental
factors, a view shared by Descartes (1649) who, in essence, tried to link will with physical

processes.

During the 19" century English associationists (otherwise referred to as utilitarians) widely used
the principle of hedonism according to which the desire for pleasure and the realisation of
pleasurable outcomes - and, conversely, the aversion for pain and the realization of unattractive
outcomes - were perceived to be the primary motivators of behaviour. The central assumption of
the hedonistic doctrine, i.e., that human behaviour is fundamentally directed toward outcomes that
provide pleasure and away from those that produce pain, can be detected behind most of the
contemporary conceptions of motivation (Atkinson, 1964), and its influence on modemn
psychology has been extensive (Vroom, 1964 ; Vroom & Deci, 1992). Bentham’s ‘hedonic
calculus’ indicated the conscious process that people followed so as to estimate the pleasures and

the pains of their behavioural outcomes. Hence, the notion of rational decisions formed the basis
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on which a new, cognitive-oriented, incentive-centered, type of motivational theory was formed
(Campbell & Pritchard, 1976). Deriving from this theoretical tradition, which is fundamentally
structured upon the premise that the content of mind is acquired through experience, the notion of
associations of events influenced the learning element of almost all the subsequent motivational

models developed thereafter.

The next significant conceptual advance beyond hedonism was made by Thorndike (1913) in his
Law of Effect. Thorndike put forward the proposition that of several responses made to the same
situation, those who are accompanied or closely followed by satisfaction to the individual will,
other things being equal, be more firmly connected with the situation, so that when it (the
situation) recurs, they (the responses) will be more likely to recur ; those which are accompanied
or closely followed by discomfort to the individual will, other things being equal, have their
connections with that situation weakened, so that when it recurs, they will be less likely to occur.
Moreover, the greater the satisfaction or discomfort, the greater the strengthening or the weakening
of the bond is expected to be. Hence, Thorndike’s Law of Effect introduced for the first time the
concepts of learning and past events into the theorisation of motivation, basically maintaining that
cognition and previous stimulus-response connections can explain how present behaviour is
directed toward satisfying events and away from painful ones. In essence, by strongly emphasising
the impact of learning, Thorndike made an important step toward the development of a testable

theory of motivation (Lawler, 1994).

Further in the course of philosophical and scientific progress, the psychology of motivation was
also influenced by the Darwinian revolution and the major growth in physiology. The perspective
of evolutionary theory (Darwin, 1859) cast doubt on the dualism assumption and put forward the
major hypothesis that the motivational processes for both humans and animals could be directly

attributed to instincts and, by implication, should be studied through them (Hall & Lindzey, 1957).

Opverall, the work on motivation in the field of psychology has been dominated by two different
views of the nature of man. The first that has its origins in the writings of Freud and the
neo-Freudians represents man as being driven by inherited, conflicting, unconscious drives that
cause him to behave in instinctual and, at times, self-destructive ways ; the second that can be

traced back to the work of Plato, Aristotle, and more recently to the work of Descartes, Hobbes,
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and Spinoza sees man as rational and aware of his goals, and as behaving in those ways that he
feels will help him achieve these goals of his (Lawler, 1994). In essence, all theories of motivation

in the field of psychology stem from either the one or the other philosophical paradigm.

3.4 Theories of Motivation : The Content and the Process

Both general and more specific theoretical formulations have been utilised through the years for
the study of work motivation. As Berry and Houston (1993) point out, the former are able to cover
a vast range of behavioural events and are adjusted to fit the work setting, while the latter - though
more limited - are focused directly on aspects of work motivation. Despite the general or the
specific orientation of the theories, most of the available theoretical models seem to be clearly
dichotomised both in terms of their focus and in terms of the research questions they set out to
address. Hence, according to Campbell and Prichard’s (1976) conceptual framework, motivational
theories can be distinguished with regard to whether they focus on the content of the motivational
structure or the process of motivation. Content theories aim to identify the variables that exert
influence on behaviour, and address questions relating to the needs that people strive to satisfy
through their work and to the type of rewards that are more attractive to them. In their great
majority, these theories and their proponents (Freud, Murray, McDougall, Maslow) have their
roots in the clinical approach. On the other hand, process theories and those who defend them
(e.g., Hull, Spence, Tolman etc.) are much more experimentally oriented, and are mainly
concerned with trying to specify the processes and the dynamics that force a person to make

choices, to expend varying amounts of effort, and to persist toward the attainment of a set goal.

The following sections attempt a literature review of the various theories of work motivation,
with the intention of presenting a total picture of the contributions made by the different areas in
the field of psychology. In this attempt, the dichotomisation of motivational theories into content
and process has been maintained and, as a consequence, the related concepts (such as instincts,
drives, needs, motives, incentives, goals, values, expectancies, etc.) and their operational

definitions have been discussed within the content / process continuum.

As such, the following first part of this review focuses on the content of motivation and the nature

of human needs.
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3.4.1 The Content of Motivation

The emergence of the motivational concept of needs was inevitably influenced by Darwin’s
proposition that human and animal behaviour is aroused and directed by instincts. In essence,
the notion of needs derived from the theory of instincts according to which people are generally
motivated by their innate impulses. Notwithstanding the vagueness of the term instinct (Troland,
1928), it was initially adopted by James (1890) who argued for the existence of various instinctive
tendencies such as the instincts of locomotion, imitation and sympathy etc. McDougall (1908), in

[

his instinct-motivation theory, perceived instinct as “..an inherited or innate psychological
disposition” (p.30). In contrast to James’ mechanistic view of instincts, McDougall insisted on the
purposive as well as the goal directed nature of the term. Having also departed from the absolute
rationality of human beings, Freud’s (1925) theory of motivation proposed two basic instincts -
sex and aggression - as determinants of the arousal, direction and rigor of human behaviour. Since

these unconscious, pleasure-oriented, instinctive urges were seen as responsible for much of

motivated behaviour, the term unconscious motivation was coined.

Despite its initial acceptance, the instinct theory of motivation has received severe criticism
through the years (Hilgard & Atkinson, 1967). As Levinson (1981) points out, although
organisation behaviour was initially discussed and examined within a psychoanalytic context, the
psychoanalytic/ Freudian approach has exerted little influence on the investigation of motivation in
organisations ever since, primarily because it was originally developed with the intention of
explaining patterns and cases of maladaptive behaviour. And although the idea of inherited
instincts was dismissed in the end, Murray’s (1938) articulation of the need theory of motivation
gave a second wind to this approach. Murray saw instincts as being essentially learned, and he
thereof introduced the concept of psychological needs as the individual’s primary driving force, a
concept that eventually became one of the most pervasive in the field of work motivation and one
that still is very instrumental in theories that view the person as being pulled towards the
attainment of attractive outcomes (Deci, 1992). He went on to conceptualise and put forward
twenty needs (such as the needs for achievement, affiliation, aggression etc.) as potential
behavioural motivators, which, although have been extensively used in the contemporary literature

of organisational psychology, lacked empirical backing at the time.
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The work of Murray was complemented by Maslow’s (1943, 1954, 1970) Need-Hierarchy theory,
a theory that also focuses on the content of the motivational structure and constitutes one of the
most popular models of work motivation ever expressed. Having drawn from clinical
observations, Maslow claimed that within human creatures a multitude of universally applicable
physiological, safety, love, esteem and self-actualisation needs exist, needs that influence human
behaviour. According to his theory, when one of these needs is present the individual will be
motivated to the behaviour that will lead to the need being satisfied. Furthermore, Maslow stated
that the aforementioned needs do not have an equal effect. In his view, both physiological and
psychological needs exist in a hierarchical order of prepotency with higher-order needs emerging
only after the satisfaction of the lower-order ones. In essence, there is a hierarchy of needs in
which certain needs will dominate other needs until they are met, and once they are met they will
no longer have any motivating effect (Lyne, 1995). Moreover, within Maslow’s motivational
framework need gratification is theorized to reduce motivation except in the case of the
self-actualisation need where satisfaction is seen to be constantly increasing. As Howell (1976)
comments, the implications of Maslow’s theory for managers in the workplace are significant,
since if top managers are aware of their subordinates’ needs, they can identify their goal-objects
and make the appropriate group interventions that will motivate them. What is more,
the organization can benefit from the gratification of its employees’ lower needs since - according
to the theory - it is possible thereafter to motivate them indefinitely through their self-actualised
needs. Nevertheless, Wahba and Bridwell (1975) point out some of the weaknesses of this
theoretical framework when they claim that Maslow’s explanation about needs’ activation and
gratification cannot be easily interpreted and his propositions regardless of their humanistic appeal
receive little empirical support. Indeed, there is empirical evidence which, contrary to Maslow’s
assertions, shows that some satisfied needs become more important over time as compared to
other unsatisfied ones (Hall & Nougaim, 1968 ; Lawler & Suttle, 1972). In addition, the accuracy

and completeness of the proposed list of needs has widely and repeatedly been questioned.

A modified version of Maslow’s need hierarchy theory has been proposed by Alderfer (1969,
1972). His ERG model postulates only three levels of needs (Existence, Relatedness and Growth),
with the unsatisfied higher needs giving rise to the lower ones (what Alderfer refers to as
frustration / regression process), and the possibility that two needs are activated at the same time.

Nevertheless, Alderfer’s admittedly more flexible theory of motivation does not really overcome
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the weaknesses that the Maslow model presents, in the sense that it is equally - and perhaps
inherently - inaccurate and incomplete as far as the choice of needs is concerned, whereas it also

lacks supporting evidence.

The role of needs in motivation was also highlighted by Herzberg (1968), who looked at the
content and satisfaction in the workplace and came up with the Two-Factor theory. In his theory
of motivation, he essentially divided the factors that affect behaviour into two broad categories.
These are the motivating factors (that include job-related variables such as achievement,
recognition, a challenging job, promotion, responsibility, etc.) and the hygiene factors
(e.g., company policies, work conditions, interpersonal relations, job security, salary, etc.).
Hygiene factors are assumed to reduce job satisfaction and motivation, whereas motivating factors
have the potential to increase the individual’s job satisfaction and his / her motivation. In effect,
the theory is built around two major premises :
1) there is a significant relationship between job satisfaction and motivation ; where job
satisfaction is high, motivation will be high and vice versa.
ii) the factors that have a significant effect on job satisfaction - and thereby on work
motivation - are quite different from those which have a negative effect.
In Herzberg’s view, the hygiene factors - which basically serve the biological needs - can only
cause less dissatisfaction, while it is the motivating factors, which are associated more with

intrinsic needs for achievement, that can lead to higher level of satisfaction and motivation.

Overall, the major contention of the Two-Factor theory is that motivation to work is expected to
increase only when the motivating factors are present in the work situation ; removing negative
hygiene factors will have only a limited impact on motivation, as the strong and critical motivating
effects arise from the motivating factors themselves. However, the existence of the hygiene
factors are seen as a constraint on the effective working of the motivating factors, and need
therefore to be eliminated or reduced to the extent possible (Lyne, 1995). All in all, the fact that
motivation is seen as a product of universally common individual needs is noted as one of the
theory’s weak points, whereas the evidence indicating that all factors contribute to both
satisfaction and dissatisfaction (Dunnette, Campbell & Hakel, 1967) casts doubts on the model’s
internal validity and reliability. On top of that, the possibility that the two-factors division

proposed and confirmed by Herzberg is an artifact of the individual characteristics, sex
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differences, and the organisational environment within which the particular research took place

cannot be ruled out (Miner & Dachler, 1973).

McClelland’s (1961) concept of needs was used in a less deterministic way. In the same
theoretical vein with Maslow’s (1943, 1954, 1970) Need-Hierarchy theory he also proposed a
hierarchy of factors which motivate behaviour, however, his hierarchy was much less rigid
involving only three needs : the need for achievement, the need for power, and the need for
affiliation. Originally, McClelland, Atkinson, Clark and Lower (1953) focused on and examined
the motivational role of the specific need for achievement within the organisational setting, on the
basis of which high achievers were expected to be more motivated to accomplish some internal
standards of excellence than low achievers. They claimed that the achievement needs can become
strong motivators in individuals whose personality is such that they have a strong need to achieve,
particularly if the work circumstances have the appropriate characteristics to bring out the
maximum motivating effect (e.g., opportunities to take responsibility, environment within which
the employee receives credit and recognition for taking initiative, etc.). In a similar way, power
motivation and affiliation motivation may be particularly effective for certain individuals,
operating under the right conditions. Worth noting is the point that both the need for achievement
(nAch), and the needs for power (nPower) and affiliation (nAff) are conceived within
McClelland’s framework as acquired and learned, and thus may be increased - with obvious
motivational benefits for the organisation - through training (McClelland & Winter, 1969).
In addition, McClelland suggested that all three needs can occur at the same time, although one
may be dominant over the others at any point in time. In other words, different people are likely to
respond differently to the three aforementioned needs, simply because different people - or the

same people at different times - may have a different order of needs in the hierarchy.

Overall, the content approach has accounted for the discovery, placement and importance of needs
and has attempted to identify the specific factors that influence employees’ behaviour. As they
concentrate on input and not interaction, the proponents of this approach have diagnosed what
rewards people desire, which needs are to be satisfied, and which incentives are the most powerful
(Campbell & Prichard, 1976). However, content theories’ implicit, but clearly erroneous,
assumptions that

1) all people are alike, sharing by and large the same needs,
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2) all situations are alike,

3) there is ‘one best way’ to motivate people,
have led to the underestimation of the individual’s role. As Furnham, Forde and Ferrari (1999)
showed, the reliability of using a content theory may be seriously affected by workers’ individual
differences. Regardless of their global motivational character, other personal and situational
factors (e.g., nature of work, organisational position, culture, etc.) may have an equally significant
part to play in the motivational process together with the gratification of the individual’s needs.

An overview of the most influential need theories is presented in Figure 3-1.

Maslow’s Alderfer’s Herzberg’s McClelland’s
Need-Hierarchy Theory ERG Theory Two-Factor Theory PAA Theory

Self-actualisation needs
(advancement, growth)

Growth needs Achievement needs
Self-esteem needs

(achievement, responsibility, Motivators
approval, recognition, status)

Social needs

(acceptance, affection, Relatedness needs Affiliation needs
belonging, interpersonal

Safety needs
(security, working conditions,

freedom from fear) Existence needs Hygiene Power needs

Physiological needs
(salary, food, drink, shelter)

Figure 3-1 : Classification of Need Theories

3.4.2 The Process of Motivation

Essentially, the development of process theories of motivation represents a shift in the focus
of scientific enquiry in the field of organizational psychology, a movement away from the
identification of specific factors that are believed to be associated with high degrees of motivation
in most individuals, towards more general formulations that allow different people to be motivated
in different ways (Emmanuel et al., 1990). That is, process theories of motivation fundamentally
recognize that individuals differ in a number of variables which “in a dynamic state affect the

individual’s behaviour and motivational force” (Steers & Porter, 1979, p.210), and it is therefore
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the investigation of the inferaction between these independent variables - and their combined
effect on motivation, the main dependent variable - that constitutes their main subject matter.
Drives, reinforcements and expectancies are some of the independent variables employed within
the different process models that have been developed through the years to explain (predict)

differences in dependent variables such as choice, effort and persistence in the work situation.

The term drive was first coined by Woodworth (1918) and it was later used in Hull’s (1943)
Drive-Reduction theory, which basically posited that drive states derive from tissue needs,
generate behaviour, and their reduction has the potential to reinforce learning. Hull saw the
motivational force as the multiplicative function of drive and habit (Effort = Drive X Habit),
though later the incentive factor was added to the formulation. However, to the extent that within
the particular motivational model behaviour modification was seen to be accomplished through the
reduction of primary needs, there were a few - if any - practical implications for the management

of motivation in the organisational context (Vroom & Deci, 1992).

Having also drawn upon Thorndike’s (1911, 1913) law of effect, Skinner’s (1953) Operant theory
emphasised the consequences of positive and negative reinforcements on behaviour, and simply
stated that employees’ behaviours are likely to be repeated when they lead to positive outcomes.
The role of rewards (and penalties) is fundamental within reinforcement theory as they are the key
factors that are seen to cause behaviour to be repeated (or averted), provided that positive (or
negative) reinforcement follows the expression of the particular behaviour that is intended to be
encouraged (or discouraged). Although Skinner’s Operant theory has been only implicitly
motivational, it has nevertheless been frequently applied in organisational settings (Hammer,
1974), since it provides, first, a number of insights on how behaviour can be directed and
controlled through reinforcements in practice, and second, a set of testable research hypotheses
(predictions) about effort and task choice in the work situation. Deci (1975), however, criticises
the behaviourists for being partial in their approach to motivation management, in the sense that
they advocate a purely external (extrinsically-oriented) reward system which, although can gratify
the individual’s lower order needs, it totally disregards the motivational scope of its higher order
needs. In effect, within this school of thought intrinsic rewards are largely ignored, and humans

are thereby viewed as passive responders to the external environmental stimuli (Mitchell, 1974a).
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On top of the previous psychological approaches to motivation, the more recent, cognitive-based,
process theories have seen the individual’s behaviour as being determined by the beliefs,
anticipations and expectations that he / she holds about future events. Within the cognitive camp,

expectancy theory, equity theory and goal setting theory seem to hold the most prevalent positions.

3.4.2.1 The Cognitive Perspective

The process by which motivation is activated is clearly illustrated in Adams’ (1965) Equity theory,
which basically maintains that individuals’ work behaviour is affected by their thoughts, opinions
and feelings as these are shaped by the particular environment within which they have to operate.
Adams’ theoretical framework is fundamentally structured upon the concept of cognitive
consistency (Festinger, 1957 ; Heider, 1958) and on the social comparison processes (Festinger,
1954) on the basis of which behaviour is seen to be motivated when inconsistency generates
tension or dissonance, and a restoration of consistency is subsequently sought. Within the
organisational context, the previous notions were transformed into Adam’s social driven and
comparative process theory. According to his view, behaviour is motivated by the perceived
equity (or inequity) of the social comparison, since employees have a tendency to relate the value
of outcomes they receive (salary, bonus, recognition, job status, personal fulfilment, etc.) to the
inputs (expended effort, skill, experience) they commit, and compare this outcome / input ratio of
theirs to the ratio of others. In more detail, from an Equity theory perspective the individual’s
motivation in the workplace is seen to be mainly influenced by his / her preconceived ideas of
what constitutes an equitable reward for the job that he / she performs, and what he / she actually
receives, compared to those around him. When the normative expectations of the person making
these social comparisons are violated - i.e., when he finds that his outcomes and inputs are not in
balance in relation to those of others -, feelings of inequity are likely to result, and the person is
expected to be motivated to take (desirable or undesirable) actions in order to restore equity, or at
least reduce the level of inequity (Steers & Porter, 1979). This perceived inequity can be of two
forms, which both are thought to lead to adverse motivational consequences. If the individual
perceives an unfavourable inequity, dissatisfaction leading to anger, frustration, and motivation
loss occurs ; if the inequity is perceived to be favourable, chances are that the individual will
experience feelings of guilt. In any case, the perceived inequities are theorised to lead to
motivational effects, with the individual being assumed to be motivated to remove or reduce the

tension that is caused by the perceived inequity. Additionally, these motivational effects on the
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individual are hypothesised to be directly proportional to his / her felt dissatisfaction with
the inequities perceived (Lyne, 1995). Overall then, within Adam’s conceptual model of
organisational behaviour, employees’ motivation is seen to largely depend on their perceived
fainess of the work situation and, by implication, on the appropriate tailoring of the job

parameters to fit the individual’s perception of fair (Mowday, 1983).

Locke’s (1968) Goal Setting theory, within which goals are considered to be the primary
determinants of motivation and their attainment as being inherently rewarding and motivational,
also falls within the domain of cognitive psychology. The theory’s formulation makes explicit
how effort and choice are governed by the individual’s goals and intentions. In accordance with
Locke’s basic hypothesis, individuals who set high goals - or consent to high goals already
established by others -, are likely to put in more effort in their job and exhibit a relatively higher
job performance than individuals who set or are willing to accept low goals. However, as Howell
(1976) points out, the definition of and distinction between high and low goals has always been
problematic. Additionally, the fact that some people are more motivated and perform better when
they set high goals (Garland, 1983) has been openly questioned and challenged by Mowen et al.
(1981), who showed out that the efficacy of high-standard goals is dependent on the control

system under which employees operate.

The above literature review serves to demonstrate the point that most of the goal-directed theories
have been mainly concerned with the process of motivation rather than the specification of its
content. They are therefore naturally placed under the umbrella of the process theories of
motivation, which primarily focus on the individual’s reactions to environmental (contextual and
situational) variables, particularly considering the interactive effects between them (Steers &
Porter, 1979). Overall, while content theories stress individual characteristics with particular
emphasis on the critical role of needs in the determination of work behaviour, process theories
seek to cope with the complexity of several job aspects and their influences on the individual’s
motivation. Despite, however, the justified attention paid to work-related variables (e.g., system
of performance evaluation, system of rewards and incentives, organizational climate, leadership
style, etc.), it has to be admitted that process theories tend to overestimate such factors, to the
extent that individual parameters (such as the individual’s needs, beliefs and attitudes) are largely

overlooked. An alternative, more balanced, integrative approach, which has generated the greatest
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amount of empirical research among the various cognitive theories of motivation, is provided by

the expectancy theory that is presented in the following section.

3.4.3 The Expectancy Theory of Motivation

3.4.3.1 Conceptual Underpinnings

The Expectancy-Valence (E-V) theory has proved to be one of the most comprehensive,
cognitive oriented, process theories. Deriving from Tolman’s (1932) cognitive-based model of
motivation and Lewin’s (1936) motivational analysis of social behaviour, the expectancy model
can be seen as a behavioural version of the rational choice model in economic decision making
(Singer & Coffin, 1996), which, in line with classical economic theory, basically predicts that
individuals always act to optimise the expected value (or valence) of the rewards that they expect
to receive (Nadler & Lawler, 1977 ; Ferris, 1977). Overall, within the context of expectancy
theory of motivation individuals are presumed to act as rational decision makers whose behaviour
is guided by an analysis and weighting of the potential costs and benefits of alternative courses of
action. This analysis is held to be based

(i) on the individual’s preferences (valences) among the different resulting outcomes,
preferences that believed to relate to the individual’s needs,

(1) on some sort of forward-looking beliefs (expectancies) about these outcomes,
beliefs that are thought to be formed on the basis of the individual’s previous
experiences (Porter & Lawler, 1968).

More specifically, through the prism of expectancy theory individuals are mainly seen as reasoning
beings that have expectations and beliefs about their future actions, as well as preferences among
the various outcomes of these future actions. Accordingly, human behaviour is viewed as the
outcome of the interactive processes between the individual’s characteristics and his / her

perceptions of the environment within which he / she operates.

In general terms, the theory is basically structured upon four major assumptions / building blocks
with regard to the causes and mechanics of human behaviour. : rationality, preference, expectation
and cognition. Within a ‘utility maximisation’ spirit, and fundamentally based upon a definition
of man as goal oriented, need satisfying, and as one who interacts with his environment in a
“rational” manner (Wanous, 1972), E-V asserts that people within organisations are motivated to

perform an action when they perceive that the consequences of this action are favourable to them ;
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that is, when they expect that the activity in which they engage will provide them with goals and
outcomes that they need and, subsequently, value. In work situations in the organisational setting,
individuals are faced with a number of possible behaviours, essentially with a number of choices
to perform at different levels of effectiveness. The major postulate of expectancy theory is that, in
such situations, people must be expected to behave in the way they think it will have the most
favourable results for them, i.e., in the way they expect to maximise the potential benefits and
minimise the potential costs associated with the situation. This criterion is assumed to govern their
choices among alternative courses of action within organisations. Hence, individuals within the
expectancy model are not seen as inherently motivated or unmotivated ; motivation largely
depends on the situation they are in - situation that is itself determined by the structures provided
by the organisation (such as the organisation’s PMERS) - and how this situation is perceived to fit

or not to fit their own personal needs (Nadler & Lawler, 1977).

Another fundamental - though implicit - assumption of E-V theory is that human behaviour in the
organisational context is primarily conscious and goal-directed. Individuals are seen as largely
autonomous beings that make conscious, well-calculated decisions about their behaviour in their
job on the basis of their own needs, preferences and expectations of what the world is like today
and is likely to be in the future. In effect, they are assumed to consider all the alternative plans of
action, to use their ‘mental maps’ to decide upon the optimal course of action, and to eventually
choose the behaviour that is more likely to lead them closer to attractive and gratifying outcomes

(rewards) and away from undesired ones (penalties).

Of equal importance to the expectancy model of motivation is the premise that organisational
behaviour is jointly determined by both individual and environmental factors. Essentially,
individuals are seen to respond (rationally) to their work environment, drawing upon their
psychological profile (attitudes, needs, expectations, values personality traits) as it has been
developed by their past experiences. In this sense, the interaction of environmental, job-specific
variables (supervisor’s style, performance evaluation system, reward system, etc.) with the
individual’s personal characteristics is crucial within the expectancy framework, as different
environments are likely to affect similar people in a totally different way, and different people may

behave differently under similar environmental conditions. This assumption, deriving from the
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alleged variation in human needs, desires and goals, significantly contributes to the individualistic

nature of the model.

3.4.3.2 Basic Theoretical Formulations and the Porter & Lawler Model

The relevance of expectancy theory for the examination of work motivation was first demonstrated
in the work of Georgopoulos, Mahoney, and Jones (1957), and later in the models presented by
Vroom (1964) and Lawler and Porter (1967) who both saw motivation as a function of the

employee’s expectations that his behaviour will lead to valuable (for him) outcomes.

Classified as a process theory of motivation, expectancy-valence theory is typically concerned with
specifying the processes and the dynamics involved in the determination of the individual’s
motivation and performance, and thereby posits in its classic version (Vroom, 1964 ; Lawler &
Porter, 1967) that the motivational force on the individual to perform at a particular level of effort
is a joint function of two types of perceptions, namely :

1) the perceived value (valence) that he / she assigns to the various outcomes and

rewards associated with his / her job (V), and
ii) the perceived probability (expectation or expectancy) that effort on his / her part will

lead to these outcomes / rewards (E>R).

Notationally, the latter can be expressed as follows :

Motivational
— —
M= f [V (E—*R)] ) or Force Valence X Expectancy

What is suggested by the above mathematical notation is that that Motivation (M) is determined by

the interaction of two prime variables, namely :

— the V or Valence (Perceived Value) of Rewards (R), which is conceptually defined as the

degree of desirability, or the degree of attractiveness (preference) the individual places on
the Rewards (R) that he / she expects to receive in the context of his / her job, that is, the
strength of his / her positive or negative affective orientation towards the particular rewards.

Based on Lewin’s use of the term (1935 ; 1938), this valence-of-rewards variable in the
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model refers to the manager’s anticipated (perceived) satisfaction associated with the

various possible rewards or outcomes associated with his / her work.

— and the (E*R) or Effort-Rewards Expectancy, that is defined as the degree of subjective

expectation (belief) that the individual has concerning whether or not the expenditure of his
/ her Effort (E) will actually lead to the attainment of the valued Rewards-Outcomes (R)
that are associated with his / her job. In essence, this variable refers to the manager’s
subjective probability estimate regarding the perceived likelihood that the various, possible

rewards that he / she desires will follow from putting forth certain levels of effort.

Overall, expectancy theory makes a simple - though attractively logical - prediction about human
motivation (i.e., the intention to expend energy) in the workplace, on the basis of which the
individual is expected to be motivated only when he / she
(1) perceives that the intended effort on his / her part will lead to a particular
outcome
(i1) considers that outcome to be attractive to him / her.
Stated differently, from an expectancy theory perspective the motivational force on the individual
to expend a higher amount of effort is greater,
(1) the more the individual believes that his / her effort will suffice for the attainment
of specific outcomes / rewards (effort-rewards expectancy)

(11) the more the individual values these outcomes / rewards (valence of rewards).

Worth emphasising at this point is the multiplicative aspect of the model, as depicted in
equation (1). This multiplicative combination of the terms that are hypothesised to determine the
individual’s motivation follows from the recognition that unless all variables (valences and
expectancies) are present in some degree, there will be no motivational force on the individual.
In other words, each variable alone is a necessary but not a sufficient condition for motivation.
If a person highly values the rewards potentially available in his / her work environment, but, at
the same time, he / she believes that their attainment is in no way dependent on his / her effort
expenditure, then this person’s motivation is expected to be zero. In like manner, even if a person
believes that his / her intended effort is likely to lead to the aforementioned rewards, he may still

experience a low level of motivation if these rewards have very low value for him.
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A number of alternative expectancy models have been developed through the years on the basis of
the above central theoretical formulation (e.g., Atkinson, 1958 ; Edwards, 1954 ; Peak, 1955 ;
Rotter, 1955 ; Vroom, 1964). And although in their totality they admittedly provide the most valid
and comprehensive approach for the understanding of motivation and of the factors that affect it
(Lawler, 1973 ; Nadler & Lawler, 1977), they have been rightly criticized
* for their ahistorical nature, that is, for the fact that all expectancy theory predictions
about motivation are formed in terms of expectations and perceptions of future
consequences with no regard to the individual’s previous reinforcement history
(Miner & Dachler, 1973),
* for their unreasonable assumption about the individual’s unlimited cognitive ability,
i.e., the assumption that the individual consciously and purposefully considers all the
possible courses of action before he chooses the optimal one that is likely to maximise
his ‘pleasure’ and minimise his ‘pain’ (March, 1972 ; Belcher, 1980), as well as
* for their overemphasis on extrinsic rewards, i.e., their one-sided approach to motivation
through purely external incentives and their failure to recognise the motivational

importance of potentially critical concepts such as drives, needs, intrinsic rewards, etc.

(Halachmi & Holzer, 1987).

Porter and Lawler (1968) have acknowledged these inherent weaknesses and have attempted to
address them in their work on motivation. Their model of organisational behaviour represents a
refinement and extension of expectancy theory, essentially a more integrative approach to the
investigation of the phenomenon of motivation in the workplace, which incorporates such issues
as role perception, traits, extrinsic and intrinsic rewards, and the question of equity. In effect, this
extension of the expectancy-valence model is a comprehensive, “over-arching” framework
(Cooper & Makin, 1984) that provides the ground within which many of the dominant theories of
management and motivation (such as Bamard’s (1938) concept of the equilibrium between
contributions and inducements, Maslow’s (1954, 1970) Need theory, Adams’ (1963, 1965)
Equity theory, and Hackman’s et al. (1975) Job-Design model) together with their relevant
influential principles (such as the principles of reinforcement, goal-setting, job enrichment and

enlargement, intrinsic and extrinsic motivators, job satisfaction, etc.) can be usefully fitted.
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All in all, Porter and Lawler’s (1968) model - graphically depicted in Figure 3-2 below - has been
characterised by Campbell and Pritchard (1976) and others as the least complex and most

comprehensible of the E-V models available.

Degree to which (10)
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satisfy needs
v (®)
Value of | (1 Abilities and] (8b)
Rewards i
Traits Extrinsic
l ) ©) Rewards \
Effort Performance —»] Satisfaction
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Source : Porter, L.W. - Lawler, E.E. (1968), “Managerial Attitudes and Performance”, Homewood, Ill.:
Irwin-Dorsey.

Figure 3-2 : The Porter and Lawler Model

In essence, the model provides a set of clear-cut predictions about
a) the determination of the individual’s work motivation [4]

b) the determination of the individual’s job performance [7].

With regard to the determination of motivation, the model postulates in its central expectancy
theory core that an individual will select the behaviour to engage in and the level of effort to be
exerted on the basis of the subjective probability estimate that effort will lead to certain
outcomes / rewards (E->R) and the value (V) that he or she places on these outcomes / rewards

(Ferris, 1977). Effort here refers to the amount of energy the individual is willing to expend in a
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given situation, and is the variable in the model that most closely corresponds to the motivational
component in typical discussions of the motivation of performance (Lawler & Porter, 1967), the
variable that is basically intended to provide an explanation of how hard an individual works,

rather than how effectively the individual performs.

All in all, the assumption is that at any particular point in time,
1) people have differing preferences among the various outcomes that are potentially
available to them
ii) people have different expectancies about the likelihood that an action (effort) on their part
will lead to certain outcomes
iii) the actions a person chooses to take are determined by the expectancies and the
preferences that person has at the particular point in time. (Lawler, 1994).
It is therefore two factors - “antecedent attitudes” in Lawler and Porter’s terminology (1967,
p. 122) - that are seen to determine the effort [4] a person puts into his/ her job (i.e., his / her work
motivation), namely :
- the momentary belief about the likelihood that a particular act will be fulfilled by a
particular outcome / reward (effort-reward expectancy) [1]

- the person’s affective orientation toward the particular outcome / reward (reward valence) [2]

(Vroom, 1964).

In relation to the establishment and revision of the individual’s perceptions and anticipations,
the model introduces - in a dynamic, circular sense - the notion of feedback loops that run from the
individual’s past behaviour experiences back to the present determinants of his / her motivation
(Nadler & Lawler, 1977). Although it is right to say that there is a certain degree of stability to the
perceived expectancies and reward valences over time for a given person, it is also clear that these
factors / determinants of the person’s motivation can and do change, mainly on the basis of various
situational and contextual parameters of the environment with which the person interacts
(Lawler & Porter, 1967). As such, the individual’s perceived effort-reward (E->R) probability [2]
is assumed within the model to be directly influenced, apart from the given actual situation itself,
by a number of other factors such as the communication of other people’s perceptions of the
person’s situation, the person’s self-esteem [3] (which essentially denotes the individual’s beliefs

about his / her ability to deal with and control the environment in which he / she operates (Argyris,

79



PMERS, Managerial Motivation and Environmental Uncertainty THEORY & HYPOTHESES

1964 ; Rotter, 1966)), and his / her previous personal experience in similar situations, that is,
his / her past task successes (or failures) and the rewards (or penalties) that did or did not follow
these successes (or failures) [feedback loop a] (Lawler, 1973). The latter factor essentially
highlights the importance of cognition (learning) in the establishment of the person’s (E->R)
expectancy within any given situation (Graen, 1969). The exact manner by which outcomes
acquire their preferential value (or valence) (V) is unspecified in the model, however, at least one
way is suggested by the feedback loop [b] from ‘Satisfaction’ [9] through the ‘Degree to which the
reward is perceived to satisfy needs’ [10] to the ‘Value of Reward’ [1]. What is implied here by
Porter and Lawler is that rewards acquire valence as a function of their ability to “satisfy”.
In addition to the felt satisfaction with the reward (i.e., how much the individual thinks that the
particular reward satisfied his / her personal needs in the past (Maslow, 1954)), the perceived
equity of a reward (Adams, 1965) was later proposed to influence the reward’s subsequent

anticipated value (V) (Lawler, 1994).

As far as the individual’s job performance is concemed, Lawler and Porter (1967) define it
as “...the amount of successful role achievement” (p. 131), and posit it to be a joint function of the
individual’s ability to perform the job, his / her role perceptions with respect to the job, and his /
her motivation to perform the job (Ferris, 1977). The underlying notion here is that effort
(motivation) is not synonymous with performance (accomplishment). The other variables, which,
in addition to motivation [4], are theorised to affect task performance [7] are
(1) the person’s ability [5], that is, the individual’s “...relatively stable, long-term
characteristics (e.g., intelligence, personality traits, manual and psychomotor skills,
etc.)...his / her currently developed power to perform” (Lawler & Porter, 1967, p. 129),
essentially, his / her “...potential for performing some task which may or may not
eventually be utilized” (Vroom, 1964, p. 198). In effect, these ability and trait patterns
are seen as ‘boundary conditions’, as an upper limit on the level of the individual’s
performance.
(2) the person’s perception of his / her role [6], i.e., his / her definition and understanding of
the “...kinds of activities and behaviours in which he feels he should engage so as to
perform his job successfully...effectively, the more situationally-specific perceptions that

determine the direction in which the individual applies his effort” (Porter & Lawler,
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1968, p. 24). Under the influence of drive theory, Lawler (1971) further maintained that
this perception is basically learned through previous experience.
The above theoretical proposition about the determinants of the individual’s performance gives
rise to a number of seemingly logical and intuitively sound working hypotheses. First, it suggests
that for an individual with low ability, incremental increases in motivation are likely to yield
smaller increases in job performance than when ability is high (Galbraith & Cummings, 1967).
Second, it implies that a high level of motivation would have little effect on performance if the

individual lacks a proper understanding of his / her job requirements (Lawler & Porter, 1967).

With regard to the relationship between performance [7] and rewards, the Porter and Lawler model
maintains that the individual’s performance has the potential to generate rewards, and, further,
usefully recognises the existence of two types of rewards : intrinsic and extrinsic. On the one
hand, intrinsic rewards [8a] are basically the rewards that are seen to satisfy the individual’s
higher-order needs (in the Maslow (1970) sense), tend to be administered by the individual to
himself / herself and thereby result automatically from and have a direct relationship with his / her
performance, and are essentially intrinsically satisfying (e.g., feelings of achievement, recognition,
and self-actualisation). On the other hand, extrinsic rewards [8b] - most usually associated with
pay, salary raises, year-end bonuses, fringe benefits and promotion - are thought of as satisfying
more basic, lower-order needs, as being administered by external sources and agents (such as,
the organisation, the supervisor, the PMERS, etc.), and, therefore, as having a more sporadic kind
of relationship with the individual’s performance. That is to say that, in contrast to intrinsic
rewards, extrinsic (externally administered) rewards do not always follow successful task

achievement.

Lastly, the model postulates that the result of the attainment of a reward [8a,8b], as well as the
individual’s perceptions of the relative value of the obtained reward, lead to the individual
experiencing a positive or a negative affective response, that is, a level of satisfaction or
dissatisfaction (9) (Pritchard & Sanders, 1973 ; Nadler & Lawler, 1977). Porter and Lawler (1968)
refer to satisfaction as a ‘derivative variable’, in the sense that its meaning and / or value is
believed to be determined by the individual’s comparison between what he / she considers as an
equitable reward and the actual reward that he / she receives in the context of his / her job. To the

extent that the perceived equitable reward exceeds the actual reward, the individual is likely to be
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dissatisfied ; if the actual reward exceeds the perceived equitable reward, the individual is
expected to be satisfied. The larger the difference between these two values, the greater the degree
of dissatisfaction or satisfaction is assumed to be (Adams, 1963, 1965). In this sense, within the
context of the Porter-Lawler model job satisfaction largely depends on the match between
expected and obtained rewards. Satisfaction, in turn, has a general positive or negative impact on
the future decisions the individual will make with respect to the value of promised rewards
(the latter is highlighted in Figure 3-1 by the feedback loop b, connecting “Satisfaction” with
“Value of Reward”, as was discussed earlier). Since individuals are theorised to have the capacity
to remember pleasant and unpleasant experiences (the hedonistic aspect of expectancy theory),
and to attach these memories to particular contexts and stimuli, it is assumed that the individual
will anticipate future, pleasant and unpleasant, outcomes and choose among (i.e., be motivated
toward) his / her behaviour alternatives accordingly (the cognitive aspect of the theory).

Hence the important role of satisfaction in the model.

Overall, the basic proposition put forward by the Porter and Lawler framework is that, apart from
the relatively stable role of ability in the determination of performance, a number of antecedent
attitudes / perceptions influence the individual’s performance, primarily through the other two
determinant variables of performance, i.e., the individual’s motivation and his / her role
perception. Two types of perceptions - namely, the perceived value of rewards, and the perceived
probability that rewards depend on effort - are involved in determining the individual’s effort
(motivation), which together with the individual’s understanding of his / her role (a particular type
of perception in its own right) are seen to exert a joint effect on the individual’s subsequent task
performance. Thus, according to the model, if the intention is to modify performance, one way to
do it is though changing the individual’s job attitudes, specifically his / her perceptions about 1) the
value of the rewards that he / she receives, ii) the relationship between the effort that he / she
expends and the rewards that he / she receives, and iii) the job role that he / she performs. These
three types of attitudes are considered within the model to be the most crucial antecedent attitudes

of effective job performance (Lawler & Porter, 1967).
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3.4.4 The Expectancy Model of PMERS-Directed Behaviour
This section draws on the discipline of Applied Organisational Psychology in general, and on the

previously reviewed literature in the area of Expectancy theory in particular, in order to develop a
theoretical framework that can relate the four main variables under investigation in this study -
PMERS, managerial motivation, managerial performance, environmental uncertainty -, and form
the conceptual basis for the hypotheses proposed and summarised at the end of the section.
Without losing sight of the primary aim of the particular research endeavour - which is to examine
the effect of the PMERS on the behaviour of middle-level managers who are operating under
differing conditions of environmental and task uncertainty -, the following paragraphs attempt to
provide a detailed account of the way in which the aforementioned variables have been

conceptually defined within the proposed model.

The expectancy framework upon which this research is structured has its conceptual roots in the
work of and the expectancy-theory models put forward by Vroom (1964), Porter & Lawler (1968),
and Jiambalvo (1979). Adopting a micro-behavioural perspective of analysis and basically
building on the well-developed literature on Expectancy / Valence theory, Jiambalvo (1979)
proposed his Evaluation model of Directed Job Effort, in essence a convincing explanatory theory
about the impact of the PMERS on the manager’s behaviour. Starting from the basic premise that
the PMERS is the major organisational mechanism that links rewards with managerial motivation
and performance, that is, the main motivational device that organisations use in order to induce
their managers to increase the effort they expend in performing their tasks, he conceptualises the
PMERS as a 3-step sequential process - parallel to the three stages identified in Hopwood’s (1974)

Measurement-Reward Process - that basically involves :

(1) defining the dimensions and standards of the job on the basis of which managerial

performance is to be assessed

These evaluation dimensions, that essentially are general categories of job-related
behaviours, are an effective means of ‘operationalising’ the complex concept of
managerial behaviour into a system of measures and standards of managerial performance,
a system that is typically abstracted from the top management’s conceptions of the overall

organisational purposes.
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(2)_assessing managerial performance along the determined evaluation dimensions

Measurements of the manager’s actual performance on the predetermined evaluation
dimensions (as these have been established in the previous step) are taken, and
comparisons with the organisationally desirable performance standards on these
dimensions are made in order to reveal the manager’s overall contribution to the

organisation’s goals.

(3)_dispensing rewards to managers based on the overall performance evaluations

A number of carefully selected rewards are finally awarded to the managers on the basis
of their overall performance evaluation, i.e. on account of their contribution to the overall
organisational goals as this is assessed by the established system of standards and

measures of performance.

On the basis of the above conceptualisation of the PMERS, and always within an expectancy
theory perspective, the theoretical model that is presented below principally maintains that the
motivational force that is exerted by the PMERS on the manager’s intended behaviour is mainly
influenced by the manager’s subjective beliefs (‘expectancies’) and preferences (‘valences’)
concerning the consequences of his / her actions as he / she comes to interact with the Formal
System of Performance Measures and related Rewards of the organisation within which he / she
operates. Structured upon the conceptual premises of the typical expectancy-theory formulation as

these were discussed in detail in section 3.4.3.2,

M= {[vEsn] o

but purposefully modified in order to incorporate the motivational impact of the PMERS,
the analytical framework that underlies the present study brings together its three central
behavioural variables of interest (i.e., the PMERS, the middle-level manager’s motivation, and his/
her subsequent performance) by fundamentally positing that the manager’s motivation to perform

is jointly determined by five variables / managerial perceptions about the PMERS, namely :
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— the manager’s subjective belief about whether or not he / she can actually reach the
organisationally desirable standards of performance - as defined by the PMERS - if
he puts effort to it ; that is, his / her perception concerning his / her ability to perform
at the organisationally desirable level as this is identified by the PMERS
(Perception about the Attainability of Standards or Effort-Performance (E>P)
Expectancy)

— the manager’s subjective belief about whether or not his / her actual performance is
reflected completely in and captured accurately by the PMERS’s measures, i.e.,
his / her perception regarding the ability of PMERS to capture and evaluate his / her
actual performance in an accurate and just way
(Perception about the Accuracy of Measures or Performance-Evaluated Performance
(P->EP) Expectancy)

— the manager’s subjective belief about whether or not the rewards he / she receives
are effectively contingent on his / her PMERS-evaluated performance, that is, his /
her perception about the efficacy of the PMERS to reward equitably and fairly his /
her actual performance
(Perception about the Dependency of Rewards on Individual Performance or
Evaluated Performance-Rewards (EP-2R) Expectancy)

— the manager’s subjective belief about the value of the extrinsic rewards that are
distributed to him / her by the PMERS
(Perception about the Value of Extrinsic Rewards or Extrinsic Valence (EV))

— the manager’s subjective belief about the value of the intrinsic rewards that are
associated with his / her job

(Perception about the Value of Intrinsic Rewards or Intrinsic Valence (IV)).

Notationally then, a manager’s level of motivation may be expressed as a joint function of the

above five expectancy variables / managerial perceptions about the PMERS :

M =f[(EV (E>P) (P+EP) (EP*ER)) + IV] @
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Overall, the above model of managerial motivation' attempts to draw attention to the fact that for a
well-designed PMERS - an ideal motivational contract in Merchant’s (1989) terminology - to fulfil
its motivational role and potential, it must not only possess in reality, but also be perceived by
those it is suppose to motivate as possessing, a number of necessary attributes, specifically :

1) performance standards that are attainable,

i1) performance measures that are accurate and complete, and

1i1) rewards that are, first dependent on the manager’s evaluated performance, and

second highly valued by the manager they are supposed to motivate.

In addition to this central proposition - which essentially constitutes the model’s main link with
management control theory -, a number secondary but equally important notions derive from the

above theoretical conceptualisation of managerial motivation.

e According to the behavioural model underpinning this study, managerial motivation is
basically determined by the manager’s subjective beliefs about a number of perceived
characteristics of the Performance-Measurement-Evaluation-Reward System (PMERS).
The emphasis here is certainly on the importance of perceptions. Although the objective
reality may have a quite instrumental role in establishing these critical (from a motivational
point of view) perceptions, eventually, as Porter et al. (1975) point out, what actually exists
does not really matter as far as the motivation of managers is concerned ; managers will
respond to what they think it exists. In Nadler and Lawler’s words, “...it is the perceptions

of people that determine their motivation, not reality” (1977, p.32).

e Secondly, the model that appears in equation (2) insightfully incorporates the possibility of
the manager’s motivation being driven by factors other than the organisational (extrinsic)
rewards (EV) that are administered through the company’s PMERS. The inclusion of the
variable IV (Value of Intrinsic Rewards) in the model puts forward the notion that
motivation may also be triggered by a second type of rewards that are not provided by any
external agent, but they are rather seen as being intrinsic (self-administered) to the

person’s own behaviour (Porter & Lawler, 1968). On that matter, Jiambalvo (1979, p. 440)

! A revised version of the Porter and Lawler Model, that incorporates the critical effect of the PMERS on the
motivation of managers, is presented in Appendix A.
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mentions that “although the evaluation process is thought to affect [motivation] directly,
some job behaviours may be rewarding in themselves without being tied into the
performance-reward system of the organisation”, whereas a number of other researchers in
the management control literature (e.g., House, 1971 ; Ronen & Livingstone, 1975 ;
Rockness, 1977 ; Brownell & Mclnnes, 1986) have also emphasised and incorporated in
their expectancy models the motivational value of intrinsic rewards, such as the feeling of
satisfaction and fulfilment that an individual experiences when he / she accomplishes a
goal or a set target in his / her work. Particularly therefore in the context of the middle-
level manager’s task environment, where feelings associated with goal achievement,
recognition and self-actualisation from one’s job are highly relevant, intrinsic factors can
arguably have a significant motivational potential and need, therefore, to be specifically
considered. As such, the expectancy model of managerial behaviour adopted here posits
managerial motivation to comprise of two separate, but equally important, components :

- Extrinsic Motivation, stimulated by external forces [(EV (E->P) (P->EP) (EP->R))], and,
- Intrinsic (self-directed) Motivation [IV] .

o Particularly with regards to the extrinsic component of managerial motivation [(EV (E2>P)
(P->EP) (EP>R))], the model recognises the central motivational role of the PMERS in
the organisational setting - as well as the fact that in this context the manager’s perception
about whether or not his / her effort will result in desirable rewards passes through the
PMERS - and thereby departs from the typical expectancy theory formulation by breaking
down the basic expectancy component (E->R) into three separate individual expectancy
variables / managerial perceptions that essentially correspond to the motivational efficacy
of the PMERS in the three major stages of the typical performance evaluation and reward
process (i.e., the setting of performance standards (E->P), the evaluation of managerial
effectiveness through performance measures (P->EP), and the allocation of organisational
rewards on the basis of the manager’s evaluated performance as compared to the
predetermined standards (EP->ER)). Essentially, the model acknowledges Jiambalvo’s
basic notion that the PMERS is “the major organisational mechanism linking
(the manager’s) effort and rewards” (1979, p.437), as well as his argument that the
motivational potential of the PMERS is largely dependent on its sequential nature.

The latter is conceptually established by the multiplicative aspect of the model, as depicted
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in equation (2). This multiplicative combination of the terms that are hypothesised in the
model to determine PMERS-directed (extrinsic) motivation follows from the recognition
that unless all variables (valences and expectancies) are present in some degree, there will
be no motivational force exerted by the PMERS on the manager. In other words, each
variable alone is a necessary but not a sufficient condition for motivation by the PMERS. If
a manager highly values the rewards potentially available by the PMERS, but, at the same
time, he / she believes that their attainment is in no way dependent on his / her performance
as it is measured and evaluated by the PMERS, then this manager’s PMERS-exerted
motivation is expected to be zero. Likewise, even if a manager believes that the
aforementioned rewards are really provided on the basis of his / her PMERS-evaluated
performance, he may still experience a low level of PMERS-directed motivation if these
rewards have very low value for him. This last realisation comes to highlight vividly the
critical effect that the sequential nature of the PMERS can have on its motivational

potential. If any of the individual linkages between

Performance —Evaluated Performance —+»Reward

are perceived to be weak by the manager, the PMERS cannot be expected to fulfil its

motivational role.

On the basis of the previously expounded conceptualisation of managerial motivation in the
performance evaluation situation, it is now possible to derive a number of testable hypotheses
about

i) the first-level effect of the PMERS on the managers’ motivation and performance, and

ii) the second-level (intervening) effect of uncertainty on the PMERS->motivation relationship.
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3.4.5 Derived Hypotheses

With respect to the alleged effect of the PMERS-related perceptions on the middle-level

manager’s motivation and performance, the present study puts forward the following hypotheses :

Hypotheses 1-6 : PMERS-related Perceptions, Motivation and Performance

The motivational force on the individual middle-level manager - as exerted extrinsically

by the PMERS and intrinsically by other job-related factors - to expend a higher amount

of effort (energy) is likely to be greater

— the more the manager believes that he / she is able to attain the standards of performance
that are established within the PMERS (E-> P - Motivation relationship) (H1)

— the more the manager believes that his / her actual performance is captured accurately and
evaluated equitably by the measures employed by the PMERS
(P> EP - Motivation relationship) (H2)

— the more the manager believes that the rewards that he / she receives by the organisation
are contingent on his / her PMERS-evaluated performance
(EP-> ER - Motivation relationship) (H3)

— the more the manager values the extrinsic rewards that are administered to him / her

through the PMERS (EV - Motivation relationship) (H4)

the more the manager values the intrinsic rewards that are associated with his / her job

(IV - Motivation relationship) (H5).

The higher the manager’s level of motivation, the higher his / her level performance is likely

to be (H6).

As regards the intervening effect of perceived (environmental and task) uncertainty, directly on the
antecedent PMERS-related perceptions / determinants of the middle-level manager’s motivational

force, and indirectly on his / her work motivation, the following hypotheses are proposed :
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Hypotheses 7-8 : Uncertainty, PMERS-related Perceptions and Motivation

The higher the level of uncertainty the manager perceives in his / her work environment,
the less confident he / she is likely to be about the possibility of attaining the standards of
performance as these are established within the PMERS

(Uncertainty - E-> P relationship) (H7).

The higher the level of uncertainty the manager perceives in his / her work environment,
the less convinced he / she is likely to be about the ability of the measures within the PMERS
to capture accurately and evaluate properly his / her actual performance

(Uncertainty - P->EP relationship) (HS).

The higher the level of uncertainty the manager perceives in his / her work environment,
the lower his / her level motivation is likely to be

(Uncertainty - Motivation relationship) (H9).

3.5 Justifying the Theoretical Choices

Throughout this research endeavour, a micro-behavioural perspective of analysis has been
adopted. That is to say that, this research is concemed primarily with analysis at an individual
level rather than at either an organisational or a societal level. In consequence, a variety of
concepts, mainly borrowed from the prior literature and research on human behaviour at the micro-
(individual- or small group-) level, have been brought together with management accounting and

control issues.

The main reason behind this choice to focus on the individual manager and to give special
emphasis on the decisions that he / she takes lies on the researcher’s conviction that management
control systems can not be developed in isolation, but must be designed on the basis of the
expectations of how people within organisations will use and react to them. If management
accounting systems are to be of any use to organisations fulfilling their control and motivation

function, they must be related primarily to the manner in which the individual manager is observed
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to work within these organisations. As Emmanuel et al. mention (1990, p.1) “historically,
accounting information systems have been designed on the basis of highly mechanistic models of
organisational functioning” that fail significantly to recognise, understand and incorporate the
totality of human nature. Behavioural scientists have strongly and repeatedly criticise both
accountants and management control system designers for concentrating exclusively on the
technical excellence and sophistication of their systems and for not giving sufficient consideration
to the impact of these control systems on human behaviour (e.g., Frey, 1992). Indeed, they have
argued that this inattention to behavioural consequences may lead to the application of
management accounting and control techniques that frequently do not achieve improved
performance, and that ultimately may even hinder the accomplishment of the organisational
objectives (Drury, 1996). Recently, distinguished academics in the field of management
accounting and control have stressed that it is time to examine this important gap (e.g., Otley,
1995b), time to lay emphasis upon questions such as :

¢ What is the effect of management control systems on individuals ?

e How are individuals expected to react under particular management control systems, and

what is the effect of individual differences ?

e How do changes in the contextual environment - in combination with the given
management control system of the organisation - influence the behaviour of individuals

operating within this organisation ?

Fundamentally, the starting point of this study is that the design of a management control system
1s”...a complex and ill-understood activity precisely because it involves an attempt to control - and
motivate - a complex network of self-controlling human beings” (Emmanuel et al., 1990, p.12).
In that sense, an awareness of the real complexity of human motives, needs, preferences, beliefs
and expectations is clearly a necessary precondition if we are to acquire a wide understanding of
how these management control systems can be effectively utilised to influence managerial
behaviour within organisations, an awareness that can essentially be attained only through a micro-
behavioural perspective of analysis. At its very outset, therefore, this study consciously and
purposively posits the individual manager as its central focal point, and sets forth to throw some
light to the complex phenomenon of managerial motivation via the PMERS, by giving special
emphasis on the issue of human nature and on the human actors themselves. In effect, this

research takes into account Vagneur, Wilkinson and Berry’s (1995) suggestion that the
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“integration of recent advances and well tested theory from the behavioural literatures would be
useful” (p.5) and, accordingly, draws on the discipline of applied organisational psychology in

order to come up with a behavioural model that can provide a sound conceptual basis for its needs.

Organisational psychology is the branch of psychology that is concerned with the study of
behaviour in work settings and the application of psychological principles to changing work
behaviour (Riggio & Porter, 1990). In essence, organisational psychology, by identifying the
individual as the unit of analysis and the organisational situation as its setting (Landy & Trumbo,
1980), constitutes the middle ground between the science of psychology and the management
techniques and practices for influencing human behaviour in the work place. It represents the
most direct attempt to apply the basic psychological laws and methods of human behaviour in the
organisational setting in order to :

i) identify, explain and understand the causes of individual behaviour in organisations

i) predict how certain conditions - or the modification of these conditions - can affect the

behaviour of the individual
ii1) direct individual behaviour so that both the organisation’s and the individual’s goals
can be achieved.

Primarily based on the -underlying philosophy of individual differences, i.e. on the notion that a
comprehensive understanding of organisational behaviour can only be attained from an analysis of
the differences among individuals, organisational psychology not only recognises the significance
of the human characteristics of the person (such as his / her needs, preferences, perceptions,
feelings, motives, abilities, attitudes etc.) for understanding, predicting and controlling the
organisational behaviour of the individual, but also provides both the scope and the research tools
for examining these human characteristics as important variables affecting the individual’s work

motivation and performance.

Emerging from the field of organisational psychology, the Expectancy theory of Motivation - and
Jiambalvo’s (1979) model of Directed Job Effort in particular - has been chosen as the most
relevant theoretical context within which the particular issue of interest of this research endeavour
(i.e. the motivational effect of incentive schemes and performance measures on manager’s
behaviour) can be fully investigated. Fundamentally built upon the central assumption that human

behaviour is to a considerable degree conscious, purposive and goal-directed, and that the
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individual’s actions are mainly influenced by the expectations he / she holds about future
outcomes, Expectancy theory (commonly referred to also as E-V theory from the first letters of its
two critical components, Expectancy and Valence) is essentially a rational, cognitively-oriented
theory of motivation that has retained a prominent position in the psychological literature for quite
some time as a well-developed, thoroughly tested, and therefore, reasonably valid model of the

causes of work behaviour.

Overall, in its basic tenet the E-V model developed for the needs of the present research suggests
that

1. most behaviour is consciously goal-directed (Lawler, 1994) ;

2. in general, every manifestation of human behaviour is most appropriately seen as a function of

the person interacting with the environment he / she exists in [B = f (P,E)] (Lewin, 1935);

3. people have many conscious - often complex and competing - goals, expectations of how they
will achieve these goals, as well as affective reactions to the outcomes that they perceive will

help them achieve these goals ;

4. 1n the organisational setting of interest, people are motivated to perform an action when they
believe that this action will provide them with rewards / outcomes that they need and,
subsequently, value (Vroom, 1964) ; stated differently, the motivational force on a person to
perform any given action in his / her work environment basically depends upon two - related
to each other - questions that the individual asks himself / herself :

— “If I expend the effort, will I actually get the reward ?”” (effort-to-reward expectancy or (E->R))

— “Is the reward offered, a reward I value ?” (perceived valence of reward or V).

5. in the particular context of managerial performance evaluation and reward, and given the
central motivational role of the PMERS as the main organisational mechanism that combines
standards, measures and rewards to influence managerial behaviour, the manager’s motivation
is jointly determined by five types of managerial perceptions about the PMER process, namely
— his / her perception about the Attainability of Performance Standards (E->P)

(“If I expend the effort, will I reach the organizationally desirable standards of performance ?)
— his / her perception about the Accuracy of Performance Measures (P> EP)

(“If I attain the performance targets, will this be reflected in my performance evaluation ?)
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— his / her perception about the Performance-Dependency of Rewards (EP->R)
(“If achieve a positive performance evaluation, will I actually get the rewards offered ?)
— his / her perception about the Value of the Extrinsic Rewards he / she receives (EV)
(“Are the extrinsic reward offered, rewards that I value ?)
— his / her perception about the Value of the Intrinsic Rewards associated with his job (IV)

(“Are the intrinsic rewards of my work, rewards that I value ?).

The choice to employ an expectancy model for the theoretical and conceptual needs of this study is
by no means accidental. There are a number of distinct characteristics associated with it that seem
to promote the particular framework as the most suitable for the purposes of this research. More
specifically speaking :

(1) Expectancy theory provides a very logical, simple, and thereby convincing explanation of
how people are actually activated. In effect, the cognitive nature of the expectancy model -
which is its main distinctive feature from the other theoretical frameworks within the field
of organisational psychology - does a good job of capturing the essence of motivation,
basically by introducing the concept of intended energy expenditure. The particular
theoretical framework is effectively structured around the notion of current estimates on the
part of the individual, concerning the chance of obtaining different types of - more or less -
valued rewards. Drawing special attention to the elements of 1) anticipation of future events
and 1i) cognition (learning), the model succeeds in offering a simple - yet compelling -
description of the internal process through which the individual decides whether or not to
engage in a particular behaviour, that is, in expectancy theory terms, whether or not to

‘convert’ his / her energy to effort.

(2) The underlying logic of Expectancy-Valence theory is not only clear and understandable,
but it also seems relevant to the nature of the problem under investigation within this
research. The given terminology and concepts of the theory appear quite fitting for the
examination and understanding of the complexities of human behaviour, motivation and
performance in the managerial setting. As Porter and Lawler (1968) point out, the elements
of rationality and expectations within the expectancy model seems to closely resemble the
kinds of cognitions that influence managerial performance, and, therefore, the theory
appears most appropriate for realistically explaining the behaviour of managers. Overall,

within the expectancy framework adopted in this study, managers - regarded as ‘rationally’
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thinking and behaving human beings - are assumed to make choices of behaviour in their
work environment primarily on the basis of some forward-oriented expectancies,

expectancies that in turn, are seen as being based upon the manager’s previous experiences.

(3) Expectancy theory is structured upon a much more realistic view of man than most of the
literature in the field of management accounting and control. Although in agreement with
the - mainstream in organizational psychology - view of individuals as organisms capable
of delaying gratification and dealing with abstract concepts (a view that is not recognised
by other theoretical models that alternatively propose views of individuals that are driven
by basic biological needs that need to be satisfied), the expectancy model also rejects as
unrealistic the ‘economic view of the nature of man’, which, in short, presumes an
unlimited ability of human beings to ‘calculate’ and become fully aware of all possible
alternative behaviours and outcomes before they eventually make rational, optimal
decisions based on clear-cut preferences among these outcomes. It alternatively puts
forward an alternative view of man that seems to be closer to reality : The man as a
“satisficer” and limited in his rationality. According to this view, which is strongly
advocated by theorists such as Simon, March and Cyert (see, for example, Simon, 1957 ;
March & Simon, 1958 ; Cyert & March, 1963), man’s behaviour is more toward satisficing
than toward optimising. That is, people generally look for a course of behaviour that is
satisfactory or ‘good enough’ and when they find it, they act. They do not continue to
search until they have considered all the possible alternative behaviours and all of the
outcomes associated with these behaviours so that they can choose the optimal one, simply
because it is beyond their cognitive response capacity and computational ability to consider
adequately all the complexities of the real world in making their decision. Rather, because
of the difficulty in arriving at an optimal strategy, people - making their decisions in
“bounded rationality” (Simon, 1957) - seem to be oriented more toward satisfactory
alternatives than toward optimal ones. This is essentially why in many cases their
behaviour does not always appear to be rational to observers. Following this theoretical
tradition, man in this study is seen as basing his actions, his behaviour, on his subjective -
and most usually limited - perceptions, perceptions that are seen to be based both on his

own individual characteristics and on the characteristics of the situation he is in.
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(4) Expectancy theory also greatly facilitates the incorporation of motives like status,
achievement, and power into a theory of attitudes, motivation and performance.
The particular theoretical framework insightfully distinguishes between two kinds of
outcomes, the extrinsic and the intrinsic rewards (see, for instance, Lawler & Porter, 1967),
recognising as such a second form of reward that can potentially be used as an additional

(or alternative) effective motivator in the process of directing managerial behaviour.

(5) Lastly, expectancy theory is rightly considered to be a behavioural version of the rational
choice model in economic decision making (Singer & Coffin, 1996), a model that is
thought of as providing a fairly adequate of the capitalistic reality. The major postulate of
the theory that behaviour is determined by conscious choices of rational individuals that are
basically motivated by their self-interest, is consistent with the assumptions underlying the

theory of capitalistic economy, which is our main field of interest.

The particular version of expectancy theory that is utilised in this study - i.e., a properly revised

version of the model of Directed Job Effort proposed by Jiambalvo (1979) - presents a number of

distinctive qualities that make a strong case for its employment :

— Departing from the typical expectancy theory applications, this model is appropriately
modified so as to incorporate and specifically address the motivational impact of the
Performance Measurement Evaluation Reward System (PMERS), which is actually the

prime subject matter of this research endeavour.

— In addition, the special attention drawn by the expectancy model employed in the present
study to the sequential nature of the PMERS and to the importance that this sequentiality has
for the system’s motivational effectiveness, helps highlighting the role of the various
factors - as well as the role of the critical linkages among these factors - that need to be
considered in the process of motivating individual managers through the company’s formal

system of performance measures and related rewards.

All in all, the chosen theoretical framework seems to provide the necessary depth of behavioural
analysis that is required for the investigation of the motivational dimension of the PMERS.
Starting from the fundamental realisation that the explanation of the behaviour of people in work
situations has to be sought in an examination of the individual - the focal point of the model - and

his / her basic psychological processes, the particular conceptual framework establishes a sound

96



PMERS, Managerial Motivation and Environmental Uncertainty THEORY & HYPOTHESES

theoretical platform within which the effect of the PMERS on middle-level managers’ motivation
can be fruitfully examined.
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Chapter Four :
Research Method & Methodology

4.1 Introduction

This chapter presents the research method and methodology of the study in two major
parts. In the first part, the methodology adopted throughout this research is initially
addressed, and, subsequently, a detailed account of the particular research design,
as well as of the method employed in the study is given. The specific data-collection
techniques that were utilised for the needs of this research endeavour are also
thoroughly discussed. The second part attempts to put forward the rationale on the
basis of which the particular methodology and method were selected, with particular
emphasis given on the advantages that they allegedly carry. Finally, in this second
section, an attempt is also made to refer to the consequent limitations stemming from

these research choices made in method and methodology.
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4.2 Method and Methodology

4.2.1 The research methodology adopted

At its outset, this research adopts a more positivist methodological paradigm. Fundamentally it is
structured upon the ontological position that reality is external and objective (Easterby et al.,1996),
and that the patterns and regularities that are exhibited in society are not simply random (Rose &
Sullivan, 1996). In this sense, this study is primarily faced with the task of identifying the causal
explanations and the fundamental laws that underlie these regularities in human social behaviour.
Essentially, lying closer to the objectivist end of the subjective-objective continuum put forward
by Morgan and Smircich (1980), the present research exercise takes on a methodological approach
that is principally based on the ontological assumption that the social world is an evolving process,
concrete in nature, but ever-changing in detailed form. Everything is seen as interacting with
everything else, making as such the endeavour to find determinate causal relationships between
constituent processes an extremely difficult task. At best, the world expresses itself in terms of
general and contingent relationships between its more stable and clear-cut elements, and is seen as
rather ‘fluid’, creating opportunities for those with appropriate ability to mould and exploit
relationships in accordance with their interests. Within this ontological context, human beings are
seen as existing in an ongoing interactive relationship with their contextual world, influencing and
being influenced by it. The process of exchange that operates between the individual and his / her
environment is essentially a competitive one : the individual is seen as seeking to interpret and
exploit the environment to satisfy important needs, and hence survive. Accordingly, the
relationships between the individual and the environment express a pattern of activity necessary
for the survival and the well being of the individual. In turn, this organismic (alternatively termed
as open system) view of the world gives rise to a corresponding epistimological framework
that fundamentally emphasises the importance - and ideally proceeds on the basis - of monitoring
this dynamic exchange process, i.e., the manner through which the phenomenon of interest

changes over time in relation to its context (e.g., Burns & Stalker, 1961 ; Emery & Trist, 1965).

Following the tracks of the classic empirical social sciences research, and on the premises of the
theory-testing, hypothetico-deductive approach, this study begins with theory - seen as a form of
selective focusing, a means of separating out from a complex, confusing world those elements of
social reality that warrant special attention and investigation -, and then aims, on the basis of the

selected theory, to deduce and further test hypotheses about relationships which ought to exist
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if the theory is correct. It is specifically within this positivist methodological context of theory
statement, concept operationalisation, and hypothesis testing via prediction and empirical

observation, that the present research endeavour progresses.

In effect, this study seeks to investigate the intricate phenomenon of motivation at the managerial
level through the company’s formal system of performance measures and related reward schemes.
Towards this end, a conscious choice has been made, right from its start, to place and further
investigate the particular management control issue of interest (i.e., managerial motivation through
the PMERS) through the lens of a relevant theoretical context (that is, E-V Theory) that gives the
social phenomenon of interest meaning from the viewpoint of a particular discipline, that of
Organisational Psychology. Starting from this theory - that has been intentionally chosen so as to
provide us with a basic meaning system, a language with which to comprehend, examine, and
discuss the given research issue - a number of hypotheses have been derived, hypotheses that can
be seen as logically emerging questions following from the theory itself, which, if answered, can
provide us with a reasonably clear understanding of the phenomenon under investigation. In this
sense then, this can be seen as a multi-disciplinary study, that is, as one that attempts to integrate
prior theoretical and empirical work from both the fields of Organisational Psychology and
Management Control in order to examine the research question in hand. On the whole, in the

course of this study, and within the selected methodological path :

¢ An initial research problem has been identified in the body of the Management Accounting
and Control literature - particularly associated with the area of the measurement, evaluation
and reward of managerial performance - and, furthermore, has been considered from an
Organisational Psychology-perspective in order to be formulated into a set of more specific,

conceptual propositions.

e The theoretical concepts that form the propositions have been initially clarified, then given a
status as dependent, independent or intervening variables and, subsequently, have been
operationally defined, i.e. they have been made amenable to measurement by being
transformed from abstract, diffuse notions into pragmatic, directly observable and

measurable indicators. Having decided upon the operational definitions of the concepts
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As illustrated in Figure 4-1, socio-logic refers, in essence, to the knitting together of and the
constant interplay between theory, concept formation, hypotheses derivation, operationalisation,
observation, data collection and analysis, causal inference, and back to theory again, and it is
within this overall logic that this study generally aims to proceed. If one wants to be more
accurate, the present research particularly concentrates on the deductive, theory testing part of the
socio-logic chain process shown in Figure 4-1, that essentially starts from the formulation of
hypotheses and is completed with the empirical generalisation of the findings of the research to

wider populations and settings, as, perhaps more relevantly, the figure below depicts.

THEORY / HYPOTHESIS FORMULATION

l

OPERATIONALIZATION - translation of abstract
concepts into indicators or measures
that enables observations to be made

l

TESTING OF THEORY THROUGH
OBSERVATION OF THE EMPIRICAL WORLD

-~ N

CREATION OF, AS YET
UNFALSIFIED
FALSIFICATION AND COVERING LAWS THAT
DISCARDING OF EXPLAIN PAST, AND
THEORY PREDICT FUTURE
OBSERVATIONS

Source : Gill, J. - Johnson, P. (1991), “Research Methods for Managers”, Paul Chapman Publishing.

Figure 4-2 : The process of deduction

4.2.2 The Design of the Research
4.2.2.1 Research Objective

Formally stated, the prime objective of this study is to investigate the effect of the Performance

Measurement, Evaluation and Reward System (PMERS) on middle-level managers’ behaviour

102



PMERS, Managerial Motivation and Environmental Uncertainty RESEARCH METHODOLOGY

under different environmental conditions. In simpler terms, this work is an explanatory piece of
research that is interested in the consequences of the PMERS on the motivation and performance

of middle-level managers who are operating within diverse business environments.

Essentially, the main purpose of this research is to examine, on an empirical basis, the presumed
relationship(s) between :
1) a number of ‘antecedent’ managerial perceptions (attitudes) concerning the Performance
Measurement Evaluation Reward System (PMERS)
ii) the manager’s perceptions about the Uncertainty that he / she is faced with in his / her
internal and external environment
ii1) the manager’s Motivation and subsequent Task Performance.

Diagrammatically, the latter can be depicted as follows.

Middle-level Managers’
Perceptions about the
Environmental
Uncertainty

'\K'/:gﬂ'aeéfr‘;?' Middle-level Middle-level

, Managers’ Managers’
L, >

Percepgcl)wné I:gout the Motivation Performance

Figure 4-3 : The relationship under investigation

4.2.2.2 The Hypotheses under Test

Any hypothesis is nothing more than an untested theoretical statement (Rose & Sullivan, 1996),
or a prediction (Greene & D’Oliveira, 1982), about the nature of the relationship(s) (most usually

of association or causation) between concepts within a given theory.
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As Rose and Sullivan (1996) point out, the testing of any predicted hypothesis in a scientific
manner presupposes, in the first place,
1) a precise statement of the supposed relationship between the concepts under investigation,
as well as,
1i) a precise statement of the data which would need to be collected for the hypothesis testing

to take place.

In this study, two different sets of testable hypotheses are identified ; one examines the impact of
the PMERS on managers’ motivation and performance, and the second addresses the intervening
effect of environmental uncertainty on this relationship. In more detail, the first set of hypotheses
refers to the alleged impact of the manager’s perceptions about the PMERS on his / her motivation
and performance. These hypotheses basically propose a positive relationship between each of
these PMERS-related managerial perceptions and the manager’s motivation, as well as a positive

relationship between the manager’s motivation and his / her performance.

Hypotheses 1-6 : PMERS-related Perceptions, Motivation and Performance

H1 : Middle-level managers who believe that they are able to attain the standards of performance -
as these are established within the PMERS -, will experience a higher level of motivation
than those middle-level managers who do not maintain this belief.

H2 : Middle-level managers who believe that their actual performance is captured accurately and
evaluated equitably by the measures employed within the PMERS, will experience a higher
level of motivation than those middle-level managers who do not maintain this belief.

H3 : Middle-level managers who believe that the rewards they receive by the organisation are
contingent on their PMERS-evaluated performance, will experience a higher level of
motivation than those middle-level managers who do not maintain this belief.

H4 : Middle-level managers who value highly the extrinsic rewards that are administered to
them through the PMERS, will experience a higher level of motivation than those
middle-level managers who do not value these rewards.

HS : Middle-level managers who value highly the intrinsic rewards that are associated with their
job, will experience a higher level of motivation than those middle-level managers who do
not value these rewards.

H6 : Middle-level managers who experience a high level of motivation, will exhibit a higher
level of job performance than those middle-level managers who experience a low level of
motivation.
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The second set of hypotheses attempts to capture the presumed intervening effect of environmental
uncertainty, as perceived by the manager himself, directly on his perceptions about the PMERS,
and - to the extent that these PMERS-related perceptions are seen as determining the manager’s
motivation - indirectly on his motivation and subsequent performance. Essentially, with respect to
the motivational effectiveness of the PMERS under conditions of environmental uncertainty and

unpredictability, this study examines the following hypotheses :

Hypotheses 7-9 : Environmental Uncertainty, PMERS-related Perceptions and Motivation

H7 : Middle-level managers who believe that they are faced with a high level of environmental
uncertainty, will regard the PMERS-defined standards of performance as less attainable,
than those middle-level managers who believe that they are faced with a low level of
environmental uncertainty.

HS8 : Middle-level managers who believe that they are faced with a high level of environmental
uncertainty, will regard the PMERS-employed measures of performance as less able to
capture accurately and evaluate properly their actual performance, than those middle-level
managers who believe that they are faced with a low level of environmental uncertainty.

H9 : Middle-level managers who believe that they are faced with a high level of environmental
uncertainty, will experience a lower level of motivation than those middle-level managers
who believe that they are faced with a low level of environmental uncertainty.

4.2.2.3 Variables Identification : Dependent, Independent, Intervening and Extraneous Variables

Strictly speaking, a variable is a qualitative or quantitative entity that can take on different values.
In the social sciences in particular, the term most usually refers to measurable attributes which are
fixed for each person or other social entity, but which are observed to be at different levels,

amounts, or strengths across samples and other aggregate groups (Rose & Sullivan, 1996).

Variables - which are, in essence, the basic means of measuring theoretical concepts in a way that
renders these concepts amenable to observation and analysis - are often classified, for
convenience, as independent, dependent, intervening and extraneous with :
— the independent (also referred to as explanatory or experimental) variables being the
elements or phenomena whose characteristics or variations notionally shape and determine

(i.e. ‘cause’ changes in) the dependent variable(s)
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— the dependent variables being the elements or phenomena whose characteristics or
variations are to be understood, explained or predicted by reference to the presumed
influence (‘effect’) of the independent variable(s)

— the intervening variables being the elements or phenomena whose characteristics or
variations can provide an explanation for the observed relationship between the
independent and the dependent variables

— the extraneous (otherwise termed as confounded or uncontrolled) variables being the
‘free-floating’” elements or phenomena which are confounded with the independent
variable(s) of the study and can therefore affect the obtained results producing serious

misinterpretations if their impact is not controlled for.

Although this independent-dependent-intervening-extraneous categorisation is best illustrated in
experimental studies where the cause-effect relationships are clear-cut, with the independent
variable being directly and systematically manipulated by the experimenter so that the effect on the
dependent variable can be observed, many research-design scholars contend that the above
variable identification should be maintained even if the study is non-experimental. As Spector
(1981, p.11) indicates, “...it is the supposed relationship among the variables [as defined by the
study’s theoretical framework] that determines variable type and not the experimental [or non-
experimental, for that matter] nature of the study”. The variables involved in the present study can

be classified as follows :

Dependent Variables : The phenomenon whose variation this research primarily seeks to

understand and explain is

a) Managerial Motivation, and

b) subsequent Managerial Performance
at the middle level of the organisational hierarchy. As such, these two factors (i.e., middle-level
managers’ motivation and middle-level managers’ performance) constitute the study’s main

dependent variables.

Independent Variables : On the basis of the expectancy model of managerial behaviour

underlying this research (see Chapter 3 - Theory Development, Concept Formation and

Hypotheses Formulation), five factors can potentially explain the changes in the dependent
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variables of interest (that is, managerial motivation and subsequent performance). These causal
variables, whose alleged (both isolated and combined) influence upon the identified dependent
variables is essentially the main issue under investigation in this study, refer to a number of
managerial perceptions about the company’s formal Performance Measurement, Evaluation and
Reward System (PMERS), specifically :
a) the manager’s subjective belief about whether or not he / she can actually reach the
organisationally desirable standards of performance, as these are defined within the PMERS

(E— P or Effort-to-Performance Expectancy)

b) the manager’s belief about whether or not his / her actual performance is captured accurately
and evaluated equitably by the measures employed by the PMERS

(P—>EP or Performance-to-Evaluated Performance Expectancy)

c) the manager’s belief about whether or not the rewards he / she receives by the organisation
are contingent on his / her PMERS-evaluated performance

(EP—» ER or Evaluated Performance-to-Extrinsic Rewards Expectancy)

d) the manager’s affective orientation (perceived preference) towards the extrinsic rewards that
are administered to him / her through the PMERS

(EV or Valence (Perceived Value) of Extrinsic Rewards)

e) the manager’s affective orientation (perceived preference) towards the intrinsic rewards that
are associated with his / her job

(IV or Valence (Perceived Value) of Intrinsic Rewards).

These five PMERS-related managerial perceptions represent the basic independent variables of the

study.

Intervening Variable : Lastly, the factor whose variation is assumed throughout this research to

have a significant moderating effect on the relationship between the identified independent and
dependent variables (i.e., the relationship between the aforementioned PMERS-related managerial
perceptions and the manager’s motivation and performance) is the intervening variable of

Perceived Environmental Uncertainty.

On the whole, all the proposed relationships between the study’s independent, dependent, and

intervening variables are depicted in Figure 4-4 :
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This study represents an attempt to investigate the influence of the

INDEPENDENT on the DEPENDENT VARIABLES
VARIABLES
Middle-level Middle-level Middle-level
Managers’ | Managers’ |, | Managers’
Perceptions about Motivation Performance

the PMERS

Middle-level Managers’
Perceptions about the
Environmental
Uncertainty

as mediated by the effect of an INTERVENING
VARIABLE

Figure 4-4 : The relationships between the nominated variables

4.2.2.4 The Basic Research Design Approach : A Correlational Field Study

Most usually, the choice of which particular design to use is, to a large degree, dictated by a
number of different factors such as
¢ the type and nature of the research problem under investigation,

the form of the questions that are to be answered in the process of this investigation

(i.e., whether these questions are ‘applied’ or ‘theoretical’),

the audience we want the results to be presented to and assessed by,

restrictions on the access to certain field research settings, and / or

* restrictions on the number of subjects available to participate in the study.

In principle, the central point of any research design, is to provide “...suitable frames of reference
so that an appropriate context is provided in which relevant data can be collected, reliable and

valid results can be obtained, and relatively unambiguous statements can be drawn. The aim is to
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move our conclusions about causal processes from the realm of the plausible and possible to the
convincing and compelling” (de Vaus, 1996, p.34). In a similar tone, Galbraith and Cummings
(1967) point out that the primary concern of the research design, apart from operationalising the
concepts, is to eliminate alternative explanations of results brought about by implicit assumptions
in the statement of the hypothesised propositions. The control over these alternative explanations,
they argue, begins with the selection of the sample and continues throughout the course of the
research. Particularly with explanatory studies such as this one then, that are mainly interested in
developing conclusive explanations of the patterns in the data collected, paying careful attention to
research design is an important way of ensuring that other possible alternative explanations of the
data are eliminated and of giving, as such, more confidence to the validity and reliability of the

findings of the study.

For the purposes of this particular research project, a correlational, cross-sectional design was
chosen. The correlational design adopts a ‘purely observational’ approach in examining the
phenomenon of interest. What the latter implies is that, in distinct contrast to the experimental
method which is largely characterised by the direct manipulation and control of variables by the
experimenter, in a correlational field study the investigator attempts to assess the impact that
changes in one variable have on another by simply observing what happens when these variables
change ‘naturally’ (i.e., without the intervention of the researcher) in the population of interest.
Overall, the correlational, cross-sectional approach seeks a general, though partial, nomothetic
explanation of what causes some phenomenon by looking at variation in that variable across a
class of cases, and looking for other characteristics which are systematically linked with it.
Ultimately, it aims to draw causal inferences by a careful comparison of the various characteristics
of cases (de Vaus, 1996). Typically, in such a research design, measurements are taken on a
carefully selected group of individuals or social entities at one single point in time, and
relationships are then determined among the measures (Spector, 1981). In this sense, the
correlational, cross-sectional study is seen as quite suitable for establishing whether two or more

variables tend to be related (associated) at a fixed point in time.
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4.2.2.5 Further Research Design Considerations : Research Site, Sample Selection, and

Data Collection Procedures

The actual research design of the present study initially involved the identification of a single large
organisation, with a considerable number of geographically dispersed organisational units
(or, alternatively, a wide variety of functional / product areas), which employed uniformly - all
along its organisational structure - a formal system of measures to evaluate and reward the
performance of its middle-level managers. The underlying logic behind this central research
design consideration was that, in order to test the study’s designated hypotheses there was a need

1) to_isolate and control the effect of the PMERS by maintaining the PMERS-variable

constant. To be able to collect comparable data and draw any valid and reliable
conclusions about the middle-level managers’ PMERS-related perceptions and their effect
on the managers’ motivation and performance (hypotheses 1-6), the same system of
performance measures and incentive schemes would have to apply to all middle-level
managers examined.

1) to arrange that there is some variation in the Environmental Uncertainty-variable.

To consider the impact of uncertainty on the middle-level managers’ PMERS-related
perceptions and motivation (hypotheses 7-9), these perceptions needed to be examined

both in the presence and in the absence of environmental uncertainty.

Overall, the intention was, first, to secure access to a diversified organisation within which
a uniform PMERS would be employed for the assessment and reward of its middle-level
managers’ performance, and, subsequently, to collect data from different cross-sections of middle-
level managers (presumably experiencing different levels of uncertainty in their internal and
external environment) on their
— perceptions about the actual Performance Measurement Evaluation and Reward Process
(1.e., the study’s independent variables)

perceptions about the Environmental Uncertainty they feel they are exposed to

|

(that 1s, the study’s intervening variable)

Motivation and Performance (i.e., the study’s dependent variables),
so as to investigate the extent to which variations in middle-level managers’ motivation and
subsequent performance could be explained by the variations in the managers’ PMERS- and

Environmental Uncertainty-related perceptions, as prescribed by the hypotheses of the study.
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In the event that more than one organisations with the aforementioned characteristics could be
identified and gained access to, a series of comparative case studies was intended, in the totality of
which overall patterns of managerial behaviour in different performance evaluation settings could

be examined.

Towards this end, by mid-June 1999, a number of 40 companies were initially targeted as potential
case studies from the Financial Times UK’s Top 100 list on the basis of two main criteria :
* they all had to be large, highly diversified organisations, with a considerable number of
organisational units (or a wide variety of functional / product areas), so as to provide a
relatively large and heterogeneous sample of middle-level managers exposed to different

environments and varying degrees of environmental uncertainty

* they all had to employ a uniform system of performance measures and incentive schemes
to measure, evaluate, and reward the performance of their middle-level managers
throughout their organisational structure, so that cross-manager comparisons with
respect to their motivation and subsequent performance could legitimately be made

within each company.

These 40 selected companies were contacted, through their Finance Director and their Chief
Executive Officer (or their Chairman) in each case, first by letter (see Appendix B) and at a later
stage through the telephone in order to ascertain any interest on their behalf in taking part in the
research. As shown in the table below, out of the 40 companies contacted, only one expressed a
definite interest in the study. Twenty-two companies (55% of the companies contacted) kindly
declined to participate in the project for various reasons (the most popular one being their
corporate policy of not taking part in independent studies), whereas 17 companies (42.5%) did not
respond within the next fifteen days after the first contact letter and had to be followed up through

the telephone - with no positive result, nevertheless, in any of these seventeen cases.
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Ultimately, the data-collection requirements of this research were met by this one company - a

large UK financial institution (see Chapter 5 - Exposition of the Case Study for more details on the

participant company) - which offered access to its middle-level managerial staff. An analytic
questionnaire was initially put together on the basis of scales previously developed and used in the
literature (see section 4.2.2.7 for more details on the instrument used for the data-collection
purposes of the study), later discussed with a team of executives from the company’s Human
Resource Division, and subsequently pilot tested, first by six academics in the Department of
Accounting and Finance of the University of Glasgow', and then by a number of 5 middle-level
managers in the company’s premises. In the process of the pilot testing, apart from some minor
points relating to the content of (i.e., the terminology used in) the some of the questions and
the overall layout of the questionnaire, the issue of response confidentiality and anonymity
was particularly and thoroughly discussed, and the decision was made to de-personalise the
questionnaire by leaving out any question (e.g., name, age, gender, etc.) that could be used to
identify the participant managers. The view shared both by the researcher and by company’s
managers taking part in the pilot testing of the questionnaire was that this de-personalisation of the

instrument would substantially enhance both the rate and the truthfulness of the responses.

Eventually, the questionnaire was corrected in line with the comments made during the pilot tests
and, by the end of August 1999, 290 of these questionnaires, accompanied by a cover letter
explaining the objectives of the study, a reply-paid self-addressed envelope, and a letter of support
by the company, were distributed through the company’s internal mailing system to a sample of
middle-level managers throughout the organisation. It should be noted at this point that the sample
of the study is not random in the strict statistical sense, as the selected focal group was
intentionally designed to consist of middle managers who presented a number of necessary
characteristics / requirements for sample selection and participation in the research. Specifically,

in order to take part in the study, the managers in the chosen company had to

! At the first stage of the pilot testing process in the University of Glasgow, an electronic version of the questionnaire
(in an Excel format) was tried out. This questionnaire format presented a number of distinct advantages, associated
with the entry and analysis of the data (excel macro-commands were used to consolidate the responses on each
variable), as well as with the administration of the questionnaire (the electronic version of the instrument could be
sent and received fast and cost-free through the e-mail). Nevertheless, the idea of administering this electronic
version of the questionnaire was given up at the end, mainly on the grounds of the potential difficulties that may have
been encountered by managers that were not quite familiar with computer information technology (use of
spreadsheets, e-mails, etc.), and the adverse impact that this could have on the questionnaire’s response rate.
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1) come from the middle-level of the organisation’s hierarchy, as prescribed by the research
question under investigation,

ii) be evaluated and rewarded by the same PMERS, so that cross-manager comparisons with
respect to their motivation and subsequent performance could legitimately be made,

iii) come from diverse (functional or product) areas, so that a relatively large and
heterogeneous sample of managers exposed to different environments and varying
degrees of environmental uncertainty could be secured for intra-sample, sub-group
(high- vs. low-uncertainty group) comparisons,

1v) have at least two years working experience in their current managerial position, so that
the opinions they would express, both with regards to the company’s PMERS and with
regards to the level of uncertainty in their working environment, could be deemed valid.

Furthermore, as it was revealed later in the feedback sessions with the company’s executives
where the study’s results were reviewed and discussed, the large majority of the managers in the
sample were selected from a pool of managers participating in the company’s management
development programme, that is, a scheme that provides managers with a history of or / and a
potential for high job performance the opportunity for additional training and further development.
In this sense, the representativeness of the sample of this study may be seen as somewhat limited,
mainly owing to the fact that the given sample apparently comprises, for the most part,
of managers that have exhibited in the past (or are expected to exhibit in the future) relatively high

task performance.

While, as mentioned earlier, the questionnaire pack included a corporate letter of support
encouraging cooperation in the research, the respondents were straightforwardly informed that
participation was entirely voluntary. In addition, explicit assurances of anonymity and response
confidentiality were provided through the cover letter that accompanied the questionnaire to all
managers taking part in the project (see Appendix C). In the end, data for the study was collected
from a total of 225 completed questionnaires that were returned - directly from the participant
managers to the researcher’s forward address in the reply-paid envelopes provided - within
approximately 5 weeks from the day of their administration to the company, yielding a fairly

adequate, almost 78%, overall response rate.
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4.2.2.6 The Research Method : An Analytic Questionnaire Survey

As pointed out previously, the type of questions which are to be answered in a research project
(that is, the research’s subject matter), as well as the form of information which need to be
obtained in order to answer these questions, frequently limit the choice of available methods that
can be used in a study. To the extent that the present study focuses on managerial attitudes and
perceptions, the choice to use a self-administered questionnaire as the basic data collection
instrument appears to be largely justified here. In fact, there is a strong research tradition and a
correspondingly large body of empirical literature both in the area of management control
and in the field of applied organisational psychology that have utilised questionnaire survey

methodologies to examine research issues analogous to the ones considered in this study.

Generally speaking, questionnaire surveys are considered to be not only one of the most commonly
used, but also one of the most effective means of ascertaining the prevalence and measuring the
occurrence (the frequency) of certain behaviours, attitudes, opinions, preferences, and beliefs in
the social field (Rossi, Wright & Anderson, 1983 ; Fink, 1995). In fact, many researchers
emphatically express the view that the best way to find out what people do, like and believe is to
actually ask them (e.g., Weisberg, Krosnick & Bowen, 1989). Although there may be other ways
to find out about a belief or a behaviour, it is often quite difficult to determine the frequency of
that belief or behaviour without asking the people involved what they really think, feel, and / or
do. Especially in studies such as this one where subgroup differences are of primal interest, that is,
studies particularly interested in comparing the attitudes, beliefs and behaviours of different
groups of people (say, highly motivated middle-level managers vs. lowly motivated middle-level
managers), the questionnaire survey - basically due to a number of important advantages that it
presents over other research methods (see section 4.3 for a thorough discussion of these

advantages) - can be a very useful tool in the scientific investigation of such social phenomena.

All in all, respondents in the participant company provided data for this research by completing a
questionnaire that essentially comprised of 5 main sections, (see Appendix D) : The first section
offered a brief introduction to the subject matter of the research project and also required the
participants to fill in some basic information with regard to their position in the company and the
number of years they have occupied that position. In section 2 of the questionnaire respondents

were asked to provide information concerning the extrinsic and intrinsic rewards that were
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