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Abstract

This dissertation is set out to evaluate the effectiveness of China’s wage and
employment reforms against a major objective — the revival of motivation among
individuals to adapt to new and changing environmental demands and challenges in
their jobs in the face of intensifying global competition and increased resource
constraints. It extends existing motivation research in several important ways. First,
although the reforms began as early as the late 1970s and have had a profound impact
on the nation’s 100 million-strong industrial workforce, their dual impact on
motivation was only empirically explored for the first time in this study due to
extremely high research barriers. Second, since motivation research tends to focus on
pay systems and especially rewards, this thesis also represents the first empirical
attempt assessing the simultaneous motivational impact of wage and employment
systems reform in the world.

Third, with the advantage of an interdisciplinary approach, I developed a research
model that accounts for uncertainty and risks, thus setting the model apart from
existing frameworks. By testing a primary dataset of more than 1,000 units of analysis
on the proposed framework of Environmental Perception and Adaptive Motivation
against leading theories, I was able to establish that the proposed model is a superior
and, indeed, more fitting framework for predicting individuals’ motivation to adapt to
new demands and challenges in their jobs in a fast-changing and turbulent workplace.
These results in turn lend confidence to my concluding argument for the future role of
risks in motivation research.



With gratitude to God, the Eternal Father: -

I wanted a PhD. He gave me humility.



If uncertainty and risks allowed us to walk in faith and draw closer to God,

perhaps we could learn to not be bothered so much by their presence.
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Motivation under Uncertainty and Risks

Chapter 1

Introduction

This chapter consists of two components. Section 1.1 provides an overview of the
research question and the theoretical background of the research framework. Section 1.2
presents the sectional summaries of the thesis, which is organized into five parts

consisting a total of 10 chapters.
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Motivation under Uncertainty and Risks

1.1 Overview

Research Question

My research, entitled, “Motivation under Uncertainty and Risks: Evaluation of the Effects
of China’s Employment and Wage Reforms”, is aimed at exploring the individual-level
impact of the accumulative employment and wage systems reform over the last two
decades. Although the reform approach has been incremental and experimental, the
reform measures represent some of the most extensive and radical changes in
employment and wage policies. First, the reforms affect China’s 100 million-strong
“army of workers” (zhigong duiwu), representing the largest industrial workforce of a
nation to ever to join the WTO. Second, they brought about an unprecedented level of
instability and turbulence in the organizational setting of the state enterprise. In essence,
these changes involve a fundamental shift from lifetime employment and need-based
egalitarian pay to jobs that can be terminated and wages that are increasingly based on

skill, responsibility, and results.

The “Long March” in Search of an Answer

The idea for this thesis, or more accurately, the wage reform aspect of it, began to
germinate in the latter part of 1990s when public debates about the use of incentives in
the Chinese industry intensified. I embarked on what at first glance appeared to be a.
straightforward undertaking as I sought to understand, as numerous studies in the West
have done, the motivational impact of pay system change amongst the Chinese workers. I
set out to fill the gap in the lack of motivational studies on the wage reform at the
individual worker level, as studies in this area tended to explore incentives and labour
" productivity at the firm level. My biggest challenge was to overcome the barriers of entry
to research on workers in state industry, which has principally maintained a closed-door

policy to academic research.

I managed over a period of three years with various direct and indirect contacts from my

former business and advisory roles in the government and associated think tanks to

Brenda C. Sun London School of Economics



Moativation under Uncertainty and Risks

observe the motivational phenomenon in state industry, and principally at enterprises in
the oil, petrochemical, and steel industries, dubbed the “strategic sector” (cheliihangye).
It emerged that the original framing of my research question did not fit the evolving
realities. In particular, it was not only the wage reform that mattered, but perhaps more
so, the employment reform. And it was not only the opportunities of better pay under the
“pay-for-labor” system (anlao fenpei) that mattered, but perhaps more so, the threats of

job loss under the “competition-based employment” system (jingzheng shanggang).

This realization, which had not been captured in existing literature on Chinese business
studies at the time, forced me to reshape my research question to encompass both the
wage and employment reforms and subsequently engage with the examination of a whole
new range of literature in the broader social sciences discipline to bring in a new

perspective to help understand motivation under uncertainty and risks.

Motivation under Uncertainty and Risks

Motivation is subject to varying environmental influences such as changes on the
employment and wage scenes, and structural reform of industries. Despite positive
developments in many industrialized countries and the quick pace of recovery in East
Asia from its financial crisis, the global employment situation continues to pose
formidable challenges in terms of employment insecurity and earning instability (ILO
2001). In particular, the use of contingent labor, i.e., workers on limited duration
contracts and those hired through temporary work agencies, have increased considerably

since 1990 in the U.S. and in most European labor markets (Bergstrom and Storrie 2003).

Furthermore, “pay at risk” or variable pay, once a feature unique to executive and
salesman compensation, is becoming an integral part of compensation for ordinary
workers (Gottschalk and Moffitt 1994; Turner 2001). Despite Pearce’s (1987) call to
address these issues and the ‘insecurity thesis’ evident in the study of the global
workplace (Heery and Salmon 2000), research on work motivation remains focused on
rewards in presumably stable and secure settings. The extent to which a framework goes

beyond stable and secure settings to account for employment insecurities and

Brenda C. Sun London School of Economics
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compensation risks in what Beck (1999; 2000) refers to as the “world risk society” is as
important to understanding motivation in the West as among workers in the Chinese
industry, for whom mere survival is a daily battle and adversity a prevailing condition

under the ‘deepening of the economic reform’ (shenhua gaige).

Theoretical Background

Starting points and main definitions. In search of a theoretical framework to explain
the Chinese phenomenon that existing motivation theory cannot explain, I adopted an
interdiscipﬁnary appfoach. I explored perspectives on uncertainty and risks by drawing
upon the risk literature. Based on further insights from research in evolutionary
economics, strategic management, international conflict, and negotiation, I put forth a

view of “environmental perception and adaptive motivation”.

~ The proposed view differs fundamentally from the conventional perspective, which tends
to focus on the individuals within, rather than forces of the environment confronting
them. In particular, the existing view suggests that “the emergence of a need, desire, or
expectation generally creates a state of disequilibrium within the individuals which they
will try to reduce” in order to be restored to a state of equilibrium (Steers and Porter

1991: 6 - 7).

The existing view is helpful for understanding motivation in stable settings where
changes are infrequent, discontinuous, and intentional. The emphasis on the individual,
however, becomes problematic in more complex and rapidly changing settings such as
the Chinese workplace, where the environment seems to be the source of multiple
selective pressures that bear on individual survival and success (cf. Lane 1991). Under
these circumstances, it seems more beneficial to explore motivation not strictly as a
process of equilibrium restoration within the person, but from the broader view of
individual adaptation to continuous environmental change (Nicholson 2001), in other

words, the view of adaptive motivation.

Brenda C. Sun London School of Economics
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Following the above reasoning and based on the work of Foster (2000), Hanna and
Freeman (1989), Klinger, Barta, and Mahoney (1975), Kuhn and Beam (1982), and Rook
(1987), I define ddaptive motivation as the motivation to adapt to new and changing
environmental demands and challenges with the purpose of increasing one’s chances of

survival and success under uncertainty and risks.

Environmental perception. Central to the proposed framework of “environmental
perception and adaptive motivation” are the twin concepfs of “threat perception” and
“opportunity perception”. My definitions of these concepts are based on the work of
Boulding (1978), Cyert and March (1963), Fredrickson (1985), Jackson & Dutton (1988),
Singer (1958), and Tedeschi (1970).

I define threat perception as the perception of an environmental cue, situation or set of
circumstances as presenting a risk to the individual’s current interests in such a way that

it is feared, if not acted upon efficiently, will impinge on one’s survival.

I define opportunity perception as the perception of an environmental cue, situation or
set of circumstances as presenting a potential of working toward the individual’s
advantage in such a way that it is hoped, if acted upon efficiently, will further one’s

growth and advancement.

The proposed perspective suggests two distinct forms of motivation: (1) the motive to
protect what one currently has (e.g., a job) is based on the fear of loss, which results in
“protection motivation” (Rogers 1975; Arrow 1996); and (2) the motive to achieve what
.one does not yet have (e.g., a promotion) stems from the hope for gain, which results in
“achievement motivation”'. The fundamental idea animating this distinction is quite
simple; it is that employees may not necessarily be motivated by the hope for gain (alone)
but (also) the fear of loss. What then lie at the heart of the proposed analysis of
motivation under uncertainty and risks are the considerations of “Can I afford not to?”

and “Is it worth it for me?”

' This is different from Atkinson’s (1964) definition of achievement motivation as a personality disposition.
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Figure 1.1 Dissertation Outline
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1.2 Sectional Summaries of the Thesis

As shown in Figure 1.1, fhe thesis is organized into five distinct yet interrelated parts and

“contains 10 chapters in total.

Part I: Introduction. Covering Chapters 1 and 2, Part I is an introduction to the
dissertation. Chapter 1 provides an overview of the research question, the theoretical
background of the research framework, and sectional summaries of the thesis. Chapter 2

discusses the context of China’s employment and wage reforms.

Part II: Literature review. Consisting of Chapters 3 and 4, Part II of the thesis provides
the review of the literature. In particular, Chapter 3 reviews the work motivation
literature from the turn of the 20™ century, with special interests in the burgeoning of
North America-based theories of the 1960s and 1970s that continue to dominate today’s
research. Chapter 4 reviews the research in other social sciences disciplines that
addresses the important and pressing issue of uncertainty and risk, which is neglected in

much of the current work motivation literature.

Part III: Model. Covering Chapters 5 and 6, Part III of the thesis deals with the
interdisciplinary development of a research model for understanding motivation under
uncertainty and risks. It represents the most significant contribution of this dissertation in
that it does not only facilitate the study of employment and wage reforms on Chinese soil,
but also enables the empirical investigation of work motivation in global organizational
contexts that are characterized by uncertainty and risks. Chapter 5 lays down the
backbone of the model on environmental perception and adaptive motivation. Chapter 6
expands on the core propositions to encompass the antecedents of threat and opportunity

perceptions in a completed model consisting of 12 variables and 21 hypotheses.

Part IV: Data. Consisting of Chapters 7, 8, and 9, Part IV presents the data of the
empirical work of the thesis. In particular, Chapter 7 discusses (1) the methodology for
breaking through various research barriers to evaluate the reforms, and (2) the measures.

Chapter 8 presents the results. Chapter 9 is a detailed discussion of and reflection on the

Brenda C. Sun London School of Economics
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findings, which confirm the superior explanatory power of the proposed model vis-a-vis

that of existing frameworks, which were also tested with the same data.

Part V: Conclusion. The Concluding chapter summaries the study, discusses its
implications, and highlights its major contributions. Mindful of the phenomenon of
unprecedented changes in the business environment that bear on the organization and the
individuals within, I provide a re-examination of organizational approaches to
motivation. In light of the prevalence of uncertainty and risks in today’s workplace and
society at large, the chapter closes with a fhought-provoking assessment of the future role

of risks in motivation research.
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Motivation under Uncertainty and Risks 9

Chapter 2

Context

This chapter is divided into three sections. The first section provides an overview of
wage and employment reforms from both a strategic and a historical perspective. The
second section discusses specific aspects of reforms as implemented and advanced at my

research organization. The final section concludes.

Brenda C. Sun London School of Economics



Motivation under Uncertainty and Risks 10

2.1 Context of China’s Employment and Wage Reforms

As revealed by the title of this thesis, the research setting concerns China’s employment
and wage reforms. In light of the complexity of the subject at hand, I shall approach the
discussion in two parts. The first part is taken up in Section 2.1.1 and represents a
strategic overview of the reforms. The second part is taken up in Section 2.1.2 and

covers major events in the processes of the two reforms.

2.1.1 Strategic Overview

It is important to note for the analysis in this section that where references are not
provided it is due to the fact that the information has been obtained from personal
interviews and visits with policy makers and the like, and that the same information was
not available in a published format in the public domain. As such, this analysis serves as
an executive summary of the “strategy inquiry” component of my research discussed in

Section 7.1 — Methodology in a Research-Averse Setting.

From the beginning of economic reform in the late 1970s to “deepening of reform”
(shenhua gaige) from the 1990s onwards, individual workers, like the enterprises they
worked for, were confronted with an increasingly uncertain and risky future (cf.
Ginzberg, 1985). Essentially, individuals would know no precedence and thus have no
basis to ascertain as to where they might end up in the “mounting waves of reforms”
(gaigede dachau), referring to the intensifying processes of natural selection and
elimination at both enterprise and individual levels. Before setting out to analyze how
individuals responded to the opportunities and threats brought about by' the employment
and wage reforms in particular, it is necessary to assess the immediate cause that

prompted these reforms.

In the beginning of China’s economic reform in 1978, state-owned enterprises (SOEs)
accounted for nearly 80% of gross industrial output. By 1998, their percentage of output
by value had fallen to less than 25%. The problematic performance of the state industry

Brenda C. Sun London School of Economics
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was reflected in the increase in the number of loss-making enterprises. From 1985 —
1998, for example, there had been a three-fold increase in the number of loss-making
SOEs from 6,700 to 24,000 (see Field, 1992; Ma, 2000). The root of the unsatisfactory
performance of SOEs has largely been the absence of an economic rationale in
enterprise management and the state’s adoption of a “closed door policy”, which
effectively protected the SOEs from the forces of an open market. With the SOE’s being
totally dependent on subsidies for economic survival, the exhaustion of state budget was

an inevitable outcome.

The year 1998 saw a major turning point in the history of reforms at the enterprise level.
In an attempt to hasten the reform process, the then Premier Zhu Ronji had set a three-
year timeframe for SOE’s to either “fold up” or redeem themselves (sannian jiekun) by
way of “reform, reorganization, transformation, and strengthened management” (see
Holz, 2003; Ma, 2000; Tang, 1998). This mandate encompassed all aspects of enterprise
management whereby employment and wage distribution were among the priorities for
large-scale structural adjustment and correction. Although the cutoff date had since been
re-negotiated, revised, and stretched according to the “peculiar conditions and
circumstances of individual enterprises” (changqing), there was to be no turning back to
the old world of enterprise welfare. In other words, this was where the highway of

unparalleled uncertainty and risks began.

The Old and New Worlds

The change to the new world involves the transition from a planned economy to a
“socialist market economy” (shehuizhuyide shichangjingji) in which the means of
production would be retained by the state but the control of wages, prices, employment,
and production would be gradually relaxed and a private sector would be allowed to
develop in the interstices of the state socialist economy (see Clarke, 2005). A way of
understanding what went on in the old world and how it made the transition to the new
particularly challenging is the evolving relationships between the State and the
enterprise, and the enterprise and its workers. In the pre-reform setting, for example, the

enterprise was viewed not as an economic entity per se but a political establishment
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whereby supply and demand of raw materials and finished goods as well as wage setting

and the allocation and deployment of personnel and staff were all controlled by the State.

The enterprise manager (changjingli) or head of the enterprise was responsible for the
fulfillment of production quotas set by the State but had no say on other aspects of
managemént such as strategy, business development, human resources, R & D, and
marketing and distribution. Although managers might have a certain degree of influence
on the internal reallocation of human resources and the types and quantities of industrial
output to be produced, it was the enterprise’s Party Secretary (dangshuji) who had the

ultimate authority in prescribing its economic activities and political objectives.

Since the appointment of enterprise managers was made on the basis of political
credentials and largely determined by their personal relationships with the State, it was
not unusual for a manager to receive a promotion despite the fact that his enterprise was
in the red or on the verge of bankruptcy. By the same token, the contrary could also be
true, and that is, a manager could get a demotion regardless of his demonstrated ability
to revive or transform an enterprise if he was after all not politically favored by the

central government.

In the earlier stage of the reform process, politically influential managers who had a
good relationship (guanxi) with the state would typically also be assigned “sweetheart
deals” and have their enterprises’ success measured against a different, if not mysterious,
set of criteria that was out of line with the rest of the industry. In sum, it seems fair to
conclude that notwithstanding the extent of organizational performance or professional
competence of enterprise managers, their role in relation to the state was primarily
submissive, if not also totally passive, except for the minority of individuals Who were in

a position to exert their influence through political means.

In the late 1990s, with increasingly grave and unrelenting budget constraints and the
subsequent resolve of the state to deepen the reforms, dynamics of the relationship
between the State and enterprise began to experience a sea change. Enterprises were to
continue to submit to the arrangements of the state, but they could no longer depend on

it for their survival. And while the power struggle between the enterprise manager and
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the enterprise Party Secretary persisted, the emphasis in management had taken on an
evident shift from political concerns toward economic efficiency. Instead of being
paternally protective of the state industry, the state was now seen to make an
unprecedented move of transferring the risk of economic failure to the enterprises
themselves. For example, the enterprise wage bill was from now on determined without
exception by productivity rather than by headcount. In this spirit, the state might provide
no coverage at all for redundant staff or redundant anything. As their criteria indicate,
these measures were designed with profound attention to reducing the waste caused by
the entrenched mentality of communist-style entitlement and non-accountability at the

enterprise level.

Where the cycle of risk transfer led us. Since the ailing state industry had no way of
absorbing the economic risks transferred by the communist-turned socialist-market state,
these risks were in turn channeled, albeit reluctantly, to the industry’s 100 million-strong
workforce. A distinctive feature of such risk transfer was the new form the relationship

between the state enterprise and its workers took.

In the pre-reform era, workers had always been ideologically referred to as the “masters
of the enterprise” (giyvede zhurenweng). Generations of men and women from the same
immediate and extended families typically toiled and labored at the same enterprise.
Their bond with the enterprise could best be described as relational (cf. Rousseau, 2000)
in the sense that (1) the enterprise was committed to the workers to the extent that the
latter were guaranteed lifetime employment, egalitarian wages, and cradle-to-grave
benefits based on the communist ideology of “to each according to his needs; from each
according to his ability”; (2) in reciprocation the workers were committed to the State,
which the enterprise represented and acted on behalf of in multiple political, social, and

economic capacities; and (3) the relationship was stable and deep-rooted.

It was not until the nationwide introduction of limited duration contracts in 1995 that
workers found themselves suddenly identified by the state as “employees” (guyuan).
Besides being imposed this new and unfamiliar identity, the workers were confronted
with the yet more unfamiliar, and indeed shocking, reality of risks in employment and

pay. Given that the industry had an admittedly high redundancy rate of 40 — 60% and the
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social net or unemployment insurance system was only in its infancy (Sun, 2000b), it
seemed that such risks in their class and magnitude would certainly have a hold on the
vast majority of the workers, whose skills were either below éatisfactory standards or
altogether non-transferable to the non-state workplace. What was uncertain but worth
assessing from both a strategic and an academic point of view was the direction and
extent of the workers’ subsequent response in motivation, which might hopefully, as

reformers had intended, translate into productivity to help revive the state sector.

A critical consideration in this regard was the peculiar conditions and circumstances of
individual enterprises” (changqing) as they had a direct and immediate bearing on the
workers’ prospects for continued employment and pay as well as other impending risks
they were made to bear. Particularly, enterprises that were in the red or faced with a
forced merger or worse yet, the fate of imminent bankruptcy, would least likely see a
positive outcome in motivation. In fact, with an emphasis on downsizing and
restructuring whereby production would likely be severely interrupted, motivation could

hardly be an immediate concern.

Putting the issue of motivation aside, a popular interim solution to the workers’
predicament, as I had witnessed on numerous occasions while roaming the streets of
Beijing and other parts of Northern China, was for individuals to be given surplus
materials and products by the ailing enterprises they worked for to sell and hawker off
for profit. In more extreme cases where workers were not likewise pacified, symptoms
of social unrest were quick to emerge. Indeed, there had not been a lack of reports and
anecdotes in the press concerning the workers’ dramatic reactions to back pay and
layoffs, especially in their display of anger and aggressive behavior toward enterprise

managers and the so-called culprits of their misfortune (see Cai, 2002; Tang, 1998).

From a strategic point of view, these issues would rise above the level of the enterprise
for want of solutions at the societal level. They are nevertheless given attention at this
point in my discussion for two important reasons. First, what went on at the macro level
and particularly around the workers had a profound effect on how they perceived the
challenges in their own immediate environment. This is in line with Harvey’s (1966)

argument that adaptive activity is "knowledge-motivated" whereby the individual is
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concerned first and foremost with searching and scanning for cues in the face of
environmental complexity and change, interpreting them so as to know where they
stand. Second, in order to more accurately process and decode the complex issues
therein, as the researcher I felt the need to be able to also see the context as the
policymakers saw it and as those affected would likely see it. Empathy then became a

key to my understanding.

Following up on the issue of “where the cycle of transfer risk led us” at enterprises
where production remained relatively normal and workers were still paid continually
regularly, is the challenge of getting these same individuals to come to work more
consistently daily, perform more effectively on the team, be willing to upgrade their
skills and even take on more responsibilities, and in all, adapt to the new and

increasingly challenging demands in their jobs.

However, incentives or bonuses (jiangjin) had since the beginning of wage reform been
distributed more or less equally rather than made contingent on performance (see Sun,
2000a for a review). This ironically resulted not so much in an increase in work
motivation as an escalation in pay expectations both financially and in kind and the
subsequent phenomenon of excessive labor remuneration across the state industry (e.g.,
see Gang & Woo, 1996; Sachs & Woo, 1997), which by 1988 were fueling both cost
and demand inflation (Howe, 1992). The unprecedented categories and level of risks
brought about by “deepening of reforms” and especially employment reform thus
seemed to offer an ultimate, decisive solution to the much intended but so far little

achieved objective of wage reform in inducing work effort solely by way of rewards.

For with the magnification of employment uncertainty and compensation risks came the
long-awaited, and indeed even now hurried, change in the entrenched communist
workplace mentality of “misbehavior with no consequence”. Unarguably, the
competition-based reforms presented the biggest blow to “free riders of the former need-
based systems” (jideliyizhe), that is, those who did not manage to reciprocate with the
parallel conviction of “from each according to their ability” and subsequently stood to
receive something for nothing. At the same time, the new systems also created some of

the most heartwarming opportunities especially for those who were already convinced of
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their responsibility to contribute to the success and advancement of the enterprise and

the state and/or the need for personal fulfillment and recognition.

Despite uncertainty and risks, the setting presented a favorable set of prospects for the
revival of motivation. To begin with, the principle of “survival of the fittest” (shizhe
shengcun) governing the new employment and pay systems appeared conducive to self-
regulation and discipline. But that is not enough. To facilitate adaptive motivation and
performance also requires the provision rof organizational support to help individuals
succeed in the face of new challenges in their jobs and not just in political advancement
and indoctrination, as was the case before. Turning now to the chapter’s thematic section
— Historical Summary of the Two Reforms, the analysis should improve understanding of
reform and accompanying measures, covering a 20-year span from its initiation in 1978

to its culmination in 1999.

2.1.2 Historical Summary of the Two Reforms

A central dilemma in research, as pointed out by Lounamaa and March (1987), is the
mismatch between the analytical capabilities of the researcher and the complexity of the
environment. For instance, the temptation to apply the same assumptions and decision
rules that seemed valid and sensible in familiar and/or more simplistic environments, if
not consciously resisted, could lead to the partial, if not total, misinterpretation of the
phenomenon at hand and the drawing of hasty conclusions thereof. My strategy of
guarding off this tendency whilst operating in the complex Chinese reform environment
was to develop, as a prerequisite to analysis, an in-depth understanding of the major
events in the country’s political and economic development that led to the reforms rather
than yield to a “snapshot” approach to data processing, which could have offered the

advantage of speed but not quality.

In line with this strategy, I shall proceed with the discussion in this section by first -
highlighting the challenges facing the country from more than half a century ago to the
time prior to the deepening of the reforms in the latter part of the 1990s. In 1949, in

particular, upon the end of the civil war between the Communist Party and Guomindang
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and the founding of the People’s Republic of China or “new China” (xinzhongguo), the
pressing concerns for both the state and its people were the reestablishment of social
order and the guarantee of “a bowl of rice” for all. It was with these issues in mind that
the national policies of zero employment by way of low wages (Wang, 1999) or “low

wages, employment for all” (digongzi, qguanminjiuye) were contemplated.

With the implementation of these policies in the poverty-stricken setting of the new
republic, individuals received low, egalitarian wages and meager living subsidies but
were all guaranteed lifetime employment. Based on the Soviet model at the time (see
Frazier, 2002; Howe, 1992), the country’s manpower planning at the national level and
human resources management at the micro operational level were planned and
controlled by the state. Individual workers, intellectuals, and peasants alike, simply
answered to the call of the Central Communist Party (or hereafter simply referred as the
“Party”) in landing a job wherever their contribution and sacrifice were needed. The
relationship between the enterprise and its workers was compatibie to that between the
traditional Chinese parent and child - the latter were cared for in virtually all aspects of

their economic, social, and domestic lives.

With the enticement of political and moral incentives on the one hand and piece rate and
bonuses on the other, morale and work motivation were said to be at an all-time high
especially during the so-called post-war period from 1949 — 1966. As explained to me
by a leading Chinese scholar, the workers were motivated to the extent that they
competed with each other on the basis of giving oneself to the Party and the State no
matter how trivial, insignificant or trying their calling might be, thus the widespread

aspiration, “May I be a nail that never rusts!” (zuoyigen yongbushengxiude lubshiding).

Events, however, took a dramatic turn from 1966 — 1976 during the Cultural Revolution
or “ten-year disorder” (shinian dongluan), when the focus of activities in the workplace
was shifted from industrial production to class struggle. Financial incentives, despite
being nominal, were now condemned as “material poison” by the extreme left wing
(jizuopai) of the Party. From this time up to the early stage of economic reform in the
late 1970s and including a good part of the 1990s, individuals seemed to take on a

remarkably different attitude toward work. In particular, negative economic phenomena,
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such as absenteeism, inefficient use of working time, reluctance to learn job skills, and
high wastage of energy and raw materials could be observed at the shop-floor level in

almost every state enterprise (Holton, 1990; Zhu & Dowling, 1994).

The following popular workplace jingles, “It’s All the Same” (yigeyang) and “Are you
OK?” (nixingbuxing), vividly capture the spirit of helpléssness and sarcasm among the
workers as to how need-based employment and compensation systems had evolved over
time to result in the lack of recognition for individual differences in contribution at work

and the lack of objectivity in performance evaluation:

It’s all the same (yigeyang)

It’s all the same to work or not to work (zuoyubuzuo yigeyang)
It’s all the same to work hard or not to work hard (zuoduozuoshao yigeyang)

It’s all the same to do well or to do poorly (zuohaozuohuai yigeyang)

Are you OK? (nixingbuxing)

Are you OK? (nixingbuxing)
You are if (the boss) says you are, even if you aren’t (shuonixing jiuxing buxinyexing)
You aren’t if (the boss) says you aren’t even if you are (shuonibuxing jiubuxing

xinyebuxing)

Problems such as these were in turn manifested in low productivity and efficiency. For
example, as explained to me in interviews with the government ministries and confirmed
the case at enterprises I had visited with (see Sections 7.1.2 and 7.1.3), typically the
production frontline would be understaffed while the supporting and backroom
operations, oiferstaffed, due to differences in workload and labor intensity. At length, the
efficacies of wage and employment policies were to be rigorously reexamined by central
policymakers against the evolving political and economic objectives of the country. In
particular, the prospects for an improving economic situation for the emergent socialist-
market state would depend largely on how quickly (or slowly) various ideology-based
adjustments in the employment and wage policies would be received or even once again

embraced with fervor and a sense of commitment by members of its workforce.
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Incremental and experimental approach. In the following, I shall proceed with a
chronological summary of the two reforms, beginning with wage reform, which was
initiated at the time of economic reform in 1978. It is important to note that, due to the
uneven economic development of geographical regions across the country and its
industry, reform measures were typically introduced on an experimental and incremental
basis often taking up to five to ten years, if not longer, to warm up to at test sites
(shidian) and follow through at other select enterprises where peculiar conditions and
circumstances of the select region, industry, economic zone, and enterprise were
considered by policymakers as feasible to begin with and preferably also among the

most conducive to success in implementation.

Geographically, this has special relevance for inland regions or the hinterland (see
Nolan, 2001) and especially the “big northwestern region” (xidabei), which has been
much less economically nourished and developed in contrast to the coastal cities or
southern regions in general (see Minematsu, Sakata et al, 1998). The same may be said
of industries and enterprises in the north, which were among the most severely affected
in financial turmoil during industrial restructuring and other trying periods of enterprise
reform (Tang, 1998). This is essentially the reason for some of the dates given
previously and yet to be given in relation to the reforms in this analysis to appear
indecisive on the surface, being necessarily accurately framed in a manner of speech of
“by”, rather than “in”, a particular year or period. As such, unless the new policies were
enforced legally and referred as “national”, one need not assume that the introduction

. represented blanket or instant coverage for all enterprises or geographical locations.

The incremental and experimental approach to wage and employment reforms is
strategically congruent with the economic reform policy set out by the late premier Deng
Xiaoping, who proclaimed the determined departure from a communist economy by
boldly suggesting, “Let’s allow a portion of the population take lead in the creation of
wealth (according to their own strengths and abilities)” (xianyang yibufenderen fugilai)
(Deng, 1987, 1989). As was imparted by policymakers and shared by enterprises and
workers alike, these reforms were first and foremost about “change of mindset”

(guanniande zhuanbian) or “thought reform” (sixiang gaige) in preparing the hearts and
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minds of individuals to change, and in particular, from need-based egalitarianism to

competition-based adaptation and survival.

Wage Reform (ongoing since 1978)

The wage reform was launched in 1978 as an attempt by the State Council to revive
work motivation and turn around enterprise performance, which were believed to have
reached a rock-bottom level at the end of the Cultural Revolution. The reform has been a
major component of China’s economic reform, which represented a clear departure from
the totalitarian economic policy that was predicated on political priorities to the
socialist-market economic policy that was to be geared toward the revitalization of a

stagnant economy (Sun, 2000a).

The reform strategy for the revival of the state sector, as mapped out by Deng Xiaoping,
the then Party Chairman and “chief architect of reform” (geigede zhongshejishi) for the
next two decades, was to “install a competitive mechanism within the enterprise”
(vingru jingzhengjizhi), which would mirror the dynamics of market forces and operate
according to the reform principle of “survival of the fittest”. Importantly, it was expected
to facilitate the conversion among workers from the former communist mentality of

need-based pay to a new style of competition-based wage distribution.

As explicated by Liu and Lian (1994) and Takahara (1992), such approach consisted of
three main components: (1) the advancement of autonomy in internal pay distribution at
the enterprise level (giyezizhu fenpei); (2) responsiveness to market supply and demand
(shichangjizhi jueding); and (3) governmental supervision, regulation, and control at the
macro-economic level (zhengfu jiandutiaokong). As such, throughout the period of the
ongoing reforms, polices were targeted toward both the determination of wage bill at the
enterprise level and the distribution of pay at the individual worker level. In.both cases,

the creation of enlarging differentials on the basis of contribution was crucial.

When the wage system was more substantially reformed in the mid-1980s, progress was
slow. By the early 1990s, however, several significant changes had occurred vis-a-vis

matching rewards with skills and training, effort and productivity (Warner, 1995).
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Although the enterprise wage bill remained a contractual arrangement between the state
and the enterprise, the latter was now given a certain degree of autonomy in wage

distribution corresponding to the enterprise’ operating conditions and circumstances.

Pay-for-labor (PFL). A common strand in the complex tapestry of reform policies and
measures was the fundamental shift in the ideology of distribution from the pre-reform
principle of “to each according to his needs” or “pay for needs” (anxii fenpei) to the
reform principle of “to each according to his contribution” or “pay for labor” (anlao
fenpei), which was adopted as a means to “unleash (labor) productivity” (jiefang
shengchanli) and improve the living standard of the masses” (Deng, 1987).

Pay-for-labor was about rewarding contribution, which was not necessarily accounted
for on the job, as would normally be in the case of pay-for-performance schemes in the
west. Work contribution (laodong gongxian) in the Chinese context referred primarily to
the skill required of and responsibility vested in a job, as manifested, for example, in the
form of position- and skill-based pay (gangwei jineng gongzi) for manual workers.
Among professional and managerial staff, however, pay-for-labor schemes would more
likely involve incentive pay and performance bonuses that bore a closer resemblance to

pay-for-performance schemes in the west (Sun, 2000a).

During the more mature stage of the wage reform when the total wage bill of the state
enterprise became more closely linked to enterprise performance, and personal income
in turn more closely linked to contribution at work, the term “labor” has also come to
mean individual contribution at the individual level, as could be measured by the state-
recommended wage system of 15 technical grades (among many other alternative
methods). In 1990, the state issued further guidelines on the enhancement of wage
distribution along the finer lines of position and skill levels. As the state continued to
allow a high degree of autonomy in the actual formulation of internal wage policy and
the administration of wages within the enterprise, the concept of work contribution at the
individual level would translate not just into labor intensity or technical competency, but

also job responsibility or performance.

Of the various reform policies, six are particularly noteworthy:
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1. Restoration of piece rate and incentives. Major policies of the early reform period
from 1978 — 1983 included the restoration of piece rate and incentive schemes (liu and
Lian, 1994). In 1978, the state council introduced an incentive guideline of 10% — 12%
of basic wage. The following year, enterprises were encouraged to set up an incentive
fund from retained earnings. The fund was intended for differential distribution to
reward workers who deserved a merited pay increase. In 1981, incentives were
recommended to increase again, this time, to 16.7% of basic wage or the equivalent of

two months’ salary.

2. “Floating wage system”. As there was no strict control from the Party administration
as to how or how much had to be allocated as the incentive portion of pay, enterprises
experimented with three major categories of incentive pay or “floating wage
systems”(fudong gongzizhi): (1) “small float” (xiaofudong) by which 20% of the total
wage was assigned as a floating wage to be pegged to worker contribution and enterprise
performance; (2) “medium float” (zhongfudong) by which 50% of the total wage was
similarly linked; and (3) “complete float” (chuanfudong) by which the floating wage
entirely substituted the basic wage (Liu & Lian 1994). In other words, the entire
monetary portion of pay became incentive-based. The sudden surge in bonuses without
proper state control or self-surveillance measures at the enterprise level had quickly
resulted in wage expenditure overtaking increases in productivity and profitability.

Corrective measures were taken by the state Council to impose a ceiling on bonuses.

3. “Performance-related wage bill”. In 1985, an administrative fiat known as
“(enterprise) performance-related wage bill” (gongxiao guaguo) was introduced at the
enterprise level to keep potential increases in the annual wage bill in line with that in
enterprise performance. The base of the enterprise wage bill and the ratio of growth of
wage bill to that of enterprise’ performance were to be determined by way of annual

consultation and negotiation with the state authority.

4. “Fifteen-grade wage system”. In the same year, the original eight-grade wage
system, which was based on eight standard technical work grades were substituted by a
15-grade wage system (shiwuji gongzizhi). The new wage system made it possible for

wages to be differentiated among workers within a specific technical job grade on the

Brenda C. Sun London School of Economics



Motivation under Uncertainty and Risks 23

basis of changing work assignments and job responsibilities. At the same time, small
variations in pay might also be possible for workers who achieved a different level of

performance or contribution in the job at different times.

5. The “two below’s”. In 1993, facing the industry-wide problem of upward wage drift
(see Gang & Woo, 1996), the State Council passed a revised policy known as the “two-
belows” (liang di)}u), which stipulated that the percentage growth in enterprise wage bill
and worker income be kept below two main performance indicators such that (1) the
growth rate of enterprise wage bill is no higher than that of enterprise performance; and
(2) the growth rate of average worker wage is no higher than that of enterprise
productivity. A major provision of this new policy was that wage bill and enterprise
performance reviews were now to be conducted by the state authority every three to five
years instead of annually. This means that the enterprise could now formulate its year-

to-year wage plans and policies with more autonomy and over a longer planning period.

6. “Position- and skill-based pay”. Position and skill-based pay (gangwei jineng
gongzi) was introduced by the state in 1992. It represented a more sophisticated attempt
to promote the concept of “pay for labor”. Under the initiative, the core wage system of
SOEs was to be substituted by two major pay scales —one being specific to the position
held by the employee and the other relevant to the certified skill level of the individual
concerned. Position grades and wage level were to be mapped out by individual SOEs
according to four criteria: (1) responsibility, (2) labor intensity, (3) working conditions,

and (4) skill and ability required in the position held.

As greater wage differentials were to become available between employees working in
demanding, front-line production vis-a-vis those working in secondary production and
supporting roles, there would now be unprecedented incentives for workers to compete
for, instead of the tendency to withdraw from demanding roles in the workplace. By
mid-1993, more than 2000 medium and large SOEs had installed some form of position-
and skill-based pay, making the number of employees under the new wage system a total
of 10 million. However, due to financial difficulties, many enterprises, my research

organization included, only adopted the new wage system years later.

Brenda C. Sun London School of Economics



Mativation under Uncertainty and Risks 24

Whether pay-for-labor applied to pay according to a wage system that was differentiated
only in terms of pre-determined level of position and/or skill, or also embodied the
concept of accountability and on-the-job performance (laodong biaoxian) would be a
matter of individual enterprise wage policy. Overall, the scope and intensity of linking
pay to contribution, be it in the form of position- and skill-based pay or performance
bonuses, would determine whether the wage reform process was propelling the
workforce toward a reward system that was driven by competition or constituted only
another form of need-based wage supplement. This issue would be further explored in
the context of the research enterprise in Section 2.2 — Uncertainty and Risks under

“Deepening of Reforms”.

Employment Reform (ongoing since 1985)

As is the case with wage reform, employment reform represénted a corrective
mechanism aimed at tackling the challenges and unanticipated issues that had emerged
with the evolution of time under the old economic system. In particular, the lifetime
employment system or “iron rice bowl” (tiefanwan) together with its cradle-to-grave
benefits had caused and long tolerated the widespread and serious problems of (1) job
inheritance (Howe, 1992) and “backdoor recruitment” (zhouhoumen) through “guanxi”
or social relations (Bian, 1994), (2) excessive headcount and overstaffing (Gan, Tang, &
Wu, 1997; Korzec, 1992; Wang, 1999), and (3) loss of human motivation and low work
morale (Ding & Warner, 2001; Warner, 1996). Since overstaffing and redundancy were
what policymakers frequently referred to as d bottleneck that slowed the progress of

enterprise reform, it is important for the issue to be discussed in further detail.

Redundancy a threat to survival. According to industry sources and as revealed in
local Chinese publications on unemployment and labor reform (e.g., see Gan, Tang, &
Wu 1997; Wang, 1999) and confirmed to me in a preliminary interview with the
Ministry of Labor and Personnel back in the mid-1990s, redundancy in industry was
estimated at 40 — 60%, whereby the “workload of three persons was (typically) had by
five” (sangerendehuo wugerengan). This suggests that, of the 100 million industrial

workers at the time, almost half was “superfluous” or excessive labor (fuyu renyuan).
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The culprit of the economic ill of unchecked employment expansion could be traced
back to the problematic approach in wage bill determination at as early a time as the
1940s and 1950s (see Korzec, 1992 for a discussion). In particular, the pre-reform policy
for determining the total wage bill on the basis of headcount had encouraged SOEs to
expand their workforce beyond economic justifications. The result of such expansion
was a community of large and medium-size SOEs whose workforce was redundant and
unproductive (Sun, 2000b). In the setting of “enterprise town” (giyebanshehui), which
was rather common, for example, in the oil industry, which I had visited, a great number
of excess labor was deployed in the “enterprise management of social facilities”
(giyebanshehui), which involved the day-to-day running and maintenance of social

facilities and community support ranging from schools to hospitals to police stations.

Since the mid-1980s, a number of these administrative or auxiliary functions, which
were totally unrelated to enterprise production, had been gradually transferred to the
municipal government. At the same time, however, with an unprecedented level of
autonomy under the auspices of enterprise reform (giyegaige), many large SOEs had
gone into extended businesses in which they had no expertise or competitive advantage
(Tsang & Cheng 1999). The punishing results of these nonproductive investment and
subsequent employment expansion activities were enormous financial losses and
superfluous workforces to the extent that the “dysfunctional employment system became

an imminent threat to the survival of the state sector” (see Ding & Warner, 2001: 318).

Ever toughening reform measures. Employment reform since the early 1980s had
proceeded under the general principle that reform must free the enterprise from the state
and the individual from the enterprise (see Howe, 1992). This would mean dismantling
of the state labor allocation system and the development of a labor market as a new
mechanism for labor allocation (Howard 1991, White 1987; Whyte, 1999). In time,
albeit experimentally to begin with and incrementally at relatively more progressive
enterprise settings, both state enterprise employers and employees would increasingly be
in the position to strike a market-style employment bargain mirroring the kind that was
fast developing in the non-state sector, which had the luxury of no “historical burden” or

issue of entrenched communist workplace mentality.
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According to Ding & Warner (2001), the non-state sector totaled more than 280 million
workers, of which (1) over 100 million were rural-status urban workers/job seekers; 2)
over 150 million were township and village enterprise (TVE) employees; and (3) over
30 million were foreign-invested enterprises (FIE), private enterprises, and self-
employed workers. In time, one may expect to see the magnitude of forces of change
facing nearly 300 million workers in the non-state sector that was to élso have an
influence on the state sector’s 100 million-strong workforce. This transformation
process was to be only gradually realized over more than two decades and into the 21
century under the auspices of an ongoing series of corrective measures and policy.

adjustments aimed at counteracting forces of resistance and the slowness to change.

Western scholars who took a snapshot approach to evaluating China’s employment
reform had at some point concluded that it was “a failure” (e.g., Korzec, 1992) or “not
merely ineffectual but disastrous from a macro-economic point of view” (e.g., Howe,
1992). But the true impact of what was no less than a world-class labor reform involving
100 million industrial workers in the state sector alone and spanning more than two
decades could only be properly assessed over time and in light of the persistence of
central policymakers to continually combat policy loopholes on the one hand, and
slowly but surely transforming the society at large from an inert, need-based mindset to

one that was increasingly alertly competition-based on the other.

Transition toward market-style hiring and firing. As was the strategy of the overall

economic reform, employment reform toward open hiring and firing was to be initially
accomplished through experimental implementation in the Shenzhen Special Economic
Zone (shenzhen jingjiteqii), which was strategically geographically distant from the rest
of the mainland and bordering Hong Kong, thus more receptive to and often eager for

the introduction of market-style economic policies.

Following the successful introduction in the early 1980s of labor contracts in foreign-
invested enterprises in Shenzhen, the practice of limited duration contracts was quickly
extended to new employees in the state sector in seven other select regions (see Korzec,
1992). The somewhat unanticipated outcome of partial enforcement of labor contracts in

the state industry among new hires, as documented by Warner (1996), was the
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phenomenon of “one factory two systems” (yichang liangzhi) whéreby contract staff
were typically working hard (to secure their renewal status) while permanent staff

simply looked on (hetonggongan, guidinggongkian).

- Another decade would go by with the state seeing a steady decline in industrial output
and an escalation in the losses of SOEs. In 1992, with nearly a quarter of the SOEs now
operating at a loss (see Ma, 2000) and their aggregate share in total industrial output
having fallen since 1978 from 78% to 52% (SSB, 1997), it seemed that the state had
been left with no choice but to take a critical step in granting SOEs the power to remove
excessive labor and dismiss unqualified workers “when facing economic difficulties”
(Naughton 1995). Again, this labor transition has proceeded smoothly only for newly
hired workers but not for permanent employees. Faced with strong resistance from the
latter, most enterprises have reportedly not been able to fully execute the power of
dismissal (Gu 2000).

This was mainly because enterprise labor administration was still subject both to
external plan targets and interference by local bureaux. As the new regulations only
allowed workers dismissal in cases of infringement of regulations or imminent
bankruptcy, no significant dismissals had taken place, and in any case, dismissal to cut
costs remained illegal (Howe, 1992). It was perhaps only till enactment of the Labor
Law in January 1995, which pressed for the mandatory nationwide implementation of
labor contracts for all workers and the simultaneous establishment of a competition-
based internal labor market within the SOE that employment reform began to see far-

reaching and definitive results among traditional state enterprise workers.

Despite toughening measures of employment contraction by way of “competition-based
employment” and workforce reduction, the state industry was reported to be still
overstaffed by as much as one-third of the workforce at the turn of the century (Holz
2003). The fact that the number of large and medium loss-making industrial SOEs and
their losses have only fallen by about 40% between 1998 and 2000 implies that many
SOEs are still not economically viable (Holz 2003), thus suggesting that the measure to

shed labor was set to continue.
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“Competition-Based Employment” (CBE). “Competition-based employment”
(jingzheng shanggang) was a reform concept referring to the establishment of an active
internal labor market or “internal competitive mechanism™ (neibu jingzhengjizhi)
whereby workers no longer enjoyed lifetime employment and many of the
accompanying cradle-to-grave benefits but were required to com;')ete for survival in the
process of workforce reduction and enterprise downsizing. The concept of CBE was first
contemplated and by Deng Xiaoping in 1988 (Deng, 1989) with an objective to
“reinvigorate” (gaohuo) the state sector, which had long suffered from a lack of

consciousness of market competition and the uncertainty and risks thereof.

As was the case with virtually all other economic and enterprise reform measures, CBE
was cautiously installed on an experimental and incremental basis over an extended
period of time. And it was not until 1996 that compliance became mandatory for all
SOEs. Details of its implementation in the setting of the research organization are

presented in Section 2.2 — Uncertainty and Risks under ‘‘Deepening of Reforms".

Workforce reduction. It is not surprising that the enforcement of workforce reduction
measures were met with strong resistance as redundancies were a widespread
phenomenon at most SOEs and there was not an established and secure enterprise-
independent social safety net due to the fact that unemployment insurance was still at an
immature, experimental stage of development (see Zhu, 2002 for a review). With a high
redundancy rate, the mission of the SOE was to become “lean but not mean”, as social
stability remained a priority in the process of downsizing. This exposed a real
contradiction and an immutable conflict of interests between economic performance and
political consideration that was inherent in the still largely state-controlled management
infrastructure of SOEs, a landmark of the “socialist-market economy” or “market

economy with Chinese characteristics” (fuzhongguo teshede shichangjingji).

Predicated upon these circumstances, workforce reduction strategies have inevitably
been confined to the diversion of redundancies within (neifen), rather than away from,
the enterprise, as it would naturally be the case in a market economy free of political
intervention. As a matter of fact, so far less than five percent of the workforce made

redundant at the enterprise under study had been permanently laid off without a
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subsistence allowance. Many others had simply been “diverted” by attrition in the form
of early retirement, and extended maternity and sick leave, the associated costs of all of
which remain to be borne by the enterprise concerned. Little progress had been possible
in developing the tertiary sector or related knowledge-based businesses, which were in

the position to absorb redundant workers with low or incompatible skills.

The year 1998 saw a new stream of development in enterprise reétructuring and
downsizing. The fact that the government permitted and encouraged SOEs to eliminate
some of its poor-performing SOUs by transforming them into separate, independent
legal entities (duli faren) meant that the performance of these establishments would be
evaluated in all aspects of business and management rather than merely according to
their fulfillment of a production quota. I was informed in an interview with the Ministry
of Labor that an increasingly number of enterprises now required the ILEs to deliver
profits or else “fold up”, thus saving themselves the laborious routine and complexities

of executing workforce reductions.

2.2 Uncertainty and Risks under “Deepening of Reforms”

Progressively “deepening of reforms” (shenhua gaige) since the mid-1980s have led to
radical changes in many aspects of economy and importantly, in labor relations. In
particular, traditional guarantees of employment, wages, and cradle-to-grade welfare
have eroded as enterprises were granted autonomy at a steady rate by and subject at the
same time to intensifying market competition domestically and internationally.
Economic growth has seen the rapid expansion of new forms of non-state businesses in
which none of the traditional guarantees exist (Clarke & Lee, 2002). This development
illuminates the unprecedented uncertainty and risks facing industry as a whole and the

direction toward market competition state industry must converge in order to survive.

Through the window of my research enterprise, which was identified by the State
Council as a pioneer or “dragon-head” enterprise (longtou gqiye) in workplace and
enterprise reforms, we come face to face with the category and level of uncertainty and

risks that state enterprises and their workers must now confront in the battle for survival.
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“Reward and punishment system”. To analyze the uncertainty and risks under
“deepening of reforms” at my research enterprise, which I shall refer to in this thesis as
“The Steel Conglomerate”, I begin with a brief review of its “reward ahd punishment
system” (jiangchéng zhidu). There is perhaps no typical human resource system as such
in the rapidly drastically reforming state sector. Because of The Steel Conglomerate’s
widely acknowledged status as a best practice enterprise, its reward and punishment
system as presented here represents a model the state seétor would aspire to emulate
within feasible circumstances. It is important to note that the dual attention to
administration of rewards and punishments is embedded in ancient Chinese philosophy.
As such, usage of the term is standard in Chinese workplaces. This means that
individuals would notice that something was deliBerately left out if labor managément
policies, which involved both rewards and disciplinary measures, were simply referred

to as a “reward system”.

Socially undesirable and even ‘“harsh” the Chinese terminology may sound to the
Western management scholar. But one only needs to consider the view of workplace
governance to realize that sets of incentives and penalties which constrain the ability of
the agent (employee) to pursue one’s self-interest at the expense of the principal
(employer) represent the very stipulations and purpose of the employment contract (e.g.,
see Deery & Mitchell 1999; Eisenhardt, 1989; Gomez-Mejia & Wiseman1997). I argue,
therefore, that as long as the employment relationship is goveﬁed by some kind of a
disciplinary mechanism, which is disputably the case in the West, it is more accurate to

refer to the management of such relationship as “reward and punishment system”.

Reform principle. As illustrated in Figure 2.1, workplace reform at The Steel

Conglomerate was governed by the principle of “selection of the superior; elimination of
the inferior (or slow to adapt)’ (yousheng lietai). It represented an appreciably
toughened version of the principle of “reward the diligent, punish the lazy” (jiangqin
falan) laid down by Deng Xiaoping in the beginning of reform when attendance was a
main issue. As more challenging issues of monitoring such as “showing up for work
without exerting genuine effort” (chugong buchuli) and reluctance to learn new skills or
adapt to new work situations surfaced, the workplace reform principle was revised to

emphasize “zero tolerance” for incompetence in skill attainment and performance.

Brenda C. Sun London School of Economics



Motivation under Uncertainty and Risks 31

“Reward and punishment system”. To analyze the uncertainty and risks under
“deepening of reforms” at my research enterprise, which I shall refer to in this thesis as
“The Steel Conglomerate”, I begin with a brief review of its “reward and punishment
system” (jiangchéng zhidu). There is perhaps no typical human resource system as such
in the rapidly drastically reforming state sector. Because of The Steel Conglomerate’s
widely acknowledged status as a best practice enterprise, its reward and punishment
system as presented here represents a model the state seétor would aspire to emulate
within feasible circumstances. It is important to note that the dual attention to
administration of rewards and punishments is embedded in ancient Chinese philosophy.
As such, usage of the term is standard in Chinese workplaces. This means "that
individuals would notice that something was deliBerately left out if labor managément
policies, which involved both rewards and disciplinary measures, were simply referred

to as a “reward system”.

Socially undesirable and even ‘“harsh” the Chinese terminology may sound to the
Western management scholar. But one only needs to consider the view of workplace
governance to realize that sets of incentives and penalties which constrain the ability of
the agent (employee) to pursue one’s self-interest at the expense of the principal
(employer) represent the very stipulations and purpose of the employment contract (e.g.,
see Deery & Mitchell 1999; Eisenhardt, 1989; Gomez-Mejia & Wiseman1997). I argue,
therefore, that as long as the employment relationship is govérned by some kind of a
disciplinary mechanism, which is disputably the case in the West, it is more accurate to

refer to the management of such relationship as “reward and punishment system”.

Reform principle. As illustrated in Figure 2.1, workplace reform at The Steel

Conglomerate was governed by the principle of “selection of the superior; elimination of
the inferior (or slow to adapt)” (yousheng lietai). It represented an appreciably
toughened version of the principle of “reward the diligent, punish the lazy” (jiangqgin
falan) laid down by Deng Xiaoping in the beginning of reform when attendance was a
main issue. As more challenging issues of monitoring such as “showing up for work
without exerting genuine effort” (chugong buchuli) and reluctance to learmn new skills or
adapt to new work situations surfaced, the workplace reform principle was revised to

emphasize “zero tolerance” for incompetence in skill attainment and performance.
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Challenging it would certainly be especially for individuals who had managed to “hide
in the crowd”, this new, uncompromising approach to labor management was only
reflective of the enterprise reform principle of “survival of the fittest” (shizhe shengcun)

as state industry came under increased scrutiny of its ability to compete and survive.

The Steel Conglomerate. Built before the establishment of the republic, The Steel
Conglomerate was one of China’s most established and largest business conglomerates.
It employed over 20,000 people in its core production and a substantially larger number
in diversified businesses in Northern China where its headquarters were situated and in
multiple locations across the country. As one of the country’s “focal-point enterprises”

(zhongdian qiye), it has been widely publicized for its advancement in enterprise reform.

For example, it was identified by the state in the 1980s as one of the biggest successes in
the implementation of contract responsibility system (chengbaozhi) whereby the
fulfillment of enterprise production targets were linked for the first time to retained
profits and wage expenditure. More recently, it was known to have introduced some of
the most innovative policies in employment and pay, the “twin pillars” of human
resource reform. Many of the enterprise’ characteristics were typical of the large state

enterprise and were thus an epitome of the challenges faced by state industry in general.

The reward and punishment system was monitored by a performance management
mechanism known as “skill and performance appraisals” (gangwei jineng cheping),
whereby individuals were assessed annually on their skills and monthly on their on-the-
job performance. Their names were then queued from top to bottom and posted on big
bulletin boards. Bottom-raters were to become automatically redundant (weizhe fuyu).
When surveying the various measures under the reward and punishment system in
Figure 2.1, one may be impressed that the enterprise has taken rather full advantage of
their newfound autonomy in policymaking and the execution of reform measures in

relation to both employment and pay to raise motivation, skill, and performance.

In terms of rewards, there seemed a fair amount of financial inducements in the form of
position- and skill-based pay, monthly performance bonuses, and benefits. In Section

2.2.1 — Employment Risks at The Steel Conglomerate, 1 shall reveal the complex realities
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behind these pay components, which amounted to significant individual compensation
risks that seemed only partially offset by additional venues for worker recognition and

training and development opportunities not available prior to “deepening of reforms”.

Parallel to rewards, there was a series of chronologically ordered punitive measures for
nonperformance ranging from probation to disciplinary placement to termination of
employment. Together, these activities contributed to unmatched levels of employment
and compensation risks that were to play an influential role in realigning the motivation

and behavior of individuals with the adaptation and survival of the enterprise.

Toward the building of an adaptive workforce. In view of China’s then imminent
accession into WTO and The Steel Conglomerate’s call to survive and thrive in the face
of intensifying competition, analysis of its strategy of building an adaptive workforce is
not only timely but also key to understanding an innovative and potentially one of the
most advanced models of labor management. The essence of the strategy was embodied
in the enterprise’ mission statement — to “catch up” (ganshang) with the domestically
competitive and internationally vibrant iron and steel businesses — which became the

focus of socialization and was heavily publicized at all levels of the organization.

With its portfolio of admittedly mostly low value-added products, to “catch up” and be
in a position to challenge existing giants in the field meant that The Steel Conglonierate
had to face at least five major challenges: (1) efficiently divert loss-making non-core
businesses; (2) raise capital on the stock market; (3) invest in R& D to the extent that the
product portfolio could be continually upgraded; and last but not least, (4) commit to a
program of ongoing workforce reduction (jingjian); and at the same time (5) unleash an

extraordinary entrepreneurial energy among survivors of its downsizing workforce.

Proactive coping strategy. In meetihg its many challenges, the enterprise management

has made a conscientious attempt to socialize its workforce with the importance of not
only meeting its productivity and profitability targets but also championing its
qualitative goals. In light of their peculiarity and potential impact, these goals seem to
deserve special mention here. They were expressed by the term “yishi”, meaning

awareness, consciousness, and alertness:
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(1) “Awareness of competition” (jingzheng yishi)
(2) “Risk consciousness” (weiji yishi)

(3) “Alertness to calamity” (youhuan yishi)

One thing in common with these goals is that they were all aimed at “awakening the
senses” of (jingxing) members of the workforce and focusing their attention on pressing
environmental demands and issues concerning (1) intensifying domestic and global
competition, (2) the risks of organizational decline and bankruptcy; and (3) the need to

adopt a proactive coping strategy of being “alert but not alarmed”.

The management’s idea was that “to be forewarned is to be forearmed”: if members of
its workforce would enhance their competitive capabilities in terms of skills,
productivity, and adaptive flexibility, (which was not what the former need-based
employment and wage systems had required them to do), the enterprise would stand a

better chance of survival amidst increasing economic and business uncertainties.

Politics of enterprise management. The changes that came with the intensification of
the enterprise reform was characterized by a primary shift of power from the Party
secretary to the factory manager in the STOU’s fight to survive amidst increased budget
cuts and exposure to market competition. This was particularly evident in situations
where the head of enterprise or enterprise manager (changingli) was more professionally
capable of and receptive to putting efficiency (xiaolti youxian) before political

credentials and social relations (guanxi) in the implementation of reform.

Although the focus of the research is on state owned establishments at the STOU level,
it is important to reveal the issues at hand that concerned the enterprise or head office
(zhonggongsi), as they had a bearing on the content and quality of policy-making
involving STOUs. For example, the general manager and chief officers of the head
office were appointed by the State on the basis of political credentials in the Chinese

Communist Party (CCP) rather than their track record in enterprise management.

This means that the dominant driving force behind decision-making at the top

management level was the political agenda of the state and not the economic interest of
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the enterprise. And as long as neither their pay nor political career was linked to the
economic performance of the enterprise, enterprise managers were expected to continue
to operate as government officials or bureaucrats administering the political will of the
state rather than as business managers responding to and wrestling with pressing

business issues and environmental demands.

Political interference in enterprise management has been acknowledged as a major
stumbling block in the reform process. Since the beginning of the enterprise reform and
for more than a decade, the separation of political control from economic management
has been advocated by both political leaders and enterprise managers. However, the
issue remained unresolved, as separation of the two would mean loss of political control

at the enterprise level.

Operational focus of inquiry. The present inquiry is focused on The Steel
Conglomerate’s largest second-tier operation units (STOUs), which employed a total of
20,000 workers. The STOUs were not necessarily subsidiaries of the conglomerate as
the majority still performed the single, traditional role of production typical of the state
enterprise in a planned economy. For example, many of the STOUs and especially those
in the core production of iron and steel products still operated under the principle of
“contract responsibility system” (chengbao zherenzhi), the fundamental requirement of
which was to deliver the annual production quota assigned by the head company, rather

than being involved in the overall business management of the operation.

As long as the STOUs remained part of the legal entity of the head office and were not
required or given the opportunity to keep separate balance sheets (duli heshuan), their
management activities would be strictly controlled by it, which was in turn subject to the
political mandates of the state. For example, a high-performing STOU might, at any
time, be forced into a merger with a poor-performing STOU to help save the latter from
bankruptcy. Such a practice was rather common in state industry as the state still held on
to many of the Communist principles of enterprise management that no longer seemed
to make sense in the country’s transition to an economic model that was to be
increasingly more market-based. Discussion on the STOUs selected for my empirical

study is presented in Section 7.1.3 — Main Study.
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2.2.1 Employment Risks at The Steel Congloinerate

The employment uncertainty experienced by individuals at The Steel Conglomerate
were commensurate in many ways with that faced by all state industry workers under
employment reform described in Section 2.1.2, except that it was more severe. This was

due to the fact that its reform represented one of the most advanced models.

I would focus my discussion on the STOUs of the conglomerate, where large-scale
workforce reductions took place. One of the policies devised by the head company
involved a non-renewal policy for all rural-status contract workers, which made up about
30% of the core production workforce. In addition, STOUs were required to deliver an
annual headcount reduction of five to ten per cent, depending on the head office’s
assessment of the extent of redundancy at respective STOUs. The latter had an impact
on all workers, including urban-status workers whose labor contracts were of a limited
duration of two to ten years, as well as permanent workers who have been provided
permanent, open-ended labor contracts (wugudingqi laodong hetong) according to the

statutory requirements of the labor law for workers with a job tenure of 10 years or more.

The establishment of competition-based employment (CBE) at The Steel Conglomerate
was earmarked by the introduction of fixed-term contracts (guding laodong hetong) for
all members of the workforce in December 1996. Four months earlier, the enterprise had
been selected by the state as a pilot site for the introduction of the new arrangement,

which effectively put an end to the “iron rice bowl.”

According to the labor law provision of 1995, all state industry employees had to be put
on limited duration contracts of two, three, five, and ten years. Under the labor contract
system, employee and the employer would automatically be free of obligations to each
other upon contract expiry. To lessen the blow for old-timers, individuals who had
previously served for 10 years or more, (which made up about 50% of the workforce at
The Steel Conglomerate), were awarded open-ended, permanent contracts. Under CBE,
however, these individuals, like their counterparts who were on limited duration

contracts, were all subject to regulation of competitive forces in the internal labor market.
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The sum and substance of CBE were captured in the following reform terminology:

(1) “Survival of the fittest” (shizhe shengcun)
(2) “Selection of the superior; elimination of the inferior” (yousheng lietai)
(3) “Up with the able; down with the incompetent” (nengzheshang yongzhexia)

(4) “Hewhohits the bottom (in performance appraisal) is redundant” (weizhe fuyu)

CBE in this context suggests the reward of career advancement and promotion in one
extreme. In another extreme, there was the potential punishment of being placed in the
Job Transfer Center (zhuangang jidi) or JTC of the worker's respective operation unit
and possibly subsequently in the enterprise headquarters' Reemployment Services
Center (zaijiuye fuwuzhongxin) or RSC which led directly to the termination of

employment at the end of a maximum of two years.

Given limited opportunities for advancement in the organizational and the tremendous
pressure of workforce reduction, there was reason to believe that employees were more
exposed to punishment than to reward. According to the management of The Steel
Conglomerate, the major objective of CBE was to awake the workers to “a sense of
competition, anxiety, and crisis”. In this context, it may be understood that the system of
CBE was governed by the law of elimination whereby workers went through an internal

selection process mirroring that experienced by the enterprise itself in the marketplace.

Redundancy management, socialist-market style

In view of the concemn for social stability in the socialist-market economy, redundancy
management in China proceeded at a relatively significantly slower pace than that in a
full-fledged market economy. AT The Steel Conglomerate, the extended period of
transition was meant to fulfill two main objectives: (1) educate the workforce about the
importance of awakening to a “sense of crisis” or “risk consciousness” (weijigan), a very
much desirable attitude at a time when the business was faced with increasingly keen
competition and touglll budget constraints; and (2) facilitate the “psychological

preparation” (sixiang zhunbei) of individuals to seek alternative employment for
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themselves or accept unemployment. As such, the process of redundancy management

involved two phases of a cycle taking up to, but no more than, four years.

Phase 1. Workers who received bottom ratings in their work performance and/or skill
assessment were automatically classified as redundant (weizhe fuyu) and removed from
their current positions to an operation unit at the Job Transfer Center (JTC). At the JTC
they received 20 — 30% of previous base pay (which accounted for 30 — 50% of total
previous pay) in the form of a subsistence allowance and payment from performing odd

jobs while receiving renewed skill training and moral indoctrination.

Phase 2. At the end of the two-year probation period, workers who failed to return to full
employment at the respective operation unit would be transferred out and relocated at
the centrally run Re-employment Service Center (RSC) of the enterprise. During this
time they would receive a further reduction of approximately 30% in pay, continue to
receive training and be allowed up to the expiry of their contracts or a maximum of two

years to seek alternative employment before being terminated.

Since there was not an established social safety net for the unemployed and the number
of redundancies involved at least 25% of the workforce at The Steel Conglomerate (and
at least that in state industry as a whole), the state was cautious about not permitting the
enterprise to lay off workers in too abrupt of a manner to ensure social stability. To help
soften the blow in a progressive manner which was typical of China’s reform approach,
the government required that these workers be put through a series of training and re-
employment activities before they were totally cut off from the enterprise and disposed

of in the external labor market.

“Job Transfer Center” (JTC). Job Transfer Center (zhuangang jidi) represented step 1
of the two-step redundancy management process and the first of a series of two severe
categories of disciplinary measures under the new competition-based employment
system. The JTC was targeted at individuals with a current “employment certificate”
(shanggangzheng) who might fall into one of the following categories: (1) ranked

bottom in the position and skill assessment exercise; (2) classified as over-manned
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(chaobian) due to new arrangements in production, work design or technology upgrade;

or 3) considered physically unfit for staying in the job.

The establishment of JTC at The Steel Conglomerate was recognized as one of the very
first in the country. By mid-1999, all of its top five profit-making STOUs (from which
the sample of my empirical study was drawn; see Section 7.1.3 — Main Study) have
established their own JTCs, each with a capacity to accommodate about 50 — 100
redundant workers. The center functioned as a small sub-factory within the STOU.
Work assignment typically involved temporary, small-scale production of parts and
accessories used in main production. There were also plans to initiate longer-term
production projects, as according to plan, an ongoing stream of workers would be placed

there under the auspices of tightened skill and performance management.

In principle, the JTC was meant to offer an opportunity for individuals to redeem
themselves and be placed back in normal production if and when a vacancy emerged.
But due to ongoing organizational restructuring and production streamlining, there was
no guarantee that one would at any point be reinstated. Over the preceding 18 months,
reactivation of JTC workers in regular jobs at the main production unit averaged 30 —
50% for a combined total of more than 200 admissions at the five JTCs of the enterprise.
The reactivation rate of JTC workers at less profitable operation units at the same

enterprise was reportedly much lower.

Reduced employment status and wage. Workers received a subsistence wage only

slightly above the “minimum cost-of-living” allowance (zuidi shenghuofei) stipulated by
the municipal government and a small potential bonus contingent upon performance and
workload. Workers at the JTC made an average of RMB400 — 500 per month, which
represented a pay cut of 50 — 70%.

Since the head company allowed the operation unit to retain a significant portion of the
wage savings gained from the transfer of workers from the main production unit to the
JTC, the latter was given an incentive to plan and execute the allocation of human

resources based on economic justifications and actual requirements in production.
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Hence, the JTC functioned as a “reserve” (xiishuichi), which enabled redundant workers

to be re-trained and on stand-by to be put back to production.

“Reemployment Services Center” (RSC). Since 1998, Reemployment Services
Center” (zaijiuye fuwuzhongxin) has been made a compulsory set up at all SOEs. In the
context of The Steel Conglomerate, it represented the second or final of two extensions
of punishment policy under the new, competition-based employment system. Workers
assigned to the RSC were those who failed to make their way back to the regular
production line during their two-year probationary period at the JTC. Time at RSC
involved re-training of up to two years before the eventual termination of employment.
As such, the center represented a preparatory stage to unemployment or “a way of no

return” for its transitory trainees.

The RSC was financed jointly by the enterprise, state or local government, and the
unemployment insurance (UI) fund. Under the new Ul system, laid-off workers received
"three lines of guarantee" (sange quebao) at a progressively reduced rate: (1) a
subsistence allowance for up to three years; then, (2) unemployment benefit for a
maximum of another two years; and finally (3) a means-tested urban social relief. Rather
than being linked to wages in previous employment (as was the case when the worker
was at the JTC), unemployment benefit at the RSC ranged meagerly from 60% - 70% of

the minimum wage, as determined by local governments (Zhu 2002).

As the new arrangement were not at all a good fallback position in employment or pay
for the individuals concerned, it was expected to help significantly reduce the "excessive
choosiness" of laid-off workers in seeking reemployment, which was manifest in the
peculiar phenomenon especially in the 1990s of abandoned urban (state enterprise)
positions being filled only by eager rural-status workers (gongrenxiagang

nongminshanggang) (see Wang 1999).

At this point in discussion, it is important to reiterate that workers who were subject to
potentially being made redundant were not exclusively limited to those who had been
put on limited duration contracts. Rather, it also included those who were on permaneht,

open-ended contracts. This represented the toughest measure to date at the enterprise
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level to smash the “iron rice bowl” since in principle none could escape the fate of
losing their job if they failed to meet the standards for continued employment. Indeed,

the same blanket coverage may be said of the exposure to compensation risks.

2.2.2 Compensation Risks at The Steel Conglomerate

Wage reform at the individual enterprise level has been typical of the ways of the
country’s economic reform — that of an experimental and incremental nature. As the
state enterprise navigates its way toward a new socialist-market economy, levefaging on
the motivational benefits of pay to make workers work harder has become the subject of

discussion among personnel practitioners and decision makers.

As discussed previously, in the early years of wage reform, the portion of pay that was
determined by performance on the job was minimal. In the 1980s and early 1990s, for
example, “bonuses” were paid out more or less equally to workers as a de facto wage
supplement. For the workers then, job evaluations were haphazard, not assigned to pay
grades or particularly geared toward performance on the job. In addition, results of
evaluations were not effectively linked to pay. As such, workers did not perceive a
relationship between pay and contribution at work. Measures were introduced in the
mid-1990s at The Steel Conglomerate to systematically evaluate work performance and
link them to pay. At the same time, up to 40% of base pay and 100% of bonuses were

made contingent upon the fulfillment of specific job requirements.

Toughening reform measures. The most recent change in the enterprise pay system
took place in early 1996 when the position- and skill- based pay was introduced as a
measure to promote the concept of “pay for labor”. At the same time, the traditional
eight-grade system, which had been in place for nearly 50 years, was revised to become
the new 38-grade standard base pay. In 1998, a schedule of bonus points that were 100%
deductible in the event of various unsatisfactory work behaviors (such as those related to

tardiness and breach of safety regulations in production) was established.
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Although the set of punishable work behaviors classified for such purpose could by and
large' be measured and recorded, the system rested heavily on two assumptions that
faltered: (1) the deductions made for having stepped over certain standards would
eventually be reflected in the job evaluation; and (2) workers could perceive a link
between the subsequent impact on pay. The system had reportedly not achieved the
desired results due, as explicated by the manégement, to the fact that under social
pressure, supervisors were often found to be “adding back the points” somewhere else in

the overall job evaluation.

Given these considerations, management was determined to make workers realize that
performance differences related directly to pay differences. The most recent reform
measure was installed at the end of 1998 whereby instead of having points deducted,
workers who did not meet the required standards would have their bonuses deducted.
This measure was said to be much more effective as it became very difficult for the
supervisor to actually make up an achievement in the individual’s work record with an
award for something else in order to justify off-setting a previously penalized amount. In
the worst scenario, the employee could have his entire bonus deducted. Variable pay
deductions were simple and straightforward. Since it was distributed according to
individual differences in contribution and work performance, it also served as the basis

in evaluating the individual’s fitness for continued employment at the enterprise.

Pay system at The Steel Conglomerate. As mentioned above, a strong feature of the
pay system at The Steel Conglomerate was variability. Although workers were paid
substantially above market rates in the state sector, the variable or contingent pay
components made up more than 40% of total monthly pay. The deductible or punitive
aspect of pay had been enlarged to work as a deterrent against underperformance and an

agent in transforming the pay culture from an entitlement mentality to a contingent mode.

Under the then most recent round of wage reform, which included (1) the new position-
and skill-based pay, (2) revised standard base pay, and (3) new seniority wage, (which
will all be discussed below), average wage at the enterprise increased by RMB92.85
(US$10.89), RMB22.27 (US$2.61), and RMB46.31 (US$5.43) respectively, or a total of
RMB161.43 (US$18.94), which represented an average total increase of 15% - 20%.
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Pay components. Before “deepening of reforms”, welfare provisions made up a

significant portion of pay. But as shown in the monthly pay slip of one of its frontline
production worker (sée Table 2.1), allowances now made up a minute percentage. To
illustrate, welfare provisions (items 7 — 9 in Table 2.1), which included seniority pay,
general welfare subsidy, and job-specific subsidy, together now contributed to only
12.5% of total pay. The remaining 87.5% of pay was distributed as differentiated pay on
the basis of individual contribution, of which, RMB995.50 or 47% was variable pay

(items 4 — 6 in table 2.1), which included bonus, attendance pay, and overtime pay.

Table 2.1
Sample Monthly Pay Slip of a Production Worker
Component Fixed/ Basis of Possible Amount | % Total
Variable | Deductions (RMB) Pay
1 | Position-Based Pay | Fixed 100% deductible based| 140.00 6.55%
. on monthly appraisal
2 | Skill-Based Pay Fixed 100% deductible based 95.00 4.44%
on monthly appraisal
3 | Standard Base Pay | Fixed Non-deductible 640.00 | 29.92%
4 | Bonus Variable | 100% deductible based| 645.00 | 30.16%
on monthly appraisal
5 | Attendance Pay @1/day | Leave (even away sick) 21.50 0.10%
6 | Overtime Pay Variable 329.30 | 15.40%
7 | Seniority Pay @3/year | Non-deductible 15.00 0.70%
8 | Welfare Subsidy Fixed Non-deductible 193.18 9.03%
9 [ Job-Specific Subsidy | Fixed Non-deductible 60.00 2.80%
10 | Total Pay 2,138.98 | 100.00%

It is important to note that position- and skill-based pay (items 2 — 3 in Table 2.1) was
theoretically meant to be a fixed income, as was the idea of the central policy unit that
introduced it nationwide in 1995. Ménagement at The Steel Conglomerate has, however,
has taken full advantage of autonomy at the enterprise level and made the pay contingent

on monthly performance to the extent that it was 100% deductible.

“Position- and skill-based pay” (PSP). The twin components of position-based pay and

skill-based pay components were usually referred to collectively as “position and skill-
based pay” (gangwei jineng gongzi). As discussed previously, PSP was introduced in

1992 by the government as a nationwide policy to help differentiate pay on the basis of
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work contribution (laodong gongxian) and provide the economic rational for individuals
to be willing to upgrade their skills and take up demanding work roles. By now a loss-
making enterprise due to poor performance of most of its expanded businesses, however,

The Steel Conglomerate did not install PSP until 1995.

(1) Position-based pay component. On the position-based pay scale (see Table 2.2), jobs

were assigned to position grade points according to four factors: (1) hardship, (2) dirt, (3)
workload, and (4) hazard (ku, zhang, lei, xian). The focus of the position-based pay was
on the job itself rather than the individual who filled the post. In other words, individuals

with the same job were paid more or less the same position-based pay.

Table 2.2
Monthly Position-Based Pay Scale at The Steel Conglomerate
i’;_b Costhon | Py | Production Administration & | JobCategory
Point (RMB) Management
1 1.0 50 | Porter, custodian “3" line” PS
2 1.2 60 | Gardener, lift operator “3" line” PS
3 1.4 70 | Guard, child-minder, graphic assistant “3" line” PS
4 1.6 80 | Tradesman, cook, inventory keeper “3" line” PS
5 1.8 90 | Chauffeur, shop floor assistant ' “3" line” PS
6 2.0 100 | Truck driver, conveyor bell inspector; | Clerk (shop floor AA) “2" line” PDS,
automobile repairman Clerk
7 2.2 110 | Maintenance electrician, steam Grade 1 AA “2" line” PDS,
engine repairman Clerk
8 24 120 Production electrician, special Grade 2 AA “2" line” PDS,
machinery operator Clerk
9 2.6 130 Electricity control room operator Shop floor & AO “2" line” PDS,
rolling stock maintenance assistant supervisor Clerk; SP
10 | 2.8 140 | Junior positions in main production Senior shop floor & AO “1* line” MP
supervisor supervisor
11 | 3.0 150 | Middle positions in main production | Shop floor & AO manager | “1¥ line” MP &
STOU heads
12 | 3.2 160 Senior positions in main production Shop floor & “1% line” MP &
AO manager STOU heads
13 |1 3.4 170 AO manager & AC engineer | STOU & HO DH
14 | 3.6 180 AO manager & AC engineer| STOU & HO DH
15 | 3.8 190 AO manager & AC engineer | STOU & HO DH
16 | 4.0 200 AO manager & C engineer | STOU & HO DH
17 14.2 | 210 ' AO manager & AAto GM | HO DH & SM
18 | 4.4 220 AGM, assistant PTS, HO SM
C engineer
19 [ 4.6 230 GM, PTS, Deputy Chairman | HO SM
20 1 4.8 240 HO Committee Chairman HO SM

Key: AA = administrative assistant; AC engineer = Assistant chief engineer; AGM = assistant general manager;
AM = administration office; C engineer = chief engineer; DH = department head; GM = general manager;

HO = Head office; MP = main production; PD = production; PDS = production support; PS = production servicing;
PTS = Party Secretary; SP = supervisor; SM = senior manager; STOU = second-tier operation unit
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(2) Skill-based pay component. On the skill-based pay scale (see Table 2.3), workers
were assigned particular pay grade points according to their certified skill level. For
example, skilled workers in production servicing were on grade points 1-3, those in
production support, grade points 1-6, and those in main production, grade points 1-8.
While the pay scale may look normal to the outside world, it was believed to have a very
different effect on the workers at The Steel Conglomerate. Considering that individuals
ranging from production workers to professionals and managers had had up to only
about 30% differentials in pay before the implementation of the skill-based pay, the
wide spread pay differentials, from RMB50 - 175 for the workers, and from RMBSO -

270 for the professional, and managerial staff were a major breakthrough.

Table 2.3
Monthly Skill-Based Pay Scale at The Steel Conglomerate

Job Skill Grade Point 1.2 3 4 5 6 7 8 9 10 1 12
Type Skill Type Pay Scale (RMB) 50 65 80 95 115 135 155 175 195 220 245 270

P Skilled (3raline - production servicing)
P Regular (2raline - production support)
P Highly skilled (1<t line - main production)
PM Technician, administrative staff

PM Section head, engineer, economist

PM Dept, head, senior engineer, economist

Key: P = production; PM = professional and managerial

(3) Standard base pay component: Standard Base Pay (biaozun gongzi) or SBP is worth
particular mention here for at least two reasons: (1) it made up about 30% of total pay;
and perhaps most importantly, (2) it reflected the trend of widespread differentials in pay
distribution. SBP had been an extension of the eight-grade pay system (baji gongzizhi)
adopted nationwide between 1949 and 1985, and of the 15-grade pay system introduced
in 1985. Both of these former grade systems were originally intended for differentiating

between technical job grades.

In fact, the function of the standard base pay has now been replaced, and indeed
magnified, by the new, position- and skill-based pay in the sense that the latter required
an active and ongoing justification of pay based on skill level and work role. But for

“historical reasons”, SBP remained part of the wage system at The Steel Conglomerate.
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Position Grade Point

Table 2.4

Monthly Standard Base Pay Scale at The Steel Conglomerate

Standard Pay

Base
Grade
Point

1

[ BN o) NV, [N NS I 8}

10
11
12
13
14
15
16
17
18
19
20
21

22
23
24
25
26
27
28
29
30
31

32
33
34
35
36
37
38

Scale
(RMB)

270
300
330
360
390
420
450
480
520
560
600
640
680
720
760
800
850
900
950
1000
1050
1100
1150
1200
1260
1320
1380
1440
1500
1560
1620
1680
1750
1820
1890
1960
2030
2100

1

2

3

4

5

6

7

8

9
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17

18
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19

20

Upon revision, however, the existing 100-plus SBP wage grades, which reflected an

admittedly confusing array of former wage backgrounds of staff previously employed at

other SOEs and government departments, were now condensed to 38 grades (see Table
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2.4). Existing wage grades were swapped (taogai) for the closest (higher) grade on the
new wage system, which was referred to as a form of collective recognition for the skill
and contribution of the employee. At the same time, seniority wage was introduced,
offering an additional RMBS3.00 for each year of service, payable from the fifth year.
Within each job category, there were an average of 20 grade points, which reflected a
further increase in pay differentials between individuals. For instance, the top rate was
7.78 times the bottom rate. The significance of SBP was not only its widened
differentials but also the fact that it represented the largest non-deductible portion of pay.

In other words, it was the very component that still offered income security.

Compared o PSP, SBP made up a much more significant portion of pay, with its
monthly pay scale ranging from RMB270.00 to RMB246.33, while position-based pay
ranged from RMBS50.00 to RMB240.00 and skill pay ranged from RMB50.00 to
RMB270.00.

Monthly bonus and penalty calculations. There was a sea-change in the way bonuses

were distributed in the sense that they would now fluctuate. As mentioned in Section
2.1.1 — Strategic Overview, bonuses had long been distributed as an additional portion of
egalitarian pay until in recent years when they became 100% deductible, and more

differentiated, albeit in much lesser degrees than PSP and SBP.

Table 2.5
Monthly Bonus and Penalty Calculations
A B C D E F G H |
Worker Individual | Appraisal | Bonus | Appraisal | Share of | Share of | Outstanding | Total Bonus
Bonus result credit Bonus factory shop floor| Contribution | Individual| Differential
Grade (full mark | (A xB) | (RMB) bonus or | bonus or | Bonus Bonus (RMB)
Point =100) penalty penalty (iRMB) (RMB)
1 1.50 105 158 566 70 0 24 660 11
2 1.60 100 160 575 50 0 24 649 4
3 1.45 105 152 546 30 0 19 645 53
4 1.40 105 147 528 50 0 14 592 97
5 1.35 100 130 467 40 0 0 507 85
6 1.30 100 135 485 0 0 10 495 12
7 1.13 100 113 406 30 0 10 446 49
Total 9.73 995 |3,573 | 320 0 101 Average| Average
bonus differential
=570 =44.43
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Table 2.5 illustrates the actual monthly bonus and penalty calculations of a production
workgroup. Potential monthly deductions involved three types of pay: (1) position-based
pay, (2) skill-based pay, and (3) bonus, which included two components: (a) monthly
appraisal bonus, and (b) outstanding contribution bonus. Monthly appraisal bonus
accounted for about 85% of the total bonus payment for most workers, except for those
who, on rare occasions, were awarded the outstanding contribution bonus for having

achieved technical breakthrough in the production process.

PSP deductions focused on four major aspects of work: (1) safety, (2) delivery of
production targets, (3) discipline, and (4) leave taken. For example, the breach of safety
regulations and the under-delivery of production targets both called for 100% deduction
of PSP in the month concerned plus the permanent downward adjustment of position
and skill grades by one to three grades. In the event that an employee violated a safety
regulation, 100% of his PSP for that month would be deducted, in addition to the
cancellation of his monthly appraisal bonus. For each day of leave taken, be it due to
sickness or other personal reasons, RMB1.00 would also be deducted from the worker’s

monthly attendance pay of RMB21.50.

In view of the changes in the employment and pay systems under “deepening of
reforms”, one may arrive at the conclusion that workers at The Steel Conglomerate were
faced with a significantly high level of employment and compensation risks. While
existing research in the work motivation literature almost always focused on the
incentive effects of pay plans, it appears that the time is now ripe to expand that focus to

include the incentive and punitive effects related to employment and pay.

2.3 Conclusion

An in-depth understanding of employment and wage reforms is critical to the proper
assessment of their motivational effects, the focus of my empirical study. In this chapter,
I attempted to facilitate such an understanding with a detailed account of employment
and wage reforms at the macro and organizational levels, which in turn affected workers

at the individual level.
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The first part of the discussion dealt with the background of and strategic
contemplations behind the reforms in the form of a strategic overview. The second part
focused on the unprecedented employment and compensation risks faced by individuals

at my research enterprise during “deepening of reforms”.

The important message is that the traditional guarantees of employment, wages, and
welfare have all been eroded as enterprises have been progressively freed from state
control and subjected to increasingly competitive market pressures (Clarke and Lee
2002). Overall, the analysis informed on the emergent focus of the modern Chinese
enterprise on building an adaptive workforce, which inspired the development of the
proposed research framework of “environmental perception and adaptive motivation”, to

be discussed in Chapters S — 6.
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Chapter 3

Literature Review: Work Motivation

This Chapter has four sections. The first section reviews motivation research as found in
the work motivation literature. In particular, four leading theories are discussed —
expectancy, goal setting, equity, and reinforcement. The second section reviews
performance-related pay as a major development on the human resources scene and the
research evaluating its effectiveness. The third section reviews incentives research in

Chinese industry. The last section concludes.
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3.1 Motivation Theory and Research

Over the past fifty years, research on motivation has proliferated on a massive scale
(Pinder 1998). However, an examination of the literature indicates that the majority of
research tended to have been conducted from a single-discipline perspective, typically
using employment compensation as a convenient means to achieve the end of testing a
particular theory, rather than with a view of motivation as an interdisciplinary concern
(Gerhart and Milkovich 1992). The fact that motivation résearch involving individual
workers has been undertaken mostly by industrial psychologists could perhaps be
explained by the notion that economists had little to say about motivation and work

behaviour — especially from a microeconomic viewpoint (Blinder 1990).

Although lately both theoretical and empirical research concerning work motivation has
been done in economics, the focus of inquiry remains on how firms design
compensation contracts to induce agents and especially executives to operate in the
principal’s interest (Prendergast 1999). The typical outcome measure is firm
performance rather than workers’ perception or attitudinal response to human resources
initiatives. Since the latter is more relevant to my research, I will focus my analysis in
this chapter on research in industrial psychology and branch out to the economics
literature only to supplement the review. As such, literature on compensation for
executives and sales personnel, and profit- and gain-sharing plans are not considered

immediately relevant to the present review, and will be dealt with in Chapter 4.

Review strategy. My purpose is to identify critical issues in the literature, identify the
principles that can be deduced from existing theory, and explore a suitable framework to
investigate the motivational impact of China’s employment and reforms. My strategy is
to review the development of work motivation research with an open mind as to the
reasons behind the appeal of leading theories. Following Cook and Campbell’s (1976)
recommendation, I use the criteria of causal certainty and conceptual clarity to determine
whether existing concepts and findings can be validated and generalized for other
settings. I also pay special attention to performance-related pay as an increasingly
widely used, if not fashionable, incentive device, with a view to laying the foundation

for assessing the theoretical merit of performance-related policies in my research setting.
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3.1.1 Expectancy, Goal Setting, Equity, and Reinforcement

Since there is no universally accepted way of presenting the various approaches to
motivation (Mitchell and Daniels 2003), I have included in the present review research
that examines either motivation or performance as an outcome variable. Althopgh
motivation is not the same as performance in the sense that the latter is a result of a
multitude of factors of which motivation is only one (Pinder 1998), it is expedient for
me to review studies on both motivation and work performance. This is due to the fact
that a large quantity of research that is amassed under the topic of motivation uses work
performance as a dependent variable (Steers and Porter 1991; Pinder 1998). Since this is
the only reason for my inclusion of performance research in my review of the motivation
literature, such inclusion should not be taken in any way to imply my agreement that

performance-based theory can be used to explain motivation.

Choice of theories in this review. I have included in the present review four motivation
theories that have been most widely tested in the work setting — expectancy, goal setting,
equity, and reinforcement. An overview shows that rather than competing against each
other, existing theories tend to capture different aspects of the motivation process (Steers
and Porter 1991; Pinder 1998; Mitchell and Daniels 2003). Together, they cover an
impressive number of what Staw (1991) referred as the “venerable features of Western

business organizations” in his article on “the pursuit of the happy/productive worker”:

1. Tying extrinsic rewards to performance (expectancy theory)

2. Setting realistic and challenging goals (goal-setting theory)

3. Evaluating employee performance accurately and providing feedback on
performance (goal-setting and equity theories)

4. Promoting on the basis of skill and performance rather than personal characteristics,
power, or connections (equity theory)

5. Building the skill level of the workforce through training and development (revised

expectancy model)

In reviewing these theories, I also highlight exceptions to their predictions, which tie in

with a further analysis on the theme of uncertainty and risks in Chapter 4 of the thesis.
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1. Expectancy Theory

Expectancy, as first proposed by Vroom (1964), is a within-subject theory of
occupational choice concerning two or more categorical alternatives. When later applied
to the work setting in which the person would have already made a choice about
occupation, the framework continues to generate predictions of motivation in a
presumably stable and predictable environment so much so that the worker is assumed to
have no difficulty or problem at any point in time in ascertaining the probability of his
success concerning performance and reward outcomes. As a matter of fact, the
comerstone constructs of the theory, namely, expectancy (i.e, the extent to which the
worker believes that his effort will lead to performance) and instrumentality (i.e., the
degree to which the worker’s performance will result in one or more secondary

outcomes) are underlined by this very assumption.

Expectancy has been most often operationalized by asking people to provide a rating of
the likelihood that given a high level of effort, they would be able to achieve a given
level of performance (Pinder 1998: 356 — 357). Based on the assumption that individuals
can always ascertain the likelihood of positive outcomes concerning effort-performance-
reward relationships, the theory proposes that workers combine these probability beliefs
with the valence or attractiveness of expected rewards to determine the level of their
effort. This could be particularly helpful in explaining motivation when (1) the effort-
performance relationship is straightforward and clear-cut; and (2) incentives are

administered in a consistent and somewhat predictable manner.

These two conditions cannot, however, be taken for granted as they probably had been
against the backdrop of highly controlled Taylorist operational settings. For instance, the
link between effort and performance is likely to be relatively more complex and
ambiguous in developmental and creative roles as well as in jobs for which the level of
resources and support fluctuate and cannot be guaranteed over time. Furthermore, the
administration of rewards and incentives is likely to be more consistent and predictable
for piece rates in traditional manufacturing jobs than for performance-related pay in non-
sales positions whereby rewards are often subject to profitability and budget constraints,

among other factors that may be beyond the worker’s control.
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If objective circumstances surrounding the job rendered the workers unable to estimate
effort-performance or performance-reward links, they would also be unable to respond
meaningfully to Vroom’s (1964) instrumentality and expectancy scales, which were
precisely aimed at measuring these links. And if these links are difficult to establish in a
complex and rapidly changing environment, which is representative of today’s
organizational setting (Antonides 1991; Foster 2000), the theory’s explanatory power
and relevance would necessarily significantly reduce unlc?ss the notion of uncertainty

and risks had been accounted for in the first place.

The theory’s two major modifications, however, did not seem to demonstrate any such
consideration. To illustrate, although the theory has been extended with the performance
factors of ability and role clarity in Porter and Lawler’s (1968) revision; and further
enriched with determinants of the effort-performance link (self-esteem, past experience
in similar situations, actual situation, and communications from others) and of the
performance-outcome link (past experience in similar situations, attractiveness of
outcomes, belief in internal versus external control, effort-performance expectancies,
actual situation, and communications from others) in Lawler’s (1973) model, uncertainty

and risks remain a non-factor in these revised frameworks.

In today’s complex and rapidly changing workplace (Pettigrew and Whipp 1993) the
discrepancy between expectancy-based explanations, (which assumes that the future can
always be reduced to probability measures), and the potentially practically unpredictable
nature of effort-performance and performance-outcome relationships is problematic as it
renders the models incapable of predicting motivation under uncertainty and risks.
Although these did not seem to be an issue during the 1960s and 1970s when a main
management focus was on assembly line workers who were paid by piece, the theory’s
inadequacy in explaining motivation is magnified as individuals’ concerns co-evolved

with the workplace in latter decades and became more complex and less homogenous.

A case in point is the phenomenon of motivation despite adversity. According to
expectancy theory, for example, we should expect the individuals’ motivation to be low
when they experience misfortune and hardship such as company-wide wage deductions

and the pressure to deliver increasingly demanding targets while working with reduced
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budgets and financial support. However, workers may become highly motivated out of
desperation because they have no alternative but to put forth their best effort at work
especially in the times of downsizing and cost-cutting, even if effort-performance and

performance-outcome links seem ambiguous and inconsistent.

Another phenomenon expectancy models cannot explain is low motivation despite
favorable circumstances to succeed. Based on expectancy theory, for example, strong
effort-performance and performance-outcome links would result in high motivation.
However, individuals may be unwilling, albeit being able, to pursue a reward because
doing so may put their other important interests (e.g., health and family relations) at risk.
These phenomena and issues will be explored more extensively in Chapter 4 in a follow-
up critique of the gaps in existing literature, which is presented in conjunction with my
argument for the need to understand motivation under uncertainty and risks. Let’s now

turn to the empirical research of expectancy theory.

Empirical research. Research on expectancy theory is voluminous. It is perhaps more
beneficial to highlight key developments in the field rather than detailing all studies that
‘have been conducted since Vroom’s (1994) theoretical development. Table 3.1 captures
representative studies between 1964 and 2002 in the sense that it reveals the scope and
variety of issues studied and highlights at the same time those that are of particular
importance. As mentioned earlier, it is a common practice for motivation researchers to

study work performance, rather than motivation per se, as a dependent variable.

The first two studies by Vroom (1964) and by Porter & Lawler (1968) represent the
theoretical foundations of the theory, which were to map the course and direction for
»research for the future. Vroom argued that a person’s preference for a particular option
over other options is determined by valence, instrumentality, and expectancy, which are
presumably of equal weight and importance to the decision maker. Recognizing that
there is a missing link between the motivation to increase effort and work performance,
Porter & Lawler (1968) propose that effort, ability and role perception can together
predict performance. Six years later, Mitchell (1974) concluded, based on a review of 36
empirical studies between 1966 and 1974 that there was more empirical support for

occupational choice and job satisfaction than for job effort. Mitchell also pointed out
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that “no research has examined the expectancy conditions of risk and uncertainty”

(Mitchell 1974). Acute this observation may be, unfortunately, as seen in studies in the

next three decades, this crucial criticism was not followed through in any major study.

Table 3.1
Representative Studies of Expectancy Theory
Study Antecedent Consequence Sample Focus
Vroom, 1964 Valence, Choice of occupation| Theoretical | Valence, instrumentality, and
instrumentality, proposition | expectancy as antecedents of
and expectancy motivation
Porter & Effort, ability, |Performance Theoretical | Effort, ability and role perception
Lawler, 1968 and role proposition | as joint predictors of
perception only performance
Mitchell, 1974 |Valence, Occupational choice, |Review of | No research has examined the
instrumentality, |job satisfaction, and |studies expectancy conditions of risk
and expectancy |job effort (1966 — 74) | and uncertainty
Schwab, Olian- |Importance and |Job effort and Review of | Expectancy theory
Gottlieb, & desirability) and | performance studies “overintellectualizes people’s
Heneman, 1979 |expectancy (1957 — 75) | cognitive processes”
Pinder, 1984 Valence, Job effort and Review of | Discussion of major research
instrumentality, |performance major difficulties
and expectancy research
Locke, 1991 Expectancy Intentions & goals |Theoretical | Proposal of an integrated
and performance proposition | motivation sequence model of
goals and expectancy
Rasch & Tosi, |Effort, ability, |Performance Software Reward expectancy and goals as
1992 role perceptions developers | predictor of performance
Monge, Communication | Number of Manufac- | Communication variables as the
Cozzens, & and motivation |innovative ideas turing true cause of innovation
Contractor, 1992 variables employees
Van Eerde & Valence, Performance, effort, |Meta Expectancy as a predictor of
Thierry, 1996  |instrumentality, |intention, preference, |analysis intention and preference but not
and expectancy |and choice (1964 — 90) | performance
Erez & Isen, Positive affect | Valence, expectancy, | Experiments| Specificity of performance-
2002 and instrumentality outcome link and instrumentality
Fairbank, Expectancy Participation in Proposal Motivating creativity
Spangler, & beliefs employee suggestion
Williams 2003 system

What is sure is that criticisms about the basic assumptions and application of the theory

began to flood in. For instance, Schwab, Oilian-Gottlieb, and Heneman (1979) noted

that results of a review of 32 studies between 1957 — 1975 were consistent with the

suspicion that expectancy theory “overintellectualizes the cognitive processes people go

through when choosing alternative actions”. The authors also confirmed that

complicated measures of force did not aid prediction in between-subjects investigations.
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Furthermore, in a review that appeared in Steers and Porter’s (1991) edited book “Work
Motivation and Behavior”, one of the most authoritative volumes on the subject, Pinder
(1984) identified several major conceptual and research difficulties in relation to the
theory. First, being purely rationally based, the theory has not been able to account for
the fact that people have limited cognitive capacities and that much of human behavior
is habitual and subconscious (Simoh 1957; Locke 1975; Staw 1977; Mayes 1978).
Second, the theory has mistakenly assumed that the valence, instrumentality, and
expectancy beliefs are independent of one another (as implied in the multiplicative

nature of the equation), whereas individuals may in fact assign more weight or

importance to outcomes that are believed more difficult to attain.

Third, although it was intended for within-subject predications, i.e., those concerning
single individuals, one at a time, about the decision alternatives each of them will select
in choosing an occupation, the theory has been erroneously used to predict variation in
motivational outcomes across individuals, which yielded only moderately valid results.
Fourth, since the validify and reliability of valence, instrumentality, and expectancy
scales were relatively low they could have contributed to an underestimation of the

validity of the theory itself.

Research in the early 1990s saw various attempts in integrating or partly substituting the
theory with goal setting. The first of such papers was by the goal setting authority Locke
(1991) himself, who proposed expectancy as an outcome variable of volition and an
independent variable of goals & intentions and performance in an integrated motivation
sequence model. Another major study in this direction was conducted of a rather more
innovative sample of 335 software developers by Rasch and Tosi (1992), who found that
performance is affected not only by goal difficulty, goal clarity, and achievement needs,
but also by reward expectancy. Along the same lines, Monge, Cozzens, and Contractor
(1992) found that communication variables including the level of information and group
communication but not motivation variables such as expectancy and social pressure
cause innovation among 1,925 employees in five manufacturing firms that used the

Scanlon Plan.
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To be in a position to conclude the status of expectancy research over four decades, Van
Eerde and Thierry (1996) conducted a meta-analysis of 77 studies between 1964 and
1990 and found that when applied as a main-effects, within-subject model, it can predict
attitudinal (such as intention and preference) but not behavioral outcomes. These
findings defy many of the previous conclusions about the usefulness of the theory in
predicting performance, effort, and choice. But as the authors specifically pointed out,
the direction of the effects cannot be established because the effect sizes are correlations.
Erez and Isen (2002) addressed what was crucially mentioned by Mitchell (1974) in his
review concerning the expectancy conditions of risk and uncertainty. Representing a
major step in this direction, the authors concluded on the basis of two experimental
studies that positive affect influences instrumentality only when the performance-

outcome link is specified but not when it is dependent on chance.

Overall, it seems that research using expectancy theory alone in predicting motivation or
performance in the work setting has by and large subsided in the 2000s except for a few
occasional papers outside the motivation literature. For example, in information
technology research, Fairbank, Spangler, and Williams (2003) discussed in a proposal
the efficacy of expectancy beliefs in motivating creativity through a computer-mediated

employee suggestion management.

2. Goal Setting Theory

Although goal setting has taken the center stage in motivation research over the past
three decades (Pinder 1998; Donovan 2001; Mitchell and Daniels 2003), scholars are
divided in their assessment of its theoretical basis as a performance management
technique that works. One line of argument purports that goal setting motivates because
it helps the commitment to performing desired behaviors or reaching desired outcomes,
especially when people have a role to play in setting their own goals (Moskowitz,
Gollwitzer et al. 1999). Another line of argument maintains that goal setting does not
energize but instead directs people’s attention to and facilitates feedback on useful

pursuits (Steers and Porter 1974).
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(A) Process-based explanations. Regardless of whether goal setting is identified in the
existing literature as motivational or directional in nature, the argument may be said to
be process-based, i.e., goals are effective because they enhance the worker’s
effectiveness in getting the work done. In particular, clear and specific goals provide a
basis for the worker to prioritize his time, energy, and resources and in so doing help
reduce confusion and the waste of effort. While this seems to make sense intuitively, are

there any exceptions to the rule?

Exceptions to the rule. It is important to point out, in light of today’s complex and fast-
changing work- environment, three fundamental assumptions that may provoke
exceptions to the rule that goal clarity and specificity improve performance. The first
assumption relates to the complexity of work and performance measurement: goal
acceptability, i.e., the extent to which a worker is willing to accept his work goals for
what they are. For example, a worker who believes that his work goals, however clear
and specific, are too superficial or narrow to truly or adequately reflect performance is

likely to reject these goals as a motivational or directional anchor in his work.

Since there may be disparity in attitude and belief between management and employees
about what performance should mean or how performance should be measured
especially in complex work roles, goal acceptability among employees should not be
taken for granted in the analysis of motivation and performance. As a matter of fact,
there is evidence in the literature that points to such lack of correspondence as a source
of contention, job frustration, and resentment during the implementation of
performance-related pay (Scase and Goffee 1989; IPM 1992; McLaverty and
Drummond 1993).

Goal-setting theory also assumes a high level of goal stability and resource certainty
while the opposite, that is, goal instability and resource ambiguity may be true especially
in a complex and fast-changing work setting. I refer to goal instability as the extent to
which goals are constantly being changed before they are accomplished within the stated
time frame or period of appraisal. By resource ambiguity, I mean the degree to which
resources required to support the goals can be guaranteed throughout the course of

accomplishing the goals.
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The concern here is two-fold. First, contrary to the prediction of goal-setting theory,
clear and specific goals may end up causing confusion and waste of effort if they are
being constantly revised, be it due to adjustment in strategic direction, changes in market
conditions and orga;nizational constraints, or managerial indecision. As a matter of fact,
goal instability may also cause situations of inequity since it is unlikely that the
subsequent waste of effort will be given any credit in performance appraisals. Second,
the setting of clear and specific goals may be considered irrational and unfair (rather
than directional or motivational) among the workers if the kind and level of

organizational resources available to support them are ambiguous and non-committal.

(B) Consequence-based explanations. Since the fundamental assumptions about goal
acceptability, goal stability, and resource certainty may not always be true, it is
necessary to reassess the motivational merits of clear and specific goals in an
environment of uncertainty and risks. When analyzed from the process-based view
adopted by existing researchers, the outcome would be poor because low levels of goal

acceptability, goal stability, and resource certainty do not generally enhance motivation.

The prediction may however be very different when the same issue is examined from an
alternative, consequence-based view, i.e., the potential consequences of met and unmet
goals. For example, regardless of whether goals can help workers become more effective
by directing and focusing their efforts, as long as they translate into imminent and
inevitable consequences when not met, then the clearer and more specific they are, the
more likely they will motivate the workers to perform. A case in point is goals that are
associated with deadlines, which help create a sense of urgency to comply or suffer from

its consequences.

The fact that the research environment (as discussed in Chapter 2) is characterized by
uncertainty and risks suggests that goal setting should be studied in relation to change in
order to properly attribute its effects. As it now stands, the conceptual inclinations
toward certainty and stability have limited the theory’s immediate potential for
understanding motivation. The proposed consequence-based view, which takes into

account the complex and fast-changing nature of today’s workplace, may thus be a
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A}

viable alternative for exploring the impact of change on motivation not discussed in the

existing literature.

Empirical research. The theory of goal setting is quite easily the single most dominant
theory in the field, with over a thousand articles and reviews published on the topic in a
little over 30 years (Mitchell, Thompson et al. 2000). Key developments in the field
since Locke’s theoretical development in 1968 and up to 2004 are captured in Table 3.2.
The presented collection of studies reveals the scope and variety of issues studied and
highlights at the same time those that are of particular importance. As mentioned earlier,
it is a common practice for motivation researchers to study work performance, rather
than motivation per se, as a dependent variable. This is especially the case for goal
setting theory as virtually all empirical studies address work performance and other

work behavioral outcomes as the outcome variable.

Locke (1968) proposed that goals lead to task motivation to produce more quantity. An
early discussion by Steers and Porter (1974) explored the potential impact of goal
acceptance on performance. Numerous studies that followed tended to focus on the
nature of goals that drive that motivation. For instance, Lathan and Baldes (1975)
showed that setting concrete and measurable goals could lead to increased load per truck
based on net weights of 36 trucks among some 50 forestry truck drivers at six logging
operations. Locke, Shaw, Saari, and Latham (1981) reviewed the results of 48 studies
conducted between 1969 and 1980 and concluded that specific and challenging goals
lead to higher performance than easier, do-your-best goals and no goals, if assigned
goals are accepted by the person. The moderating role of accepted goals is consistent

with Steers and Porter’s (1974) earlier discussion concerning its impact on performance.

Based on results of a toy assembly experiment involving college students, Latham and
Steele (1983) expanded on this important finding by showing that specific and difficult
goals were significantly related to performance regardless of whether they are set
through employee participation or assigned by management. Further support for this
argument was found in other studies (see Locke and Latham 1990 for a review). What is
unclear is the extent to which such findings could be generalized for tasks that demand

the fulfillment of not just simple and straightforward but multiple and complex goals.
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Table 3.2
Representative Studies of Goal Setting Theory
Study Antecedent Consequence Sample Focus
Locke, 1968 Goals Task motivation Theoretical | Goals and productivity
proposition
Steers, 1974 Goal acceptance | Performance Discussion | Goal acceptance
Latham & Specific, Productivity over a |Forestry Concrete and measurable goals
Baldes, 1975 difficult but 12-month period truck
attainable goal drivers
Erez, 1977 Feedback (asa |Performance Discussion | Task-relevant feedback
moderator)
Locke et al, Specific goals |Performance Review of | Specific and challenging goals
1981 studies
(1969 — 80)
Latham & Participative and | Performance College Assigned vs. non-assigned goals
Steele, 1983 assigned goals Students
Dwek, 1986 Adaptive Goal attainment Discussion | Goals and adaptive motivation
motivation of existing
research
Wood, Mento, |Task Goal effect on Meta- Task complexity
& Locke, 1987 |complexity (as |performance analysis of
a moderator) studies
(1966 — 85)
Locke & Participation in |Performance Discussion | Participation in goal setting
Latham, 1990 oal setting
Weingart, 1992 | Goal difficulty. |Group performance |224 Group goals
and task college
complexity students
Mitchell et al, |Goals Performance Psychology | Goals and skill acquisition
1994 students
Roney, Framing of Persistence and Discussion | Goal framing and performance
Higgins, & goals performance on anagram tasks
Shah, 1995 ,
George-Falvy, |Jointly set goals | Performance Discussion | Jointly set goals and performance
1996 on complex tasks
Brown, Cron & |[Anticipated Work behavior Salesmen | Positive emotions
Slocum, 1997 | emotions
Donovan & Goal Performance Meta- Goal commitment
Radosevich, commitment (as analysis
1998 a moderator)
Schweitzer, Reward goals | Unethical behavior |Laboratory | Side effect of goal setting
Ordoéiiez, & vs. do-your-best experiment
Douma, 2004 {goals
Seijts et al, Learning goals |Performance Simulation | Integration of literature on
2004 vs. performance situational and dispositional
goals goals
Fried & Slowik, |Role of time in |Goal achievement | Conceptual | Integration of time into theory
2004 goal setting Discussion

Research in the late 1980s began to see deeper efforts in understanding the impact of

goal setting on task complexity and in the context of adaptive motivation. For instance,
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Dweck (1986) suggested that the adaptive (“mastery-oriented”) motivational pattern
promotes the setting, maintenance, and attainment of personally valued and challenging
goals in learning. In an effort to explore the impact of goals on different tasks, Wood,
Mento, and Locke (1987) conducted a meta-analysis of 125 studies between 1966 and
1985 and concluded that goal-setting effects are strongest for easy tasks and weakest for
more complex tasks. In other words, difficult and specific goals could decrease

performance on complex and novel tasks.

Three other streams of research that explored the moderators of the goal difficulty-
performance relationship were concerned particularly about (1) performance feedback,
(2) goal commitment, and (3) the role of time. In contrast to the consistency of evidence
for the performance effect of task-relevant feedback (Frost and Mahoney 1976; Erez
1977), the effect of goal commitment, seems inconclusive across studies (Donovan and
Radosevich 1998). Conceming the issue of time in goal achievement, Fried and Slowik
(2004) proposed in a conceptual discussion that managers in knowledge-based industries
may strategically assign specific goals or follow the “do your best” approach, depending

on whether employees are working in the exploration state versus systemization stage.

Roney, Higgens, and Shah (1995) also found that goals framed positively (rather than
negatively) improve persistence and performance on anagram tasks. Furthermore,
George-Falvy (1996) showed that jointly set goals are more effective than assigned
goals on complex tasks because they encourage strategic development. Along these lines,
Weingart (1992) indicated that group goals influence performance through their effect
on effort, planning, and tactics. And in an attempt to distinguish the impact of goals and
self-efficacy on performance, Mitchell, Hopper, Daniels, George-Falvy, and James
(1994) concluded, based on an experimental study of 224 undergraduate students, that
goals are a better predictor of performance than is self-efficacy later (than early on)

during skill acquisition.

Other interesting aspects about goal setting research are that scholars have begun to
examine the positive emotions associated with goal attainment on the one hand, and the
side effects of goal setting on the other. In particular, Brown, Cron, and Slocum (1997)

proposed that anticipated emotions associated with goal achievement help predict
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behavior and sales. This finding is in line with the research of Hom and Arbuckle
(1988), who found that mood had induction effects on goal setting and performance in
young children. On a different note, Schweitzer, Ordéfiez, & Douma (2004) found in an
experiment employing 154 undergraduate students that subjects who were given mere or
reward goals overstated their productivity significantly more often than those who were
asked to do their best. This is consistent with the findings of a simulation study based on
events in the cellular telephone industry by Seijts, Latham, Tasa, and Latham (2004)
concerning learning goals. In particular, the authors found that a specific learning gbal

led to higher performance than did either a specific performance goal or a vague goal

3. Equity Theory

Equity is a social comparison theory whereby equity judgments are made concerning
one’s input and outcome versus comparable others (Adams 1963). People hold beliefs
about the value of their contributions and how well these contributions are being
recognized or rewarded. In particular, people compare how well they are being treated
with how well they believe others are being treated. Some people also compare their
equity situation with their expectations when they first started the jobs (Pinder 1998). No
matter what people are comparing to, the nature of their response to inequity is
corrective in nature; it underlies the initiation of change of some sort to correct a
situation of disequilibrium. In other words, it proposes change in the worker’s attitude
and behavior as a consequence of inequity but by itself, equity theory does not discuss

change or the uncertainty and risks thereof as a determinant of motivation.

As proposed by the theory, the goal of reactions to inequity is to restore equilibrium.
What has not been explored, however, is what may happen if the individual is aware that
this goal is not likely to be met by reacting negatively to the situation. Indeed, there have
so far only been arguments in the literature about why people react to inequity. The
notion of why people do not react to inequity, however, has not been explored, except in
terms of the equity sensitivity construct (Huseman, Hatfield et al. 1987). By stereotyping
people and putting them in “boxes” of different individual sensitivity levels to inequity,
the concept is helpful in explaining response to inequitable situations across individuals.

But this is only the tip of the iceberg. In the following section, I attempt to explore other
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exceptions to the rule in understanding response to inequity, including situational and
individual factors that may not be as routine or “programmed” as the concept of

sensitivity construct suggests.

Exceptions to the rule. It seems sensible to explore, in light of today’s complex and
fast-changing work environment, the various conditions that may provoke exceptions to
the rule that workplace inequity reduces motivation. The conditions I shall discuss below
include political sensitivity and the protection of professional image at work, both of
which may be referred to as situational factors. The common thread that runs through
these potential violations to equity theory’s predictions is self-protection and
preservation. Contrary to the assumption of equity theory that individuals safeguard or
advance their interests by reacting negatively to inequity, I explore conditions under
which people advance their interests by not reacting negatively. In other words, it may
be helpful for us to explore reaction to inequity as a subjective choice rather than an

automatic response provoked by disequilibrium.

Political sensitivity. Political sensitivity concerns the delicacy of situations in which

ambiguous issues need to be handled carefully as they may cause conflict and upset
those in power especially under unfavorable labor market conditions (cf. Hartley,
Jacobson et al. 1990). One way of exploring the potential impact of political sensitivity
on response to workplace inequity is by observing organizations as political systems in
which individual members learn to become aware of “conflict-prone areas, to read the
latent tendencies and pressures beneath manifest actions of organizational life, and to

initiate appropriate responses” (Morgan 1993).

Political sensitivity and its manifestation of enlightened self-interests may have an
important role to play in helping to explain the potential lack of negative response to
inequity under acute situations of employment uncertainty and compensation risks. For
example, a worker may choose not to react negatively to favoritism if he accepts the fact
that since he is not particularly favored by the boss, a realistic way for him to increase
his chances of continued employment in a downsizing environment (cf. Mowday 1991)
is to put. forth his best effort at work. Similarly, a person may value a harmonious

relationship with members on his team to the extent that he prefers to accept the

Brenda C. Sun London School of Economics



Motivation under Uncertainty and Risks 66

disequlibrium experienced in inequity in pay. As such, the chosen reaction may reflect
rationally based considerations and personal philosophy toward peace and long-term

interests vis-a-vis contention and the idea of “getting even”.

Protection of professional image. Another possible violation of equity theory predictions

of motivation is that individuals may choose not to react negatively to inequitable
situations if they are consciously aware of the risk of being identified as troublemakers,
or seen as ungrateful, calculative, and petty in an organization that emphasizes
teamwork or promotes extra-role behavior. This idea is different from the equity
sensitivity construct in the sense that the individual may not be consistently desirous of

or concerned about maintaining a similar image at home or among his personal friends.

It is possible for the individual to view the dynamics at work and at home or among
friends differently. For example, as an employee, the person is likely to view himself as
being subject to the influence of the management or others who are in power and as a
result, believes that he has a lot to lose (e.g., contract renewal and career prospects) if he
did not live up to their expectations. On the other hand, he may perceive himself as an
equal or the one who is in power within this family and personal circles and as a result,

feels uninhibited to fight for his rights in reacting to personal issues of inequity.

Notwithstanding the risks associated with adjusting one’s work effort (Pinder 1998)
(whether downward of upward) or resorting to dysfunctionai actions such as thefts and
other forms of subterfuge or maneuver (Greenberg 1990; Greenberg 1993), the notions
of political sensitivity and protection of 6ne’s image at work have not been considered
in any of the existing frameworks of distributive justice (Adams 1963), procedural

justice (Cropanzano and Folger 1991), and interactive justice (Moorman 1991).

Empirical research. Table 3.3 presents representative studies of equity between 1963
and 2005. It reveals the scope and variety of issues studied and highlights at the same
time those that are of particular importance. Research in the field may be systematically
classified into three categories — distributive, procedural, and interactive justice. These

three categories also seem to have developed along a chronological dimension, with
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distributive justice being the traditional line of inquiry, and procedural justice and

interactive justice as the more recent extensions of equity-based research.

Table 3.3
Representative Studies of Equity Theory
Study Antecedent Consequence Sample Focus
Adams, 1963 | Distributive Work motivation |Theoretical Inequity as a state of
justice proposition disequilibrium
Adams, 1968 Distributive Work motivation |Piece-rate Impact of hourly overpayment
justice workers
Lawler, 1968 Distributive Productivity and |Discussion Expectancy-based explanation
Jjustice ~ | work quality concerning overpayment
Martin, 1987 Distributive & |Pay satisfaction Financial Effects of distributive vs.
procedural & organizational |services procedural justice
justice commitment employees
Greenberg, Distributive Theft Employee Inequity and dysfunctional
1990b justice survey behavior in response to pay cuts
Cropanzano & |Procedural Direction of Review of Direction towards destructive
Folger, 1991 justice motivation 32 studies (retaliation) or constructive
activities
Konosky & Procedural Commitment and |[Laboratory Procedural justice and
Cropanzano, justice performance employees performance
1991
Huseman, Individual Reactions to Theoretical Individual differences in
Hatfield, & sensitivity equity/inequity  |proposition reactions to inequity
Miles, 1987
Moorman, Interactional Organizational Manufacturing| Interactional justice and OCB
1991 justice citizenship workers
behavior (OCB)
Mowday, 1991 |Pay inequity Reactions to Review of General support for theory
inequity 17 studies
King & Miles, |Equity Reactions to Discussion Scale construction and
1994 sensitivity inequity measurement
Schminke, Organizational | Justice perceptions| Workers Organizational structure and
Ambrose & structure in profitand | design and fairness
Cropanzano, non-profit
2000 organizations
Aryee, Trust(as a Justice perceptions | Public sector | Trust and interactional justice
Budhwar, & mediator) employees
Chen 2002
Lamertz, 2002 | Social Justice perceptions [ Telecom Social relationships and fairness
relationships employees perceptions
Ambrose & Procedural and | Organizational Review of 9 | Stages in time when impact pf
Cropanzano distributive commitment and |longitudinal | was most influential
2003 justice turnover intentions | studies
Simons & Aggregate equity| Organizational Dataset of Attitudinal and business-unit-
Roberson, 2003 |perception commitment and 4,539 hotel level outcomes
turnover intentions | employees
Tekleab, Mediating role |Social exchange |Longitudinal | Extension of the chain of
Takeuchi, & of contract and employee study of 191 | relationships in justice research
Taylor 2005 violation reactions university
employees
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First and foremost, Adams (1963; 1968) sought to predict the behavioral response to
situations of inequity by proposing that people will evaluate the fairness of their
situation in an organization based on a comparison of the ratio of their own inputs and
outcomes with some referent other’s ratio of inputs and outcomes. When these ratio
comparisons are not equal, people find themselves in a disequibrium and are motivated
to change the situation by modifying their inputs and outcomes, changing their referent
other, distorting their perceptions, or quitting (Mitchell and Daniels 2003). Adam
published a study in the same year on piece-rate workers and reported that overly high
hourly rate produced greater quantity while overly high piece rate produced higher
quantity but lower quality.

Research in the following decade focused largely on distributive justice in the form of
underpayment of rewards and its behavioral consequences (Evan and Simmons 1969;
Pritchard, Dunnette et al. 1972).. Not withstanding that research seemed to demonstrate
encouraging evidence for the theory, other researchers question at the same time if
expectancy and equity theories cannot be integrated as one theory as they seem to
address the same expectancy issue. For example, Lawler (1968; 1973) argued that-
consequence of the hourly payment condition could be explained equally well by

expectancy theory.

As a matter of fact, speculations that equity theory can be incorporated into expectancy
- remain unresolved even up to this era (Lawler and Suttle 1973; Mowday 1991). As far as
the effect of pay inequity is concerned, based on a review of 17 studies on the quantity
and quality of output between 1963 and 1970, (Mowday 1991) indicated that there is
general support for the theory but cautioned that additional research is needed to extend

predictions from the theory beyond simple questions about reactions to pay.

Research on equity began to encompass a second dimension in the 1980s, i.e., procedural
justice. For example, Martin (1987) argued on the basis of a study of 1,685 financial
services employees that both distributive and procedural justice determine pay
satisfaction, while procedural justice alone determine organizational commitment. As
summed up in an excellent review of 32 studies on procedural justice research between

1965 and 1990 by Cropanzano and Folger (1991), field studies in general showed that the
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amount people receive affects outcome satisfaction, whereas procedures (and the related

actions of authorities) affect organizational commitment.

In particular, it was argued that procedural justice predicts the direction toward
destructive (retaliation) and constructive activities (organizational citizenship behavior/
OCB) such as improvements in dependability, cleanliness, waste reduction, and
willingness to help train new workers. Some of the important studies in this area include
those by Greenberg (1990; 1993) on employee stealing in the name of justice. Moorman
(1991) studied the effects of distributive, procedural, and interactional justice among 225
industrial processing and manufacturing workers and concludes that interactional justice
(but not distributive or procedural justice) is closely associated with organizational
citizenship behavior. At the same time, advancement was made on the construction and
measurement of the equity sensitivity construct proposed by Huseman, Hatfield, and
Miles (1987). Noteworthy studies in this area include those conducted by King and Miles
(1994), and King, Miles, and Day (1993).

Research in interactional justice continued to flourish in the 2000s. This is particularly
true for studies on the antecedents and mediators of justice. For example, Schminke,
Ambrose, and Cropanzano (2000) reported in a study of 209 workers in 11 profit and
non-profit organizations that organizational structure and design (in terms of
centralization, formalization, and size) play a more prominent role in our thinking about

organizational fairness.

Furthermore, Aryee, Budhwar, and Chen (2002) concluded, based on 179 supervisor-
subordinate dyads in a public sector orgarﬁzation, that whereas the distributive,
procedural, and interactive dimensions of justice are related to trust in organizations, only
interactional justice is related to trust in supervisor. Finally, in a study of 115 telecom
employees, Lamertz (2002) proposed that fairness perceptions are significantly associated
with peer fairness perceptions, and social relationships with managers are positively

associated with perceptions of interactional fairness.

Three more recent studies are noteworthy. First, Ambrose and Cropanzano (2003)

reported, based on a review of 9 longitudinal studies involving a total of 360 individuals
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in three surveys, procedural justice was most influential prior to and soon after outcome
decisions were made while distributive justice was most influential one year later.
Second, based on a dataset of 4,539 employees at 97 hotels, Simons and Roberson (2003)
found-that aggregate perceptions of procedural and interpersonal justice were linked to
organizational commitment and turnover intentions as well as on business-unit-level
outcomes such as discretionary service behavior. Lastly, based on a longitudinal study
examining a sample of 191 university employees, Tekleab, Takeuchi, and Taylor (2005)
found strong support for the mediating role of psychological contract violations in the
relationship chain involving justice perception, perceived organizational support, and

turnover intentions.

4. Reinforcement Theory

Reinforcement is a theory of behavioral learming and modification that emphasizes the
effect of scheduling. Its purpose is to reinforce or increase the frequency of desirable
behavior and correct or eliminate problematic behavior (Skinner 1969). In particular, it
proposed the intermittent administration of reward and punishment events to be most
effective. Unlike expectancy theory that predicts motivation based on eventualities of
future rewards, reinforcement theory makes predictions on the basis of past events of

reward and punishment.

While the theory is derived from experimental .roots that enable the total control of
reward and punishment events, it is perhaps unlikely for human behavioral learning to
take place in precisely the same manner as could be manipulated for birds and animals in
a laboratory setting. A major difference between the real-life vis-a-vis controlled
laboratory setting is that the circumstances surrounding the administration of rewards
and punishments in real-life are not static and cannot easily be held constant for the
behavioral reactions to reward and punishment to mechanically repeat VthemselvesA as is

possible in a laboratory setting.

What has not been discussed in the theory is the potential impact of the change of
circumstances silrrounding the administration of rewards and punishments on the

behavioral response to these reinforcers. As far as rewards are concerned, an essential
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set of circumstances that is often ignored by both the theorists and management
practitioners alike is the conditions attached to organizational rewards (e.g., working
hours, level of stress, degree of uncertainty concerning resources available to accomplish

a task, etc.).

Workers may, however, be conscious of the fact that behind each reward there are
possible conditions attached or that “there is no free lunch”. So if rewards and their
conditions constitute a deal of sorts, it is possible that workers do not look at the rewards
as the same “deal” if the conditions attached to them have been altered. For example, a
reward that requires a certain level of effort during normal working hours might be
considered a good deal. However, the same reward, when requiring input during
unsociable hours or working with uncooperative parties, may be considered an ordeal. A
critical question concerning the effects of rewards not addressed by reinforcement theory
is: “Will repeating the same organizational reward (e.g., bonus) achieve the same level
of success in encouraging a specific behavior if the conditions attached to such a reward

are no longer the same?”

In a somewhat different manner, the reinforcement effect of punishment may also be
affected by the change of circumstances. An important aspect of such change concerns
the justification for organizational punishments. A case in point is pay reduction, which
may, at different times, be courted by different managerial justifications (e. g
unsatisfactory work performance, declining company profits, initiative to cut cost to stay
competitive, etc.). The variations in the justification for organizational punishments may

not be uncommon in a downsizing and cost-cutting environment.

Since using justifications such as reduced company profits to cut wage and supporting
resources at work indicates that employees have little influence and control, it may end
up causing feelings of confusion, helplessness, and stress (Averill 1973; Thompson
1981; Greenberger, Strasser et al. 1988) than facilitate the behavioral learning proposed
by reinforcement theory. An important question concerning the effects of punishment
not addressed by the theory is: “Will repeating the same organizational punishment
(e.g., reduction in pay) achieve the same level of success in discouraging a specific

behavior if the justification for such a punishment is no longer the same?”
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What may further confound the behavioral learning effects of organizational rewards
and punishments are the workers’ life circumstances (e.g., financial situation, demand on
time for family, condition of health, etc.), which are expected to change over time. Life
circurﬁstances are likely to affect personal attitudes and preferences in decision making
of important life issues (Mishan 1975; Morgan and Duncan 1982; Larrick, Nisbett et al.
1993) such as work vs. leisure, pay vs. job satisfaction, and stress vs. health. The fact
that individual life circumstances are neither generalizable across members of the same
workforce nor immediately observable to the management suggests that the
reinforcement dynamics of an organizational setting could be far more complex than an

experiment-based theory is designed to capture.

As reinforcement theory assumes the complete controllability of circumstances
surrounding the administration of rewards and punishments as well as the
programmability of behavioral outcomes based on the repeat of past reward and
punishment events, the Vnotions of uncertainty and risks that are essential to the
understanding of motivation in a changing environment are ignored in the framework.
What, however, can be identified as a unique and significant contribution of the theory is

its discussion of both rewards and punishments.

Although punishment occurs frequently on a day-to-day basis in organizations and may
be more effective in eliminating behavior than has traditionally been believed (Pinder
1998: 423), the notion of motivating with both rewards and punishments has been taken
seriously only within the framework of reinforcement theory. A wedge is open here for
the analysis of influences of punishment on work motivation and behavior. Unlike
research reviewed above under the other leading theories, research on reinforcement
theory does not only deal with rewards but also punishments. However, reinforcement
studies tended to involve either reward or punishment rather than adopt a parallel

approach to considering both reward and punishment (see Table 3.3 for a summéry.)

Empirical research. Table 3.4 captures illustrative studies of reinforcement between
1953 and 2003. Rather than being exhaustive, the aim of this collection of research is to
reveal the scope and variety of issues studied and to highlight at the same time those that

are of particular importance.
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Table 3.4
Representative Studies of Reinforcement Theory

Study Antecedent Consequence Sample Focus
Rogers & Rewards and Behavioral change |Proposition | Consequences and behavioral
Skinner, 1956 |punishments : change
McGregor, Punishment Behavioral change |Discussion | Proposal of the “hot stove rule”
1960 to effective punishment.
Aldis, 1961 Rewards and Behavioral change |Discussion | Application of theory to work

punishments settings.
Dowling, Positive Behavioral change |Delivery Impact of positive reinforcers
1973b reinforcers employees
Luthans & Negative Recurrence of Proposal A general sequence for
Kreitner, 1974, |reinforcers problematic behavior behavioral contingency
1975 management
Marholin & Punishment Reduction incash  [Employee | Punishment and behavioral
Gray, 1976 shortages survey change
Ford, 1981 Punishment Sick leave taken Employee | Effects of negative

survey reinforcement and punishment
O’Hara, 0.B. Mod. Behavioral change |Review of | Immediately consequences and
Johnson, & 40 studies | behavioral change
Beehr, 1985
Andrasik, 1989 |0O.B. Mod Performanceand cost] Employee | 20 applications of O.B. Mod
reduction behavior |survey
Stajkovic & O.B. Mod. Task performance  |Meta- Financial and non-financial
Luthans, 1997 analysis of | intervention
125 studies

Luthans & Positive Performance Discussion { Positive reinforcement and
Stajkovic, 1999 |reinforcement performance
Komaki, etal. |Positive Behavioral Review of | Positive and negative
2000 and negative modification 126 studies | reinforcement and behavioral

reinforcement modification
Smither et al, Executive Behavioral change |1,361 senior| Impact of working with an
2003 coaching managers executive coach

Reinforcement theory, as put forth by Roger and Skinner’s (1956) groundbreaking study

proposes that desirable consequences of reward increase the likelihood of a desirable

behavior being repeated and the undesirable consequences of punishment decrease the

likelihood of an undesirable behavior being repeated. Along these lines, McGregor

(1960) proposed what he referred as “the hot stove rule”, which emphasized the

following features for punishments to be effective: (1) immediate; (2) contingent upon

behavior; (3) intense (meaning not too severe but not without some pain); (4) Consistent,

(5) impersonal; (6) informational; and (7) an alternative to the punished act should be

available (e.g., moving away or avoiding them in future).
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Moving away from pigeons and laboratory testing, Aldis (1961) and Nord (1969) are
among the first to suggest application of the principles of operant conditioning to the
organizational setting. As discussed in the following overview of studies, the idea of
giving reinforcement only when the correct or desired response is made (rather than
every time the stimulus is presented is the case in classical conditioning) became very
popular for the next two decades. The approach was called organizational behavioral
modification (sometimes referred to as O. B. Mod, organizational behavioral
management, or applied behavior analysis) (Pinder 1998). As a matter of fact, Luthans
and Kreitner (1985) referred to O. B. Mod as “the most systematic efforts to apply

reinforcement theory” in the work setting,

It is necessary to note at this point that early studies seem to be more faithful to the
theory in the sense that both the consequences of rewards and punishments are tested.
But as soon as the theory is applied to the work setting, it looks almost as if the
researchers were determined to study either rewards or punishments but not the impact
of both on behavioral change. This deviation from the theory has been strongly criticized
by Komaki, Coombs, and Redding (2000) in their comprehensive review of
reinforcement research. Just to cite two notable examples of the lack of pairing of both
rewards and punishments, Luthans and Kreitner (1974) and Kreitner (1975) proposed a
general sequence for behavioral contingency management to correct problematic

behavior in an organizational setting, focusing only on negative reinforcers.

This focus in study was shared by Marholin and Gray (1976), who examined the impact
of the policy of deducting cash shortages from the cashiers’ own daily salary as a
deterrent to inattentiveness and other forms of undesirable behavior at the till. However,
Ford (1981) was unable to draw definite conclusions about the effects of negative

reinforcers in his study of organizational measures aimed at reducing sick leave.

Studies emphasizing positive reinforcers. Dowling (1973) showed that positive

reinforcers such as goal setting, praise, and constant feedback helped saved an estimated
$3 million in waste reduction over a three-year period at Emery Air Freight. On the other
hand, Andrasik (1989) reported inconclusive findings on the effectiveness of O. B. Mod

interventions in achieving quantitative cost savings and favorable cost-benefit returns in
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20 applications studied. However, a recent study by Luthans and Stajkovic (1999)
dismisses the confusion referred to by Andrasik in his study and concluded that
performance improved by 17% on average for both manufacturing and service

employees when money, feedback, and social recognition are all used.

Other important studies include reviews and meta-analyses of existing research. Three of
them are highlighted here. Firstly, O’Hara, Johnson, and Beehr (1985) concluded, based
on a review of 40 studies on private companies conducted between 1969 and 1983, that
immediately pleasing or displeasing consequences generally improve organizational
behavior in absenteeism, employee safety, customer service, theft reduction, and the
conservation of raw materials. Conclusions on the positive effects of O. B. Mod were
also drawn by Stajkovic and Luthans (1997) in their meta-analysis of 125 studies
between 1975 and 1995. In particular, they reported that financial and non-financial
intervention produced strong effects in manufacturing firms but non-financial

interventions did not do so well in service firms.

Last but not least, Komaki, Coombs, and Redding (2000) concluded, in the most
comprehensive review of reinforcement research to date, which involved 126 studies
between 1969 and 1998, that the use of positive reinforcement is much more prevalent
and the results much better than negative reinforcements. In light of the tendency to
focus on either positive or negative reinfoycement in these studies, the authors cautioned

that punishment events need to be paired with positive reinforcement in future research.

It seems that interest in reinforcement research in the work setting has significantly
declined in the 2000s, due perhaps to the popularity of goal setting and justice research.
One of the studies that seem to bear the closest resemblance to the notion of
reinforcement involves the examination of a sample of 1,361 senior managers by
Smither, London, and Vargas et al (2003). The authors found that managers who worked
with an executive coach were more likely than other managers to set specific goals,
solicit ideas for improvement from their supervisors, and receive improved ratings from

direct reports and supervisors.
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3.1.2 Causal Uncertainty and Between-Concept Ambiguity

My review has been anchored toward the examination of the concepts and assumptions
of existing motivation theory and the presentation of key empirical studies so as to
illuminate the range and variety of research thereof and to shed light on what we now
know and what boundaries we may need to push to advance our knowledge in the field.
In this connection, there are two issues I wish to specifically address in reviewing
collectively at this point the theory and empirical evidence of expectancy, goal setting,
equity, and reinforcement. First, I wish to tie in the discussion with the purpose of my
review, which is to identify a suifable framework for my study of the impact of China’s
wage and employment reforms on work motivation. In particular, I wish to find out how
existing theory and research can help me explain motivation in an environment of
change. Second, I wish to assess the validity of the causal relationships reported in the

empirical studies and the extent to which they can be generalized for other work settings.

The empirical aspect of my review is aimed at assessing the causal relationships found.
In particular, I seek to examine the extent to which the accumulated findings in a
research area provided support for their theoretical positions. Cook and Campbell (1976)
outlined three necessary conditions for a causal relationship to exist between two
variables: (1) the cause must precede the effect in time; (2) the treatments must co-vary
with the effect; and (3), there must be no other plausible alternative explanations of the
cause and effect relationship. So in order to conclude that the causal relationships
maintained by existing research do actually exist it requires there be little uncertainty or

ambiguity concerning these issues.

Uncertainty of causal relationships. As shown in the empirical studies and the meta-
analyses conducted of them, virtually all four theories reviewed have received support in
the organizational setting, save for reinforcement theory, where the requisite pairing of
reward and punishment events in empirical studies still leaves much to be desired. This
observation was shared by some of the most prominent reviewers of the motivation
literature (e.g., Pinder 1998; Ambrose and Kulik 1999; Donovan 2001). In addition,
- Mitchell and Daniels (2003) noted that it is clear that all of the perspectives of existing

- motivation theories have some validity.
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What is however uncertain is the causal relationship between motivation and
performance. While all four frameworks are being referred to in the literature as
“motivation theory”, the investigation of motivation as either a dependent or an
independent variable was not evident. For example, expectancy theory appeared to
increasingly focus on performance as the outcome variable since Porter and Lawler’s
(1968) introduction of a performance-related model. Also, goal setting theory has relied
heavily on task performance as the primary dependent variable while equity research
typically examined attitudinal responses such as job satisfaction and commitment and
negative behavioral responses such as theft, retaliation, and sabotage. Lastly,
reinforcement theory and O. B. Mod were aimed at correcting problematic behaviors,

with no particular mention of the link to motivation.

Ambrose and Kulik (1999) and Kanfer (1990) are among those who expressed the
greatest discomfort about organizational researchers writing empirical articles predicated
on motivation theories without using the central construct of “motivation”. The former
observe that research on motivation since the 1990s in particular is largely done through
the ‘back door”. That is, researchers have other goals in mind, such as studying task
performance on work teams or discretionary and extra-role behaviors, rather than
studying motivation. The paradox is that motivation research has largely abandoned the
concept of “motivation” and replaced it with specific measures of employee behavior

(e.g., task performance and organizational citizenship behavior).

But as pointed out in the introduction of the present review, performance is not the same
as motivation and cannot be treated as such. Indeed, performancé theory differs from
motivation theory in that prediction of performance requires consideration of additional
factors including individual differences variables such as abilities and task
comprehension, and environmental factors such as situational constraints and task
demands (Kanfer 1990). It may seem to make sense if the distinction between
motivation and performance is ignored in studies assessing task performance in simple,
straightforward, or controlled settings. But it becomes unacceptable for the distinction to
be disregarded in research that investigates performance in novel or complex tasks, on

work teams, and other ambiguous and challenging situations.
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Since increased effort or motivation does not guarantee performance under any of these
conditions, performance or the lack of it cannot be attributed to the direction, strength, or
persistence of motivation. The implication of this is significant especially for the most
popular “motivation theory” of this era — goal setting, which set out to predict
performance on the basis of a technique, the adoption of which then became
instrumental in generating propositions concerning goal clarity and difficulty and the
outcome in performance. In doing so, researchers seemed to have worked backwards in
theoretically justifying a technique, rather than taking the crucial step of conceptualizing

the link between motivation and performance in the first place.

Ambiguity between major concepts. Evaluating existing research by addressing the
ambiguity that exists between major concepts illuminates an issue of major concern and
that is, the condition that “there be no other plausible alternative explanations of the

cause and effect relationship” (Cook and Campbell 1976).

Relationship of equity to expectancy. Lawler (1973) argued that expectancy theory

could explain the results of equity theory if perceived equity were explicitly recognized
as an antecedent of the valence of outcomes. Although Lawler did not provide further
guidelines on treating perceived equity as such, others such as Campbell and Pritchard
(1976) have concluded that equity considerations could be subsumed under the broader
expectancy theory on the basis that both theories are somewhat ambiguous and are thus
open for the reconciliation of compéting predictions As pointed out by Mowday (1991),
although the two theories do not really appear to be in conflict, it is unclear whether this
reflects genuine similarity or the ambiguity with which the theories are stated (see

Mowday, 1991 for a review).

The lack of conceptual clarity between the two theories is undoubtedly a major obstacle
in identifying their unique contributions, regardless of whether the more useful debate is
to (1) identify the conditions in which individual behavior is guided by equity and
expectancy considerations, as has been suggested by Adam (1968); (2) conceptualize
equity as one of the factors affecting valence of outcomes, as has been proposed by

Lawler (1973); or (3) distinguish the two theories by their distinct dependent variables,
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for example, job satisfaction and commitment for equity fheory and task performance for

expectancy theory.

Relationship of goal setting to O.B. Mod. Latham and Locke (1979) described goal

setting as a simplistic straightforward and highly effective technique for improving
performance. They argued that the then popular technique of behavior modification is
“mainly goal setting, plus feedback, dressed up in academic terminology”. The authors
however did not spell out how goal setting as a basic technique can be a method on
which most other methods depend for their motivational effectiveness, nor for that
matter in what way the theoretical contribution of goal setting may supercede or be

distinguished from that of O. B. Mod. or reinforcement theory.

In a subsequent article, Kreitner and Luthans seemed to confront Latham and Locke,
albeit indirectly, by pointing out that conflicting findings on goal setting still crop up
regardless of the fact that it has been proven that people who have goals or objectives
(preferably difficult and measurable ones) consistently outperform those who have no
goals, and those who are instructed to do their best, and that “management by objective”
(MBO) is known as both a failure and a success. In sum, they concluded that many
conceptual systems’ are being “dressed up in appealing terminology, but remain
prescriptively ambiguous on how they effect psychological changes” (Kreitner and
Luthans 1984). Unless this fundamental theoretical issue is effectively tackled, the

ambiguity between goal setting and O. B. Mod. is likely to remain unresolved.

An important question that emerges is, if both sets of authors suggest that the other is
hiding behind some dressed-up terminology, what exactly are their respective concepts
in abstract terms, and how can they be theoretically distinguished from each other? A
major benefit of returning to the abstract level in assessing causal relationships is that
one is not limited to researching on the technique per se, be it goal-setting or O.B. Mod.,
but is required to explain why the technique causes the effects in the first place. This
also means that the researcher would have to articulate the specific conditions in which
these effects can reliably repeat themselves. In so doing, it would no longer be an issue

as to what terminology may be used to describe a technique.
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Perhaps Mitchell and Daniels’ (2003) call to address the unexplored causal link between
goal setting and goal striving can inspire a higher level of intellectual debate in this
regard. As much goal setting may manifest in the form of top-down mandates imposed
upon, rather than developed in consultation with the employee, goal striving seems to
suggest (more) initiative and self-regulation on the part of the employee, and thus

potentially more relevant in an environment of change.

Given today’s downsizing organizational setting, it will not only be helpful but
necessary to explore whether it is the carrot (as proposed by both goal-setting and O. B.
Mod.) or whether it could (also) be the stick that drive the motivation in goal striving.
Future analysis in this direction will allow us to refocus on examining the construct of
motivation (not performance) and its antecedents, and reinstate the principal status it

deserves in what is now only loosely collectively referred to as “motivation literature™.

3.2 Research on Performance-Related Pay

Under certain conditions, reward systems have been shown to motivate performance
(Vroom 1964; Lawler 1971; Lawler 1987). Perhaps the key decision in the design of a
reward system is to whether it will be based on performance and if so, how and to what
extent. To declare that pay is unrelated to performance would be to give up a potentially
important motivational tool and perhaps condemn the organization to a lower level of
performance (Lawler 1987). This may be true especially in organizational settings where
moral incentives are not the only motivational tool. For instance, in the reform setting of
my research enterprise, where both ideology- and instrumentality-based incentives were

emphasized, pay was expected to bear on motivation and performance.

Among the many different types of reward or pay systems (see Prendergast 1999 for a
review), “performance-related pay” (or “pay for performance”) is given special attention
in the present review for three reasons. First, the pay scheme is being heralded as the
most oﬁen-reported development on the pay front since the 1980s (Cannell and Long
1991; Crowe 1992). Over the past two decades, there has been an explosion in both

private and public sectors of performance-related pay in varied combinations of
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individual, team-based, and skill-based schemes that increasingly tighten the link
_between employee performance and organizational objectives (OECD 2005). The fact
that a practice is being widely discussed could mean that in future more implementation
will occur (Blinder 1990). Second, performance-related pay is one of the most
researched areas of merit pay using the individual worker as the basic unit of analysis.
Third, performance-related pay is a major component of the reward system of my

research enterprise.

Intrinsic and extrinsic motivation. Before reviewing the literature on performance-
related pay, which emphasizes the use of extrinsic incentive to motivate, it is helpful to
address a controversial issue in the field of motivation, and that is, whether such
incentives should be used to motivate workers in the first place. Since extrinsic
incentives may influence intrinsic motivation, numerous studies have emphasized how
the former could positively or negatively affect the latter. These studieé have laid the

foundation for further debate on the conditions in which incentives could work.

According to Brief and Aldag (1977), extrinsic work motivation can be characterized as
a “regulated or instrumental experience” and intrinsic work motivation, a “self-fulfilling
experience”. Research on cognitive evaluation theory (Deci 1975; Deci and Ryan 1985;
Phillips and Freeman 1985; Deci, Koestner et al. 1999) has suggested that contingent
extrinsic incentives may reduce intrinsic motivation. In a meta-analysis of 20 studies
between 1971 — 1985, Wiersma (1992) is able to conclude that extrinsic reward
decreases intrinsic motivation if seen to be controlling and increases intrinsic motivation

if seen to be providing competency information.

Despite this finding, adversaries such as Kohn (1993) argued that the use of incentives is
not only morally flawed, but can only cause temporary behavioral change. McKenzie
and Lee (1998) presented a more balanced view in arguing that if used wisely, incentives
can help direct competition in constructive ways, prevent shirking and increase
productivity, as well as encourage groups to better coordinate their efforts. This
suggested that the motivational effects of intrinsic and extrinsic rewards are additive.
When viewing incentive systems, it seems beneficial for one to be open-minded about

their potential addictive and subtractive effects on intrinsic and extrinsic motivation.
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What is performance-related pay? The label “performance-related pay” (or “pay for
performance™) covers a broad spectrum of compensation systems that can be clustered
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