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Abstract

Government reforms have led nonprofit organisatigN®Os) to become more
involved in the provision of mainstream public sees in the UK and consequently
they have been subject to an increasingly demandeggme of performance
measurement and inspection if they wish to proweerices on behalf of the state.
The creation of a contract culture has put nonpqmfviders in a position where
they have to bid against each other to deliverdatermined services, resulting in a
very competitive operating environment. NPOs hageolme more professionalised
and performance-driven and this new climate engmga business-like attitude to
the management of their services. Pay-for-perfommaschemes have become a
recognised phenomenon in NPOs, despite having getecontroversial discussion
in the literature. The literature on incentive the® has been applied almost
exclusively to private sector organisations andtéoh attention has been devoted to
the nonprofit sector. It is argued here that omeoasimply transfer across for-profit
sector ideas; one must try to establish a framewmakis more suited to the logic of
the NPO. The aim of this thesis is twofold. Firdt,investigates the use of
performance-related pay (PRP) in nonprofit housasgociations in England and
looks at whether PRP acts as a motivator encowgagonprofit employees to
improve their work performance. Second, it inquivesether the new competitive
and performance-driven environment influences #veard decisions of NPOs. This
thesis examines influences on the choice of reyweadtices in housing associations
in order to provide an alternative to agency exglems for the use of PRP in the
nonprofit sector. The results not only point to theffectiveness of PRP schemes in
housing associations but also identify the stremdtinstitutional pressures on NPOs
to conform with best practice in pay decisions.
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Introduction

Nonprofit organisations (NPOs) have become increggiimportant
in the provision of health, social services and dmogl in the UK, and the
government, at both the local and national levss, become an important source of
funding for the work of many voluntary organisasois a result, funding bodies are
more demanding with regard to good managementipea@nd greater attention is
paid to staff management so as to ensure the pwow$ high-quality services (Billis
and Harris 1992). Changes in the nature of fundignge contributed to the creation
of a contract culture, where grants are made based specific service provision
instead of the general purpose of a charity. Thetraot culture implies tighter
controls and performance standards for staff defige front-line services in
community care, health, social services and horeeéss (Cunningham 1999:20).
Nonprofit providers are put in a position whereythave to bid against each other to
deliver pre-determined services, resulting in a yverompetitive operating
environment. This ongoing pressure on NPOs to beamiore efficient and effective
at competing for funding has led to a reliance aanagerial concepts originally
developed in private for-profit organisations (Theen 2004). In particular, pay-for-
performance systems have become a widely recogméetomenon in NPOs

(Baber, Daniel et al. 2002; Barragato 2002).

My thesis investigates the use of performance@dlptly (PRP) in nonprofit housing
associations (HAs) in England. HAs, according tollMs (2010), are regarded as
the ‘distant uncle’ of the voluntary sector in Eagll because they have their own set
of trade bodies, regulators, funders and consuftanganisations. Nonetheless, they

remain true nonprofits, occupying a unique spadsiade of both the market and the
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state (Salamon and Anheier 1997). As HA’s becomeenmyvolved in the provision
of mainstream public services, they also becomeemprofessionalised and
performance-driven and that may well impact on rtloioice and use of reward
practices. This is what makes them a very intergstiase to study within the

voluntary sector.

The aim of this research work is twofold. Firstilyseeks to address whether PRP
acts as a motivator for nonprofit employees to wuprtheir work and whether a new
competitive and performance-driven environment douwhange the reward
preferences of nonprofit employees whereby PRP rbesoan incentive system
suited to the needs of NPOs to increase organisdtperformance. The applicability
of pay-for-performance systems in NPOs is sometloihg contradiction. Agency
theory characterises compensation as a mechanrsatigaing the behaviour of the
agent with the interests of the principal. Makiray ontingent on results obtained
by agents implies that, the higher the salary x@tkby an agent, the better will be
the performance of the organisation (FernandezsAll@uevas-Rodriguez et al.
2006). However, nonprofit sector theorists arguat thonprofit workers seem to
accept lower monetary compensation, and that thay agree to donate labour
because they believe in the social relevance ofotiganisational output. Previous
studies (Weisbrod 1977; Hansmann 1987; Rose-Ackerh®®6; Handy and Katz
1998) have been consistent with the assumption tHBOs have unique
characteristics that can explain why they behavierdntly from for-profit
organisations. These characteristics are likelyettuce production costs. Principal
and agents are motivated by the mission of the nisgdon and, consequently,

agency problems are not likely to arise as theindbe case of for-profit firms. The
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NPO literature strongly emphasises the inadequddyigh-powered incentives in
NPOs. The main rationale behind this is a lackarhpetition and the use of highly
intrinsically motivated employees (Brandl and Guf2807). However, one could
question whether the changing environmental camhtiof the voluntary sector hold
these assumptions true. The changing funding regincdemarket competition have
led HAs to an increasing conformity with privatects® management practices
(Walker 1998) and the impact of such developmentthe way PRP is implemented

in these organisations remains to be seen.

The paradox between the popularity of PRP in NPt@ksits apparent ineffectiveness
as a tool for increasing employee motivation lgadihe second aim of this research.
Why have housing associations introduced PRP feir #mployees? Research on
institutional theory suggests that organisatiores @essurised to change as a direct
response to other organisations upon which theemtpChanges in pay systems
could result from informal pressures exerted on Hggunding bodies (DiMaggio
and Powell 1983). Voluntary organisations drawro itthe contract culture and
encouraged to use the performance measures establisy public funders may
introduce PRP to evidence purposeful and properagement, sustain legitimacy
and ensure continued access to resources (Meye@itl1983). PRP may be more
symbolic than instrumental, used to accommodater@mwental expectations and
signal to funding bodies a more business-like watét Institutional pressures
influencing reward decisions provide an importamiehsion to the study of PRP in
NPOs because it argues that the adoption of PREctefconformity with ‘best

practice’ in pay decisions led by institutionalnsarphism, rather than the strategic
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and commercial considerations that would make PRRBitable reward system for

nonprofits.

The rapid growth of the voluntary sector’s paid kforce has primarily been driven
by the growth of public service delivery. The wande is growing at a faster rate
than the public sector itself, and estimates suges over half a million people are
now in paid employment in the UK’s voluntary sediCVVO 2007). Yet, relatively
little is known about the way in which employees aranaged in this sector, since it
has been subject to little empirical investigatidsy research will contribute to
knowledge in a number of ways. First, it takes famvprevious work examining
performance in NPOs (Gray 1999; Brown 2002; Cho022@allou 2005) and
addresses the issue at the employee level. Madiestaoncentrate on organisational
performance in the healthcare system in the USabrthe employee level, on
executive pay (Baber, Daniel et al. 2002; Gray Badson 2003), resulting in a lack
of empirical research on pay systems for the aeeraanprofit worker. Second, it
aims to contribute to a programme of research m#ward determination and
uncover the underlying reasons for designing anplementing reward systems in
NPOs. The analysis of why and how reward strategresarrived at, and their
efficacy in the social and economic context in \vahiPOs operate, are paramount to
developing further research in reward managemeattieally, my research findings
may prompt practitioners in the sector to think enoonsciously and strategically

about what drives their organisations’ choice @fam system.

The first chapter will provide a discussion of iniees and motivation in the
nonprofit sector in the interest of investigatingether pay systems such as PRP are

suited to NPOs. The rest of this thesis is orgahes follows: Chapter 2 continues
14



the discussion of rewards in NPOs and an institalidheory perspective assists in
explaining the reasons why nonprofits make rewagdisions to implement PRP.
Chapter 3 presents the research methodology. Ghdptiscusses in detail the
performance management and pay systems implemientieel four case studies. The
objective here is to identify whether the perforcmmanagement and PRP systems
follow the advice of good practice in the sectdna@ter 5 addresses why NPOs, and
HAs in particular, seek to introduce PRP. The tssof interviews with senior
management in PRP organisations as well as intesvieith reward consultants in
the field are presented. Chapter 6 provides anysisabf the data collected in the
four case studies in the housing sector. It congp#re organisations using PRP to
those using seniority pay and investigates whetR®P motivates nonprofit
employees to perform well at work. Chapter 7 udes \Workplace Employment
Relations Survey (WERS) to investigate the use RIP Pn nonprofit organisations
and its effect on attitudinal outcomes such asgatisfaction, pay satisfaction and
organisational commitment across the sector. Tha oigective of this chapter is to
provide a broader view, beyond the case study sisalpf the use of PRP for
nonprofit employees in the UK. Extending the analy® a broader and larger
sample such as the WERS helps to assess how féindiegs of this thesis extend
beyond the cases discussed here. Chapter 8 suramdhs key conclusions,
implications for research and practice, limitatiasfsthe study and directions for

future research.
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Chapter 1 Incentives and Motivation in Nonprofit Organisations

In this chapter | present a discussion of the thedrincentives and
how its theoretical framework fits into the nonpraiontext. The discussion moves
on to an overview of the theory of NPOs, focusimgtioe distinctive characteristics
of these organisations. The main argument hereh#& the non-distribution
constraint, inherent in nonprofit and public sectinganisations, allows these
organisations to drop the income maximisation psep@nd produce socially
desirable outcomes for society. Incentive theamey have a different impact in the
nonprofit context since employees’ compatibilitythvthe goals and values of the
NPO may vary from the corresponding compatibilityfar-profit organisations. The
use of PRP is also discussed here and lessongdefiom the public sector case are

presented with the aim of shedding some light om R&P may work in NPOs.

1.1 Incentive Theories and their Application Beyond the~or-Profit Firm

Traditionally, the issue of incentives in organisas has been studied within
the framework of agency theory. Agency theory pilegi an explanation of how the
separation of organisational activities from owhgrspresents the problem of
ensuring that the owner’s interests are alignedh wie interests of the employees
responsible for operating the business (JenseMao#ling 1976). Because workers
and employers may have divergent objectives withan organisation (Prendergast
1999), the owners (the principal) will try to ensuhat the employees (the agents)
direct their work efforts in line with the ownernsiterests. In order to achieve this,

compensation systems are used to balance the jmmowd fixed and variable
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rewards and ensure that appropriate incentivegaiace for the employee to act in

the owners’ interest (Jensen and Meckling 1976).

The relationship between agent and principal canldssified into two aspects: The
first one is referred to as moral hazard, whichatles a lack of effort on the part of
the agent. In other words, the agent has an infioome advantage over the principal
and, after the contract has been agreed to, heeod@es not meet the terms of the
contract, knowing that the principal cannot dirgaibserve his or her actions. The
second aspect is known as adverse selection, lafbetied information asymmetry.
This is where the principal is not fully informedbaut the abilities of potential
agents, and therefore may make an unwise agentel{fiisenhardt 1989). The
principal, aware of these potential problems, needguard against opportunistic
agent behaviour by developing an effective contrabree important factors will
define the contracting process: the costs of oloigimformation, both that needed to
select the appropriate agent and that needed ¢atie#ly monitor and enforce the
contract, the uncertainty associated with the prtdo process, and the risk
preferences of the actors (Ferris and Graddy 199&).information costs related to
agency problems will vary according to the natuir¢he activity being contracted.
The costs of enforcing the contract depend on tleasorability of the agent’s
behaviour (effort), and the agent’s performance (ihtcome of that effort). There is
often considerable uncertainty associated withtridueslation of agent behaviour into
outcomes. The more difficult it is to gather inf@tion on outcomes, the more likely
it is that contracts will be based on behaviourughthe ability to measure
performance is a critical determinant of contraetris. The agent is unlikely to be

indifferent about the nature of the contract, ands&-adverse agent will not be
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inclined to accept an outcome-based contract retieea high degree of uncertainty
associated with the behaviour-outcome process. iSfe of risk arises because
outcomes are only partly influenced by behaviounv&nment policies, economic
climate and competition can also have an impacthenoutcomes. When outcome
uncertainty is low, outcome-based contracts becomoee attractive (Eisenhardt

1989).

However, as Williamson (1985) has pointed out, @mts are not always effective at
preventing opportunism. In his work on transactamsts, Williamson (1981:553)
recognises two behavioural assumptions in his amproThe first is that agents are
subject to bounded rationality and the seconddsdhleast some agents are given to
opportunism. Considering that rationality is lingtéy the amount of information
one has, it becomes impossible to anticipate aiticgencies and specify them in a
contract. There are also high costs involved inngyto overly constrict agents’
opportunistic behaviour. If agents were not given dpportunistic behaviour,
incomplete contracts would not be a problem. Whilsmn (1985) advances his work
addressing opportunistic behaviour by making airdisbn between high-powered
and low-powered incentives. High-powered incentias provided by market
transactions in which gains go directly to the ieartransacting. In organisations,
which he calls hierarchies, incentives are low-p@deand the employees involved
In a transaction may get a pay rise or a promdtigrwill not make any direct gains
from the transaction. However, firms have increglsinturned to high-powered
incentives that base compensation on measures pibgee output. These include
stock options to compensate executives, pay bytseand PRP using a diversity of

compensation systems. High-powered incentives halear advantages but
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Williamson also warns of the disadvantages of sncéntives. Incentives can be too
powerful and may encourage people to behave maetedestly since the rewards

are higher.

The key elements of incentive theories describexvalnave largely been applied in
(and developed for) for-profit organisations. Higbwered incentives, for instance,
may have beneficial effects in specific circumsenand for some principals but
lead to very dysfunctional reactions in other ainstiances and for a different type of
principal (Dixit 2002). What must be taken into agnt here is the set of special
characteristics some organisations may have tha&esn# difficult for them to
successfully introduce outcome- or performance-baseentives. The theory of
incentives argues that an agent gets utility omgmf the monetary income the
principal pays him and disutility from the efforé lexerts on behalf of the principal.
Dixit (2002) points out that agents may also beivabdéd by some aspects of the job
itself. If agents are motivate by working in theyanisation and by the actions they
perform in their jobs, then the principal can oféenaller marginal bonus payments
and still guarantee the same level of effort. Sa@lvetudies (Rainey 1979; Rainey
1982; Ferris and Graddy 1994; Tirole 1994; Frar@6l Dixit 2002) have suggested
that different incentive structures and constragnsbedded in public, private and
nonprofit organisations can result in different &&burs and outcomes. Firms
operate differently depending on their ownershipdtire and on the motivations of

employees, managers and consumers (Rose-Ackerndéi. 19

The ownership structure of an organisation inflesnits objectives and its values. In
for-profit organisations, the owner has control rothee organisation and, therefore,

not only the right to claim the residual incomet also to determine the goals of the
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organisation, which will most likely be relatedgmofit maximisation. Even when the
organisation has a variety of stakeholders to ansoyeéhe profit maximisation goal
is usually shared by them all. Contrast this witbveynment and nonprofit
organisations. The heterogeneous stakeholdersse thrganisations are unlikely to
share the same goals (Tirole 1994). Nonprofit olggions are accountable to a
variety of constituencies and key stakeholdersuohel financial donors, funders,
service recipients and volunteers (Speckbacher )2088tending the line of
reasoning applied to government organisations I@irb994; Dixit 2002) to
nonprofits, the profit maximisation objective irethatter is likely to be replaced, not
by a single goal for the organisation, but by atiplitity of potentially conflicting
objectives, leading to vague and difficult-to-maasgoals, to support these diverse
groups (Stone and Brush 1996; Stone, Bigelow €t989). The objectives are often
very difficult to quantify because of their quatite dimensions. Moreover, even
when the objectives can be identified, their ditgreaises the issue of how much
weight should be given to each one in order to inbtastable and well-defined
purpose to maximise. Dixit (2002) stresses the idioiensionality of goals in
government agencies and the difficulties in idemiid what would constitute their
fulfilment. As the profit motive does not figure portantly among the formal
objectives of NPOs, their objectives are not aarcéd well defined as they are in
for-profits. While investors focus on the return oapital, owners of nonprofits
promote other types of goals such as the retuth@mork accomplished, the quality
of goods produced or the accessibility of the sergrovided (Laville and Nyssens

2001).
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Incentives are used as a mechanism to transmirtfenisation’s values and shape
attitudes and performance to conform to those waliawler 1983). NPOs, like
government institutions, are highly complex; thgwals and objectives are not
always clearly codified but have usually developedm the history of the
organisation and the shared values of its stakel®iBacchiega and Borzaga 2001).
Consequently, incentive theories may work diffelserih relation to employees’
attitudes and performance, depending on the typestrength of an individual’s
motives and their compatibility with the organisats goals and values (Puffer and

Meindl 1992).

Economic theories of the nonprofit sector can ddp us to understand the
distinctiveness of these organisations. Theoreticak started in the 1970s due to
the growing number of organisations in the sectwd, anoreover, the large and
growing public subsidies being given to them, whitlade understanding their
economics relevant to public policy (Hansmann 198%g economic theories of the
NPO presented next help to explain the profit vensanprofit distinction that has

emerged from the theory of incentives in this secti

1.2 Economic Theories of the Nonprofit Sector: Roles ahBehaviour of
Nonprofit Organisations
A substantial body of work has been dedicated ® @¢bhonomics of the
nonprofit sector (Weisbrod 1977; Hansmann 1980; ngoi983; Salamon 1987;
Steinberg 1987; Rose-Ackerman 1996). Hansmann §1di8ides the literature into
two groups: theories on the role of NPOs and tlesooin their behaviour. The first
addresses issues concerned with the existence O MRd the economic functions

they perform. The second relates to the objectp@sued by nonprofits and the
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motivations of the managers and entrepreneurs wiluodf and work for them.
Questions of role and behaviour cannot be separ#étedrder to understand how
these organisations behave, one needs first torstaded how they developed and

have survived in the market.

The public goods theory is the first economic tyeafrthe role of NPOs. Weisbrod
(1977) proposes that NPOs serve as private prosluégrublic goods. Public goods
are characterised here as products that, once ggddare enjoyed by everyone,
whether or not they have paid for them. A cleaniremvnent is an example of a
public good. Such goods can be desirable withinogiety but not necessarily
profitable and for this reason may not be suppligdor-profit firms. Governments
provide public goods but only at the level thais§es the median voter; they may
not be able or willing to meet all of the demanddertain goods, creating a demand
for services produced by voluntary organisationsntofits may also provide more
diverse services than is possible in the publiccoseand individuals who are
dissatisfied with the low quality of public serviceand wish to supplement this
provision may establish nonprofits (Weisbrod 19%¥gisbrod’s theory captures an
important phenomenon in nonprofits: their role asvplers of public goods.
However, the problem with this theory is that madpOs seem to provide private
services rather than public ones. His theory doets axplain the existence of
commercial nonprofits, organisations whose incomevds from the sale of goods
or services, such as nonprofit hospitals, nursioipés, day-care centres or housing
and support for the homeless. The theory also sthust of explaining why
commercial nonprofits seem to spring up and surinveectors where private firms

cannot or are less likely to.
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The contract failure theory (Hansmann 1980) expdhdsbody of literature on the
economic role of nonprofits and raises the issueasyfmmetric information and
transaction costs. Hansmann (1980) argues that NG in circumstances where
consumers are not able to accurately evaluate tiamtiqy and/or quality of the
service a firm provides for them. For-profit firtiaus have the financial incentive to
take advantage of customers by providing less aeror service of a lower quality
than what was agreed. In contrast, NPOs, owindh¢onion-distribution constraint,
have less incentive to take advantage of theirooosts. The central discussion of
Hansmann’s theory evokes the issue of trust. Becaosprofits do not distribute
profits to owners, and because altruistically aeenndividuals are assumed to self-
select themselves into the sector, these orgamisatire seen as more trustworthy.
NPOs are also efficient responses to high monigoiosts (Krashinsky 1986).
Essentially, the contract failure theory views tmanprofit firm as a response to
agency problems (Hansmann 1987). Since nonprofipl@yges tend to be
altruistically oriented, nonprofits are motivated dct in accordance with consumer
expectations, which implies that the costs of namf for potential exploitation,

common in for-profit organisations, are avoided.

Salamon (1987) suggests that Weisbrod’'s and Hansmdheories explain the
existence of the voluntary sector in terms of mafedures and concentrate on
comparing nonprofit and for-profit organisationsstead, he developed a new theory
of the voluntary sector based on the partnershijwden nonprofits and the
government. The central argument of his theoryagthat voluntary organisations
are best equipped to solve collective and commuoriiplems although, if nonprofits

fail to provide, government action becomes appateriThe author suggests that,
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instead of the voluntary sector being given a sdapnrole, it should be seen as the
preferred mechanism for providing collective gooded services, with the
government only assuming the residual role. Salasn(t987) voluntary failure
theory suggests that the failures of voluntary pigmtions justify government
involvement and support for the voluntary sectdnisTapproach is certainly more
consistent with the history of the government-nofiprrelationship in European
countries, and in the UK most specifically but whgactly are the voluntary failures
addressed in Salamon’s theory? There are four:lapthiropic insufficiency’
concerns the inability of the sector to generatHficéent income; ‘philanthropic
particularism’ describes the tendency of NPOs twu$oon specific groups, rather
than favouring equality; ‘philanthropic paternalismafers to the fact that those in
control of the charitable resources can determihatwthe sector does and whom it
serves; lastly, ‘philanthropic amateurism’ explaitiee difficulties of attracting

professional personnel.

Salamon (1987) suggests that the voluntary secte€aknesses correspond well
with the government’s strengths and vice versa. tl one hand, the failures

described above can be diminished because the rgueet is in a position to

generate more resources, set priorities to guagateess to all citizens and improve
the quality of the services by establishing quationtrol standards. On the other
hand, nonprofits, operating on a smaller scale,asand red tape, adjust to the needs
of customers and allow for a degree of competibomong service providers. The
theoretical rationale for government-nonprofit cegtion is a strong one. However,

there are several concerns for the voluntary osgaioins, such as loss of autonomy,
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bureaucratisation, and distortion of their missiorthe pursuit of public funding, to

name a few.

The second group of nonprofit theories relatesheoliehaviour of the NPOs. Most
models of the behaviour of NPOs are optimising neoddansmann 1987). These
models explain the behaviour of the NPO accordimgthe optimisation of an
objective function under several restrictions. Oexample is the ‘constrained
quality-quantity maximising model’ developed forethcase of hospitals by
Newhouse (1970). The main objective of the hospstab maximise the quantity of
services provided and at the same time maximisguhéty of care; such objectives
are constrained by a budget. Newhouse’s model shiosisthe nonprofit firm will
exhibit productive inefficiency when compared witte for-profit firm. This model
suggests that organisations in general minimiséscé®wever, due to the absence
of ownership claims on residual earnings, the naofifpfirm will not have an
incentive to minimise costs and therefore will irdrgly be subject to productive
inefficiency. Hansmann (1981) and James and Neebe{®81) found similar
results for performing arts organisations and usities, respectively. Another
common behaviour of nonprofit firms is their podsildy to respond quickly to
increases in demand compared to their private egpatts. One explanation is that
NPOs are constrained in their access to capitahgfdann 1987). The lower levels
of efficiency, presented as a distinctive behaviotirNPOs, integrate well with
theories of the role of nonprofits, especially $ada's (1987) voluntary failure

theory where government-nonprofit partnership bexonelevant.

Entrepreneurial theories of NPOs also offer an axgiion for the distinctive

behaviour of these organisations. Unlike the nessital models described above,
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their contribution focuses on the preferences ef itidividuals engaged in these
organisations. Understanding the motivations ofmeaac actors who take actions
from which they derive no material advantage hagsagé been a challenge for
economic theory. However it has been recognisetinka/iduals derive satisfaction

not only from extrinsic motives but also from segtimeaningful goals and achieving
them (Ben-Ner and Gui 2003). Entrepreneurship tksorpropose that

entrepreneurial behaviour explains why NPOs ar@eded and why they engage in

the provision of services (Badelt 1997).

Young (1983) points out in his work different emireneurial motivations in the
nonprofit sector, which helps to explain why NP®@s @stablished in the first place.
Young finds that preferences such as pride in aptishment, the search for
personal identity, a need for autonomy and indepeoel and a desire to preserve a
cherished organisation are more prevalent withimpnafit entrepreneurs. The author
suggests that entrepreneurs with different motvetiand styles allocate themselves
into industries and economic sectors accordinghir tpreferences for wealth,
power, and intellectual and moral purposes. Ontabbkshed in different parts of the
economy, they will be responsible for introducin@rtgular behaviour and
characteristics in their sector and in their orgation. Badelt (2003) affirms that
entrepreneurial theories are consistent with tlesoof the role of NPOs. The
different motivations of individuals founding NP@ge far from profit maximisation
and therefore efficiency levels may be lower in prorfits. James’s (1987) work on
religious organisations, for example, indicates thestomers may prefer the services

of NPOs for the same reasons that nonprofit ergregurs form them.
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The literature on NPOs is abundant and researclshi@sn that nonprofits are more
than profit maximisers (Newhouse 1970; Hansmannll198mes 1983). The non-
distribution constraint has been the most salibaracteristic of NPOs presented in
the literature so far but the question is whethex behaviour of for-profit and
nonprofit organisations can be differentiated adiowy to that constraint. Empirical
studies comparing the economic behaviour of nomprgbvernment and for-profit
organisations exist for a number of industriedialgh most deal with health care.
Attention has been directed mainly towards diffeemn in four dimensions of
behaviour: cost and use of resources, quality ofic® access to care and user

satisfaction (Weisbrod 1989).

With respect to costs, a study of hospitals (Stigland Gray 1993:306) reviewed
research comparing for-profit and nonprofit hodpiand concluded that ‘nonprofits
had either similar or lower expenses than did fafifs, and all studies showed that
the costs to third-party payers were substantlatiper in for-profit hospitals than in

nonprofits’. Hamilton (1994) found that NPOs servedre patients than government
and private hospitals, and characterises nonphafipitals as patient maximisers

rather than profit maximisers.

The effect of ownership type (for-profit, nonprofit government agencies) on the
guality of the service provided is also a subjécpeculation. An important aspect is
whether for-profit organisations cut quality moespecially in dimensions that are
difficult for consumers or regulators to monitor €isbrod 1989). A study of day-

care centres found that the quality among nongrédihded to be higher than in for-
profits (Mauser 1998). Gray (1986) also concludhes most studies on the quality of

nursing home care favour NPOs in a wide range asmes, including the amount
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of patient care staff, expenditure on food, compfaito state agencies and
nonconformity with regulatory requirements. Grabkwand Hirth (2003) found

support for asymmetric information theory, and @onfthat an increase in nonprofit
market share has improved for-profit and overalismg home quality. Marmor,

Schlesinger et al. (1987) found that for-profit amgsations offered lower-quality
care than nonprofits. Gray (1999) and Harrigan, \Waxadler et al. (2001) conclude
that for-profit nursing homes provide worse and lesrsing care than nonprofit and
public homes. This shows that some studies areistens with the assumption that
the non-distribution constraint will soften the émtive to reduce quality of service in

aspects that are hard to monitor (Chou 2002).

When it comes to access to care, Mauser (1998)dfdhat nonprofit day-care

centres were more likely to serve children from-dowaome families than for-profits,

even when price was controlled for. Another natigtady in the US also compared
for-profit and nonprofit organisations in relatiém patient selection (Brown 2002)
and found that nonprofits were more likely to sesegerely disabled people. Ballou
(2005), meanwhile, confirms that ownership hasféeceon consumers’ choices. He
concludes that clients have a preference for ndinpgnomes. Other studies have
consistently found NPOs to be more positively asged with user satisfaction than
for-profits (Dellana and Glascoff 2001; Landon, [Aasky et al. 2001; Sikorska-

Simmons 2005; Gillies, Chenok et al. 2006). Intetipg consumer satisfaction is not
clear-cut, however, and should also be relatekpeaations (Carley 1988). On the
one hand, a high level of satisfaction could simya result of low expectations; on

the other hand, consumers may be dissatisfied avithdequate service because of
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unmet needs that the service was not designed & mehe first place (Carley

1988).

The four dimensions of behaviour discussed herest, guality, access to care and
user satisfaction — are not, on their own, predictof performance. They have
deficiencies, and strong conclusions about thersupeerformance of NPOs are not
warranted. However, what these studies demonsisat@ significant difference

between the behaviour of nonprofit and for-profiganisations and, moreover, how
the non-distribution constraint is effective in guging socially desirable outcomes

(Galaskiewicz and Bielefeld 2001).

The studies presented above show the profit-nonprdistinction at the
organisational level. However, the non-distributiconstraint can also explain
different behaviours at the employee level. Thecaktresearch on NPOs assumes
that nonprofits attract intrinsically motivated atge (Hansmann 1980; Rose-
Ackerman 1996) and several empirical studies shaw these nonprofit agents are
willing to exchange extrinsic rewards for commitrhém a social cause (Handy and
Katz 1998). The next section will reveal the uniguiibutes of employees in the
nonprofit sector in relation to their motivationnda how the non-distribution
constraint plays an important role in that. Nonpreimployees appear to have
different needs, motivations and reward preferertbas culminate in a stronger

nonmonetary motivational foundation (Ridder and Mo@less 2010).
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1.3  The Characteristics of the Nonprofit Employee: Diferent Needs and

Motivation

NPOs have distinctive structures of extrinsic anttinsic incentives that
serve to attract workers who are not predominatrilyen by monetary remuneration
(Bacchiega and Borzaga 2001). The rewards offeredrganisations can take
various forms: Firstly, intrinsic rewards consi$features of the work itself, such as
worker self-fulflment and fulfilment of the orgasation’s social mission,
opportunities for workers to accomplish moral atieological aspirations, and doing
work that is helpful to other people. Extrinsic sds can be monetary, such as pay
and benefits, or nonmonetary, such as job secudtypnomy, future career
advancements, and training and development (BoraadaTortia 2006). A mix of
these incentives, with less emphasis on monetargrds, serves as an organisational

device to attract employees to the NPO.

In many organisations the services provided arg dg#ficult to measure in terms of
output. Hence, linking workers’ remuneration toittgerformance does not help to
solve agency problems because of the difficultiésmmnitoring effort. ‘Any
economic system can reward only what it can monaond monitoring involves cost’
(Weisbrod 1989:542). One consequence of the diffesiof monitoring effort is the
adoption of incentives only loosely related to parfance. However, these types of
incentive may trigger low commitment from workersdahave limited influence in
terms of encouraging agents to behave efficiepc¢hiega and Borzaga 2001). In
NPOs the services provided are often intangiblekimgaoutputs even harder to
measure. Williamson (1975), for example, streskas monitoring in NPOs can be

even more complicated than in business enterpasesieasuring the fulfilment of
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organisational goals is more difficult. Another plem with measuring performance
in NPOs is that, even if outcome measures can bgtifted, they may not be
affected only by the employee’s effort. NPOs off@ce problems securing funds for
their activities, attracting volunteers and seaginieasonable levels of workforce to
do the job. These factors could contribute to @oirect perception of low employee
performance. On the other hand, some importantcéspd worker behaviour in

NPOs may diminish the effort-monitoring problem.

There is an ongoing debate on wage differentiatesdsen nonprofit, for-profit and
government organisations. Empirical studies hawsvehithat NPOs tend to pay their
employees less than public and for-profit orgamset (Mirvis and Hackett 1983;
Preston 1990). The hypothesis of donative laboggasts that nonprofit workers
seem to accept lower monetary compensation ance dagrelonate labour because
they believe in the social relevance of the orgatiosal output and share the mission
of the organisation (Preston 1989). However, th&eminces in monetary
compensation diminish or even disappear in indessuch as health, social services
and education, where nonprofits are heavily comaged (Ruhm and Borkoski
2000). Some other studies point out that NPOs pegr tworkers less than
government agencies and more than for-profit osgdrns in certain industries but,
when nonprofits have a larger number of voluntedth a high social aim, pay is
lower than in for-profit organisations (Almond ak@ndall 2000). Leete’s (2001)
research indicates that there is no single econeidg- wage differential among
sectors as the differences disappear when comigolbr industry and occupational
category. However, she finds that Preston’s (1@8®ative hypothesis holds true for

white-collar workers. She goes further and revéads wages in nonprofits are less
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dispersed than in for-profits, leading to percamicof greater fairness in wage
structures. Leete (2000) suggests that NPOs relg oo practices that strengthen
intrinsic motivation than their for-profit countexgis and that wage equity may be

important for developing and maintaining employestiwation in this sector.

Empirical evidence also suggests that employeethenfor-profit and nonprofit
sectors differ in personality, values and behadbdimensions (Rawls, Ullrich et al.
1975). The authors point out that the studentshi&irtsample who expressed a
preference for positions in NPOs had different sefeaim those who chose for-profit
organisations. Previous studies (Hansmann 1987shktal 1989; Rose-Ackerman
1996; Handy and Katz 1998) are consistent with desumption that nonprofit
employees are highly motivated by the social aimthed organisation and are
attracted by the goals they are asked to pursueekier, personality and values are
not the only differences found between for-profidanonprofit workers. Nonprofit
employees have stronger nonmonetary orientation sindies have shown the
different reward preferences of these employeesthen reasons for working in
NPOs (Light 2002; Borzaga and Tortia 2006). Wittmg991) examined
motivational factors among public, for-profit andnprofit employees and identified
that nonprofit employees were more interested miisg the public needs than in
extrinsic rewards such as a large salary. The relsedso shows similar motivational
factors between government and nonprofit employédemther study compared
nonprofit employees with government and for-prefitployees (Mirvis and Hackett
1983) and found that nonprofit employees were nli@egy than for-profit workers
to state that ‘their work is more important to théman the money they earn’ and

reported more ‘meaningfulness’ and autonomy in rtheork than for-profit
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employees. The authors also suggest that goverramenhonprofit employees have

some similar orientations towards work and intrjeb gratification.

Katz (1964) proposes that organisations need ¢d diiferent types of behaviours to
function effectively and increase performance. Eigpeed meaningfulness and
autonomy in the workplace relate to what the auttalls spontaneous behaviour.
This type of behaviour is illustrated by one shayvinitiative and working beyond
the requirements of his/her job. Reliable behawpuwn the other hand, are
characterised by regular attendance, arriving akwa time and having to perform
at the satisfactory level. Self-determination tlyeoonfirms this view and posits that
there are two types of motivation, autonomous aodtrolled (Gagne and Deci
2005). Autonomous motivation involves acting witlsense of discretion or choice,
and controlled motivation involves acting with aase of pressure, a sense of having
to engage in the actions (2005:334). According e tuthors, autonomous
motivation is an example of intrinsic motivationdam the case of nonprofit
employees, they tend to have more autonomy, grdasi variety and greater
influence over their job than for-profit employesasd these characteristics have been

identified as essential for strengthening intrinsiativation.

Research also confirms that nonprofit workers diggdligher job satisfaction than
for-profit employees, even in the presence of lowage levels (Mirvis 1992; Benz
2005; Borzaga and Dependri 2005; Borzaga and Tdfa6). Parsons and
Broadbridge (2006) explore the role of job chanmasties and communication in
relation to job motivation and satisfaction amongkt charity shop managers. The
authors found that, although managers exhibitedh egyels of satisfaction when

analysing job characteristics, they exhibited mlasker levels of satisfaction with
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factors such as pay, job status and working cahti The study points out that the
managers’ dissatisfaction with these extrinsic dectwas overcome by the
satisfaction they achieved from providing supportheir volunteers and help to the
charity’s beneficiaries. Hackman and Oldham (198Q)lain the ‘task significance’
concept, in which a job that has an important inhacthe lives of others becomes
strongly meaningful to a worker, to the point thatis translated into worker
satisfaction and performance. Thus, it seems thedrthe monetary characteristic is
not necessarily the highest priority for employdeather, NPOs seem to be able to
motivate employees by using non-wage incentivesralythg more than other types

of organisations on intrinsic motivation.

Another study (Devaro and Brookshire 2007) presemigsence that there is no
difference in average performance between busiveskers and those from
nonprofit firms. Yet, in their study, business fsmappear to use different types of
incentive mechanisms, such as promotions and dipes of output-contingent
incentive contracts, while the opposite scenaritoisxd in NPOs. Considering that
performance levels are the same, on average, im tgpes of firm, it seems that
NPOs must have a different approach to creatingniives for their workers. The
authors explain that a plausible answer is thatkermsr in nonprofit firms are
inherently more motivated than their for-profit coerparts because of their interest
in the organisational mission of the NPO. Basedhaise studies, it seems clear that
nonprofit and for-profit employees do not share faene characteristics defining
their motivations (Alvarado 1996). Such differenaasy well lead to different
approaches to reward systems. Theuvsen (2004)atedicthat since nonprofit

employees are not primarily motivated by finanaialvards, the conditions of
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nonprofit environments and employees’ preferences ndt coincide with the

motivational determinants of pay-for-performancstegns.

NPOs seem to be able to mobilise human and finemegources and to select
workers who are willing to exert themselves forastheasons than in exchange for
monetary compensation. Authors (Bacchiega and Bar2801; Borzaga and Tortia
2004) suggest that the efficiency of NPOs is tiedhe sharing and fulfilment of
social missions. The existence of an explicit dagila is an important signal of the
organisation’s nature, and existing and potentiatkers should be attracted to the
organisational goals they will be asked to pur§ie non-distribution constraint of
NPOs makes it possible to attract workers who astivieted by reasons other than
economic ones. The pursuit of collective benefgsoaiated with the goods or
services produced constitutes an incentive infiesedl explains the commitment of
the individuals who create and establish the gadlsthe NPO. Serving the
community facilitates the integration of volunteeusers, workers and access to
various donations. When the dimension of workinggd@wommon good is present, it
facilitates social support from workers, volunteans! users, who share a concern for
a problem that needs action (Laville and Nysser®d R0rhe stakeholders involved,
both internal and external, have incentives to fiesponses to any problems they
identify in the organisation. This feature of NPi®snost likely to reduce production
costs. Stakeholders, principal and agents, arevatetli by the mission of the
organisation and are interested in establishingcfaty relationships; consequently,

agency problems are not likely to arise as theindbe case of for-profit firms.

Working in a NPO, setting meaningful goals and ecing such goals enables

committed workers to realise their own visions. sThiso enables employees to
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understand how a certain service should be provaseidhow an organisation should
be conducted. Engaging in such valuable activies incentive for workers as they
may gain gratitude from the public or a group obmpe being served (Rose-
Ackerman 1996). Rose-Ackerman (1996) argues tharganisation with committed
founders and workers has two possible benefitsst Hg the quality control
advantage, where founders will seek to hire em@syeho share their vision and
thus little monitoring will be necessary. This meainat the problem of effort control
can be diminished or eliminated by selecting maégdananagers and workers, or by
auto-selection by these employees themselves, peahiy incentive structures that
rely less on monetary rewards (Handy and Katz 19898¢ondly, NPOs have the
product differentiation advantage. This means thay can attract a high level of
professional employees, willing to accept a lovesel of pay in return for achieving

their altruistic goals of providing goods and seeg in a NPO.

The social dimension of NPOs and their motivateakers are crucial to defining
the incentives adopted within them. The existerfcancexplicit goal of contributing
to the social good and the direct involvement ajraup of stakeholders such as
members, donors, volunteers, customers and wodteaeng common values are
some of the important characteristics that sho@ddnsidered when applying the
theory of incentives. The involvement of agent&iested in the services provided
by the organisation creates an environment of @pdiion and democratic
management, which increases the cohesiveness wilikirgroup carrying out the
tasks, strengthening the achievement of goals (Bega and Borzaga 2001). The
studies presented here are consistent with themgdgn that NPOs and the

motivational characteristics of nonprofit employesm® more likely to avoid the
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problem of workers’ opportunistic behaviour thare dor-profit enterprises. The
characteristics of NPOs give rise to incentive exyst that help to overcome agency
problems. The distinctions between for-profit amshprofit organisations argued for
here explain why the incentive logic that appligthim businesses cannot be forced
into the nonprofit case without considering thecsjeties of these organisations.
The fact is that incentive systems have always lzeeontroversial issue and this is
no different in the nonprofit sector. The challengeto promote a framework of
analysis suited to the logic of the NPO. The nexdtisn will discuss in detail the

theoretical foundations of PRP and its use in theprofit sector.

1.4  Theoretical Foundations of Performance-related Pay

This thesis is concerned with individual PRP scheasethey appear to focus
on the issue of motivation more acutely than oafremes such as team bonuses or
other systems concentrating on organisational pedace. Perhaps this is because
the link between individuals, pay and their perfanoe in individual PRP schemes
more closely reflects the key elements of motivativeories than in other incentive
schemes (Thomson 2004). This section identifieseghteories of motivation that
seem most likely to explain the motivational effeehess, or ineffectiveness, of PRP
schemes. Looking at the literature, the three tkeddentified as most relevant to
PRP are expectancy theory, goal-setting theory equlty theory (Marsden and

French 1998).

PRP is considered a powerful motivational tool #me main theoretical support for
using pay as a motivational tool comes from expexstatheory (Vroom 1964).

Expectancy theory points to three factors that playnteractive role in motivation.
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The first is the effort-performance relationshifsoacalled expectancy. This refers to
how strongly effort is (positively) correlated tenormance, from the individual's
viewpoint. The higher the effort-performance expacy, the more motivated the
individual will be to apply effort. The second factreferred to as instrumentality,
represents the performance-outcome relationshipchwban be translated as the
individual's expectation that his reward will beostly linked to his level of
performance. This factor also leads to an incréaghe motivation to exert effort.
The third factor, valence, represents the degreehioh a person values a particular
reward. The higher the valence factor, the highér e the motivation of the
individual. Interestingly, the second and thirdtéais of expectancy theory can be
translated into the agency theory framework disedissarlier. Instrumentality
translates into incentive intensity and valence the agent’s utility function. In both
theories, remuneration is valued positively andréfhegatively by the individual

(Sloof and van Praang 2007).

Clearly, there is a natural congruence between ya gyatem that links pay to
performance and a theory that predicts an employikbe motivated to work harder
to achieve goals that produce a valued reward ifor (Thomson 2004). This is an
obvious reason for Vroom’s theory frequently beusgd to justify the use of PRP,
as it assumes that individuals make choices betwéemative actions in order to

maximise the benefits to themselves (Pearce ang P@83).

The use of PRP represents the implicit acceptahexmectancy theory in the for-
profit sector. However, applying the theory in tl@nprofit sector would assume that
there is no significant difference between the wations of nonprofit and for-profit

employees and that both are seeking the persaraidial rewards offered through
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PRP (Alvarado 1996). The main focus of expectahepty is on the individual, who
is assumed to be a rational maximiser of persatildlyuMoreover, applying PRP in
the nonprofit sector assumes that the two orgaarstenvironments, for-profit and
nonprofit, are similar. Expectancy theory is patacly useful in situations where
goals can be clarified, where there is an abundahcewards, and where rewards
can be closely linked to performance (Shamir 1981)nany situations this is not
the case, such as in the public and nonprofit sedtw instance, where rewards are
less abundant, where there is a multiplicity oflgpand where there is a tendency
not to differentiate individuals on the basis oéithwork performance (Perry and

Porter 1982).

One view is that it is simply a question of implaertagion, and that if PRP were
implemented in the correct way, then it would be effective motivator in any

organisational environment. Kessler (1994) idessifthree elements of PRP that
present implementation problems: establishing perémce criteria, assessing
whether or not those criteria have been met, aadinkage between the criteria and
the pay award. The alternative view, though, i$ thanay not simply be a matter of
proper implementation, since NPOs to begin witkeady have limitations such as
limited funds to invest in PRP, the weak link betweobjectives and performance,
and an organisational culture that emphasises iggiralthe workplace. If PRP is

properly implemented in NPOs but still fails to seed, one should ask whether
characteristics inherent in the organisational mmment of these organisations may
be what is limiting the success of the schemes.itetmfunding, an egalitarian

organisational culture and intrinsically motivauployees are all inherent in NPOs

and their impact on the applicability of PRP shduddassessed carefully.
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Another theory commonly associated with PRP is-ge#ting theory. Authors have
pointed that the essential elements of goal-settiegry are also present in PRP,
given that individual employees are set specifigdts that they must achieve in
order to get a performance reward (Cannell and Wt6€2). Moreover, the
introduction of performance management practicd$R®s is likely to increase goal
specificity and measurability in these organisajanaking goal-setting theory even
more relevant in this context. Goal-setting themyolves establishing SMART —
specific, measurable, attainable, realistic andetiargeted — objectives. The theory
claims that employees will be more highly motivaiedhey are set specific and
challenging levels of performance to be achievethiwia specific time frame, as
long as they also have high goal commitment andoag as feedback on their
progress towards goal achievement is provided aegalar basis. Goal-setting
theory explains individual performance, based oe Hypothesis that, if goals
regulate performance, then more difficult goalslvidad to a higher level of
performance than easy goals (Locke 1968). The yheaggests that clear and
specific goals are more motivating than generaliseatements about expected
performance. It also states that challenging bwaiiretble goals are more motivating
than easily attainable ones, particularly for ergps with high achievement needs.
The theory claims that feedback and participatival getting can have a positive
reinforcement effect on the employee’s effort. Raratively set goals may be more
effective than assigned goals and there is evidématethe degree of transparency,
ownership and objectivity associated with goalisgtis particularly relevant for
motivating public service workers (Latham and Lock@06). Participation and

democratic management are also important charsiitsriof NPOs, and are
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consistent with the need for the constant involveinad workers and managers in

affirming and defining the goals of the NPO (Baegja and Borzaga 2001).

There appears to be a fundamental difference betvgeal-setting theory and
expectancy theory. Goal-setting theory posits tial difficulty is the driver that
increases worker motivation, meaning that the e®ean employee effort is directly
related to an increase in the difficulty of spegiineasurable and achievable goals.
On the other hand, expectancy theory postulate$ plesceptions about the
effort/reward relationship and the value of the amivdrive employee motivation.
The two theories depend upon different driversibig possible to utilise concepts
from each of them in a single PRP scheme. Goadhgetheory indicates that
financial incentives increase acceptance of diffigoals and, consequently, may
enhance performance (Locke, Latham et al. 19883. uide of PRP in performance
management systems can be viewed as a way of egsthmat performance
appraisals are actually carried out, as Cannell Wwbd (1992) found in their
survey. PRP reinforces the organisational objestiice employees by tying those
objectives into financial rewards, which may ingeatheir commitment to
appraisals. In contrast, one could argue that, i the goal setting rather than the
financial incentive that explains the motivatioredfects of PRP, then it may be
possible for an organisation to get the same mintival effects without the need for
a financial incentive. If the performance managensgstem in the PRP scheme is
what affects motivation, then performance rewarday nbe unnecessary. An
evaluation of the introduction of PRP in the Bhtislational Health Service (NHS)
found that managers were very positive about thal-getting component of the

scheme, more so than the reward component of malglers spoke favourably about
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role and goal clarity, good feedback and suppantnftheir superiors (Dowling and

Richardson 1997).

Performance management in many cases plays an tampgpart in both the

introduction and continued use of PRP in orgaresati Through the use of
performance appraisals, an overall rating can el s decide the level of a pay
increase. The payment can take the form of a bamusn increase in base pay,
substituting for seniority pay and increases basethe cost of living (Arrowsmith

and Marginson 2011). However, PRP is not essefaiigherformance management.
Hendry et al. (2000) criticise the use of PRP, tegmit the ‘dark side’ of

performance management, because it emphasisesottimliing rather than the
developmental aspects of performance managememertieless, the ability to
cascade organisational objectives down through hieearchy and reward their
achievement, through PRP, means that, in praddB is widely associated with

performance management.

In the literature, the expectancy and goal-settihgories help to explain the
motivational effects of PRP. In this study, equatyd organisational justice theories
will be useful in complementing these first two eggches, and are introduced here
to help explain the potentially demotivating effedf PRP in NPOs. Porter and
Lawler (1968) expanded Vroom’s initial work and add some important
enhancements related to the motivational effeceslipted by expectancy theory.
They suggest that the level of reward the emplaypeeexpect to receive in exchange
for his/her performance has to be perceived as eéqtitable and consistent with the
existing reward structure of the organisationh# teward structure does not provide

equitable rewards for a given level of performant® employee will not have
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sufficient motivation to apply effort (Harvey, Speiet al. 2001). Similarly, if high
performance in the past failed to lead to a highesard, future individual effort may
suffer as a result of a loss of credibility of thiganisation’s reward system (Steers,
Mowday et al. 2004). Porter and Lawler (1968) adsrthe relationship between
expectancy theory and equity theory and arguepbeteptions of equity affect the
valence of outcomes. Perceptions of inequity coettlice the valence and therefore

the motivation of the individual.

Equity theory (Adams 1965) suggests that peopleratvated to reduce inequity.
The theory makes no claims about the relationshtgvéen financial incentives and
performance, although, under certain conditionsyiad®ns from fairness may
diminish the association between financial incesdivand performance (Kanfer
1990). One of the arguments for PRP is that thstesy is a fairer system of pay
since it looks at the ratio of individual inputsdatputs, rather than paying everyone
the same rate for the job (Armstrong and Murlis A0MHowever, equity theory is
underpinned by the individual’'s perceptions ofriass. In other words, employees
will compare the ratio of their input to reward ocane with the ratios of their
colleagues to assess the fairness of the systea{#d 965). There is a danger that
individual employees will simply have a differentew than the organisation
regarding fairness. PRP may bring unintended caresesgs for the organisation in
terms of work motivation if it is believed to befain. Equity theory provides an
explanation of how employees’ perceptions of thméss of the PRP system affect
work motivation. Linking it to expectancy theory)yadoubts an employee has about
the fairness of the PRP system are also likelyffecthis or her belief in the effort-

reward relationship, and consequently, the motwveti effectiveness of the reward.
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PRP purposefully offers different levels of payetoployees doing the same work, if
those employees’ performances are judged to beerdiff. Researchers have
suggested that PRP may, in fact, demotivate emptoyE they feel that their
employer’'s assessment of their performance is ur(fdarsden and Richardson

1994; Brown and Benson 2003).

Adams’ equity theory refers to what is termed dbstiive justice. Greenberg (1987)
argues that, in addition to distributive justicepmoyees are also concerned with
procedural justice. Individuals will assess therfass of the procedures that the
organisation introduces to distribute rewards amargployees (Folger and
Konovsky 1989). It has been noted that the two sypiejustice are influenced by
different factors; distributive justice concern® thmount of one’ reward compared
with those of others, whereas procedural justicelsted to organisational practices.
Folger and Cropanzano (1998:26) define proceduratice as ‘fairness issues
concerning the methods, mechanisms and procedssgsta determine outcomes'.
Procedures are thus regarded as important fomattafair outcomes, and authors
have suggested that procedural justice may beapis¢levant as distributive justice

(Cropanzano and Folger 1991).

Procedural justice is also a very important issué’RP systems. PRP is popular
when the quality of output and the level of discretand initiative exercised by
individuals are important to an organisation. AslsUPRP involves an element of
subjective evaluation of performance, which ex@ats attractiveness to employers
(Gilman 2004). The subjective nature of the asseatsnmade in PRP are due to
rewards being based on the achievement of lesgyrepntifiable or tangible areas

of performance, such as the quality of the workedand customer service (Heneman
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1994). Subjective performance evaluations can gseeto bias, however. There is a
danger that performance appraisals will be tainbgd factors other than the
individual’'s work performance. PRP could, for inmsta, be influenced by a halo
effect, where an employee who is viewed favouralpgrhaps because of his
readiness to agree with the manager, is unfairbpragd to have performed well,

without any objective justification (Thomson 2004).

A number of biases have been highlighted in thesqrerel literature, such as
‘leniency bias’ where supervisors are reluctangite bad ratings to employees, and
‘centrality bias’ where supervisors compress raiagound some norm, rather than
distinguishing good from bad performers. The corsgimn of ratings, either by
leniency or centrality bias, is more severe wheimga are important for pay setting.
Supervisors are often reluctant to give bad newsvdeokers if it means salary
adjustments (Prendergast 1999). Prendergast (198)points to other distortions
that can arise when pay is at the discretion ofirtipressions of the supervisor. The
author explains the danger that a principal or supar might manipulate
assessments and underreport the level of perfoenanorder to save on wages.
Thus, even if performance is high, the supervisay ralaim otherwise in order to
keep costs down. Marsden and French (1998) fouatd employees thought their
assessments were being overridden by more seniwaigass in order to comply with
an imposed quota for the number of employees whauldhreceive additional

payments.

From the employer’s point of view, a quota systesipf to control wage costs and
also acts as a check on managers who might othetemsl to be too extreme, one

way or another, in their assessment of their engasyperformance. Even though
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these reasons may be legitimate, employees maysue procedures as extremely
unfair. The issue of procedural justice also litlexk to expectancy theory. If the
assessment is thought to be influenced by factdiherothan the individual’s

performance, such as a quota system, then the Hetkween expectancy and
performance pay will be broken. From a theoretpmspective, if the link between
expectancy and performance is broken, the motinati@ffects of PRP will be

diminished or, worse still, procedural inequity wbdemotivate employees (Brown

and Benson 2003).

Many of the characteristics of NPOs are sharedbypublic sector. Both sectors are
responsible to multiple constituencies with a stakeéhe organisation. Taxpayers,
clients, contractors, donors, board members anciapeterest groups are just some
of the stakeholders concerned about the organmatmerformance. Moreover, in
both sectors, organisations are expected to beadigli responsive to unanticipated
problems, process clients through systems of dliijiland treatment, and be true to
their mandated purposes (Pynes 2009). They aresatstar in the way they define
themselves in relation to the often intangible difficult-to-measure services they
offer. Because of these similarities, it is possital draw some lessons from many of
the performance-related studies that have beemedaout in the public sector in
order to understand how PRP may or may not worlNHOs. The next section

provides an overview of PRP studies conductederptiblic sector.

1.5 Performance-related Pay and Work Motivation in thePublic Sector

In the UK, PRP was promoted in the 1980s as parthef ‘Thatcher

revolution’ (Kessler and Purcell 1995), and orgaties saw the introduction of
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PRP as a step towards the enterprise culture (Aongstand Murlis 2004). Plans for
the public sector under later Labour governmentsiticoed to emphasise
performance and the use of PRP as a mechanism doieving improved
performance. The logic seems to have been thatm$ want to compete then they
have to be performance driven and one way thisbeademonstrated is by adopting
a payment system that links the level of pay todimployee’s performance. Public
sector agencies moved away from a budget contralsare of effectiveness to the
use of output measures. As the controls became mapait-oriented, performance
became more critical, making a pay system linkiray o performance more
attractive (Thomson 2004). Attempts to link motigatto PRP have been covered
extensively in the literature (Cannell and Wood Z;98hompson and Buchan 1993;
Marsden and Richardson 1994; Thompson and McHu@b;1darsden and French
1998) and much of the evidence about the motivationeffectiveness of PRP
comes from the public sector, where there are caing$ regarding the nature of the
workforce and the nature of the organisation, ladtkvhich make it less likely that

PRP will be an effective motivator (Kessler 2000).

The first study that evaluated the effects of PRPtt@® work motivation of public
sector employees tested the three conditions oéaapcy theory and claimed that
public sector employees were not more motivate®RBi¥? than they had been under
their previous seniority-based pay (Pearce andyPE83). The longitudinal study
suggested that the small effect of PRP on the ratdn of workers was due to
difficulties related to the implementation of therfprmance appraisal system. The
appraisal results did not lead to a sufficient etéhtiation between the bonuses

received by high and low performers. Heneman andngo(1991) conducted a
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survey to evaluate the effects of PRP on the minbinaof 120 managers of schools
in the US. They explained the lack of increasedivation they found among school

managers by a negative perception of the monetavginds proposed. The managers
expressed a preference for an increase in basiagihgr than a bonus based on

achieving the required results.

Studies conducted in the UK confirm these resiidtsden and Richardson (1994)
assessed the effects of PRP on the work motivadfoemployees in the Inland
Revenue and found that, although the majority oplegees supported the principle
of linking pay to individual performance, PRP hadldd to lead to a significant
increase in work motivation. Even though employbeleved they were able to
perform to the desired level, the majority did rmdlieve that their increased
performance would lead to a monetary reward, brepkihe performance-outcome
expectancy. In addition, many stated that the sfzéne reward was not enough to
persuade them to change their behaviour at workther important finding of this

study is related to the perceived fairness of ghgraisal system introduced in the
Inland Revenue. The existence of quotas on the ruwithigh ratings that could be
given had led to feelings of unfairness in the vptake. This survey in the Inland
Revenue was complemented by a wider survey (MaraddrFrench 1998; Marsden
2004 Marsden and Belfield 2006), among the most comprgkie in the field of

work motivation in the public sector. The resulterer again unfavourable to PRP,
showing that it had led to jealousy among co-waskaand perceptions of unfairness

due to the quota system.

These studies show that PRP has had little positipact on employee motivation

and organisational performance in the public sedflmst importantly, they note that
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the failure to find a significant pay-motivationlagonship is due to a lack of
adequate funding for PRP and a lack of the orgaaissl and employee
characteristics needed to make PRP work in govenhsedtings (Perry, Mesch et al.
2006). A number of studies (Pearce and Perry 18&%sler and Purcell 1992;
Marsden and Richardson 1994) support the ideaRR& has been unsuccessful in
the public sector and that, due to the reasonsamqud above, the underlying
foundation of expectancy theory has failed to malise. Poor implementation could
well be a reason for that but it is unlikely tothe sole explanation for the failure of
PRP. According to Perry, Engbers et al. (2009)ftimelamental deficiencies of PRP
in the public sector are rooted in the basic ingthal differences between market
and non-market settings. Budget constraints areatuffe of public and nonprofit
institutions and will always challenge the vialyilaf PRP. It is unlikely that PRP, in
either public or nonprofit organisations, can bsigieed in such a way that the pay
rewards reach the 10 to 15% required by expectémeyry (Perry, Engbers et al.

2009).

Studies (Wittmer 1991; Rose-Ackerman 1996) alsdliggt the intrinsic reward
preferences of public and nonprofit employees aod tthey differ from private
sector employees. Marsden and French (1998) fomadthe majority of hospital
employees claimed that the ability to help othesgbe was a central factor in their
choice of profession, pointing to the intrinsic rent of their work motivation.
Similar results have been found in the educatiaitoseThe public nature of these
jobs has a major impact on the effectiveness of,Ri#ile its introduction assumes
that public sector employees are closer to theaggigector than they actually appear

to be (Marsden 2004). It is also assumed by PRP pgheate and public sector
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employees are similar in terms of what characteriBeir motivation. However, as
established in both theoretical and empirical gsdihis is hardly the case. The
values and motivations of public servants playrareé role in the success or failure
of PRP. Growing importance has thus been giverubdigpservice motivation (PSM)

theory as a means to explain the motivational dasp#dhis workforce. Public sector
employees attach considerable importance to theaaf their jobs, such as helping
others or serving the public interest, and PSM théo based, among other things,

on this assumption (Wright 2007).

1.6  Public Service Motivation Theory and the NonprofitSector

It was the early work of Rainey (1982) that ledthie first notion of PSM.
The author compared 275 middle managers from fiudip organisations and four
private ones and found that civil servants do ti@ich great importance to monetary
rewards and give more importance to altruistic etidcal values. However, the first
explicit assessment of PSM theory was carried guPérry and Wise (1990:368),
who defined PSM as ‘an individual's predispositiorrespond to motives grounded
primarily or uniquely in public institutions andganisations’. Their definition is the
most widely accepted and stems from the belief tinatmotives of public servants
are different from those of private sector emplayeehe work of Perry and Wise
also distinguishes between three different typesative associated with PSM. The
first is the rational motive, where civil servardse motivated by maximising their
own utility and the desire to satisfy the privatéerests of certain groups. It must be
noted, however, that civil servants’ self-interesten coincides with that of the
public organisations they work for and consequettibt of the community. Such

interests are likely to include the opportunityctmtribute to policy and to serve the
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interests of the groups to which they are affililatéhe second motive associated
with PSM is the normative motive, which relateghe desire to adhere to an ethical
standard, such as serving the public interest surémg social equity by enhancing
the welfare of minority groups who lack economisaarces. The third is the

affective motive, that is the strong desire to seetain organisational missions
realised, such as educating, caring, defending potecting people. These three
motives conceptualise PSM as a multifaceted coctstieonsisting of four

dimensions: attraction to policy making (rationabtime), commitment to the public

interest (normative motive), compassion and salfiee (affective motives)

(Koumenta 2010). Vandenabeele (2008a) adds adiiftiension to that scale, named
governance values (falling under the normative watiwhich refers to values such
as accountability, equity and due process, allipdar to the characteristics of
public bureaucracies and how individuals think gheblic interest is best served.
Each dimension is different and they can all vangdependently but they all

contribute to the construct of PSM. Researchensekier, have tended to drop some
of the dimensions or to use a limited set of itefBsewer, Selden et al. 2000;
Moyniham and Pandey 2007), either to reduce thgtleaf the study or so as to fit

the dimensions to a particular context.

Perry and Wise (1990) argue that individuals whepoad to incentives such as the
opportunity to serve a goal greater than themsalehPSM. They hypothesise the
following: First, the greater an individual's PSkhe more likely it is that they will

seek membership in a public organisation. Secangublic organisations, PSM is
positively related to performance. Third, publiganisations that attract members

with high levels of PSM are likely to be less degemt on utilitarian incentives to
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manage individual performance effectively (1990)37According to Perry (1997),
PSM has significant behavioural implications. Hoereattempts to link differences
in PSM to any specific performance or behaviou@sequences have produced
mixed results (Wright 2007). Naff and Crum (1996yrid that PSM has a strong
positive effect on the job satisfaction and perfanee ratings of employees. He also
found a negative association between PSM and ttemtion to leave the public
sector. Alonso and Lewis (2001), however, did not fany association between
PSM and performance, nor did they find any evidaheg the link between material

rewards and performance mattered any less to thibsdiigh PSM.

Gabris and Simo (1995) criticise the PSM constarad argue that employees are
more likely to be attracted to public sector empient by non-pay incentives such
as job security, pension and work-life balance sw® Their empirical study
highlights that the motivation to serve the comnyis not a characteristic exclusive
to any particular sector. However, proponents oMP&gue that intrinsic and
extrinsic motivations are not mutually exclusivedahat self-interested behaviour
can co-exist with PSM (Koumenta 2010). The workLefvis and Frank (2002)
confirms this assertion and point out that, eveugjn job security and pay are very
strong predictors of an individual being attractedvork for the public sector, the
desire to help the society is also a key reasofofoing the government. Similarly,
Vandenabeele (2008b) demonstrates that, despitegolirity, pension and flexible
working arrangements being amongst the key coreides for individuals
interested in the public sector, public sector exygés also display higher levels of

PSM, confirming that PSM is clearly an attributepoblic servants.
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Other studies have found a link between PSM andarosgtional performance
(Brewer, Selden et al. 2000; Kim 2005a). The ligtween PSM and organisational
commitment, job satisfaction and organisationalzeitship behaviour (OCB) has
also been investigated. Crewson (1997) claims B& in the federal sector is
positively associated with organisational committn&mm (2005a) found a positive

relationship between PSM and job satisfaction agtdvéen PSM and organisational
commitment. In another study, the same author faimatl government employees
with high PSM also had higher OCB (Kim 2005b). Resk has also been carried
out to try to identify what factors may affect PSRerry (1997) identified several
antecedents of PSM with a potentially importantuafce on it, such as parental
socialisation, religious socialisation, professiomdentification, political ideology

and individual demographics. His results suggedt tte individual’'s PSM develops
from exposure to a variety of experiences, somatadl to childhood, some to
religion and some to the individual's professiotié. Interestingly, Koumenta

(2010) found that trade union membership is podiassociated with PSM, which
is consistent with Perry’'s findings about profeasio identification. Koumenta

suggests that trade unions have traditionally lesesed on professional identity and
that professional and ethical values are often comoated in trade unions’ mission

statements.

The majority of PSM research focuses on the pubiidte dichotomy (Mann 2006).
However, as scholars find motivational similaritiestween public and nonprofit
sector workers, PSM is likely to be applicable he honprofit sector too. In fact,
Perry and Wise’s (1990) definition of PSM seekstophasise motives commonly

associated with public and nonprofit employees, \&artbus researchers (Brewer and
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Selden 1998; Francois 2000; Houston 2006) haved tdeexpand the application of
PSM theory to the nonprofit sector. Rainey andrib@ier (1999:20) propose a more
general definition of PSM, as a ‘general altruistiotivation to serve the interests of
a community of people, a state, a nation or hummatikiAccording to the authors,
PSM is by no means a characteristic restrictedivd servants; the pro-social
behaviour inherent in PSM is also found among naofitpworkers. Both public and
nonprofit organisations have values-oriented missianultiple stakeholders and
outcomes that are not easily measurable. Thereéon@joyees in both sectors are
more likely to be public service motivated than éwgpes in the private sector
(Houston 2006). In fact, studies have demonstrétatl nonprofit employees are
even less concerned with pay and job security tham public counterparts (Mirvis

and Hackett 1983; Wittmer 1991).

The study of Perry, Brudney et al. (2008) providdditional support for the validity
of the PSM construct for volunteer workers. Thesegsh used a sample of morally
committed individuals who provided a public servioceothers but were not public
employees. Another study (Light 2002) uses a nunobe&urvey items common to
PSM and compares a sample of nonprofit employeasmstgtwo other comparable
surveys of government and private employees. Thieoawsuggests that nonprofit

employees display much higher PSM than public ande employees.

According to the views of researchers above, PShnisnherent characteristic of
nonprofit employees and they may select themseings the nonprofit sector
regardless of the extrinsic rewards being offerddvertheless, Moyniham and
Pandey (2007) opened a new avenue for PSM resegrskating that PSM is not

only a result of the individual's socio-historidahckground but also a result of the
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organisational environment in which they find thehass. Their study reveals that
organisational tenure negatively affects PSM aeg thxplain this finding by arguing
that those who join an organisation with a stroaghmitment to public service may
find themselves increasingly frustrated if theipbs to contribute to the public good
are diminished as time passes. Koumenta (2010) #&fsis that workplace
characteristics, such as job design, influence PSidice workplace characteristics
may have the ability to shape the individual’s PSMe could argue whether pay
systems such as PRP can have any influence onShed? nonprofit employees.
The PSM construct utilised here is paramount terasisat the organisations studied
are motivationally similar in regards to PSM andttthey will vary only in relation

to their pay systems.

Conclusion

The theoretical and empirical research presentect lEmphasises the
difficulties associated with the successful implataéon of PRP in NPOs. NPOs
have some inherent features, shared by public sect@nisations, that are more
likely to make PRP problematic. The multiplicity aftakeholders, the often
intangible objectives, as well as limited fundinge asome of the difficulties
encountered by nonprofits that make PRP systems lé®ly to succeed.
Additionally, nonprofits operate under the non-diition constraint, meaning that
they are prohibited from distributing profits orsi@ual earnings to individuals
controlling the organisation. Therefore, it is bekd that they have higher public
service motivation and a greater concern for thbelipuinterest than for-profit
organisations. The non-distribution component afprofits is crucial in explaining

the unique characteristics of their employees awl honprofits are able to produce
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socially desirable outcomes and attract an inwalgi motivated workforce willing
to exchange extrinsic rewards for the opporturotgdntribute to a social cause. This
first chapter forms the basis for the discussiowlbéther PRP can increase the work
motivation of nonprofit employees, and indeed &5 a pay system, into the

characteristics of the sector and its workforce.

The next chapter will address the reasons why mditprmake the decision to
implement PRP for their employees and institutiahabory is the rationale used to
explain reward decisions in these organisationgpfr 2 also places the nonprofit
sector within the context of this thesis. It prasddefinitions and a classification
system in an attempt to describe the sector ingerits organisation. It explores, in
particular, the context of housing associations lao this subsector has developed
to become one of the largest public service seatoEngland and Wales. The aim is
to analyse the impact of government reforms oreth@ronment in which nonprofits
operate. The housing sector case presented heresadd the major changes that
have occurred through government reforms. The sebti@ms become more
competitive and, as a result, institutional pressuhave led HA's to embrace

managerial practices that are widespread in theéss world.
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Chapter 2 An Institutional Theory Perspective

Agency theory has been the dominant theoreticalaestion for
reward decisions for some time. However, givenpghedox between the popularity
of PRP in nonprofit and public sector organisatiand its apparent ineffectiveness
at increasing employee motivation and organisatipagormance (Pearce and Perry
1983; Heneman and Young 1991; Marsden and Richarti884; Perry, Engbers et
al. 2009), a complementary perspective is necesgeryreward decisions are not
always in line with the prescriptions of agencystitutional theory questions the
overemphasis on efficiency when making decision®utbreward strategies.
Institutional theory proposes that institutionaickes make organisations more similar
without necessarily making them more efficient (Ridio and Powell 1983). This
approach suggests, as opposed to the agency apptbat the purpose of reward
strategy decisions in organisations may well beotaform to other organisations and
market practice so as to gain legitimacy. This rseéor instance, that the desire to
minimise shirking when monitoring is difficult oostly is not the only explanation
for the introduction of PRP. The introduction may in line with the best practice
perspective, thus emphasising the relative uniftyriannd stability of human resource
management (HRM) practices in organisations (Shaner Leblebici 2001). The
argument here is that reward decisions in NPOs beaynfluenced by coercive,
mimetic and normative pressures if operating unzitain norms is thought to
confer legitimacy (DiMaggio and Powell 1983). Tiperspective recognises the
importance of context and the external environmant] their role in shaping the

behaviour of organisations (Marsden and Belfield®0

57



2.1 Institutional Isomorphism Explained

According to institutional theory, organisationdloice is limited by a variety
of external pressures, and organisations mustdponsive to external demands and
expectations in order to survive (Meyer and Row&7Y7). The exercising of
strategic choice is driven by the need to incorfgopsactices and procedures defined
by concepts institutionalised in society. Organdiset that do implement such
practices increase their legitimacy and their siavprospects, independent of the
immediate efficacy of the acquired practices andcedures (1977:340). This
perspective also emphasises the importance of migailegitimacy in order to
demonstrate social worthiness and mobilise ressuf©éver 1991). Legitimacy is
defined here as ‘a generalised perception or assomihat the actions of an entity
are desirable, proper or appropriate within someiaflg constructed system of
norms, values, beliefs and definitions’ (Suchma@5t974). The homogenisation of
organisations reflects the pressure of their ttihal environments and has little to
do with their technical notions of performance awpbshment (DiMaggio and
Powell 1991; Greenwood and Hinings 1996). This essds called isomorphism and
is best described as a constraining process the¢scone unit in a population to
appear similar to other units that face the santeosenvironmental conditions
(Hawley 1968). Institutional isomorphism is subdet into three mechanisms and

they will be explained next.

2.1.1 Coercive Isomorphism

Coercive isomorphism ‘results from both formal amdormal pressures
exerted on organisations by other organisationsnuphich they are dependent’

(DiMaggio and Powell 1983:150). These pressures toayeither forced upon
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organisations or represent an invitation to comptypugh laws and regulations
established by the government, such as employregiglation. Equal pay rights for
men and women, hours of work and holiday entitleisiematernity and paternity
rights are all encouraged by legislation. Otherngpxias include the adoption of
pollution control technologies to conform with emrimental regulations, or
nonprofits having to maintain accounts and compityh werformance indicators to
ensure eligibility for central and local governmémding (1983:150). Nevertheless,
coercive pressures may not always be of a legpblitical nature. Subsidiaries may
be pressurised to adopt a particular set of prestierived from the home base of the
organisation. Head office managers may transfectioes, people and resources to
subsidiaries in order to maintain control, withtaking into account the institutional

contexts of the latter organisations (Morgan andténsen 2006).

Oliver (1991) suggests that organisations withi same legal environment will try
to manage regulatory and government pressuresinfgd@d a convergence to the
same practices. In the case of NPOs, their relimmcgovernment funding, private
donations and fees makes them vulnerable to itisti@l pressures (Verbruggen,
Christiaens et al. 2011). In their study of NPOsrbruggen, Christiaens et al (2011)
found that coercive isomorphism played an importesie in explaining why
organisations comply with accounting and reportatgndards. The authors argue
that the government is the institution that segsrtlles as well as controls important
financial resources for many NPOs. External auditsfinancial statements, for
example, are a way of coercing nonprofits to compith the norms. NPOs are
generally thought to be highly dependent on theuding sources, and may therefore

be subject to coercive isomorphic pressures (L&G85). Miller-Millesen (2003)
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considers the influence of funding agents on ndiitgooard behaviour, in particular
their rationale for taking on certain activitiegtlenhance approval and legitimacy in
the context in which they operate. Cunningham (2@&kplores how the purchaser-
provider relationship in the UK voluntary sectorpatts upon the human resources
(HR) of these organisations. The author discusesiricrease in state regulation
through the requirement for all care providers tavéh National Vocational
Qualifications (NVQs), and how HR in voluntary onggations needs to comply with
new training and development strategies in orderctoeve legitimacy in the eyes of
funders and regulators (2010:194). He also pointshow purchasers monitor the
quality of the workforce in voluntary organisatioasd minimise the risk from
contracting out to the sector by ensuring thatuiémient strategies comply with best
practices. These coercive pressures leave volumi@gnisations having to prove,
through the adoption of best practices, that threycampetent enough to participate
in the delivery of public services (Tonkiss and$2gs1999; Brandl and Guttel 2007;
Cunningham 2010). Although this may not be a badgthorganisations may not
have a choice over which practices best fit theguirements. Coercive pressures are
not the only constraints faced by organisationamdtic and normative isomorphic
pressures are less explicit than the above exarbptesonetheless are also placed on

NPOs by their surroundings.

2.1.2 Mimetic Isomorphism

Mimetic isomorphism occurs when one organisatiopie® the approaches
and policies adopted by other organisations (DiNtagmd Powell 1983). Mimetic
behaviour derives from uncertainty within the irtiiig organisation (Miller-

Millesen 2003). When goals are ambiguous, or whe® énvironment creates
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uncertainty, organisations may model themselveotber organisations that they
perceive to be legitimate or successful. (DiMagamna Powell 1991). The Japanese
modelled new government initiatives on successfestern prototypes, such as the
banking system in the US, the army in France archtvy and postal system in the
UK. Later, Americans and Europeans implemented Jdyganese model to solve
productivity and personnel issues. Quality circéesl work-life balance practices

then became widespread in America and EuropeartroesinThese practices may or
may not solve organisational problems but what tkeytainly do is enhance

organisations’ legitimacy and demonstrate to stakifrs that they are at least
concerned with improving the working conditionstieéir employees (DiMaggio and

Powell 1983:151).

Arrowsmith and Sisson (1999) identify mimetic prees in their study of the
printing, engineering, retail and health sectofse Authors examined pay processes
and outcomes, and working time, in a survey offthue sectors, and found that, after
the decline in collective agreements, the instin#i arrangements for pay in the
sectors did not lead to different outcomes. Théanstargue that ‘employers tend to
move like ships in a convoy when managing chant@99:51) and that this is due to
the growing uncertainty in the sectors and increpsmportance being given to
legitimacy. They also allude to the role of netwsnk disseminating information on
pay issues in the sectors. They conclude that, exwtfrout a centralised collective
bargaining process, organisations continued toat@dan a collective way when it
came to pay and working time arrangements. Theynoem that the organisations
seemed reluctant to deviate from the norm and dhardest practice approach

without necessarily basing it on a rational assessnof business requirements
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(1999:71). Other authors have also identified thpdrtance of networks in diffusing
practices and policies through the institutionalienment of organisations. The use
of consultants and recruitment agencies has led twmber of practices being
endorsed by consultants in the field. Large orgdiuas choose from a small pool of
major consulting firms, which spread a few orgatigel models within the sector
in which they operate (DiMaggio and Powell 1983heTuse of these experts may
bring legitimacy to the organisations adopting spcdctices (Barkema and Gomez-

Mejia 1998; Main, Jackson et al. 2008).

Diverging from standard practices within their eoniment may lead to uncertainty,
and organisations will try to avoid uncertaintynasch as possible (Norman, Artz et
al. 2007). This perspective has also been emplayedudies of NPOs. Arnaboldi
and Lapsley (2004) demonstrate in their study howealthcare NPO adopted
accounting techniques, not required by the govemyme order to present itself as
up-to-date and modern to its external environmentnbmicking private sector
practices. Other studies have also shown how ttegl e move from amateur
administration to professional management has prisesl NPOs to conform to for-
profit sector practices. Helmig, Jegers et al. &06how how fundraising and
marketing practices are being adopted by nonprdditd it has been observed in the
literature that European NPOs facing financial utasety have begun to use
activities such as fundraising over the past dezédrheier 2005). Another example
of this is the use of awards to demonstrate pedona. Paton and Foot (2000)
investigate the use of the ‘Investors in Peopled dnternational Standards
Organisation (ISO) 9000 awards by NPOs and find thase awards introduce

significant similarities among the organisationsttladopt them. Many of the
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interviewees in their study mentioned that theigamisations had adopted such
standards in order to be, and to be seen as, @rimaanisations. These awards
promise a way of raising, reinforcing and publiegsiperformance standards within
the organisation and also of differentiating an amigation in the market for

contracts, grants and donations (2000:331). Thegsena can all be interpreted as

forms of mimetic isomorphism.

2.1.3 Normative Isomorphism

Normative isomorphism stems primarily from professilisation (DiMaggio
and Powell 1983). It refers to the relation betweeanagerial practices and the
background of employees in terms of educational]geb experience and networks
of professional identification (Paauwe and Bose#l805). Universities and
professional training programmes are important resnfor the development of
organisational norms. They play an important rolethe professionalisation of
individuals and, in turn, these same individuale aesponsible for shaping and
diffusing similar practices within organisations iMaggio and Powell 1983).
DiMaggio (1991) studied art museums in the US betw#920 and 1940 and found
that, prior to the 1920s, a lack of resources pr®de museum personnel from
developing their skills and establishing profesalomassociations in the field.
Towards the late 1920s, a large grant from the €gaenCorporation changed this
and led to the introduction of specialised trainprggrammes for personnel. The
author points out that employees from a wide vardétmuseums attended the same
training programmes, leading to a standardisatiomaseum operations across the
US. This is a good example of normative isomorphiStandards of practice provide

norms and guidelines relating to how practices tarde carried out within the
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institutional setting (Lawrence 1999). They arepdthby professional associations
and influential actors within the institutional émnment. Greenwood, Suddaby et
al. (2002) carried out a study of institutional ke within the accounting profession
in Canada and discovered that professional assmtsathaving to respond to market
forces for a range of new services, modified thigipal context of accounting firms
and reshaped the breadth of their services to éxbmyond the traditional. The

professional associations also played a signifioaletin legitimising this change.

Many types of professional occupations are activestablishing normative elements
in organisations. They develop principles and siahsl that represent their
specialised knowledge in a distinct field (ScottO80 These professional
associations lack the coercive powers exercisethbygovernment but attempt to
influence the behaviour of others by setting staslapropagating principles and
proposing benchmarks to gauge progress (2008:226he context of this thesis,
reward consultants are a good example. In the OKndl reward qualifications are
well established and networks of reward practittenkave been paramount in
spreading practices through conferences, profeslsidmodies and reward
consultancies (Chapman 2011). ‘New pay’ preschigjcstating that pay should be
linked to performance (Lawler 1995), have been Wigeomoted by professional
bodies and reward consultants, and these normatigssures have led to what
DiMaggio and Powell (1983) call the structuratidrooganisational fields. Chapman
(2011) argues that the reward arena has emergeth agganisational field and
concludes that a trend of increasing interactiotwben reward practitioners and
professional groups through the proliferation aufas is one indication that it has.

Moreover, the author suggests that the diffusiordafinant paradigms (such as
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‘new pay’) as best practice across a wide rangargdinisations, and the willingness
of practitioners to share examples of practicedtenoto competing organisations
through case studies, conferences etc. — indieateasnmonality pointing to reward
being an emergent field (2011:62). Individuals makpart in this arena of discussion
and exchange will exhibit much similarity with therofessional counterparts in
other organisations, and organisational arrangesremet more likely to be based on
normative processes than on any concrete eviddratetie adopted models will

enhance efficiency (DiMaggio and Powell 1983).

2.2 Institutional Isomorphism in the Context of Rewards Empirical

Evidence

Paauwe and Boselie (2003) argue that coercive, tinad normative
mechanisms affect the shaping of HRM in organisaticConsidering the effects
institutional pressures appear to have on orgaaisstit is reasonable to expect that
institutional pressures will also influence rewatHoices in organisations. The
central focus of this chapter is that reward deacisiare not always associated with
organisational fit but may instead be based onitutginal pressures exerted on
organisations, as well as their desire to appegtingate among their peers. St-Onge,
Magnan et al (2001) state that incentives are mb¢ ased to reduce the agency
problem. They are also implemented as a symbobt, &iding the desire of the
organisation to imitate the practices of their cetitprs in the sector in order to be

seen as part of a particular social context.

One of the first studies to provide evidence of thatential importance of
institutional factors on the design and implemeatabf rewards in organisations

was by Eisenhardt (1988). The author examined lilb&ce between commission and
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salary compensation for salespeople in retailinggngl agency and institutional
theory predictions. She observed that the typeadyct and age of the organisation
explained the variance in pay-performance sensitibeyond that explained by
agency theory variables (Eisenhardt 1989). Theystujgests that the choice of
reward — commission or salary — is consistent \hih accepted practice within a

sector rather than being a strategic choice.

A study of variable compensation for middle managerthe Spanish banking sector
found that the design of pay systems is not comukiil only by objectives of
efficiency but also reflects other objectives sumh enhanced legitimacy. The
findings suggest that variable pay is not alwaysigieed to reward practices and
procedures that should enhance the performandeeajrganisation but may instead
be used to enhance the organisation’s social stgndind reputation in its
institutional context (Fernandez-Alles, Cuevas-Rpttz et al. 2006)In other
words, organisations follow the fashion or soc@hwention within their industry or
sector (Meyer and Rowan 1983; DiMaggio 1991). B&sd@004) interview-based
research aimed to determine why companies use BREhdir executives, using
institutional theory to explain the results. Thadst shows that organisations base
their decisions on market practices and the needefptimacy within their sector.
The author suggests that PRP is adopted, not sb mouenhance performance, but
so that organisations meet ‘best practice’ and aloattract adverse attention from
their institutional shareholders. Pay structuresewdesigned to attract and retain
executives despite the belief that the money didmeotivate the executives. PRP
was seen as a symbol of executives’ success, hi@imally and among their peers in

other organisations, and to comply with the norrthimithe sector (2004:521).
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Another study on executive pay investigates how tékhuneration committees
(RCs) operationalise and justify long-term inceatpay schemes for their executives
in privatised water companies (Ogden and Watsor8R00he research illustrates
that RCs, confronted with a wide range of compeaeapay benchmarks and firm
performance metrics to determine the overall remation package for their senior
executives, end up making decisions of a politeadl controversial nature. The
authors suggest that the uncertainty pervading itisitutional environment
surrounding executive pay decisions increases thsspre on RCs to ensure that
their choices of long-term incentive plans are rdgd as legitimate. Legitimacy will
largely depend on the adoption of appropriate &ires and practices in line with
prevailing cultural norms, beliefs, symbols anduals in the institutional

environment (Ogden and Watson 2008:714).

The search for legitimacy, however, does not necggamply negative economic
consequences (Scott 1995). Research on PRP inrKbres identifies economic as
well as social and political factors influencingethdoption and coverage of PRP
schemes (Kang and Yanadori 2011). Growing glohi#disaand capital mobility has
resulted in a greater exposure of Korean firmdabaj firms’ employment practices.
In the late 1990s, Korea experienced a financialscand began to be criticised for
its traditional structures and management systdawsng increased pressure to
transform its pay practices. The authors argue thlale Korean firms undergoing
institutional change embrace newly legitimised RRR&ttices in order to conform to
changing institutional norms, these same firmsrdates the coverage of the adopted
pay practices according to their functional needntaximise economic efficiency.

Despite institutional pressures, therefore, theedarfirms ‘did not blindly imitate
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performance-related pay practices in search otihegcy, rather they proactively
adapted the practices using economic efficiencyhaeisms when designing their

PRP practices’ (Kang and Yanadori 2011:1857).

It seems that the design of compensation systenmotisalways the result of an
economically rational prior choice, as proposedagency theory. Nevertheless,
reward choices that are explained by institutidhabry do not necessarily have to
be classified as irrational (Fernandez-Alles, CseRadriguez et al. 2006). The
adoption of certain practices legitimised by thgamisation’s environment could
indicate that managers are complying with the negpénts of powerful external
pressures (Meyer and Rowan 1977). Securing legiymaould also benefit the
organisation by, for instance, facilitating accdss certain valuable resources
(Elsbach and Sutton 1992). The adoption of prastasel policies that confer social
legitimacy on an organisation could be seen ascéddgbehaviour on the part of

managers (Paauwe and Boselie 2005).

Other factors may also underpin organisations’ eseloent of PRP systems. The
attempt to use PRP as a means of facilitating chamghe organisational culture
could be one of them (Kerr and Slocum 1987; Kesafet Purcell 1992; Kessler
1994). Pay is widely recognised as an important farobringing about such change
(Kessler 1994; Brown 1995). Kessler (1994) claihet political and cultural drivers
are more important considerations than increase@loy®e motivation in the
introduction of PRP in privatised organisationstdBane, Ferner et al. (1984) point
out that PRP was part of a management strateggrasssito break down the Post
Office ideology of corporate paternalism and buceacy. Similarly, voluntary

organisations have become more professionalisegaridrmance driven in order to
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meet the demand for public services. Top managemeagtsee the implementation
of a performance-based system as a way of comntingceo employees the new
performance-driven environment in which the orgaiis is now operating and the

need for workers to change their mind sets towans®re ‘business-like’ approach.

PRP sends a strong message to employees abounhploetance that the employer
places on performance because it relates pay forpemnce. Lawler and Jenkins
(1990) assert that all pay systems influence osgdiminal culture, but argue that pay
for performance does it more dramatically than othay systems because it
communicates the norms of performance in the osgéion. PRP may be used, not
because it fits the organisation, but becausetsttfie type of organisation that it
would like to become. This relates closely to iusibnal pressures. An organisation
changes its culture in order to adopt, mimic andntaa organisational legitimacy

through alignment with political and social concgrahifts in business focus or the
development of professional associations (HofstE@@7). Nevertheless, there is a
danger in determining pay systems by mimicking otirganisations or complying

with normative pressures. Organisational fit may bwre beneficial than

succumbing to mimetic and normative pressures &and mismatching business

strategy with inappropriate practices (Sherer aglolébici 2001).

The next section provides an overview of the nofifpsector in the UK and places
housing associations in the context of public g&rygrovision. The housing sector in
England has seen a dramatic change in the envirnmevhich it operates and this
Is what makes the sector a particularly interestomyc for this research. Institutional
pressures such as changes in the funding regimenarehsed market competition

have increasingly led HAs to conform to private teseananagement practices
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(Walker 1998). Particularly, reward decisions madsed on coercive, mimetic and

normative pressures.

2.3  The UK Voluntary Sector: The Case of Housing Assoations

2.3.1 A Sector Rich in Definitions and Activities

The literature on the nonprofit sector varies imesy in its terminology.
The different terms and definitions that have eraedrgver the past decades show an
attempt to bring clarity to a diverse and variegldiof research. ‘Definitions and
classifications are hardly the stuff of high dranyaet they are crucial to clear
thinking and careful analysis’ (Salamon and Anhé&@97: 6) Labels such as ‘third
sector’, ‘voluntary’, ‘nonprofit’, ‘charitable’ andindependent’ organisations have
emerged over time, each bringing a different apgrodo these types of
organisations. The term ‘third sector’ is frequgnibed in the US literature and is
defined as an emergent sector occupying a spasedeuhe market and the state.
Levitt (1973:49) states that society has come tepicthe existence of two broad
sectors, the private and the public. He consideshird sector to refer to a variety
of organisations whose purpose is ‘to do thingsriass and government are neither
doing, nor doing well, nor doing often enough’. ke US literature, nonprofit
organisations (NPOs) are defined as organisatiooisitpted from distributing any
profits generated to the owners, the board or tlamagers, known as the non-
distribution constraint (Hansmann 1980). The vamtsector term is also used to
describe the range of organisations studied hdre.tdrm is widely used in the UK
and emphasises the fundamental role volunteers iplalgese organisations. Also

popular in the UK, as well as in the US, the terharty refers to NPOs and
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emphasises the support these organisations refteimeprivate donations (Salamon

and Anheier 1997).

Salamon and Anheier (1997) point out that the waé terminologies in the sector
tends to emphasise one aspect of reality at thensepof others. Thus, ‘charitable
sector’ emphasises support from charitable dongtioat ignores other income
sources; similarly, ‘voluntary sector’ excludes tii@wing role of paid staff, and
‘independent sector’ ignores the financial dependesf some organisations on the
government and business. The UK government alsersrefo ‘value-driven’
organisations when referring to nonprofits. Howew&nce all organisations are
driven by values of one kind or another, the usthefterm suggests a political rather
than social purpose (HMTreasury 2006). The ternmduivtary’ and ‘nonprofit’ are
used in this study as the main descriptive terrmgesthey seem to be the most
accurate and best understood concepts in the Ulkextoand in the literature, in
general, respectively. They are used interchangeadiso, in the interest of

providing some variety.

Arriving at an agreed definition of nonprofits ifm@st impossible. A number of
writers have attempted to bring together the defjréharacteristics of a NPO, often
in terms of what makes them different from theiivaire and public counterparts.
Gladstone (1979:4) defines the NPO as ‘involvinggraup of individuals who

associate without a commercial motive, to furtteirtown welfare or the welfare of
others’. Rather general, this definition lacksenms of identifying the features that

characterise NPOs. Hatch (1980:15) defines NPOs as
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‘(i) being organizations, not informal groups; (inot established by
statute or under statutory authority; and (iii) nedmmercial in the sense
of being profit-making or (like much of the privagector in health and
education) being mainly dependent for their researon fees and

charges paid by private individuals’.

Hatch (1980) attempts to provide a definition bagedhe functional characteristics
of voluntary organisations. However, he definesNIR©O by what it is not rather than
what it is. Brenton (1985:9) proposes a type malad establishes that ‘a voluntary
body should be a formal organisation, constitutignseparate from government,
self-governing, non-profit-distributing...and of publbenefit'. The author places
much emphasis on the self-governing characteriatid argues that financial
dependence on public funds should not necessariganmthere is external
intervention. The notion of not making a profit adefining characteristic is also
examined in Mason (1984). The author designs aolistharacteristic contrasts
between nonprofit and for-profit firms. His centratgument is that voluntary
organisations could not be as precisely measurdédisisess firms. He suggests that
money is a means in the voluntary sector, whileusiness enterprises it is seen as

an end.

Salamon and Anheir’'s (1997:33) international déifomi of the nonprofit sector is the
one adopted in this study. It emphasises the sireicind operation of the NPO.
According to the authors, in order to be considgrad of the nonprofit sector, the
institution must be organised, showing some degfeagrganisational performance
such as rules and procedures, private, neithergbahte government nor controlled
by it, non-profit-distributing, not returning anyqfits generated to the owners or

directors, self-governing, that is it must contitselown activities and, lastly, it must
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be voluntary, that is it should involve some degddevoluntary participation.
Although these conditions may vary depending ontffge of organisation, they
must appear to a reasonable degree in order forgamisation to be considered part
of the nonprofit sector. This definition fits theoluntary sector in the UK. In

particular, HAs meet the five criteria.

Moving away from the arena of definitions, a cléisation of organisations in the
sector is also essential. The diversity of the weatakes it crucial to have a
classification system in order to identify the sysatic differences among its
organisations. Voluntary organisations are extrgndifferent from each other,
which makes classification a difficult task. Nevetess, the task is a first step
towards identifying commonalities in the behaviofithese organisations. Some of
the attempts that have been made to create a owhmategorisation of nonprofit

enterprises will now be examined.

Johnson (1981) looked at geographical spread ardiféd four types of NPO - the
entirely local organisation, the entirely nationakganisation, the national
organisation with local branches, and the nati@sasociation with local affiliates.
This rather simplistic categorisation leads to agwea differentiation among
organisations. Handy (1990:10) proposes that vahlynbrganisations fall into five
categories: the service providers, the researchamvibcacy group, the self-help
group whose firms give support and assistance tet mevariety of needs, another
self-help group that is more related to recreatiomamtters and, lastly, the
intermediate bodies, such as councils for voluntaganisations. Hansmann (1987)
indicates two kinds of NPOs: the philanthropic theg dependent on donations, and

the commercial that receive all their income frdm sale of services. Even though
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Handy and Hansmann attempt to differentiate betwikerfunctions of NPOs, they

fail to represent the full scope of nonprofits.

The Home Office (1990:3) attempts to categorisertheprofit sector according to
the structural type of the organisation and methbdesourcing. It identifies four
main types of structure among NPOs: the natiorgadmisations running local offices
and raising funds for local work, the national repzatter bodies providing support
services to autonomous local groups that raise then funds, the self-standing
local bodies with no head office to provide suppa@md the national or local
intermediary that provides support services to regeaof voluntary organisations.
The main problem with this classification is that does not consider the

characteristic functions of the different organizas.

The work of Salamon and Anheier (1997) identifibe tsystematic differences
among the organisations in the nonprofit sector @edtes a more appropriate basis
for grouping them. Based on three important clasgibn systems - the
International Standard Industrial Classificatio8IQ), the European Community’s
General Industrial Classification of Economic Adies and the National Taxonomy
of Exempt Entities (NTEE) — the authors combined #uvantages of each of the
above systems and developed an alternative cleasiin system for NPOs at the
international level called the International Cléisation of Nonprofit Organisations
(ICNPO). The ICNPO uses the economic activitie®rgfanisations as the basis for
classification and divides them into 12 major gsiupducation & Research; Health;
Social Services; Environment; Culture and Recreatidevelopment and Housing;
Law, Advocacy and Politics; Philanthropic Intermaatks, Voluntarism;

International; Religion; Business, Professional desations, Unions, and Other.
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These 12 major groups are in turn subdivided intdudher 24 subgroups

According to the authors, this system may not lealidlor some countries as it may
not embrace the diversity of activities within thebut it does provide a ‘useful
compromise between the level of detail that mighideal for national work and the

level that is feasible for comparative work’ (Satamand Anheier 1997:67).

There is no simple route in the UK to the idenéfion of types of voluntary
organisations as there are three different legahéworks in the country (England
and Wales, Scotland and Northern Ireland). Neviatise Salamon and Anheier’s
classification is representative of the NPOs inlikke(Kendall and Knapp 1997). In
the UK, the voluntary sector's role as a substitatel a complement for public
service delivery have been encouraged by the gmety and the next section will

explore the evolution of its role as public seryiceviders.

2.3.2 The New Public Management Agenda and the Voluntargector in the
UK: Partners in Public Service Delivery

In the last two decades, the public sector in the hds seen widespread
attempts to reform public services in order to mdoosts and enhance performance
(Bach 1999). Central to these reforms is the valynsector’s involvement in public
service delivery. Previous Conservative governmesasght to create a mixed
welfare economy under which local authorities mofredn being the providers of

care to becoming the planners, commissioners andtons of services contracted

! For more information on the classification grougee Salamon and Anheier (1997:70-74).
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out to the private and voluntary sectors. The aias wo cut the costs of service
delivery by local government (Brenton 1985; Deak#®5; Harris, Rochester et al.
2001). This process of transformation led to an leass upon local accountability
and decentralised local government, representimgjar shift in government policy.
The strategy of the government agenda in the 1983sto weaken the power of
local authorities and involve private and voluntagctors with the introduction of
Compulsory Competitive Tendering (CCT). This metiatt local authorities had to
submit competitive tenders alongside private arldntary organisations to compete
for contracts to deliver their own direct servigeskey areas such as road building
and maintenance, refuse collection, street cleahégure management, catering and
park maintenance. After 1992, CCT was extendedhercservices, such as housing
management, legal and personnel (Di Domenico, Vrateal. 2009). The Labour
government that came into power in 1997 shareddhee view as the Conservatives
and the emphasis on contracting-out by local attésrincreased, continuing to
reinforce the contract culture. When the new gowvemmt signalled an interest in
promoting and enhancing the involvement of the ntaty sector in public service
delivery, it was clear that its capacity would netml be boosted through
improvements in governance, leadership and perfocenananagement. The Labour
government established a number of regulatory adsng support the development
of the new client-provider relationship (McLaugh®@04; Cunningham and James

2009; Macmillan 2010).

CCT was abolished and Best Value Review (BVR) wa®duced as a replacement.
The latter approach did not reverse the previouss€@wative reforms, however.

While competitive tendering was no longer mandatiisycoverage was extended to
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include all local government services, most notaaygial care (Richardson, Tailby
et al. 2005). BVR was introduced by the Local Gawneent Act 1999 and enforced
in 2000, with the aim of encouraging continuous liggiamprovement in council
services through a five-year audit cycle. For thst ftime, every local authority
service would be subject to external inspection r{Maand Davis 2001; Harris
2005). Following many criticisms related to thergmsed burden and paper work
caused by BVR, the government introduced the Cohgm&ve Performance
Assessment (CPA) in 2002, to try to reduce thelle¥eaudit needed for well-
performing councils. The CPA was devised and ishyithe Audit Commission, an
autonomous body working to independently assesseputt on the performance of
improved public services. However, BVR remainshat heart of the reform agenda
(Roper, James et al. 2005). Undertaking BVRs istt®ry requirement for all local
authorities, encouraging them to continuously imprthe economy, efficiency and
effectiveness of their functions. Although therens prescribed format, all reviews
must undertake and evidence four primary activities so-called 4Cs: ‘to challenge
why and how a service is being provided, compareérformance with others to see
how the service could be better provided, constilh vocal taxpayers and service
users about what they want from the service andpeten wherever practicable,
fairly and openly to provide the best service’ (Ha2005:683). These initiatives
require local authorities to achieve targeted sdesh&l of performance across all the

services they provide.

The explicit use of measures of performance as agel greater emphasis on output
controls seeks to encourage a business-like apprmathe management of public

services. A variety of systems have been introduicgde public sector to reinforce
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the link between individual and organisational perfance. Organisational targets,
individual target setting, performance reviews &8RP, all tested and widespread in
the private sector, are now also used to measerpdiformance of public services
(Boyne 2002). Obviously, nothing suggests theséesys are not applicable in the
public sector. Nevertheless, failure to take intoaaunt the specificities of the sector
when importing private sector practices to suppioet modernisation agenda of the
public sector may lead to negative outcomes insdwices delivered (Boxall and
Purcell 2000). Local authorities are very complaxdaures, serving and answering
to a multitude of goals and stakeholders, and adtopn approach to performance
measurement could lead to a long string of burediacinspections and auditing
regimes. In essence, the BVR introduced in locdhaities is a performance
measurement system that evaluates the outcomeassagatablished benchmarks in
order to identify performance standards to be aghien the future (Harris 2001).
Harris (2005:684) puts it well when she suggestt #h local authority that has
‘improved its performance from poor to averageksly to get a better report in its
next inspection than one whose performance hadstendy been rated as average
but may well have had less scope for improvemdiritis is only one of the many

issues related to measurability in public as welhanprofit organisations.

Voluntary organisations have been drawn into thmerdasingly regulated
environment ever since they started to become rmelved in the delivery of
public services. Local authorities are responsibtemeasuring the performance of
nonprofits and allocating funding to their actiggi Paton (2003) argues that the
emergence of performance measurement in nonproétlted from central

government’s initiative aimed at transferring thevpsion of social services from

78



government agencies (local authorities) to indepahdprivate and nonprofit)
organisations. Supervisory and monitoring tactiesame widely diffused in the
voluntary sector through the use of funding restits by public donors. Such
government-led reforms, referred to as New Publiandement (NPM), have
contributed to reshaping the management of many N®@alker 2000). This is the
case with the HAs studied in this research. Thiemate behind this choice of sector

is elaborated next.

2.3.3 Housing Associations and the Provision of Public $éce Delivery

The housing sector is one of the largest and mgsifisant public service
sectors in England and Wales, with an annual twenof over £10 billion. The
sector comprises around 2,000 registered bodiesviknas Registered Social
Landlords (RSLs), or simply called Housing Assdoms (HAS). HAs are an
excellent example of how the nonprofit sector isrt@ a major role in public service
provision, and offers a fascinating context to obse(Mullins 2002; National

Housing Federation 2010).

After the First World War, housing was the respbilisy of local authorities, and
HAs played a secondary role. However, the lastdesades have seen them play an
increasingly central role in social housing proarsi In the late 1970s and 1980s,
when Conservative governments began the transflercaf authority housing stock
to existing HAs, the housing sector experiencednitst significant transformation.
Public funding was introduced for HAs with the anfnsupporting and expanding the

provision of public services in the sector. In digdi to housing for people on low
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income, HAs also became involved in niches suchaasing for older people and

other vulnerable groups.

The huge amount of public funding being thrown aisHeed to the formation of new
bodies to monitor and regulate their activities, vesll as the development of
financial and organisational capacity that wouldszeghem later on (Mullins 2010).
The Housing Act 1988 led to a new funding regimédarnwhich associations were
seen as ‘non-public bodies with the ability to seuprivate capital leveraged against
the asset value of their existing stock holdinggullins 2010:10). This meant that
private borrowing became their main source of ineofar the acquisition and
development of new and existing homes, exposingcea#ons to the financial risks
from which they had been spared previously. By 199As had grown and
expanded significantly and their market share madeased to 22%, from less than
5% in 1974. The Labour Government continued toalisage local authorities from
remaining as landlords and accelerated the padbeoktock transfer to HAs. In
addition to transferring stock, local authoritidsoahad the option to delegate the
management of housing to the HAs while maintainenship of the stock, a practice
known as Arm’s Length Management Organisations (A1 Another alternative
was to offer public/private contracts for the Iaiegm improvement and management
of housing stock (Mullins 2010). In 2005, 45% oftisb housing was owned and

managed by HAs and 15% by ALMOs (Pawson 2006).

HAs have thus experienced a long process of chdrayg, playing a secondary role
in the provision of social housing, to being invadvin the large-scale delivery of
public services in England and Wales. They arendedfias independent NPOs

governed by voluntary boards that provide homes sugport for people with
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housing needs, as well as key community servicegtighal Housing Federation
2010). There are distinct categories of HAs, relaie the types of activities or
services they deliver. According to the Nationalusiog Federation, HAs work in
six key areas: they provide affordable rent to mpagple on low incomes or who
are unable to work because of a disability, and whonot afford to pay private
sector rents; they also help people on low incotndaiy their homes through shared
ownership programmes; HAs are involved in reger@raprogrammes in the
community to improve the environment and reduceasaxclusion; they provide
housing-related support and floating support toppeevho need assistance to live
independently — such services may include sheltémasing for older people,
rehabilitation for people with drug and alcohol lplems, job and life skills training,
and housing for homeless people and victims of eviod; they also provide
temporary accommodation such as hostels for hosekgple as well as community
services including employment training, child camed community centres. HAs
work in partnership with local authorities to méeusing needs and are regulated by
the Tenant Services Authority (TSA) regarding el of rent, the quality of homes

and the involvement of tenants (National Housinddfation 2010).

The four organisations presented in this thesis s working within the
homelessness sector in London. The homelessnetss sedormed by a group of
NPOs within the housing sector that share a foecupreventing homelessness. The
1996 Housing Act defines homelessness as the ghtdacking adequate
accommodation in which one is entitled to live. €equently, rough sleepers are not
the only homeless people in the UK. This categdsp ancludes those living in

hostels, bed and breakfasts, squats, overcrowdsmhamgodation, or ‘sofa surfing’
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with family and friends (Buckingham 2010). The hdessness sector divides itself
into two subgroups: The first comprises housingi@lwrganisations working on
policy and development, training and campaigningerating at regional and
national levels. Some well-known organisationshiis field include Shelter and the
Salvation Army. The other subgroup, to which therfoase studies belong, consists
of housing-related support organisations that pleva diverse range of services,
from supported accommodation and hostels, to dayre® and soup-runs, to help
people who have experienced homelessness or asi& af homelessness to achieve

independent living (Joseph 2010).

Housing-related support organisations are fundedhiey Supporting People (SP)
programme and the four organisations studied i ttinésis receive between 40 and
54% of their total funding from this programme. TBE was launched by central
government in 2003 with the aim to end social esidn and to enable vulnerable
people to maintain or achieve independence throlglprovision of housing-related
support. The Department for Communities and Locavénment allocates SP
grants to local authorities, which are responsibiecontracting the services of HAs
and other charities working in the homelessnestose@nd providing SP-relevant
services (Supporting People 2009). Local auttesjtas well as supplying funding,
are also responsible for monitoring the housingtesl support offered to homeless
people, through a series of inspection regimegetarand contract specifications
(Mullins, Jones et al. 2009). The majority of tlentracts to provide SP services are
allocated through a competitive tendering systelmer® organisations have to bid
for contracts. That has led to a cost versus quigbue. In the SP Programme Report

(2009), UNISON members voiced their concern atetimphasis local authorities had
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been placing on the cost of services at the expehsgeality. This contract culture
based on ‘the cheapest bid wins’ is said to hawated an environment of

uncertainty and put pressure on organisations tmal@ for less (Joseph 2010).

Contracting places a much tighter set of contrdégjally enforceable, upon
homelessness organisations and the services theigler Moreover, it creates a very
competitive environment among the organisationdibgl for contracts. Morris
(1999) suggests that the rivalry between orgamisaticaused by the ‘contract
culture’ goes against the natural culture of vauptorganisations. She describes
how one of the organisations she researched taldohéow it had once shared
information with another organisation that had tk@dercut it in a bid for a service
delivery contract. Eventually, the organisationréiere stopped sharing information
with others. One could argue that, if nonprofitsam from sharing information and
working together when seeking funds from the sawteob money, the difference
between them and their private counterparts witlobee less clear, which could be

damaging for the sector and society in general.

The uncertainty and turbulence that characteriseoperating environment of the
housing sector has thus resulted in changes ior@nisational behaviour of these
organisations. HAs are moving towards flatter ma&nagnt structures, decentralising
operational management, empowering operationd, stafl taking decision making
closer to the customer. They are developing sdphtsd business-planning,
strategic management and management techniqué®yasntreasingly conform to

private sector management models (Walker 1998). uszeptibility of HAs to

institutional pressures brought into play by theréased competition and funding

restrictions in this new climate, have contributedmimetic isomorphism in the
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sector. A new discourse has entered HAs, includbuginess terms such as goal-
setting, appraisals and PRP, and the new businessdd approach of HAs might be
expected to result in a more hard-nosed attitudrds management (Pawson 2006)
and carry consequences for reward decisions takeifAs. However, there is a great
deal of complexity involved in delivering housinglated support for homeless
people and, as a result, performance measureseaoiby, expensive to monitor

and, most importantly, detrimental to the qualitly tbe service being provided

(Koumenta 2010). These points are even more evidleeh performance is linked to

pay.

Conclusion

Substantial research evidence has been produced tbeeyears on the
existence of a performance culture within HAs (Gkm and Satsangi 1992; Kemp
1995; Walker 2000; Mullins 2002). However, mosttloé research exploring how
increased competition and regulation in the selstve led to a business culture in
HAs is carried out at the sectoral level (Walke®@@0 What is of particular note here
is that little is known about how performance reggnhave altered the management
of HR in HAs and how this has influenced the choafepay systems in the
organisations. HAs are vulnerable to coercive, mitnand normative pressures,
which in turn play a role in the introduction ofward practices such as PRP. This
issue has not come under the scrutiny of resear@rat its investigation is one of

the contributions of this thesis.
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Chapter 3 Research Methodology

A key issue in the selection of a research desgts iappropriateness
for addressing the proposed research questionniHne research question proposed
in this thesis seeks to address whether PRP acis mwtivator for nonprofit
employees and is consequently an appropriate psterayfor NPOs. This chapter
presents the research approach adopted here atribdeghe context of the cross-
sectional study of the four organisations in whiletta were collected, as well as the
data collection procedures, response rates andatlastics of the samples for each
organisation. As the main research method comprsedrvey questionnaire, the

contents of the survey instruments are also pravide

3.1 The Case Study Approach

The initial focus of this research is based on secaudy design. According
to Feagin, Orum et al. (1991), the case study mudti-perspective method that
enables empirical studies to be conducted throngtepth investigation. Yin (1994)
defines the case study approach as exploratoryan@seinto a contemporary
phenomenon within the context in which it occurstHis research, the cases studied
permit a more in-depth examination of whether PRB as a motivator for nonprofit
employees by placing it in the context in whiclegécurs. Yin (1994) argues that the
case study does not represent a sample but dehlsawmited number of events or
cases. However, case studies can consider nathgisiases themselves but also the
groups to which they belong and the relationshgtsvben the cases. This approach
is put forward here as one of the primary resededigns in which quantitative and

qualitative methods are combined. It has been thaidit is unusual for quantitative
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and qualitative research methods to be allocatadhlerples within an overall
research design (Coyle-Shapiro 1996). This studgoisexception in that greater

emphasis is placed on quantitative methods.

3.2 Rationale for Quantitative Design

Quantitative research methods have been implementékis study. Such
methods are particularly useful for testing the difgpsis about the motivational
effects of PRP among nonprofit employees. Thegedsgbstantial body of evidence,
largely from the public sector (Kessler 2000), tww that PRP is not a strong
motivator for employees (Pearce and Perry 1983;migsmn and Buchan 1993;
Marsden and Richardson 1994; Marsden and FrencB; 1d8rsden and Belfield
2006). These studies focus on the employee ast @fuamalysis and use quantitative
methods to give a more detailed picture of thectiffeness of the PRP scheme. The
present study continues in that tradition and tekesther step towards advancing
our understanding of incentive pay in NPOs. It abeds light on a key question,
that is, to what extent research on incentivesrivape organisations can be applied

more generally.

A quantitative research design offers a numbereogfits, including a relatively high
level of measurement precision. A survey is deethedbest way to access all the
variables studied here in a standardised mannas $o investigate the theory-driven
hypothesised relationships amongst these variallegldition, previous research on
pay systems has relied on quantitative measuresfalowing a similar strategy
here facilitates comparison, not only among thdigpants in this study, but also

between the findings of this and other studies.taive methodologies facilitate
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replication and, consequently, compared with resean the field, improve our
understanding of the variables investigated. Tloeegfa quantitative research design
was deemed most appropriate for this study, gitetheory-driven hypotheses and

the number of variables involved.

3.3 Case Study Choice and Criteria

The criteria for selecting cases should be groundetie research question
and the analytical framework proposed. This reseains to answer, primarily,
whether PRP motivates employees to improve therkwthin their organisations.
In order to answer that, four HAs for the homelassused in this study. For reasons
of confidentiality, pseudonyms are used to identilye organisations. Two
organisations with PRP systems have been seleei®idl and PRP2, and the other
two, PM1 and PM2, have seniority-based pay systemith performance
management. The latter two have been selectednwidm as a control group. The
motivational effects of PRP will be compared witte tmotivational effects of PM
that is not linked to pay. The cases have beercteelebecause they show some
important similarities. The whole of this studyrégarded as a case study of England
and | decided to select cases from the city of lboondThe regional context is
important in the choice of cases since pay syst@ntswage structures may vary
between different regions of England. Selectingfallr cases from London also
helped to minimise differences in labour charast@s and the level of pay of the
employees, since all the organisations studied etenfor employees in the same
labour market. Another important similarity amoitg tcases is the source of their
funding. All four organisations receive betweenattl 54% of their total funding

from the Supporting People Programme and therefomepete for contracts in the
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majority of London boroughs under the same reguiati They also work with very
similar client groups consisting of homeless peapigpeople under the threat of
becoming homeless. The similarities in their clibases means that their employees
have similar qualifications for dealing with thelrents and also similar requirements
when it comes to accessing the quality and quanfitwork they do within each
council to which they provide services. In orderitvestigate and compare the
motivational effects of PRP and PM not linked toy,pdahe cases must be
observationally equivalent in respect to their dgraphic structure, types of activity,

client bases etc. The next section introducesdkes

3.4 Research Settings

3.41 PRP1

PRP1 is a NPO that was established in 1973. Attitlnat there was a growing
gap in the market for high-quality, affordable ameoodation for single people on
low incomes. In 1974, PRP1 became affiliated toNB&onal Federation of Housing
Associations and the following year registered wiitle Housing Corporation. In
more recent years there has been an increased docpsoviding accommodation
and services for young people, families and peuwjitle learning disabilities, as well
as increasing the capacity and geographical spodaffoating support services
offered to people in their own homes. PRP1 curyewtirks in partnership with 24
local authorities and primary care trusts to mbethousing and care needs of their
local residents. In 2007, it supported over 3,0@0pbe, including rough sleepers,
people with mental health needs or learning digads| homeless families, single
homeless people, women and children fleeing frommekiic violence, people with

substance misuse issues and ex-offenders. PRPE woikl boroughs in London
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and has over 50 separate accommodation-based sufipating and outreach
services. There are 1,371 people in supported hgud38 people using tenancy
sustainment services, 440 in hostels, 450 usingacit floating support services and

49 people in registered care homes.

3.4.2 PRP2

PRP2 was founded in 1969 and is a registered ghHagally organised in the
form of a company limited by guarantee and goverbgdts Memorandum and
Articles of Association. PRP2 is also a registesedial landlord and acts entirely as
a non-profit-making organisation. PRP2’s overaltgmse is to help promote social
inclusion and eradicate youth homelessness, wonkimgarily with people aged 16-
25 years old. Its work provides a range of accomatiod-based services, including
emergency night shelters, short-stay hostels ardiafst projects for care leavers.
Services are also provided for ex-offenders, andngosingle parents, including
supported flats and floating support services. &g pf its direct work, PRP2 offers
employment, training, education and specialist supjor young people with mental
health, drug and alcohol issues at different Londod national locations. PRP2 has
traditionally focused its efforts in London but, 11989, in response to the growing
demand from agencies outside London, it set up teormea development unit to
provide consultancy services to specific geograhaceas, helping local voluntary
and statutory agencies to design, deliver and imeig coherent youth homelessness
strategies. It now supports organisations basefun government regions across
England — the North East, Yorkshire/Humber, the WM&llands and the South
West. PRP2 has two subsidiary companies. Howeveaheatime of the fieldwork,

they were not integrated with PRP2’s reward sysaewh therefore did not take part
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in the study. PRP2 offers about 500 beds to yowuple and, in 2007, worked with

just over 1,800 people.

3.43 PM1

PM1 is a regqistered charity and a company limitgdgbharantee. It was
created in April 2002 from the merger of two Londwmelessness agencies. One of
them, based in West London, had been providingeshahd support to homeless and
vulnerable people since 1977, housing and caringiéarly 1,500 single homeless
people each year. The other, based in Camden $B®&%®, provided services both
directly to homeless people and to agencies whdedowith them. PM1 provides a
range of services to meet the needs of homeleswvndrable people in London.
The services include street outreach, the PM1 €ewtnich offers services to rough
sleepers, hostels and supported housing, and asleitgees that assist with benefits
and debt management. It also provides a range oicatidn and training
opportunities that help its clients to develop Iskdnd increase their employability.
In addition, it works with other agencies that smpghomeless people, to promote
best practice. PM1 works in 34 boroughs in Londod aims to meet both the
immediate and long-term needs of people experignbiomelessness. It provides
help to rough sleepers, people with mental and ipalyslinesses, people with
substance misuse issues, and ex-offenders, ambagsotn 2007, it provided direct

support to around 3,000 people.

3.4.4 PM2

PM2 was founded in 1969 and is a HA and a charign®gt from

registration. The organisation started with volensein Battersea, providing support

90



to rough sleepers. PM2 is one of London’s largestdi providers and its services
also include street outreach, floating supporte demes and prison services. PM2
provides emergency services such as emergencyeshahd hostels, and outreach
teams who work on the streets with people sleepngh. It also provides drug and
alcohol treatment, and physical and mental heatk.d®M2 runs semi-independent
housing projects for nearly 700 people and offégh4support housing to 400 people
in danger of sleeping rough. The organisation glesiwork and learning services
for people seeking jobs, and training such as Id woodworking skills. Its prison

service offers advice to prisoners who may expegdrousing difficulties on release
from prison. PM2 has nearly 1,700 beds across Lomraa currently works in all 33

London boroughs.

35 Data Collection

Case study research typically includes a rangeatd dollection techniques.

Below, the techniques utilised in this study arsciided.

3.5.1 Interviews

Interviews are an essential source of case stuidigmlse. The respondents in
this research provided important insights into rtherganisations and offered
explanations as to why certain pay systems had imeduced, and how they had
been developed and implemented in the organisativen the quantitative nature
of this study, the purpose of the interviews wagdm a better understanding of the
work context of the employees, and ensure that d¢bacepts used in the
questionnaire were consistent with the reality tbe employees in all four

organisations. Following Fowler's (2001) recommdiudes for questionnaire
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development and adaptation, interviews were carogdwith managerial staff in
order to gain knowledge of the pay system in adlesa HR Directors and one Chief
Executive were initially interviewed and provided averview of the services
offered by their organisations and the pay systeumsently in effect. Subsequently, |
interviewed other line managers in the organisatimnget a better understanding of
how the pay systems worked in practice. The resilthe interviews are discussed
in Chapter 4, where | present the pay structurdlenorganisations as well as their
PM and PRP systems. The interviews were carriedbetween May and August
2008. They followed the semi-structured format dasted between 45 and 60

minutes. Below is the list of partiipants from earhanisation:

PRP1
-  HR Director

- HR Managerc
- Mental Health Support Services Contract Manager
- Senior Homelessness Manager

Chief Executive

- HR Director

- Line Manager from the Department of Health
- Contracts and Performance Manager

-  HR Director

- Services Manager
- Assistant Manager, Day Centre
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PM2
-  HR Director

- Community Services Manager
- Group Manager, Work and Learning Services Departmen

3.5.2 Documentation

The HAs provided documents, reports and other nahten pay structures
and grades, and the reward and PM systems, inguapraisal forms, guidance
notes for appraisers, performance ratings and ctanpg frameworks. The
documentation gathered provided the initial andedaformation about the reward
system in each organisation. It served as usefieaee for verifying details and
information obtained through the interviews. Thagormation is also presented in

Chapter 4.

3.5.3 Survey Distribution

The surveys at PM1 and PRP1 were conducted betwesn and July 2008
and the surveys at PRP2 and PM2 were conductecebpt®eptember and October
2008. The online questionnaires were distributedespondents via their email
addresses which were provided by the organisatiand,the employees answered
them on company time. Electronic surveys bring sdvadvantages, such as the
elimination of paper, postage, mail-out and datayeoosts. In addition, the time
required for survey implementation can be redugedhfweeks to days or even
hours. One of the main advantages of the introdoadf these new technologies is
the potential for reducing the correspondence batveample size and survey costs,
resulting in decisions to survey entire populaticatser than only a sample (Dillman

2007). However, the use of online questionnairésesaan entirely new issue of
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security and confidentiality that must be conside{@illman 2007). According to
Cooper (2000), electronic surveys may cause someeco to employees regarding
perceptions of confidentiality, and also incur skrof coverage error. To minimise
these issues, some important measures were takieis iesearch. First, the coverage
issue was addressed. All employees in all four msgdions studied had access to a
company email address and regularly checked tme&ileaccount as part of their
daily routine at work. Second, the security andficiemtiality issues were addressed.
Prior to sending the email to the respondents aantathe link to the online survey,

| sent each manager an individual covering letexplaining the study, with
instructions to distribute hard copies of the cowgrletter, signed by me, to all
employees. It is known that personalised covergttets on letterhead stationary
play a significant role in establishing trust, asmhsequently increase response rates
(Dillman 2007). As part of the instructions, themagers were also asked to send an

email to the employees, confirming that the orgatios endorsed the survey.

The letter distributed to the employees contaimeéxplanation of the study and the
date on which the survey would be launched, anicateld once again that the
research was endorsed by their employing orgaaisatilt also assured
confidentiality to the respondents and explaineat #il survey responses would be
sent to me, the researcher, and not to the orgams& he letter also contained my
email address at the LSE, and welcomed them toacomte for clarification or if
any concerns arose. The email sent to the emplage#aining the link to the online
survey also contained a brief introduction to thiadg and a thank you for
completing the questionnaire. Email reminders wesnt to the employees,

encouraging them to participate in the study, ewery weeks during the two-month
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period for which the survey was active in their amigation. Making the survey
available for two months in each organisation wiased at giving the opportunity to
employees on annual leave to answer the survefi@nreturn. The reminders sent
to each organisation were identical, save for egfees to the organisation’s name
and to the length of time since the survey had lkstnbuted. Questionnaires, cover

letters and reminders can be found in Appendix 2.

A small-scale pilot study was conducted in all trganisations between May and
July 2008. Pilot studies are used to pre-test th@ey instruments that will be
utilised in the main data collection process toueasll items are understood by the
respondents and to test the logistics involvedorprd the large study (Creswell
2002). The main purpose of this pilot test wasrtsuee that the item wordings were
understandable and that appropriate terms relatdtetreward system and appraisals
were identified in each organisation. For instancegne organisation the appraisal
was called an appraisal meeting, and in anotheansgtion it was called a
performance development review. Some minor chamgesrding were made as a
result of the feedback from the respondents. A kraatiom sample of 10 employees
in each organisation answered the pilot test andawerage, they took between 15

and 18 minutes to complete the questionnaire.

3.5.4 Response Rate and Sample Characteristics

The survey was distributed to all 161 permanentleyegs at PM1 and 83
usable questionnaires were returned (51.6%). AtIRPR survey was distributed to
all 579 employees and 267 usable questionnaires veturned (46.1%). At PRP2
the survey was distributed to all 247 employees B3l usable questionnaires were

returned (52.6%). At PM2 there were 800 employedts @ue to another internal

95



survey being distributed around the same time, mnyey was distributed to a
random sample of 262 employees and 137 usable iguiesires were returned
(52.3%). The total survey sample was 1,249 empbyael the total response rate
was 617 employees (49.4%). In all organisations, rttajority of the participants
were full-time female employees, and between 30 8délt held supervisory
positions. 57.3% of the employees at PRP1 were dmivihe ages of 30 and 49
years, and 60.6% at PRP2, 61.4% at PM1 and 74./@Matwere in the same age
group. Table 3.1 presents a summary of the sanmglexcteristics by organisation. In
all four cases studied, the respondents were rempas/e of the population

distribution in each organisation.

Table 3-1: Sample Characteristics by Organisationilg %)

Characteristics PRP1 PRP2 PM1 PM2
Female 59.3 63.1 62.2 55.9
Full-Time 92.4 93.1 86.7 89
Managers 30.7 31.5 34.9 33.3
Age

Under 20 - 1.6 - -
20-29 24.3 29.9 30.1 14.2
30-39 27.1 32.3 33.7 39.6
40-49 30.2 28.3 27.7 35.1
50-59 16.1 7.1 8.4 7.5
60 or more 2.4 0.8 - 3.7
Tenure

Less than 1 year 23.5 22.7 18.8 15.7
1 to less than 2 years 16.5 11.7 21.3 15.7
2 to less than 5 years 36.9 32 33.8 32.8
5 to less than 10 years 14.9 24.2 15 15.7
10 years or more 8.2 9.4 11.3 20.1
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3.5.5 Contents of Survey Instruments

The survey contained measurements that assessedbidgyaphical
information (e.g., gender, age, tenure, educasapervisory status, and trade union
membership), (b) motivation, (c) public service iwvation, (d) perceptions of
fairness, (e) affective commitment, (f) job satisian, (g) pay satisfaction, (h) goal
setting and (i) quality of appraisals. Below is etaled explanation of the main

variables.

3.5.5.1 Measurement of Motivation

Motivation is treated here as a willingness or pregness to undertake
certain kinds of action (Marsden and Richardson4)]9% is measured using the
responses of the nonprofit employees to a variétatements about themselves in
relation to the PRP scheme. Employees in the twarosations with seniority-based
schemes were given the same statements but, insteéhd PRP scheme, they were
asked about their PM system. The statements wesepted to and discussed with
senior managers in the organisations and were nea With the organisations’
expectations about the behaviours of their empleyeea result of either the PRP
scheme or PM system. Therefore, it was appropt@task these questions when
trying to discover the motivational effects of PR& PM. All items were answered
on a five-point Likert response scale and the marsaglso responded to the same

statements about their employees.

A confirmatory factor analysis (CFA) was performedth AMOS using the
maximum likelihood method of estimation (Table 3.Zhe CFA identified two

factors in the motivation scale. | termed factdviativationDiscretion and factor 2,
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MotivationEffort. This finding is consistent withatz's (1964) views of different
types of employee behaviour necessary to increadermance in the organisations.
The employee’s willingness to work beyond the regmients of their work, show
initiative and get work priorities right is an expl® of autonomous motivation,
where he or she acts with a sense of discretionth®rother hand, willingness to
work harder, increase the quantity of work and iowprthe quality of work could be
an example of controlled motivation, where the awpé acts with a sense of
pressure (Gagne and Deci 2005). According to thleoas, autonomous motivation

and controlled motivation are both intended anceesary to the organisation.

Table 3-2: Confirmatory Factor Analysis of the Motivation Model

Factor Loadings

RZ
(Standard Errors)
Eactor/ltems Motivation Motivation
Discretion Effort
The existance of Performance-related Pay (PRP) ga*
gives me an incentive to work beyond the ( 03) .70
requirements of my job. '
The system of PRP makes me want to show 91* 82
more initiative in my job. ) '
PRP gives me a greater incentive to get my work .88*
S 2T a7
priorities right. (.03)
- .88*
PRP makes me willing to work harder. (.02) .82
PRP makes me willing to improve the quality of .93* 86
my work. (-) '
PRP makes me willing to increase the quantity .88* -8
of work | do. (.02) '

Note: *p <.001 (-)
Regression weight was fixed at 1

Different models were compared and the one with libst fit to the data was
selected. The motivation model used here is a agtef model with correlated latent
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variables (Table 3.3). As can be seen from TabB e results of the analysis
demonstrate a good model fit. The first measunmmadel fit is they2. They? should

be a non-significant and small value, which indésathat what is observed in the
data is not significantly different from what is pected to be the case in the
population, if the model is to be regarded as fiftée-Schaw 2000). However,
according to Joreskog (1990) theis only a reasonable measure of fit in models
with about 75 to 200 cases and can be problematiiclarger sample sizes (400 or
more). Asn increases, the value of thewill also increase, becoming almost always
statistically significant, even with unimportantfdrences. In an attempt to make the
results less dependent on sample size, the reletivequarey@/df), which is the chi-
square fit index divided by degrees of freedonused here. Values between 2 and 5
indicate a good fit (Marsh and Hocevar 1985). Twioeo fit indices were used to
estimate the model fit of the motivation scale: ttowt mean square error of
approximation (RMSEA) and the comparative fit indé&FI). The RMSEA is
currently the most popular measure of model fit sneported in virtually all papers
using CFA or structural equation modelling (SEM)e(y, Kaniskan et al. 2011).
Stevens (1996) suggests that a RMSEA value of tdBss indicates a good fit of
model, while models with .10 or more have a poor@ither authors, however, are
more flexible with regards to this universal cut-of .05. Hu and Bentler (1999)
suggest that, when the RMSEA value is .06 for mstaand the CFl is .90 or greater,
then the model has a good fit. In addition, moeen¢ research (Curran, Bollen et al.
2003; Chen, Curran et al. 2008) demonstrates ke tis no empirical support for
the use of 0.05 or 0.10 as universal cut-off valitcedetermine adequate model fit
and that the .05 cut-off value does not work cdastyy well across different models

and sample sizes. The scale’s reliability coeffiti€Cronbach’s alpha) was also
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computed and its value was found to be .95, ab@aren®es and Zeller's (1979) .70

threshold of acceptable reliability.

Table 3-3: Fit Statistics for the Motivation Model

Contrast with
baseline model

¥2 df
¥2 df y2/df  difference difference  CFI  RMSEA

Motivation Baseline
(one-factor) 179.35 9 19.93 .94 A7

Motivation Model 1
(two factor
uncorrelated) 565.82 9 62.87 386.47 0 .79 31

Motivation Model 2
(two factor
correlated) 20.7 8 2.59 158.65* 1 .99 .05

*p .001

After performing the CFA for the motivation modé,was deemed necessary to
investigate whether the model presented a goodofitall of the organisations
studied. In other words, | wanted to investigateethler the motivational measures
were consistent between the four cases. All foustdAswered the same questions in
the motivation scale. However, two answered abbet motivational effects of
‘performance management’ and two about the mobtwali effects of ‘performance-
related pay’. In order to be able to make the ags$iom that the scale was measuring
the same trait of ‘motivation’ in all groups, atte$ measurement invariance (Ml)
was necessary. The aim of the Ml test is to evaltlet equivalence of scores used in
different sample groups. In this case, the aim twansure that the ‘motivation’ trait
related to the same set of observed variableshensame degree, for all four
organisations. Vandenberg and Lance (2000) stateniportance of performing a

MI test across different samples in organisatioeakarch. A multigroup CFA was
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undertaken to cross-validate the motivation modéien performing a Ml test, three
different types of MI are tested in the analysisnfgyural invariance, where the
latent variable is measured by the same numbemséroed variables across the
groups, metric invariance, which tests the equivaeof the factor loadings across
the groups, and scalar invariance, which testetjugvalence of intercepts across the
groups. All three types of measurement equivalemere found to exist across the
organisations and the motivation scale presentedexaellent model fit in all
organisations (Table 3.4). For the other scaledd ugethis study, testing for
measurement equivalence was not necessary sirreavthe no reason to believe that
the other latent variables used here would havéerdiit meanings across the

organisations.

Table 3-4: Multigroup Confirmatory Factor Analysis of the Motivation Model across
the Four Organisations: Chi-square and Goodness-dft Statistics

% df i CFl  RMSEA

Motivation Model (two factor
correlated) 50.17 29 1.73 .99 .03

3.5.5.2 Measurement of Public Service MotivatiorASM)

PSM theory (Perry and Wise 1990) explains thatrtiogivations of public
and nonprofit workers are different from thoseon-profit organisations. The theory
suggests that public and nonprofit employees attacisiderable importance to the
nature of their jobs, which includes helping othargl serving the public interest
(Wright 2007). In this study, the motivational effe of PRP and PM are compared

and, consequently, every effort was made to detexmihether the employees in all
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four organisations were observationally similarughthis study looked at whether

the employees in the four organisations were simmléerms of their PSM.

The PSM construct was originally developed withmAamerican context by James
Perry (Perry 1996). However, further research imeptcountries has confirmed its
universal relevance (Kim 2005b; Castaing 2006; €=rand Farinella 2006;
Vandenabeele, Scheepers et al. 2006; Koumenta .2R&f)y’s (1996) original scale
consisted of 40 items used to measure six dimesabd®SM — attraction to policy
making, compassion, self-sacrifice, commitmenthi public interest, social justice
and civic duty. Using CFA, he found that the firthtee dimensions could be
combined into a single dimension, and his finalitétns were then based on four
dimensions: attraction to policy making, public eirgst, compassion and self-
sacrifice. Despite the scale’s high reliability aralidity, concerns have been raised
regarding its ability to fully capture and meastire public service construct in non-
US contexts (Vandenabeele 2008a). Vandenabeel842@@ded a fifth dimension,
‘democratic governance’, which captures public merwvalues that are closer to the
European and UK public service context. The fiveghsion scale has been
implemented by Koumenta (2010) in a study of puptisons in the UK and shown

to work well in the UK context.

The dimension ‘attraction to policy making’ captsitee extent to which respondents
are attracted to public service because they havmtarest in politics and policy
making. The ‘democratic governance’ dimension lo@itsthe extent to which
respondents agree with particular values charatterof a public bureaucracy
(access, accountability and rule of law). Becaumsm Istudying a sample of nonprofit

employees who are not formally tied to a traditigmablic administration and who
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are not involved in policy making as part of theork-related activities, | decided to
drop the items related to these two dimensionsa btudy of PSM in a sample of
morally committed citizens, Perry, Brudney et &0(8) dropped the ‘attraction to
policy making’ dimension and only used the ‘pubinterest’, ‘compassion’ and
‘self-sacrifice’ dimensions to assess the levelP&dM among volunteer workers.
Following the same line of argument, it seemed @ppate to only include items
related to public interest, compassion and selfif#sae in this study. In a study of
PSM and job performance in the federal sector, #doand Lewis (2001) performed
a CFA using six items from Perry’s scale, two salérifice questions plus one each
for policy making, compassion, public interest autial justice. They found that
these six questions could be collapsed into a simglex of PSM. In this study, |
also perform a CFA with AMOS using the maximum likeod method of
estimation. 10 items from Perry’s 24-item scaleengnosen based on best model fit
for this scale: three questions were used for pubterest, three for compassion and
four for self-sacrifice. No items loaded on mukipfiactors and all items rendered
significant factor loadings above the .40 thresh{@kble 3.5). Model fit indices were
also computed and the results demonstrate a gooelrfib(Table 3.6). The scale’s

reliability coefficient (Cronbach’s alpha) is .79.
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Table 3-5: Confirmatory Factor Analysis for Public Service Motivation

Factor Loadings

Factor/ltems (Standard R2
Errors)
To me, before anything good citizens should thihk o A8*
: .23
society (.08)
Serving the community interest is an important riv .66*
. I 44
in my daily life (-09)
, . , .56*
| voluntarily contribute to my community (.10) 31
To me, helping people who are in trouble is very A5%
: 21
important (.06)
, . o . A41*
Without solidarity our society is certain to faplart (.09) A7
To me, patriotism includes seeing to the welfare of A40*
16
others (-09)
, , .58*
Much of what | do is for a cause bigger than myself (-) .33
| am prepared to make sacrifices for the good of .64*
: .40
society (.09)
| feel people should give back to society more than 48* 23
they get from it (-09) '
Making a difference in society means more to me .62*
. .39
than personal achievements (.12)
Note: * p <.001
(- ) Regression weight was fixed at 1
Table 3-6: Fit Statistics for the Public Service Mavation Model
ya af y2lof CFI RMSEA
PSM 130.08 35 3.71 .92 .06
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3.5.5.3 Measurement of Goal Setting

Goal setting was measured using items related ¢ SMART criteria

followed in appraisal meetings. A CFA was performedh AMOS using the

maximum likelihood method of estimation (Table 3.Mpdel fit indices were also

computed and the results demonstrated a good mMib@Eable 3.8). The scale has a

Cronbach’s alpha of .91.

Table 3-7: Confirmatory Factor Analysis for Goal Sdting

Factor
Loadings )
Factor/ltems (Standard R
Errors)
The objectives set were clear and measurable (8(; 74
The objectives focused on issues which | have tirec .75
.56
control over (.04)
The meeting helped to relate my objectives to wider 75 56
objectives at Centrepoint (.04) '
The meeting provided a good opportunity to diseugs .80 64
development needs (.04) '
| am in a position to achieve the objectives sehéo ('Sg) .62
I understand how the objectives will be monitored a .76
. .57
reviewed (.04)
Note: * p <.001
(- ) Regression weight was fixed at 1
Table 3-8: Fit Statistics for the Goal Setting Mode
i df y2/df CFlI RMSEA
Goal Setting 42.84 9 4.76 .98 .07
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3.5.5.4 Measurement of Other Variables

Perceived fairness was measured using items froscaée developed by
Leventhal (1976). The items ask respondents alheuappropriateness of their pay,
given their contributions and responsibilities, avitether their pay is fair compared
to that of other employees in similar positionsthe organisation. The scale has a
Cronbach’s alpha of .81The items used here are similar to other measures
commonly used in the organisational justice liter@at(Moorman 1991; Sweeney and
McFarlin 1993). Affective commitment was measuresing items from a scale
developed by Allen and Meyer (1990). For affectteanmitment, it was appropriate
to ask respondents not only whether they felt ‘pathe family’ in their organisation
but also whether they felt ‘part of the family’ Wih their project as well. Social
workers often work away from the organisation’s depaarters and spend most of
their time working with their colleagues and clemn support projects in various
boroughs. The affective commitment scale has a l&adms alpha of .81. Job
satisfaction was measured using items from a sgaleloped by Hackman and
Lawler (1971). The scale has a Cronbach’s alph&4fThe measures of affective
commitment and job satisfaction are included irs tbtudy in order to assess
employees’ similarities across the organisatiords ance again, to confirm that the
employees in all cases are observationally similarther discussion of the measures
and their role in this study is provided in the lgsg in Chapter 5. Two statements
were used to measure the quality of appraisals: iyst recent performance
appraisal grade was a fair reflection of my perfance’ and ‘My line manager
knows enough about my work to assess my performaccerately’. A Cronbach’s

alpha was computed for these two items and thenatteconsistency score of the

106



scale was found to be .71. Appendix 1 presentstdide of means, standard

deviations and correlations for all the variableshie study of housing associations.

At the end of the questionnaire distributed to éhgployees, | also included an open
question about the PM and the reward system im trganisation. The purpose of
the open question was to give employees the opmoytto talk about the issues
addressed in the survey and to gather further nmétion about how well PM and
PRP was working in practice. Of the 617 responde2® answered the open
question, giving valuable data that helped me terpret the statistical results in

Chapter 5.

Having described the research settings and theadeltbgy utilised in this study, the

thesis will now address the research aims outlinethe theoretical chapters. The
following chapter provides a detailed descriptidrihe PM and PRP systems in the
four organisations. An evaluation of the designsoth schemes is paramount to

eliminating poor design as a cause of failure.
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Chapter 4 The Cases Studied — An Overview of their PM and PRP
Systems

Before investigating whether PRP is an approprnetg system for
nonprofit employees, it is first important to gaam understanding of how the
organisations studied here have laid out their Ph aeward systems. The
complexity of the linkages between pay and perforreaare such that only well-
thought-out schemes have any chance of successdbtarand French 1998). In
order to eliminate poor design, as one of the noauses of failure of PRP schemes
in HAs, | examine whether the organisations hatettuced systems that follow
appropriate implementation guidelines. This chapt@sents information gathered
from the interviews with HR directors and managékppendix 3), as well as

internal documents related to their reward and p#fesns.

The advice and guidelines provided by the Advis@gnciliation and Arbitration

Service (ACAS) have been used here to investigaietiver sound procedures have
been put in place by the case organisations. TheA@ovides impartial advice that
is particularly useful for those establishing nemsqedures or redesigning old ones
(Bamber 1987) and it is widely recognised as aifgpduthority on employment

relations, given its access to the perspectivegeyf workplace players such as
employers, employees and trade unions. The ACA®@res best practice in the
workplace, through the provision of independentieglvon many employment

relations issues, and its advisory activity cowenside variety of organisations and
sectors. Its guidelines provide a benchmark forleygrs who want to assess their

HR practices (Stuart and Martinez Lucio 2008).
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There is no single model of an effective PM or relvaystem, nevertheless good
practice should be observed to ensure a schenitedtive. The ACAS booklets on

Performance Management (ACAS 2010) and Appraisét&d Pay (ACAS 2005)

provide an illustration of sound guidelines andgedures for the implementation of
well-designed PM and PRP across organisations. ARB®S suggests that schemes
should include individual employee performance pltrat contain the objectives the
employee is expected to achieve, following the SMARriteria for Specific,

Measurable, Achievable, Relevant and Time-bouneatijes, the competencies or
behaviours employees need to perform their jobhat dappropriate level, and a
personal development plan for the employee thalt iwidicate, usually discussed
during appraisal meetings, the development needlseotmployee in order for them
to perform their job. Development needs may inclddemal training courses,

coaching, online learning, mentoring etc. (ACAS @01Because managing
performance throughout the year involves an ongdiatpgue between employees
and their line managers about how well they aragl@nd how they can improve,
regular meetings to offer feedback and encouraggress are also crucial (ACAS
2010). Other implementation guidelines for PRP axplthe need for adequate
resources and suitable training for the manageswih be carrying out appraisals.
Moreover, PRP should be based on a formal systemedbrmance assessment,
should encourage consistency and there should la@@aals procedure in place for
the employees. The schemes | observe in this ahfglew many of the tenets of

current best practice as outlined by the ACAS AjgalaRelated Pay booklet. The
table below presents a summary of the practicesermgnted by each organisation
(Table 4.1) and is followed by a detailed desanptof the PM and PRP in the four

HAS.
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Table 4-1: Procedures for the Implementation of PMand PRP by Organisation

Organisation  PRP PM Annual Objectives Regular Personal Appeals Pay PRP Annual Pay
Appraisals  Conform to Interim Development Procedure Structure Fund Increase
SMART Meetings Plan
Criteria
PRP1 Yes Yes Yes Yes Yes Yes Yes Broad 5% -
Bands
PRP2 Yes Yes Yes Yes Yes Yes Yes Job 5% -
Family
PM1 No Yes Yes/360° Yes Yes Yes Yes Pay Spine - 3%
PM2 No Yes Yes Yes Yes Yes Yes Pay Spine - 2.45%

Source: Interviews and documents provided by tharmsations, 2008.
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41 PRP1

In PRP1 the board and the senior management teaforaned by a mixture
of individuals with experience in the public andvpte sectors. The HR department
has a relatively broad number of HR specialistdadeed to different functions such
as pay and benefits, learning and development,gamgent etc. The organisation
has 579 employees, of which 43% work in Housing @adle services (Central,
West and East London), 34% in Homelessness andntgriaustainment services,
13% in Central Support Functions such as Finanég, IH, Fundraising etc, 9% in
Learning Disabilities services and 1% in Housingnigigement. 83.6% of its staff
work full-time, managers account for 19.9% of dhfs and 57.3% of all staff

members are female.

The majority of PRP1’s contract funding comes frémgal authority Suporting
People (SP) teams (46%). It receives a further 82%s income from rent and
service charges, 14% from other local authorityad@ervices funding, 7% from the
Department of Communities & Local Government fumgdiand 1% from other

income. PRP1’s turnover in 2007 was £29,463 million

4.1.1 The Pay Structure

PRP1 had implemented PRP progressively over theque few years. The
scheme was first implemented in 2005 for all sem@magement staff and then
extended to middle managers in 2006. In 2006, nanagement employees
received an invitation to move from their annuatremental increase to the PRP

system, and received their first PRP pay increase®' April 2007. According to
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the HR Director of PRP1, at the time of the intewi93% of all employees were in
the PRP scheme. The other 7% were hourly paidlancgtaff not invited to belong

to the PRP scheme (cooks, cleaners, kitchen poete)s The PRP scheme was
implemented together with a new grading system lanodd-banded salary ranges

for all salaried operational support staff.

Table 4-2: Salary Scales at PRP1 2007-2008

Grade Salary Ranges

S1 (Staff 1) £13,000 - £21,500
S2 (Staff 2) £15,000 - £28,500
JM (Junior Management) £23,000 - £31,000
M1 (Manager 1) £25,000 - £37,000
M2 (Manager 2) £28,000 - £42,500
SM1 (Senior Management) £32,000 - £48,000
SM2 (Senior Management) £44,000 - £65,000

Source: Documents provided by PRP1, 2008.

Each year, the senior management team agrees npomanetary value of the
scheme’s total PRP fund. This is determined byutigerlying rate of inflation, the
overall performance of the organisation and itsirlmss strategy, its financial
resources and funding levels, the government agesetdor regulation and market
competitiveness. Once a given percentage of thebplaljas been allocated to the
PRP fund (5% in 2008), the senior management teaoidels on the percentage
increase allocated to each performance rating i ®RP1 Performance

Development Review (PDR) appraisal rating system.
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Table 4-3: Appraisal Ratings at PRP1

Rating Assessment
E Excelled
Highly Effective

Achieving Well
Meeting Objectives

Variable

c < < >r I

Under Performing

N Not Proven

Source: Documents provided by PRP1, 2008.

PRP1 has seven possible assessment ratings thlitfresn the appraisal meetings
(Table 4.3). For staff whose performance is ratedJaderperforming (U), there is
no automatic entitlement to receive any salary éase. According to the HR
Director, they would be subject to close managernéttieir performance under the
organisation’s Capability, Disciplinary or Sicknesbsence Procedures, depending
on their particular circumstance. Depending onameunt of the total PRP fund in a
specific year, staff whose performance is rate&/asable (V) or Not Proven (N)
might be eligible for consideration for a percemtagcrease, up to the equivalent
determined underlying rate of inflation. Staff whare assessed as Meeting
Objectives (M) will receive a pay increase equiwaléo the underlying rate of
inflation. Staff who are assessed as Achieving V&)l Highly Effective (H) or
Excelled (E) will be considered for a pay increaseexcess of the determined
underlying rate of inflation, in accordance witle thercentage increases allocated to
each rating in any given year. The PRP increasemrdmd are expressed as a
percentage of the basic salary and based on they e at the 31March. Any pay
increases that are awarded are consolidated isttdbic salary and are subject to

PAYE tax and NI deductions. Pay increases are egplo the April salaries
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following the completion of the relevant PRP scheyear. Newly recruited staff
joining PRP1 after the commencement of the schezae gn a date betweeft May
and 33" September will receive an appraisal rating and el eligible for a pay

increase proportionate to the amount of time thaxetbeen in the scheme.

4.1.2 The PM System

The PM system at PRP1 includes a PDR meeting, wiichn annual
appraisal, an informal review every six months, thphmeetings with individual
employees, the delivery of training and developmadtivities to support the
achievement of business objectives, and the marageoh the individual’s career.
According to the HR Director of PRP1, the PDR mmagi start in January, when
directors and function heads have their performau#/or competence reviewed
and agree future strategic objectives, and traiaimg) development needs with their
own line managers. Having been appraised themsethiesfunction heads then
become the appraisers in a cascading process. i@awcagers have been appraised
and have a clear understanding of their own oljestithey can then appraise their
staff. They review staff’'s current performance &odhpetence objectives, and their
training and development, and agree future teamndividual objectives. The
process of formal appraisal review is completedhgyend of March. PRP1 also has
an informal review that takes place in Septembedoker each year. The purpose of
the informal review is to ensure that employees ametrack to achieve their
objectives. The informal review also addresses kdretraining needs have been
addressed and whether there are any changes iobjbetives agreed previously.
Employees also have monthly supervisions with thee& managers to discuss any

issues related to their performance, developmeeizdis etc.
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PRP1 has also designed four steps that must lewvkd for the PDR meetings. In
step 1, appraisers and appraisees should prepatefmeeting. Both should review
any information related to the appraisee’s perferceaobjectives, competency
development objectives and any training and deveéoy plans. Thus, they should
come to the meeting having given some thoughteéagbues to be discussed. In step
2, the appraiser should plan the meeting and gathetence to support the
employee’s assessment. They should plan possikbiese® of action required for
improvement. Step 3 is the actual meeting, andaphaiser should use the PDR
form as a framework to guide the meeting. As penBorce and development is
discussed based on facts and evidence, the apgraisaild make note of any issues
raised. At this stage, new objectives and competédewelopments should be agreed
upon. The number of objectives set should be betwee and seven and they
should follow the SMART criteria. Training and déyament needs should also be
identified against each objective that is set. Stegction and follow-up, requires the
managers to discuss the recommended performanegsrébr their appraisees with
their own line managers. Once these line managere Authorised the ratings, the
appraising managers can then complete the PDR #roopy of the form is given
to the appraisees, the HR managers and the funoéiads so that they can plan any

training or development activity for the year.

PRP1 uses a Balanced Scorecard Competency Modedssess employees’
performance. There are four competence areas: @astRelationship Management,
Business Process/Operations, Results OrientatidnLaadership. Employees have
their competences assessed in these four areacontygetences, together with the
performance objectives, are the criteria used tasme the employee’s performance
and to determine their appraisal rating. There gsi@ance procedure for staff who
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are dissatisfied with the outcome of their apptaisahey are not able to resolve
their concerns with their line manager informalljhe interviews and documents
provided by the HR director suggest conformity wilie advice and guidelines

outlined by ACAS.

4.2 PRP2

In PRP2 the majority of board members has expegi@mthe private sector
with some currently working in public and non-pto@irganisations. The senior
management team came from the private sector bw¢ Im@w been with the
organisation for over 10 years. PRP2 has 247 emapkyof which 72.5% work in
the direct provision of services to young peopt32 work in central services such
as Finance, HR, IT, Fundraising and Policy and Coamoations, and 1.2% work at
PRP2 Partnering, which provides support and trginimogrammes to partner
organisations that also work with young people6%82.0of the staff are full-time,
9.3% are part-time and 8.1% are temporary. Managmrsunt for 17.8% of all staff

and 61.4% of all staff members are female.

PRP2’s income is generated mainly from three saurgeants and contracts, rent
and service charges, and donations and gifts. @takihcome for the year 2007 was
£16.2 million. 54% came from grants and contraeifly the vast majority coming
from the SP fund, 24% came from rents and chadft®, from donations and gifts,
and 4% from investments and other income. Its ssrfir the year was £511K, just
over 3% of total income. The surplus is set asméelp with the provision of

services in case income suffers a shortfall.
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4.2.1 The Pay Structure

PRP2’s pay structure has three distinct Job Fasniteflecting its three main
business functions. All jobs within the organisatere assigned to one of these job
families. The first family is Direct Provision. Ehgyees in this family are directly
responsible for the delivery of services and suppmrclients of the organisation.
The second is Market Influence. The main focusnopleyees with job roles within
this family is to influence and develop the extéeravironment of policy, provision,
public understanding and resources in which PRR&abgs. This includes those
responsible for influencing central, regional armtal government policy and
provision, increasing commercial and corporate anass, and developing various
fundraising channels. The final family is Busin&sgpport. Those with roles in this
family are responsible for finance and informati@wthnology, human resource
management, internal facilities and general adrmatise business support

functions.

Within each job family, there is a grading struetwonsisting of up to 10 grade

levels, as follows:
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Table 4-4: Grade Structure at PRP2

CEO/Directors (Senior Executive Team)
Grade O

Senior Professionals

Grade 1
Grade 2

All Other Staff

Grade 3
Grade 4
Grade 5
Grade 6
Grade 7
Grade 8
Grade 9

Source: Documents provided by PRP2, 2008.

Each grade has a pay range showing the minimumnsdmum salary for the
grade. The pay ranges are based on referencerdatdife market (Charity Rewards
Survey, local authority pay scales, NHS pay scates)itoring press advertisements
etc) and indicate the ‘going rate’ for each gradlecording to the HR director,
within each pay range there are three distinct améecting levels of individual
contribution, to support the approach to pay pregjm. These are named the
Developing Zone, the Established Zone and the ews Zone. The Developing
Zone within a pay range will generally be for indwals who are still developing
their full competence in the job, and this includesvly recruited staff or those who
have had limited time in the role (less than onaryeassuming they have minimum
qualifications for the role. However, depending e individual’'s experience,
expertise and skill related to the job, he or shey e placed directly into the
Established Zone. Employees in the Established Ztwoeld have the appropriate

skills, knowledge and behaviours to do their jolocérding to the HR director, this
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zone is where the majority of employees are placetigenerally covers a period of
1-5 years spent in the role. The Excellence Zong designed for employees who
are able to demonstrate that they make a morefisigmi contribution than most and
who consistently deliver added value beyond thgesamrmally expected. These
employees will be highly rated through the PM pescend this zone will be
reserved for a limited number of staff. Not everyavill reach this zone within their
pay range. The pay range in the Excellence Zonlectsfthe upper quartile of

market pay for the respective roles.
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Table 4-5: Direct Provision Job Family

Grade Benchmark Jobs Developing | Established Excellence
Zone Zone Zone
0 Director of Services Pay
determined by
individual
contracts
1 Head of Services £38,297tq £40,823to £43,346 to
£40,822 £43,348 £48,398
2 Project Manager £29,702 to £31,660 to £33,619 to
Life Skills & Youth Work |  £31,659 £33.618 £37,535
Manager
Learning & Work
Manager
Supported Housing
Manager
Multiple Health Needs
Manager
3 Deputy Project Manager | £26,070 to £27,790 to £29,510 to
Worker: Mental Health,
Drugs/Alcohol, IT Tutor
4 Support & Development £22,220 to £23.686 to £25,151 to
Worker: Projects; £23,685 £25,150 £28,080
Lifeskills: Basic Skills;
Resettlement; Learning &
Work; Housing Worker
5 Night Support Worker £19,919to| £21,234to £22,547 to
£21,233 £22,546 £25,173
6 Weekend Support Worker £19,240t0 £20,510to £21,779to
£20,509 £21,778 £24,315
7 Project Receptionist £17,135t9 £18,266 to £19,395 to
£18,265 £19,394 £21,654
8 No jobs at this level £12,561 to £13,390 to £14,217 to
currently £13,389 £14,216 £15,874
9 No jobs at this level £10,236 to £10,911 to £11,588 to
currently £10,910 £11,587 £12,936

Source: Documents provided by PRP2, 2008.
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Table 4-6: Market Influence Job Family

Grade Benchmark Jobs Developing Established Excellence
Zone Zone Zone
0 Director of Fundraising Pay determined
Director of Policy, by individual
Communications and contracts
Organisational Learning
1 NDT Manager £36,760to £39,185to £41,609 to
£39,184 £41,608 £46,456
2 Trusts & Statutory £31,438 to £33,511to £35,583 to
Fundraising Manager £33,510 £35,582 £39,729
Director Marketing
Manager
Corporate Fundraising
Manager
3 Senior Media Relations £27,519 to £29,333 to £31,146 to
Officer £29,332 £31,145 £34,775
Senior Trust Fundraising
Officer
Major Donor Fundraising
Officer
Project Co-ordinator
4 Trust Fundraising Officer | £24,089 to £25,678 to £27,267 to
Corporate Fundraiser, £25,677 £27,266 £30,442
Policy & Research Officer
Direct Marketing Officer
Public Affairs Officer
Executive Officer
Events Officer
Development Worker
5 Communications Assistant  £21,643to £23,071to £24,498 to
£23,070 £24,497 £27,351
6 Fundraising Adminstrator £19,153t0 £20,417 to £21,681 to
£20,416 £21,680 £24,206
7 No jobs at this level £17,553 to £18,713 to £19,869 to
currently £18,712 £19,868 £22,182
8 No jobs at this level £15,847 to £16,894 to £17,938 to
currently £16,893 £17,937 £20,027

Source: Documents provided by PRP2, 2008.
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Table 4-7: Business Support Job Family

Grade Benchmark Jobs Developing Established Zone Excellence
Zone Zone

0 Director of Finance Pay determined by
Director of Human individual contracts
Resources

1 Finance Manager £39,004 to| £41,577 to £44,149 £44,150 to
Management Accountant | £41,576 £49,291
IT Manager
Facilities Manager

2 HR Manager £34,126 to | £36,379 to £38,62§ £38,629 to
Head of SID £36,378 £43,127
Volunteering Manager

3 Senior IT Support Officer | £28,551 to| £30,435 to £32,315 £32,316 to
Contracts & Performance | £30,434 £36,081
Manager

4 Finance Officers £24,228 to | £25,827 to £27,422 £27,423 to
Facilities Officer £25,826 £30,617
IT Support Officers
Snr Research Officer
HR Officer
Maintenance Coordinator

5 Finance Officer — Payroll | £22,280 to| £23,750 to £25,219 £25,220 to
HR Adviser £23,749 £28,157
PA to CEO
User Support Officer
Statutory Monitoring
Officer

6 Services Administrator £19,162 to | £20,428 to £21,691 £21,692 to
Finance Assistant £20,427 £24,218

7 Receptionist £17,206 t0 £18,341 to £18,462 £18,463 to

£18,340 £21,745

8 Trainee Development £15,507 to| £16,532 to £18,157 £18,158 to
Worker £16,531 £19,599

9 No jobs at this level £12,164to| £12,967 to £13,767  £13,7768 to
currently £12,966 £15,371

Source: Documents provided by PRP2, 2008.
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The zones are monitored through a PM system. Thelogee’s contribution is
judged in relation to both their outputs, deterrdingased on their performance
against their objectives, and inputs such as tloeimpetence, expertise and
experience. According to the HR director of PRP2, &annual pay review process
takes place between January and March each yedr, amy pay adjustments
effective from %' April. The PRP fund in 2008 was 5%. Each year, PRRd the
Transport & General Workers Union agree the in@aasthe cost of living for all
employees. Once the figure is agreed upon, th@iserecutive team will decide on
the ratio between the basic and the contributideted award. In 2008, it was
agreed that the cost of living award would be 1.7%#tich is what PRP2 calls the
Basic Award. All employees receive the Basic Awaagdart from those who are
newly recruited. The Contribution Award is distried according to individual
performance. At PRP2, individual performance igdabn a scale from 1 to 5, as

shown in the table below:

Table 4-8: Appraisal Ratings at PRP2

Rating Assessment

1 Outstanding
Highly Effective
Effective

Development Needs

o A WODN

Significant Shortfall
6 Not Proven

Source: Documents provided by PRP2, 2008.

In 2008, employees who were rated as Outstandirgjuwed 5% on top of the Basic
Award; Highly Effective employees received 3%; [Etfee employees receive

1.25%; employees in both the Development Needs &igphificant Shortfall
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categories received only the Basic Award. Neveed®l according to the HR
director, the approach to these last two categasigsiite different. Employees who
score 4 will have their development needs pri@dis order that they can become
Effective in the following year. Employees who seé&r will have a discussion with
their managers to address any problems and dedd¢her they should continue
working for the organisation. They will then haweperform better in the following
year in order to remain at PRP2. The ContributioveAd is applied to all those who
achieve a minimum performance rating of Effecti8ednd can be allocated as fixed
consolidated pay and/or as a one-off contributionus. In 2008, all employees who
received a Contribution Award had up to 3% of thetal award (Basic plus
Contribution) incorporated into their salaries, lwihe remainder paid to them as a
cash lump sum. The reason for this is to avoidelaifferences appearing over the
years between the salaries of people doing the galnse while still ensuring that

employees receive relevant pay increases accotdlithgpir performance each year.

4.2.2 The PM System

Based on the analysis of documents provided byHiReDirector at PRP2,
the organisation currently has a Behavioural Coempst Framework in operation
for all staff. This framework contains a set of si@mpetencies defined by the
organisation, against which all staff performansereéviewed. The Behavioural
Competency Framework outlines common, basic stasdand skills (such as
adaptability and teamwork) required by all stafRA2 identifies two levels in the

competency framework and makes a clear distindieiween staff and managers.
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Table 4-9: Behavioural Competencies for Staff and nagers at PRP2

Behavioural Indicative behaviours - Staff Indicative behaviours- Managers
competency
Being Respond to (sensible) requests froriMake time for staff to express ideas
responsive  others, taking advice when and concerns during day-to-day
necessary work
Listen carefully to what others say Ensure that responses to issues
and try to understand their needs promote future dialogue and are
and take action accordingly acted upon
Where you have referred Listen carefully and grasp well the
clients/customers elsewhere, followthoughts/needs of others
up to see that their issues have beqfemand high standards of
dealt with. If not, seektofinda  responsiveness to the (reasonable)
solution requests/needs of others
Put effort into communicating with gnsyre that PRP2’s commitment to
colleagues and clients/customers - equal opportunities is fulfilled in all
Be aware and respectful of the aspects of work
needs and perspectives of ~  \work hard to communicate
individuals and groups, including  effectively with colleagues and staff
those that are different from your  anq establish systems (inc.
own feedback) to promote good
communication
Being Be adaptable and open to change Help individuals to bring ideas and
constructive  provide feedback or comment whefSSues to resolution
asked Provide supportive and helpful
Be prepared to question where youcommentary on ideas/concerns
do not understand and suggest ide&Pressed
for change Assist in removing barriers (real or
Find solutions to issues within yourimaginary) or open doors to
control facilitate change
Speak your mind appropriately — dd3€ tenacious in resolving issues and
not disagree in private do not give up but seek to find
alternative routes to solutions
Take initiative to make
improvements and challenge the
status quo
Being Be practical in finding solutions to Apply practical solutions to issues,
realistic issues taking into account available

work

Do not promise things you or the
organisation cannot deliver

Be clear about the abilities and

Guide and support staff in
achievement of goals

Curb overambition whilst
continuing to motivate to achieve

limitations of others / young people Ensure actions/initiatives are

when working with them

developed from sound information

Organise work effectively to ensureEstablish and follow through on

that targets and commitments are
met

actions agreed with others
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Behavioural Indicative behaviours - Staff Indicative behaviours- Managers
competency
Working Ensure that the commitments madéVNork across teams / functional
with young by PRP2 to young people are at thalisciplines and encourage reporting
people (and heart of activities undertaken and staff to do the same
others) decisions made Consider impacts on
Do not dictate actions to others butcolleagues/clients of
seek to enable them to find their  work/initiatives in own functional
own solutions area
Work with other colleagues/clients Look for ways to promote and
as part of a team support collaborative working for
Give your opinion but, if overruled, Self and others
accept and support the final Be respectful of the needs and
decision made capabilities of others and develop
Recognise clients and colleagues a@ffective working relationships
customers and partners and deal Delegate appropriately and
with them with courtesy and respecsupport/coach staff as needed
Learning Actively try to avoid making the Develop an environment of
from same mistake repeatedly ‘managed risk’ where staff feel safe
experience  share experiences and knowledge t0 contribute and develop their
with others and ensure that you  Potential to the full
learn from the actions of others  Celebrate success and ensure
Do not be afraid to try out new  criticism is delivered in a
ideas/approaches within the supportive and motivational way
frameworks laid down by your Treat mistakes initially as
manager / the organisation opportunities to learn — only
‘blame’ when mistakes are made
repeatedly or through negligence
Promote ways to share experiential
learning and encourage
development
Identify your own barriers/gaps to
progress and take action to limit the
impact of this
Take responsibility to promote and
manage change
Being Maintain your knowledge to an Approach issues from a strategic
authoritative appropriate level and utilise to the standpoint — try to avoid reactive

benefit of clients and colleagues
When dealing with external

decision making
When dealing with issues and

partners, be clear and professional considering new initiatives ensure
in representing the needs of young that PRP2’s vision, policy and

people and PRP2

Ensure that PRP2’s values, ‘rules’
and procedures are understood,
communicated and adhered to

Know when to say ‘no’ and take
responsibility for doing so

partnerships are appropriately
positioned and managed

Ensure technical/work-related
knowledge and skills are
maintained at the appropriate level
and utilised to the benefit of the
organisation

Be prepared to make and stand firm
on decisions that are ‘right’,
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Behavioural Indicative behaviours - Staff Indicative behaviours- Managers
competency

regardless of challenge and
difficulty

Set clear standards for staff and be
seen to lead by example

Know when and how to break rules
as appropriate and which rules
cannot be broken

Ensure staff are aware of codes of
conduct / procedures / authority
levels etc and operate appropriately
within those boundaries

Source: Documents provided by PRP2, 2008.

The Behavioural Competency Framework is used asemart of the appraisal and
supervision systems (setting objectives, reviewpegormance etc.). According to
the HR Director at PRP2, the annual performanceasggd takes place in February
and a half-year appraisal happens in August. Inattveual meeting, performance
objectives are agreed for activities that are sibj® planned change or
improvement. Employees have between five and sebgttives at any one time
and they should all conform to the SMART crite&aff and managers also discuss
a development plan during the appraisal meetingeyTehould agree personal
development objectives that aim at enhancing omtagiing current performance
levels, address any knowledge or skills gaps, amgtave career potential within
PRP2. At the meeting, employees are given the oppity to discuss career
aspirations if they wish to move from their exigtirole. Managers may also give
guidance on a lateral move into another area @ wblen appropriate and not just

promotion to a more senior position.

The half-year appraisal, which is called the ImteRerformance Review, should be

used to summarise the employee’s performance aghmsgreed performance plan
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and behavioural competencies. Any changes to thierpgnce objectives or the
development plan should be recorded. The half-yemapraisal helps to keep
employees on course to achieving their objectivesuighout the year. In the
following annual meeting, the manager should sunsearthe employee’s
performance across the whole review period andrporate information and
evidence from the interim review. Following disaosswith the countersigning
manager, the manager should then allocate a peafaenrating to the employee.
The employee is given a summary copy with an oletalmment on their
performance signed by their manager and the caigteng manager. Copies of the
final document must also be sent to HR. An appesedure has been put in place
for employees who are dissatisfied with the outcarhtheir appraisal meeting. At
the time of interviews, PRP had been in place aPPRor three years, for all
employees, and according to the documentation geovby the organisation, it is

fair to say that most of the ACAS advice and gurd had been put into practice.

43 PM1

The senior executive team is formed by a mixtureirafividuas with
experience in the private, publi and nonprofit secThe HR department has a
number of HR specialists dedicated to differeneatpof the HR function. In March
2006, PM1 set up a trading subsidiary to promoteviges such as Human
Resources, IT and Finance consultancy to smalhaedium-sized enterprises in the
non-profit, private and public sectors. PM1 is simallest of the four organisations
presented here. It has 161 employees working getlreas of the organisation: (1)
Central Services including HR, Finance, IT, Funslrj and Communications, (2)

Services Delivery, which includes all staff workimg the provision of housing
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services to homeless people, and (3) Matrix Sesyiegnich provides a range of
specialist support, including welfare and benefidvice, essential skills and
personal development training, employment coachimg) advice. 83% of the staff
work full-time, 7% work part-time and 10% are temgy. Managers account for

30% of all staff and 64% of the people working BtIPare female.

Similar to other charities, the majority of PM1'sntract funding comes from local
authority SP funding (41.5%). It receives 29.1%nfrgrants, donations and gifts,
24% from rents and 5.4% from other sources. Infitg year of trading, the

subsidiary to promote consultancy services to otinganisations contributed £30K

of gift aid to PM1. PM1’s turnover in 2007 was £@nillion.

4.3.1 The Pay Structure

The pay structure at PM1 is a traditional locakauity-style one. Job
evaluation scores are cross-matched to scale pwinéspay spine based on the
National Joint Council (NJC) rates. The NJC salsegles are widely used in the
voluntary sector in the UK. According to the HR &itor of PM1, an incremental
increase in line with the local government pay amar applied every year to all
staff. In April 2008, the pay increase was 3.0%ffSdre eligible for a pay increase

every year until they reach the top of their paguogr.
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Table 4-10: Pay Scales at PM1

Pay Grade Value incl London No of Staff % of Total

Weighting (£) on this Pay

Grade

Trainee 18,927 - 19,842 6 4%
Admin Assistant 19,236 - 21,084 3 2%
Administrator/Cook/ Night Worker 21,084 - 22,716 8 5%
Old Administrator Grade 21,5652 - 23,994 5 3%
Main Grade / Senior Admin 24,690 - 27,054 58 35%
Old Riverpoint Project Worker 24,690 - 28,536 12 % 7
Co-ordinator/Specialist 27,807 - 30,594 32 20%
Assistant Manager / Team Leader 29,292 - 32,112 10 6%
Manager 32,961 - 36,423 14 9%
Specialist Manager 38,088 - 41,415 5 3%
Head of Division 40,578 - 45,609 6 4%
Director 53,706 - 56, 403 1 1%
Director with Market Supplement 55,706 - 58,403 2 % 1
Deputy Chief Executive 58,731 - 62,406 1 1%
Chief Executive 69,060 - 73,407 1 1%

Source: Documents provided by PM1, 2008.

4.3.2 The PM System

The PM system at PM1 has five key elements teettirg) clear performance
expectations with each individual in the organmatiannual and probationary
performance appraisals; regular support and supervisessions with the line
manager; induction into the organisation and tligiirements of the job for newly
recruited staff; and a personal development plare managers at PM1 are required
to make performance expectations clear to newlyuresd staff members, to
existing staff members who are transferred to a pest, and at every appraisal
meeting (annual or probationary), when objectives @ompetency levels should be
set, to be achieved in the new annual review peRoobationary appraisals take the

same format as annual appraisals. The only difterésmthat probationary appraisals
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have the additional purpose of making an assessa®rnb whether or not an
employee should be confirmed in the post. Each eyegl is appraised against a
competency profile and performance objectives. Pkds a Competences
Framework document with full details of the compete profile for each post and
level. Each competence is defined and a list ofrgata behaviours given, which are
intended to describe what an effective demonstraticthe competence would look
like. The table below lists the competences usedhe different positions at PM1

(Table 4.11).
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Table 4-11: Competences for Staff at PM1

STAFF & TRAINEES

Essential Competences

Personal Contribution .
Working with Others .
Organisational .

Contribution

Personal effectiveness

Organisation and delivery of results
Proactivity and initiative

Creativity and Innovation

Problem solving and decision making

Analysing and interpreting written and
information

Self-development

Communication

Managing self and relationships with others
Teamwork and cooperation

Negotiating and influencing

Customer/client focus and managing diversity
Building and using systems
Using IT

Developmental Competences (where applicable)

People Management

Project and Resource Management

Setting up Systems

Expertise

numerical

ASSISTANT MANAGERS, TEAM LEADERS & CO-ORDINATORS

Essential Competences

Leadership & Management

Working with Others .

Personal Contribution .

People management

Customer and client focus and managing diversity

Project and resource management
Setting up systems
Building effective external relationships

Communication
Managing self and relationships with others
Team-working influence

Personal effectiveness

Using IT

Proactivity and initiative

Creativity and innovation

Problem solving and decision making

Analysing and interpreting written and
information

Expertise

Developmental Competences (where applicable)
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Organisational Awareness and Strategic Thinking

Leadership

Management of Projects, Finances and Other Resource

External Awareness and Managing External Relatiqussh

MANAGERS

Essential Competences

Leadership & Management

Working with Others .

Personal Contribution .

Organisational awareness and strategic thinking
Leadership

People management

Management of projects, finances and other reseurce
Customer and client focus and managing diversity
External awareness and managing external relatigsmsh

Communication

Managing self and relationships with others
Teamwork and cooperation

Influence

Personal effectiveness

Using IT

Analytical thinking and judgement
Creativity and innovation
Expertise

Developmental Competences (where applicable)

Strategic Thinking and Planning

External Awareness
Drive to Deliver Results

Integrity
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AREA MANAGERS

Competences

Leadership & Management «  Organisational awareness, strategic thinking aadrphg
e Leadership
* People management
* Management of projects, finances and other reseurce
e Customer and client focus and managing diversity
« External awareness and managing external relatiosish

Working with Others e Communication
e Managing self and relationships with others
« Teamwork and cooperation
e Influence

Personal Contribution »  Drive to deliver results
e Integrity
e Personal effectiveness
e UsingIT
e Analytical thinking and judgement
e Creativity and innovation
e Expertise

SENIOR MANAGERS

Competences
Direction e Leadership
e Strategic thinking and planning
« External awareness
» Drive to deliver results
Management * People management
* Management of projects, finances and other reseurce
e Managing external relationships
Working with Others e Communication
e Managing self and relationships with others
« Teamwork and cooperation
* Influence
Personal Contribution e Integrity

» Personal effectiveness

e UsingIT

e Analytical thinking and judgement
e Creativity and innovation

e Expertise

Source: Documents provided by PM1, 2008.

The performance objectives should describe spadifievhat the member of staff is

expected to achieve. Managers should link the iddal’s objectives to the goals of
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PM1 as a whole and to those of their own departntesth performance objective
should follow the SMART criteria. Against each dfijee, a list of measures and
standards should be agreed to indicate how thErsthber and their line manager
will know that the objectives are being met. Theaswes should relate to
observable and objective results — outputs andidcomes — and may include
guantitative measures such as percentage increasembership or funds raised,
gualitative measures such as positive feedback &wternal or internal customers,
target deadlines for the completion of key stadeed tead to the realisation of a
project-related objective or target, or turnarotinies for key processes, such as all
invoices being processed within a given number afsdof receipt. The measures

used will vary depending on the post.

Every staff member at PM1 should have a full penfance appraisal towards the
end of their first six months in the post — thel@ionary appraisal — and further
appraisals annually, thereafter. PM1 uses a 36€edegppraisal system to enable
line managers to collect evidence from a varietystakeholders working closely

with the employee being appraised. Line manageve ha collect evidence that

demonstrates objectives and standards have be&vedhand feedback from the
employee’s key stakeholders, and enter this onaggadrfeedback forms. There are
four appraisal feedback forms for each employee: tuphwards appraisal form is
distributed to staff managed by a line manager wghbeing appraised; the peer
appraisal form is distributed to team colleaguestber people on a similar level in
other teams and with whom the employee works cjpsile external/internal

customers’ form is distributed to people who depemdthe services the staff
member provides; the suppliers’ form is distributedhose who work closely with

employees. For external/internal customers and lguppthe line manager should
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agree with the appraisee a representative sam@el@fpeople to approach, rather
than trying to get feedback from everyone. The hmenagers circulate the appraisal
forms to stakeholders well in advance of the appfapreparation and the HR
director issues a letter to accompany each formplagxing the aims of the feedback
each stakeholder is asked to provide and the comgpetences against which the

appraisee’s performance is being measured.

Once the line managers have collected all the ecelehey must start preparing for
the appraisal meeting with their staff member. Bothnager and employee are
given a preparation form to fill in prior to thempisal meeting. The form requests
information on the performance standards and coenpgt assessment of the
appraisee, and whether the objectives have beé&n dulpartly met, or not met.
Employees should also give their reasons why amgctizes have been partly met
or not met. A date for the appraisal should be edjrand scheduled. The line
manager and appraisee are required to exchangeptkparation forms at least one
day in advance of the meeting. At the appraisaltimgethey should discuss the
appraisee’s performance against competences aedtivbg, identify any obstacles
to achievement and look at possible solutions,tiffekey strengths and areas for
development, and discuss future objectives, se#tipgrsonal development plan for
future development and training to meet identifreeeds. According to the HR
Director, the appraising manager is responsibleeimsuring that feedback from
stakeholders is handled anonymously and in a semsitanner, to avoid placing any
participating employee in a situation that is untmmable or embarrassing.
Appraisees get an appraisal rating for each ofctirapetences they are measured
against. Scores 1 and 2 mean below expectatiomprbvement required; score 3
means that the employee meets expectations anddmésved good performance;
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employees who score 4 or 5 have exceeded expedaiiobeen outstanding. PM1
does not produce a single final appraisal rating ife employees as the other

organisations do.

The final appraisal report is an edited versiorthe& appraising manager’s initial
preparation form. Manager and employee should agnesny changes to this initial
assessment during the meeting, and a copy of laé rieport should be given to the
relevant senior manager for checking and signinigerAthat, a copy of the final

appraisal form is sent to the appraisee, and ttlRelepartment to be placed in the
employee’s personnel file. There is also an appgateedure for employees
dissatisfied with the outcome of their appraisaletimgy. In circumstances where,
despite PM1’s support and guidance, a staff mengemable to meet required
performance standards, the matter is referreddeparate Capability Procedure. If
managers come to the conclusion that underperfarenas a result of the staff

member’'s unwillingness to perform, rather than patality, then the case is

referred to the Disciplinary Procedure. Where aplegee has been or is about to
be referred to either of the above procedures, anénnual appraisal is due for
them, the appraisal will normally be suspended! uné matter has been resolved
under those procedures. A member of the senior gegment team makes the final
decision as to whether an appraisal should be sdspge and when it should be

rescheduled for.

Another element of the PM scheme at PM1 is the 8upnd Supervision (S&S)
sessions. Employees should have an S&S sessiontlwath line managers every
four to six weeks. The purpose of the sessionsoisadsess progress against

performance objectives and identify and resolve abgtacles to achievement.
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Objectives may change during the year and the messire the place to review
them. In the sessions, managers review the indi/slpersonal development plan.
They should try to identify new learning and depsh®nt needs, evaluate the
benefits of training and development activitieseatlty undertaken, and identify
ways for the staff member to apply what they haagried to their work. The HR
department suggests an agenda for discussion aedagguidance in S&S sessions,

for all appraising managers.

44 PM2

Board members and executive directors have a wadger of skills and
experience coming from private, public and nonprofiganisations. PM2 has a
broad HR department dedicated to different aspafctse HR function. PM2 is the
largest of the four organisations presented heread 800 employees, of which 30%
work in Central Services (Finance, Fundraising, lomResources, Public
Relations, IT, Training, Information and Qualitypdetments). The other 70% work
in Operational Services, which are services relatdhousing, care services,
Tenancy Sustainment, work and learning services %1% of its staff work full-
time, managers account for 24.4% of all staff add6% of staff members are

female.

PM2’s turnover in 2007 was £43.6 million and ové@gel of its contract funding
came from SP grants (£17.9m). £12.2m came fromsyefd.8m from central
government, £3.8m from local government contra€8ym from fundraising, and

the remaining from grants for major repairs, inséiacome and other sources.
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4.4.1 The Pay Structure

The system that PM2 has in place is a traditioaeéllauthority-style pay
structure. Job roles are attached to a pay spaeppogression is service-related,
and salary levels are based on the NJC rates amelased in line with the local
government pay award. In April 2008, the pay insee@as 2.45%. Staff are eligible

for a pay increase every year until they reachdpeof their pay grade.

Table 4-12: Salary Scale at PM2 2007-2008

Scale Salary (£) Scale Salary (£) Scale Salary (£)

Point incl. LW* Point incl. LW Point incl. LW

4 11,264.10 27 22,109.71 50 40,932.96
5 11,524.56 28 22,832.55 51 41,796.27
6 11,916.71 29 23,733.92 52 42,656.66
7 12,291.30 30 24,527.00 53 43,531.69
8 12,677.60 31 25,299.59 54 44,444.76
9 13,052.19 32 26,045.85 55 45,378.31
10 13,327.28 33 26,821.37 56 46,300.16
11 14,184.75 34 27,576.41 57 47,222.00
12 14,483.25 35 28,152.93 58 48,135.07
13 14,860.77 36 28,896.26 59 49,056.92
14 15,150.49 37 29,709.83 60 49,984.62
15 15,457.77 38 30,579.00 61 50,900.61
16 15,823.59 39 31,582.79 62 51,822.46
17 16,204.03 40 32,416.84 63 52,753.09
18 16,523.02 41 33,274.31 64 53,657.38
19 17,143.44 42 34,122.99 65 54,585.08
20 17,766.78 43 34,977.53 66 59,025.38
21 18,413.54 44 35,829.14 67 60,231.10
22 18,893.48 45 36,633.93 68 61,448.53
23 19,446.59 46 37,520.66 69 62,715.70
24 20,084.57 47 38,381.05 70 63,991.65
25 20,722.55 48 39,238.51

26 21,395.64 49 40,069.64
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Source: Documents provided by PM2, 2008. * LW =don Weighting

At the time of the interviews, the HR Director sthet the existing pay structure and
progression arrangements needed to be reviewedgrtléh in the number of new
jobs had meant that there was little internal cstesicy. Government funders, who
provide most of the organisation’s income, werdipgtpressure on the organisation
to show value for money. There was an expectatwrPM2 to have well-trained
staff, make cost reductions and demonstrate pediocen The HR Director was
working with a consulting firm to implement a congrecy framework system to

support staff development and performance.

Under the new system, PM2 was planning to introdugab family structure for its
front-line, support, middle management and senianagement employees. Front-
line employee pay would be linked to NVQ care stadd, whereas support staff
would have their pay based on their relevant psadesl qualification, e.g. CIMA
(for Finance), or CIPD (for Human Resources). Tiaetisig salary would be pitched
at the lower quartile of the London public sectarket rate, with progression up to
the median. Senior managers would be placed onsstaties linked to the lower
quartile. The HR Director said that the change wdelp employees to understand
the behaviours and competences required to meerrd¢famisation’s values and how
PM2 would reward them. The change was due to téaepn 2009. However, the
PM system presented in this thesis is based omsytsiem that was in place at the

time of the fieldwork in 2008.
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4.4.2 The PM System

The PM system at PM2 consists of an annual apprtisa takes place
between January and March, and supervision medtiaghappen every four to six
weeks. An interim appraisal also takes place hedirly. Line managers are
responsible for assessing the performance of #taiif in a cascading process.
Employees are assessed and new targets are dmdblier the coming year.
Between five and seven objectives are set and shewld follow the SMART
criteria. During the appraisal, employees have dpportunity to discuss training
needs required to achieve objectives. The indiViduanthly supervision meetings
between employee and line manager aim to discusk 8esues as well as any
personal issues. According to the HR Director, wagkvith homeless people can be
very stressful for many employees and, during sugien meetings, line managers
are also able to assess whether the employee fisrisgf from burnout. In the
meeting, the line manager and employee discusswmW is being carried out, any
upcoming obstacles and any need for further trginirhe monthly meetings help

staff to keep on track with targets establishednduthe annual appraisal.

Table 4-13: Appraisal Ratings at PM2

Rating Assessment

1 Exceeded

2 Achieved

3 Below

4 Not acceptable

Source: Interview with HR Director, 2008.

The rating system applied at the annual appraisatimgs is shown in Table 4.13.

For each post, there is a group of competencestangets, against which the
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employee’s performance is measured. Employees whouaderperforming are
required to attend a meeting with their line mamageadentify the reasons for their
low performance and determine whether more traimngquired. There is also an
appeals procedure for employees dissatisfied vinéh dutcome of their appraisal
meeting. During the interview conducted for thisaarch, the HR Director admitted
that, even though the organisation provides trgirtim line managers on how to
appraise staff, they were experiencing problemated| to inconsistency in how
appraisals were carried out within the organisatidecording to the HR Director,

this was one of the key drivers for the change meatl above. Since the PM
system at PM2 was to go through a process of chan2@09, the HR Director tried

to emphasise the new system rather than the existie. Thus, no documentation
on the PM system or appraisals used as of 2008nade available for this research.
Nevertheless, the old PM system seems to havewetlosome of the important
advice and guidelines outlined by ACAS. PM2 had M &ystem that included

annual appraisal meetings, with objectives setovalhg the SMART criteria,

interim appraisals, monthly supervision meetingsl an discussion of training

requirements aimed at helping staff to achievedbgctives set for them. These
aspects are all consistent with the performancesplased in the other case

organisations.

Conclusion

This chapter has offered a detailed descriptiothefPM and PRP systems
implemented in the four HAs discussed in this stulgspite differences in their pay
structures, the interviews and documents providethb HR directors indicate that

the organisations are similar in the way they imm@at their PM and PRP systems
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and that they follow many of the guidelines of besactice illustrated in the
advisory booklets produced by ACAS. In the case¢hef PRP organisations, their
PM systems used to support PRP are not naive bhoérraophisticated, and
demonstrate that poor design cannot be blamedeifPtRP fails to motivate these
nonprofit employees to increase their performandes next chapter investigates

why Housing Associations implemented performandated pay.
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Chapter 5 Why Do Housing Associations Use Performance-related
Pay?

Institutional theory is the rationale employed héwseexplain why
HAs have introduced PRP, and the central argunsethiait reward decisions are not
always associated with organisational fit, nor @&y necessarily an economically
rational choice, as posited by agency theory. &wsténstitutional pressures play a

significant role in shaping the reward decisionslenay HAS.

DiMaggio and Powell (1991) posit that, when orgatias are placed in an
environment with increased uncertainty, they maydehothemselves on other
organisations they perceive to be legitimate amdessful. Diverging from accepted
standard practices may increase the uncertaintyirwdrganisations. On the other
hand, conforming to best practices legitimisedha sector is likely to provide a
sense of security to these organisations and tlag ®ad to an increase in the
uniformity of pay practices within the sector. Thigew is consistent with the

context in which HAs operate. HAs have experienaeldbng process of change,
from having a secondary role in the provision afigbservices to being responsible
for the large-scale delivery of public servicesthe country. This change, led by
government reforms, has established a very reguletevironment, with funding

restrictions and increased market competition fontacts to provide social

services. This climate has steered HAs towardsogressive conformity to private
sector management practices (Walker 1998). Hemyestigate whether the same

assumptions can be made regarding the reward desisi the sector.

The purpose of this chapter is to report on tha datlected to address reasons why

HAs have introduced PRP for their employees. Tlmapter presents the results
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from four interviews with senior managers of thesedlAs with PRP, and also
interviews with four reward consultants operatinghe housing sector. This chapter
is intended to provide a complementary perspe¢tviie main study of this thesis.
In Chapter 6, the quantitative methods used redtedngly on measurement and,
although consistent with the research questiongseg in the main study, they did
not capture the wealth of subjective experiencd tan be obtained through
interviews (Yin 1994). The interviews used here aigt understanding of how
reward decisions have been reached in HAs and poithhe main drivers of the
decision to implement PRP. How and why these dmtssare reached is not an area
of objectivity but a process that needs to be preted. As a result, an understanding

of this could not be pursued through a survey.

5.1 The Interviews

Face-to-face interaction is the most complete ntethailable for exploring
the thoughts and perceptions of individuals (Laflaand Lofland 1995) and,
although the participants in this research may hgiven subjective accounts of
what influenced the decision to implement PRP,iftlaEcounts constitute their
reality, and, arguably it is the way they view therld which shapes their future
actions’ (Chell 2004:58). Interviews appeared tah® most appropriate method of

investigation for this chapter, and they followbd semi-structured format.

The decision to interview reward consultants wasetaon their expert knowledge in
the field. Consultants have strong relationshipghwhe senior management of
organisations and can also play a significant mleeward decisions (Clark and

Fincham 2002; Bender 2008). Their insights abowt $lkector also provided an
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alternative perspective to the organisations’ raspe regarding why they had made
certain choices. This chapter provides a betteerstanding of why and how these
HAs selected PRP as their pay systems. Semi-staactaterviews lasting 45 to 60
minutes were carried out with reward consultantemfrfour large reward
consultancies with a knowledge of the housing sedibe interviews took place
between September and November 2011. For reasonsordidentiality, the
consultants are identified here by the numbers 4.t&ignificant use of direct
guotations is made so that the views of the padiis can be heard through the

presentation of the findings.

Consultant 1 is Head of Housing Group in the UKaitarge global consulting firm.
Reward is one the three main practice areas inhwiecworks and the group has a
stable client base of 50 HAs with which they worley year. Consultant 2 is the
Chief Executive of a national consulting firm witbng-standing experience in the
voluntary sector. The firm has a client base of @@§anisations, 70% of which are
HAs, spread across the UK. The consultancy offei@nge of HR services to these
organisations but the majority are focused on rdwgénategy solutions. Consultant 3
is the Managing Director of a national consultiimgnf It works across the UK with
over 300 organisations, including social housing ather nonprofit organisations,
local authorities and the private sector. Its sEwicover recruitment and selection,
remuneration and reward, talent management, goreenand change management.
Consultant 3 has a long history of working on repration in HAs. Consultant 4 is
the Managing Director of a national HR consultafiay based in London, offering
a range of HR strategic consultancy to small andiiume-sized enterprises and

NPOs. Consultant 4 specialises in remuneratiorpanidrmance management.
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The interviews were conducted to collect evidenéethe reward consultants’

experience of organisational practices. The paditis were asked about real
examples of practices they had witnessed in therkwas consultants in NPOs and,
if applicable, HAs. An initial discussion of thewpproach to reward strategy was
encouraged in order to establish their views on list practice versus best-fit
approaches to rewards. A discussion of who is resipte for the reward decisions
in nonprofits and HAs was followed by a discussobhe factors that determine the
decision to introduce PRP. The interview questiposed to the reward consultants
are given in Appendix 4. Previous authors have ssiggl that, whenever possible,
researchers should look to increase the samplersigealitative research, in order
to potentially identify a greater variety of simitees and/or differences across the
sample (Miles and Huberman 1994). Other reward Wtarsts were contacted at the
time of data collection but, unfortunately, werd agailable for an interview. Given

the time pressures on this research, the datactiollewas completed with these four
consultants. The purpose here is to provide a cemghtary perspective to the

answers offered by the senior managers of the HAsRRP.

5.2  The Interviews in the PRP Organisations

In PRPL1, interviews were held with the HR Direcémd the HR Manager,
and at PRP2 the Chief Executive and the HR Diregtere interviewed. The
interviewees discussed a range of factors that tihaly into account when deciding

to implement PRP, and institutional pressures wietified.
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5.2.1 PRP1

Market competition, the contract culture in the wdhry sector and

organisational culture were identified as the nthiwers of PRP in PRP1:

‘There is a huge competition out there and we @guired to be very
very competitive to win contracts, to retain coetsa We're accountable
to our commissioners, to local authorities for giyithem value for
money in the services we provide, and in orderdatdt we need to
have switched-on commercially minded people antbpeance-related
pay supports that. So, we need to talk businesgulge...” (HR
Director, PRP1).

On organisational culture, the following commentrevmade:

‘No, we don’'t have any problem with PRP, organisadlly. There
might be some individuals within the organisatibattare still having
difficulty getting their head around it (PRP) anfaat is why one of the
big projects within HR is the culture change projewhere we are
constantly reinforcing that message. If we cannet duccessful in
business because we are not efficient and we atecommercially
minded, then we are not going to stay in businesksvee are not going
to have customers to serve, and that is not wherevant to be, really’
(HR Director, PRP1).

It seems that the need to change the organisatoutfsre comes from the need to
adapt to the new competitive environment in whichstbperate. There is pressure
to demonstrate good value for money when compefimgcontracts to provide

services on behalf of local authorities. Kerr anldc8m (1987) suggest that

performance-based types of rewards are used innigagaons with a ‘market

148



culture’. They highlight that the market culture@masises a contractual relationship
between individual and organisation that is esa#wntutilitarian, since each part
uses the other as a means of furthering its owisgdhe market culture, rather than
promoting a feeling of membership in the organggtencourages a strong sense of
independence and individuality, in which everyonespes their own interests (Kerr
and Slocum 1987). The implementation of PRP in malty organisations may be
seen as a way of generating a sense of ownerstiijative and responsibility for
decisions among employees. However the ‘marketumiltis in no way

representative of the culture of NPOs. The quatatielow suggests this view:

‘Some managers are struggling in the new systerausecthey’ve never
really been pushed to operate in that way. It's anteasy thing. They
need developing and supporting and they need tlmgifidence building
up to make pay decisions. And we need to be cgpatrulture where it
is ok to take risks, it's ok to make mistakes disdok to take decisions.
Not all managers want to do that. This decision imgksome of them
don’t want to do it, some of them don’'t have thpeelence. Some of
them, frankly, will never be up to it' (HR Directd?RP1).

The HR Manager agrees with the director’s views:

‘We have never been so performance-driven as naivlathink the
organisation has taken a step towards aligning pay system to this
new climate. And for that, the whole culture netmlchange. Local
authorities have higher expectations of how weaunservices in order
to be effective with clients. This performance mia¢ion is bringing a lot

of changes in the organisation” (HR Manager, PRP1).
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It is interesting how the performance-driven enniment dictates changes in the pay
system and, subsequently, in the culture of tharmsgtion, and not the other way
around. Often, organisations recognise a need étraage in their culture, and then
make use of HR practices to drive that change. Ws&rd about who is responsible
for reward decisions in the organisation, the HRnltger replied:Well, senior
management really. | suppose our HR Director hddtaf influence in that as well
since she came from the private sector and sheahas of experience with these
types of pay systemgHR Manager at PRP1). The HR Director in PRP1 had
extensive experience working for the private seatwt as seen above, was one of
the decision makers, together with the senior tgamhing for the implementation
of PRP in the organisation. Normative isomorphisan be identified in this case.
Professionals are responsible for establishing atwa elements in organisations
and in the case of PRP1, it could be said thaHfReDirector is one to set standards,

propagate principles and practices establisheldemptivate sector.

5.2.2 PRP2

In the interviews at PRP2, we discussed similangssand also identified
market pressures and the contract culture as tive anigers behind the introduction
of PRP in the organisation. The interviewees alsationed cost control and market

benchmarks as influencing reward decisions:

‘We did a bit of research about what is availablet there and what
sorts of pay systems are being used and we cathe ttonclusion that it
(PRP) is right for us. We want to reward peopleading to what they

are achieving and their performance’ (Chief ExeeaitiPRP2).
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The use of benchmarking to make reward decisioog/slthe mimicking behaviour
discussed in the literature, which contributes idasmity in pay decisions (Ogden
and Watson 2008). Competition and the contractucellivere also identified, as

mimetic pressures faced by the organisation:

‘We are under a lot of pressure to perform andref@e, a business-
like approach is essential to show that we are @ud@erformance-
driven. Our pay system demonstrates what we valdendnat we aim for
in the organisation’ (Chief Executive, PRP2).

The HR Director shared these views: ‘...because wehaving to act in a far more
competitive manner. We need to be far more comyetih what we do, we need to
perform at a far greater level, and performancateel pay certainly supports the

ability to do that.’

Another reason for the introduction of PRP poimed by the HR Director at PRP2
was affordability. Traditionally, many voluntaryganisations have linked pay to the
Local Authority NJC scales. However, many orgamset, and indeed HAs, have
complained of the difficulties in maintaining tHisk since the annual funding they
receive does not always cover the full cost of lloaathority pay increases

(Cunningham and James 2009). Introducing PRP dbwlictfore perhaps be a way

for management to take control over annual pagrise

‘We simply could not afford paying people with aanincrements any
more. We got out of the NJC because it was becotomgxpensive for
us’ (HR Director, PRP2).
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In both organisations, PRP1 and PRP2, the partitshaviews confirmed the

institutional pressures on HAs that influence ralvdecisions. Even though the
interviewees felt that PRP was a strategic decisiat fitted the needs of their
organisations, all of them identified increased petition for contracts to deliver
public services as one of the drivers behind thamcehof PRP, along with culture
change and costs. In PRP1 normative pressures al&veidentified with the HR

Director being one of the decision makers on thplementation of PRP. It seems
reasonable to conclude that, in order to work inuacertain environment with
market competition and funding constraints, thagmmisations, under mimetic and
normative pressures, make use of pay systems tkatwviely known for their

performance orientation.

Non-PRP HAs are faced with the same market pressumg competition in the new
contract culture. Despite the fact that the non-PH8 studied in this research had
not opted to introduce PRP, one of them did in@i¢hat they were reviewing their
PM systems and exploring other options for they jmaorder to cope with funding

pressures. This was suggested in an interviewtiwgiHR Director at PM2:

‘Government funders have an expectation for weliried employees,
cost reduction and performance (...) We are workirip & consulting
firm to implement a new competency framework systecontribute to
our staff development and performance and we ajrmtthe future, to
be able to link our pay to a competency framewarkehcourage
employees to develop their skills and gain new ificafions’ (HR
Director, PM2).
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PRP is one way of coping with institutional pregsuNevertheless, other schemes
may also be the result of mimetic isomorphism, eisflg when they are legitimised
by consulting firms. The next section presents rémults of the interviews with
reward consultants in the sector, providing a cemgntary outlook to the
organisation’s responses. The reward consultamisrgothat PRP is not necessarily

a strategic choice, but may be the result of imstihal isomorphism.

5.3 The Interviews with Reward Consultants

The participants all had a long background of ctimguon reward strategy,
combined with experience in the nonprofit sectorrafige of factors influencing
reward decisions were raised. Mimetic pressured,tara lesser extent normative
pressures, dominated the discussion of PRP in hguassociations. Coercive
pressures were not identified. To set the sceneh @aterview started with a

discussion of the consultant’s approach to rewaedegyy.

5.3.1 Best Fit versus Best Practice in Reward Strategy

Reward consultants provide paid advice to orgaimisaton designing their
reward strategies and therefore have the abiliipftaence pay decisions within the
sector. Consequently, their views and approachesretward strategy were
investigated first, before 1 moved on to looking the factors influencing the

decision to implement PRP.

Consultant 1, who was the head of the housing groua large global firm,

remarked:
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‘Our approach to reward strategy is to put in plaeerecognition
framework that makes sense for whatever the busiisesying to do
(...) So our approach tends to be not “here is thst Ipay structure in
the world, please implement it”. It tends to be ‘athare you trying to

achieve out of your reward recognition framework?”

Consultant 1 seems to be saying that the pay syskemld fit the purpose of the
organisation. However, later in the interview, wh&sues of cultural fit to PRP were

raised, the best practice approach to reward girdtecame more evident:

‘The issue is not whether it is private sector pi@e or commercial
practice, it is about best practice for me. Soall research shows that
you can get up to 30% better performance from atfividual if you
create the right environment for them to perfornthegir best (...) so for
housing associations it is more about the right iemment being
created, where this organisation, housing assoormatk, can attract
people who care about the business and can ddlneservices that the
business needs. So if, in the new world, that deduoeing more careful
with money, aka commercialism, then that is fineasures should be
put in place to incentivise people to behave irt thay. Why do people
call us? It is because they want to establish ilgbtremployer brand,
and through the pay system. With the job advemplgethink, “Do |
want to go and work for that organisation?” So, ‘tise pay level right?
Do | get access to the right level of benefits &otdl reward?” So, |
don’t think housing associations are becoming npvreate sector. | just
think that they are becoming more sophisticatedb@ing effective
organisations. You look at the most admired comgsam the world;
they have performance-related pay. So it is hobaroercial, public,

private, it is a good, company’.
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The above quotation suggests that consultants neayadiive in establishing
normative pressures in organisations. Reward ctargg| as do professional
associations, attempt to influence the behaviourothiers by setting standards,
propagating principles and advising on benchmaskgatige progress (Scott 2008).
Nevertheless, the comments of the consultantsarother firms were more akin to

the best-fit approach to reward strategy:

‘We firmly believe that the business strategy sthauiide HR practices.
In that sense, the reward strategy is only theréelp the organisation
to achieve its goals. We are aware of current Ipeattice but we also
understand that best fit is more important’ (Consut 2).

‘We work with them to understand what would beskenar motivate
staff to achieve. There won't be one size thatditdin] the reward
strategy. We will flex and amend the reward stratég.) So it's really
starting with what the strategic objectives are,aivthey are trying to

achieve and how their reward strategies best a@hig{Consultant 3).

‘We sit alongside the organisation and try to dssuheir goals and
what they are trying to achieve with their emplayed/e also discuss
affordability. Then we try to identify what woulddb fit the needs of the

organisation’ (Consultant 4).

5.3.2 Who is Responsible for the Reward Decisions in th@rganisations?

The question of who is responsible for reward deosin NPOs is important
S0 as to place in context the factors driving PR#& consultants were consistent in
saying that senior management, HR and occasiotialyoard generally pushed for

the choice of PRP:
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‘| think the main stakeholder will be the chief exive, who says this is
right for the way in which the business strateggasig forward. But HR

tends to drive the programme’ (Consultant 1).

Consultant 4 said, ‘Senior management, most of time, tends to make the
decision’ and Consultant 3 said, ‘The board andosemanagement are usually

involved in the decision’. Finally, Consultant 2 deathe following remarks:

‘In some organisations, senior management usualies the decision
and | think that if there was a more mature boamdicture within these
organisations, that really challenged, “What'’s thalue this (PRP) is
going to give to the organisation, and why they doéng it? How is it

going to work? Where is it going to position usagggically?”, then |

don’t think many organisations would have adoptdtithey adopted
(...) There are other organisations where this isialty driven from the
board because there are people from the privateéoseand therefore
they make the leap between their other workinggasibnal lives and

think it would work in this setting’ (Consultant 2)

5.3.3 Drivers of PRP: Mimetic, Normative and Coercive Presures

The reward consultants were asked to discuss tttergathat NPOs, and
where applicable HAs, take into account when degidvhether to implement PRP.
They were asked to base their responses on reaipdes from their client base so
as to try to keep their own views to a minimum. Sdtants 2 and 3 responded as

follows:

‘I think there has been a frustration in some ongations that we
cannot change as quickly as we want to. And thetkat idea that if we

change our pay structure to be performance-relgteg, that will, by
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definition, change the cultural outlook of our wimice and develop a
more commercialised view about how we need to neattag business’
(Consultant 2).

‘What we've got to look at is what's going on inethexternal

environment for housing associations at the momehey are losing
their grants; their income stream is under threabni government
policy. For example, through housing, they are chag the housing
benefits. So, they have to be more performancerivmaintain a

healthy turnover, a high standard of services tetomers, to compete
for scarce grants. They need to have that commledcige and | think

that may influence the choice of performance-relgtay’ (Consultant

3).

In both examples, it is clear that market compmtitend funding threats have
somehow led HAs to opt for PRP in order to copenwitte new climate. Another

consultant said:

‘The trigger tends to be a desire to moderniseold say that the trend
at the moment is that people are more concerneditafpetting a better
return on their investment in terms of the money they are spending
on their employees. And performance-related pagrie measure of
doing that’ (Consultant 1).

Consultant 1 also suggested that recruitment asémgor level was an important
factor influencing organisations’ choice of pay teys. PRP is widely used for
executives and, in order to attract talented exeesitor those that suit the new look
HAs are trying to portray, PRP is implemented. T$uggests mimetic behaviour.

Cultural change was also mentioned:
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‘I would say that attracting the right people, pattlarly at the
managerial and senior level, is one factor. | ththky want to be more
competitive and the nature of the sector (housidmgpcause it has
become more commercial, more complex, more indgm¢ncequires a
different sort of leader, an executive who may didyattracted by a
variable pay package. Another key factor is theaorgation wanting to
reinforce what they stand for in terms of their émgpr brand, the
behaviour that is acceptable in the organisation. sdme of the ones
that we have worked with specifically wanted to,gicample, encourage
innovation or commerciality alongside social purpoand, therefore,
will reward the people who display that behaviao,it starts to become

the cultural norm’ (Consultant 1).

Consultant 4 also commented on the use of PRPhievaecultural change:

‘Sometimes, what is around is that idea that wedrteetake a hammer
to the system, smash it up, put something elsaedrirgect some trauma
into the organisation, which sounds a strange thiogsay but | think
some organisations have seen this (PRP) as a bigtrtument to effect
cultural change in the organisation. | would sawtthhere is a lack of
sophistication in understanding the operating eomiment and just
picking up one approach from one organisation axpleeting it to work

in the same way as in another organisation.’

According to some of the consultants, benchmarken@ne of the tools senior

managers in HAs use to make reward decisions:

‘| think clients want to know what their optionseaand use us to advise
them on the best option to deliver their stratéggst clients have a look

at PRP because it is out there on the market’ (Qtiast 1).
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‘So there is that sense of what’s being done imtleket, let's do some
benchmarking research and find out what the cortipetis doing. Let’s

try and do something similar with that’ (Consulté)t

‘Most strategic pieces of reward work that we am@menissioned to
undertake have part of their brief to at least expl whether
performance-related pay is something that wouldabbenefit to the
organisation, and this has to do with what is duere. But very few
organisations really think about why they want parfance-related

pay’ (Consultant 2).

Consultant 2 goes on to discuss some of the ighae$1As tend to overlook when

trying to implement PRP:

‘When you explore with these organisations why tapt to go down
performance-related pay, they will reach the cosiua that their

workforce will be motivated in part through mon&ut then when you
ask them how much money they've got, they haveh’ary money. So
you say well, okay, what is it that you are puttingthe pot here for
performance-related pay, one and a half percent® iWgou’'ve got one

and a half percent, this is not going to incengvigeople in the way in
which you believe it will. (...) And if you are plagi your strategy
around PRP, then in order to make that meaningfu have a chance
of working, you're going to have to work on the mrge that only a
proportion of your workforce will get any money.tBhat also means
that a large part or a proportion of your workforogon't get any

financial gain. And then they start to think abowgll, actually that’s

not the sort of organisation we want. We want aseeof pay equality
and sending the right messages. So it all startarb@vel. Not to say

they all agree. Some will still go down that paiGonsultant 2).
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Consultant 3 expressed similar viewshey (housing associations) will never be
able to develop rewards for performance pay ingame way that the private sector
has. They can copy the type of system but, in tefrtise actual amount of cash,

they’ll never get anywhere near.’

The guota system operated in organisations sotliegt can implement PRP was
also discussed by the consultants. The suggestms that PRP may not be a
strategic decision after all. Due to the nonpraofiture of these organisations, the
consultants explained, the lifecycle of PRP in H&sds to be shortt think housing
associations find it difficult to maintain the syst. | would say that the lifecycle of
performance pay in housing would be about two oedhyears if they are lucky’

(Consultant 3). Similarly, Consultant 4 commented,

‘When they realise the situation midway down thadrahat if we are
making all our payments based on performance and anee not
upgrading base pay, and it's not an issue at thenemtt, but we then find
that in three or four years that our base pay rases now much lower
down the pay league, and we run into a problem adoecruitment and
potentially retention, certainly retention of taterso the whole set of
things is founded, for most organisations | thiok, this copycatting
phenomenon, if you like, about looking at differeoperating

environments’ (Consultant 4).

Two consultants elaborated on the mimicking behavad organisations, and raised
the issue of trends and fashions in reward deasith(PRP) comes and goes
really. Some are introducing it, some are takingutay and some are looking at it.

It depends on the trend at that moméd@tonsultant 1). Similarly,
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‘Despite the fact that there are still people ohere implementing it
(PRP), up until about three years ago it was anhatre popular. As soon
as the banking crisis unfolded, the number of ctdét we got saying,
“well we've got performance-related pay for our emgve team in
particular and we would like to explore how we dguae ourselves from
it?” And the reason why people wanted to decouptamselves from it
was because it was no longer fashionable. Overniglecame so...
whilst the money was clearly nowhere in the sanague, but the
principle was the same. Everybody is seeing orvigts, including

residents and tenants, these bankers walking awily muillions of

pounds and organisations having to be bailed outddenly we've got
housing associations, okay, the sums are modeghbuygrinciple is the
same, suddenly being paid at a time when our rargsgoing up and
where the whole notion of performance for execstiveas been
discredited. And society has taken a whole differeaw about the

concept of performance-related pay’ (Consultant 2).

The fact that some HAs decided to distance therasdhom PRP because it was no
longer fashionable reinforces the evidence in favoli mimetic isomorphism.

Reward decisions are not based on organisationdut on best practices dictated
by the market. The choice of PRP is consistent withacceptance of the practice
within the sector rather than being a strategidaghdOnce PRP became discredited

by the crisis in the banking sector, other moréilegsed practices were pursued.

Coercive pressures on the reward decisions, exéstegbvernment funders, were

not identified during the interviews. One consultsaid:

‘I would be very surprised if funders were inteegbtin whether
organisations are introducing performance-relateayr not. They will

establish whatever controls they need for orgamset to perform but
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they will have no view as to how performance isiaad. And | don’t
think they would in any way be made confident it patheir rationale

for distributing funding was based on that’ (Cortaat 2).

Despite the fact the coercive isomorphism is natcdbed by interviewees, and
consultants are not convinced that organisatioedaing forced to adopt one model
or another, it could be said that government reguia represent an invitation to
comply with widespread performance models in thielipusector. The New Public
Management agenda to enhance performance in psétidces contributes to a
performance culture that is likely to lead to tiepiementation of best practices,
such as PRP, to fit the new performance environnpeoposed by government

reforms.

5.4  Implications for the Main Study

Institutional pressures are the main driver of deeision to adopt PRP in
NPOs, rather than the idea, based on agency arettaxgy theory, that PRP is a
suitable reward system. HAs introduce PRP, not umxat fits the needs of their
organisation, but because they believe it fitsithage they would like to portray.
They are less concerned with any concrete evidgheé PRP will enhance
efficiency, and more concerned with the legitim#tat the pay system may bring to

the organisation.

Evidence of mimetic isomorphism was found in altiod interviews with the
reward consultants. The interviews also suggest @Ristence of normative
pressures, where consultants and HR professiotetsapsignificant role in setting

standards and best practices in the sector. Ceeisivnorphism was not mentioned
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by interviewees but, even though government fundiersnot have a say in the
choice of reward system, their policies and fundhmgats certainly contribute to an
environment where mimetic isomorphism is more kgl take place. The findings
are also consistent with the interviews with senmanagement at the PRP
organisations. In both groups, management and tanss; similar issues were
raised regarding the implementation of PRP. Mar@npetition and restricted
funding have made the housing environment a lotemoncertain for these
organisations and, consequently, led to a confgrmith best practices. The next
chapter presentes the survey results of the ugRef in Housing Associations and
whether PRP contributes to motivate nonprofit erygés. The results do not point
to a successful outcome and, perhaps, the factirtbaitutional pressures are the
main reason for the introduction of PRP helps tdsight on why it may not be an

appropriate pay system for NPOs.
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Chapter 6 Performance-related Pay in Nonprofit Organisations

This chapter presents the data analysis and asdiscuof the use of
PRP in housing associations in London. In this wtldompare NPOs using PRP
with those using seniority-based pay systems. @lir forganisations investigated
have well-established performance management (RMgms in place and the aim
here is to explore whether PRP motivates nonpsesfiployees to perform well at
work any more than seniority-based pay in conjamctivith PM does. PM is an
integrated set of planning and review procedures$ tlascades down through the
organisation to provide a link between the indiadand the organisation’s strategy
(Rogers 1994). Moreover, it incorporates procesatgudes and behaviours that
together produce a coherent strategy for raisinglividual performance
achievements (Mwita 2002). The link with pay is restsential to PM and the
intention here is to establish whether or not PRRppropriate for voluntary sector

workers.

In Chapter 4, the PM systems of the organisatiom®wescribed in detail, together
with their pay systems. The Advisory, Conciliatiand Arbitration Service (ACAS)

provided an illustration of what is considered arstly designed PRP scheme. An
organisation must already have a system of PManeglit must be possible to have
informed, consistent and objective performance apapls, and the employee must
be capable of exerting control over the achievenoériire-set objectives, among
other conditions (ACAS 2005; ACAS 2010). The ACAS&lects contemporary

research and practitioners’ views of good practoel, according to the details
presented in Chapter 4, all four organisation®felthe recommendations contained

in the ACAS’s standards of good practice for thelementation of PM and PRP
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schemes. Satisfying the abovementioned conditioas Ibeen recognised as a
necessary part of designing successful schemesakeds it possible, in this study,

to eliminate poor design as a cause of failurdiefRRP schemes.

Having said that, poor implementation explanatiémsthe failure of PRP mask
more fundamental deficiencies that are rooted isicbarganisational differences
between for-profit and nonprofit settings. ThesHedences include budget, wage
equity and public expectations embedded in NPOsptevent the success of PRP
(Perry, Engbers et al. 2009). The nonprofit enviment has limited funding to
invest in PRP, an organisational culture that ersigea wage equity (Leete 2000)
and a weak link between objectives and performavitte outputs that are difficult
to measure (Weisbrod 1989). Moreover, the nonildigion constraint that defines
nonprofit institutions is subject to rules and extpdons regarding how financial
resources may be used (Perry, Engbers et al. 200Bkcause of these external
expectations, when nonprofit executives are knowbe earning large amounts of
compensation they may face public backlash, su¢heastories that were prevalent
in the media in 2010 about the ‘fat cats’ of HAgn#@g more than the prime

minister.

Nonprofit workers have a strong nonmonetary oritgoria(Light 2002) and are
willing to exert themselves for reasons other thametary compensation. Studies
(Alvarado 1996; Theuvsen 2004; Devaro and Brookst007:10) posit that
nonprofit employees have different motivations parforming at work and their
reward preferences, as well as their organisatiemaronment, do not coincide with
the motivational antecedents of PRP. The argumem is that such characteristics,

inherent in NPOs, make it difficult to implement PRsuccessfully. In these
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circumstances, the link with pay may cause morenhthan good to the motivation
of employees. For instance, wage equity may bei@alrcomponent of maintaining
employee motivation in the sector (Leete 2000) &/HRP does the opposite,
differentiating employees’ pay on the basis oftheirk performance. The problem
is that the subjective nature of the performancessnent in PRP may prompt
perceptions of unfairness, particularly if emplaydeelieve that a quota system is
being implemented due to the limited funding avddafor PRP. Since limited
funding does exist in NPOs, as in the public se@earce and Perry 1983; Marsden
and Richardson 1994; Marsden and French 1998k ikax risk that quota systems
and the manipulation of appraisal assessments magdd to restrict wages in these
organisations (Prendergast 1999). This chapteoexplthese issues and their impact
on the motivation of employees with the aim of firgl out whether PRP is

appropriate for nonprofit workers.

The research question in this chapter is whethét PRativates nonprofit employees
any more than PM without a link with pay. In orderaddress this question it is
important to attend to a number of sub-questionshsas whether the four
organisations are motivationally similar when PSA\fective commitment and Job
Satisfaction of employees are compared; whetherelR&d Fairness, Goal Setting,
Quality of Appraisal and the existence of a Quoyat&n influence the success or
failure of PRP in organisations. The table beloval[€ 6.1) summarises the
variables analysed in this study and the followsegtions will explain how the
dependent and independent variables will be used te help to address the

research question.
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Table 6-1: Summary of Variables Analysed

Dependent Variables Independent Variables Control riables

MotivationDiscretion Organisation Trade Union

MotivationEffort Perceived Fairness Age

PSM Goal Setting Tenure

Affective Commitment Quiality of Appraisal Salary

Pay Satisfaction Quota System Education

Job Satisfaction Incentive Effect Gender
Appraisal Effect Managers

Full-time Employment

Intention to Leave

6.1 PSM, Organisational Commitment, Job Satisfaction ad the Reward

Preferences of Employees in HAs

The first step, before investigating employees’ iwaitons for performing at
work, is to determine whether employees in all forganisations are motivationally
similar when it comes to working for a NPO and viteetthey differ mainly with
respect to the pay system used. PSM, affective gomant, job satisfaction and the
reward preferences of employees will be examined teeshow that employees are
observationally equivalent across all four orgatse. In other words, they present
similar levels of PSM, commitment and job satistattand they also rank intrinsic

rewards in similar ways.

Public service motivation theorists (Perry and Wi880) assert that the motives of
public and nonprofit employees are different tosth@f private sector employees.
They argue that individuals who respond to incesstiguch as doing work that is
helpful to others and being motivated by the goeeélihgs they have about
themselves as a result of the work they do have .H&ivty (1997) suggests that the

individual's PSM develops from exposure to a varief experiences, such as
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parental and religious socialisation, professiadanhtification or political ideology,

and that the greater the individual's PSM, the nldeely he or she is to seek to
work for a public or nonprofit organisation. Thisew is consistent with Rose-
Ackerman’s (1996) hypothesis of self-selection. loypes self-select themselves
into NPOs in order to achieve their altruistic gotilat are in line with the services
provided by the NPOs. More recently, neverthelessdies have pointed to the
importance of the organisational environment inpghg the PSM of employees
(Moyniham and Pandey 2007). As seen earlier, wadgktharacteristics such as job
design influence PSM (Koumenta 2010). Given thise @ould argue that pay
systems might influence the PSM of the employeedNBOs. In other words,

employees could be attracted to an organisatiom off@rs PRP rather than
altruistically self-selecting themselves. Therefateis necessary to establish first

whether PSM varies across the organisations studied

Affective commitment is another measure used hereompare employees across
organisations. Affective commitment, as defined Mgyer and Allen (1997),
implies a degree of emotional identification on peat of the employee with their
workplace and work colleagues. Furthermore, it gles the strongest and most
favourable correlations with attendance, perforreaacd OCB (Meyer, Stanley et
al. 2002). If organisations differ in the affectivsemmitment of their employees, this
could well explain differences in their motivatiom perform at work, tainting the
results of the motivational effects of PRP and Bbb satisfaction is also employed
here to compare the organisations. The satisfaetnhattitudes of employees are
important factors in determining their behavioud aesponses at work, and it is
through these behaviours that organisations caneweheffectiveness (Ostroff
1992). Some authors (Lawler and Porter 1967) atigaehigh satisfaction at work
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will lead to low turnover and absenteeism becalse datisfied worker is more
motivated to go to work as his needs will be semikfthere. Likewise, job
satisfaction leads to prosocial behaviours thauae cooperation and collaborative
efforts. Satisfied employees are more likely toagegin collaborative efforts and
accept organisational goals (Ostroff 1992). Howgwdrether or not an employee
will produce up to his potential depends, in lapget, on the way he feels about
many aspects of the job, his co-workers and supersj his career and the
organisation. Satisfaction and positive attitudes e encouraged through the
provision of a positive organisational environmetihat furnishes good
communication, autonomy, participation and mutuastt (Argyris 1964). Because
organisations vary in their ability to provide aspive work environment, and
because employees have different views about mapgces of their jobs, it is

essential to examine the job satisfaction of emgxgyin all organisations.

A separate analysis of covariance (ANCOVA) was qrened to test whether there
are any statistically significant differences betwehe organisations in terms of the
PSM, affective commitment and job satisfactionhadit employees. ANCOVA is a
type of linear regression analysis where effects iateractions are assessed on the
dependent variable scores after the dependentblaiias been adjusted for by the
relationship between the dependent variable and con@ore covariates (control
variables). The first ANCOVA (Table 6.2) takes P@BIthe dependent variable and
the organisation as the independent variable. Twarates introduced into the
analysis are gender, supervisory status, age, deffulf-time employment, trade
union membership, intention to leave, salary angcation. These control variables

are used in all of the statistical tests perfornmetthis chapter. The Bonferroni test is
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used here to apply an adjustment to the probabéigl, keeping it at .05 for all
comparisons. The Bonferroni test is an adjustmesdarnoP values when several
dependent or independent statistical tests areglnformed simultaneously on a
single data set. The more hypotheses are beingdtabie higher are the chances of
identifying at least one significant result. Theref the Bonferroni test is used to
reduce the chances of obtaining false-positivelt@sthen multiple results are being
performed on a single data set. This is done biditig theP value at the critical
significance level .05 by the number of hypothebesg tested. The statistical
power of the study is then calculated based on rioslified P value (Napierala
2012). Affective commitment and job satisfactiore also taken as dependent
variables and the organisation as the independsatdable, with the same covariates
as above. Table 6.2 shows that there is no statilstisignificant difference between
the PSM, affective commitment and job satisfactidrthe employees in the four
organisations. The results suggest that employeesali organisations are
motivationally, or perhaps observationally, similahen comparing their PSM,
affective commitment and job satisfaction and tldg§er mainly with respect to

their pay systems.
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Table 6-2: Comparison of PSM, Affective Commitmentind Job Satisfaction of
Employees v the Organisations: Analysis of Covariance

PSM Affeqtlve Job Satisfaction
Commitment

Organisation Mean SD N Mean SD N Mean SD N

PRP1 23.04 273 168 A2 1.0 170 14 .98 175
PRP2 22.18 2.56 83 -.23 .85 99 -14 91 99
PM1 22.12 2.57 53 .07 .94 67 14 1.05 72
PM2 2270 294 105 -04 107 111 -.09 97 116
Total 2266 275 409 -005 .99 447 .02 .98 462

Note: PSM; (F(3,408) = 1.533, p > .05); Affectiver@mitment: (F(3,446 = 1.1216, p > .05);
Job Satisfaction: (F(3,461) = 0.984, p > .05)

A further step is taken in order to confirm the iamties of the employees in the
four organisations. Employees have different peakpreferences about the rewards
that motivate them to do their best work, and ivedl established in the literature
that the reward preferences of employees acrosetit sectors (public, private and
nonprofit) will vary. Public and nonprofit employeélisplay more of a preference
for intrinsic rewards than their private countetpafSince all organisations in this
study are nonprofits, it is possible that the erppés will display similar
preferences. However, it is still important to ieitgate whether the incentive
system impacts upon the reward preferences of mmglogees, and whether the
employees in the PRP organisations show a prefericpay and other extrinsic

rewards.

The measurement of reward preferences in this strmdploys a rank-ordering
procedure, in which the individuals are asked teprewards from most to least
preferable. Selective orientation guides the meastireward preferences used here,
on the assumption that individuals generally dovadtie rewards equally (Wittmer

1991). The respondents were asked to rank ninerdewtams (intrinsic and
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extrinsic) from 1 (most important to them) to 9a@é important to them). An
analysis of variance (ANOVA) was performed to detiee whether the difference
between the means for the organisations is statitisignificant (Table 6.3). The
analysis of the control variables and their inflceon reward preferences is shown

in Table 6.4.

Much of the research on human resource managemasnfiobused on the types of
policies and practices that might be bundled togyetih deliver higher organisational
performance. Nevertheless, the employee’s expentat@nd perceptions should be
acknowledged and interrogated, and not ignored as ioften done in the literature
(Deery 2002). This is also one of the reasons why ¢uestion was posed to
employees in the NPOs. To explore whether theiardvpreferences are consistent

to what the organisations believe to be the appatgpreward system.
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Table 6-3: Ranking of Reward Importance by Organiséion: Analysis of Variance

PRP1 PRP2 PM1 PM2 F
(N =108) (N =84) (N=57) (N =82)
Mean Rank Mean Rank Mean Rank Mean Rank (sig)

Higher pay 481 4 467 3 5.3 6 5.17 5 .085
(.481)

Doing work thatis 4.16 2 3.14 1 4.07 1 3.91 2 3.358

helpful to others (.019)*

Recognition from  5.54 7 4.94 5 5.96 8 5.79 8 2.485

organisation (.061)

Job security 4.56 3 4.89 4 4.98 4 4.95 3 466
(.706)

Career progression  4.94 5 5.21 7 5.09 5 5.2 6 275
(.843)

Good feeling about 3.77 1 4.32 2 4.16 2 3.73 1 1.160

yourself as a result (.325)

of work

Decision making 5.79 8 6.11 8 5.65 7 5.96 9 521

and influencing (.668)

organisation

Training and 5.27 6 4.99 6 4.49 3 5.01 4 1.610

development (.187)

Autonomy 6.16 9 6.73 9 5.3 6 5.27 7 6.055

(.001)**

Note: **p<.01, *p<.05

According to Table 6.3, there is at least one siatilly significant difference
between the four organisations in terms of the rdv@oing work that is helpful to
others’. PM1 and PRP2 rank the reward in first @Jagchereas PRP1 and PM2 rank
the reward in second place. There is also at least statistically significant
difference between the organisations when it comeshe reward ‘autonomy’.
Employees at PM1 and PM2 have a higher need fonauty in the workplace than
employees at PRP1 and PRP2, in order to be mativaiewever, all of the
organisations’ employees rank autonomy as amongptest rewards that motivate

them to do their best job. Meanwhile, all of thgamisations’ employees rank the
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intrinsic rewards ‘doing work that is helpful tohets’ and ‘good feeling about
yourself as a result of the work’ in the highesbotwankings. Both groups of
organisations, PRP and PM, display a preferencentoinsic and nonmonetary
rewards to motivate them to do their best workardlgss of their pay systems.
Ranking intrinsic motivators in a comparable wagmsgthens the argument that the
employees across these organisations are obserafaiosimilar. The control
variables analysed in Table 6.4 show that there stsgistically significant
differences between the organisations in term&af trade union membership, age,
tenure and salary. PM2 has the highest trade unembership, the longest tenures
and the oldest employees among all four organisatiBM1 has the highest salaries

of the four (Table 6.4).

Table 6-4: Control Variables by Organisation

PRP1 PRP2 PM1 PM2
(N =108) (N =84) (N =57) (N =82) F

Mean Mean Mean Mean (sig)

TU Member .2952 .2262 .2321 .4938 5.912
(.001)**

Full-Time 1.14 1.07 1.07 1.12 828
(.479)

Age 3.24 2.99 3.07 3.42 2.813
(.039)*

Tenure 2.47 2.86 2.77 3.05 3.304
(.021)*

Salary 3.45 3.05 3.73 3.43 3.885
(.009)**

Education 3.29 3.12 3.05 2.65 2.263
(.081)

.885

Female .6204 .6905 .5965 5732

(.449)

142

Manager .3889 3571 .3684 4024

(.935)

Intention to 26 3896 3333 3210 11
Leave (.335)

Note: **p<.01, *p<.05
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6.2 Employees’ Views of the Principle of PRP in NPOs

The next task was to gauge the views of the empkyd the two PRP
organisations on the principle of using PRP in NPDOa&ble 6.5 highlights the

results.

Table 6-5: Employees' Views on the Principle of PRP

PRP1 (N = 267) PRP2 (N =129)
Agree Disagree Neither Agree Disagree Neither
% % % % % %
The principle of
relating employees' o) 5 g 225 576 192 232

pay to performance is
a good one

Note: In the original questionnaire, this questiffered response choices on a five-point Likertesdaom strongly
disagree to strongly agree.

It is clear that the majority of employees in batlganisations agree with the
principle of PRP. However, an open question atdhd of the survey gave the
employees the opportunity to discuss any otheresghey thought relevant and
some of the examples of their comments presentiedvishow that a few of them
have strongly negative views about PRP. These viewggest that, despite the
majority being in agreement with the principle d®f®, a minority believe that it is
not an appropriate incentive to be implemented@irtorganisations, either because
the system does not seem to recognise the medgyradsues in the services
provided or perhaps because the employees feel niwatey is not the main

motivator that makes them work better or harder.
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‘| fully support the PRP system and agree that ¢hatio perform well
should be rewarded and those that don’t should htitink increments
based on length of service are unfair and do nanpte performance
and targets’ (PRP1 employee).

‘PRP1 is not a bad company. It is a shame they hav@ecome more
corporate in order to survive in the current climatCorporate practices
do not work in this sort of work. | don’t blame PRR think it is a
reflection of the state of the country as a whdleRP1 employee).

‘The idea of performance-related pay within thisctee is utterly
abhorrent. (...) Some staff have a tougher time wasidents than
others, which | guess this system does not take aotount’ (PRP2

employees).

‘This kind of thing (PRP) has the capacity to wagople’s motivation
for doing a good job. I'm really glad the socialdging sector has been
professionalised over the last few years becauseedns negligent staff
have nowhere to hide, and I've seen them leavinbetaeplaced by
people who really care about vulnerable adults. Ne&/re being told
that we don’t care about them, just money. Anddients will suffer
because support offered will be manipulated to malmok better than
it is’ (PRP2 employee).

In order to put a successful PRP scheme in platerganisation needs to have
well-designed PM and appraisal systems. Table Grénsarises the results of
separate binary logistic regressions performedP®P1l and PRP2 to investigate the
impact of the quality of appraisals on the empley&ews on the principle of PRP.
Employees’ opinions about the use of PRP in NPQO® wesasured by asking them

whether they agreed or disagreed with the statemi€he principle of relating
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employees’ pay to performance in NPOs is a good arith possible responses on
a five-point Likert scale from strongly disagree dtwvongly agree. The responses
were transformed into a dummy variable taking vaeld®¥o (agree and strongly
agree) or Con (disagree, strongly disagree antieregigree nor disagree) PRP. Pro-
Con PRP was then used as the dependent variabile, @dmality of Appraisal was
the independent variable. Quality of Appraisal waeasured by asking the
employees if they thought their most recent pertoroe appraisal had been a fair
reflection of their performance and whether thelyeed their line managers knew
enough about their work to assess their performaboatrol variables included in
the analysis were Trade Union membership, full-tiemeployment, age, tenure,
salary, education, gender, manager and intentioledee. In both organisations,
Quiality of Appraisal was found to have a posititatistically significant association
with Pro-Con PRP. Employees who believed that thaity of appraisals in their
organisations was high were in favour of the ppteciof using PRP in NPOs. At
PRP1, salary was positively associated with a fealde opinion of the principle of
PRP. At PRP2, age was negatively associated wehPfRP principle. Since the
majority of employees at both PRP1 and PRP2 agrtdhe principle of PRP, it is
fair to say that they also believe their organadi have good appraisal systems in

place.
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Table 6-6: Quality of Appraisal and Employees' Pracand Con Opinions about PRP in

NPOs
PRP1 PRP2
(N =257) (N = 125)
B SE B SE
Quality of Appraisal .406* 181 734* 321
TU Member -.550 .395 -.065 .581
Full-time dummy -.330 1.000 -2.418 2.114
Age -.209 .190 -.510* .300
Tenure dummy -.049 A71 .189 273
Salary .643* .250 -.188 .353
Education .105 .096 -.192 .154
Female dummy .188 371 -.250 521
Manager dummy .333 .533 .817 752
Intention to Leave -.790 472 - 763 576

Note: *p<.05

6.3  The Motivational Effects of PRP and PM in the Cas®rganisations

This section focuses on the main research quesfitms thesis: Does PRP
increase the motivation of nonprofit employees ¢ofgrm well at work any more
than seniority-based pay in conjunction with PMgsib@able 6.7 presents the survey
items presented to the employees and the percentdgamployees who stated that

they were in agreement/disagreement with thesevatainal effects of PRP/PM.
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Table 6-7: Overall Percentages Regarding Motivatioal Effects of PRP/PM by

Organisation

Organisation Agree  Disagree Neither
% % %

PRP1 PRP gives me an incentive to work 34.5 39.6 25.9
beyond the requirements of my job
PRP makes me want to show more 344 344 31.2
initiative in my job
PRP gives me a greater incentive to get 36.4 36.5 27.1
my work priorities right
PRP makes me willing to work harder 16.8 51 32.2
PRP makes me willing to improve the 24.5 46.6 28.9
quality of my work
PRP makes me willing to increase the 18.3 51 30.7
guantity of work | do

PRP2 PRP gives me an incentive to work 27.6 42.3 30.1
beyond the requirements of my job
PRP makes me want to show more 22.9 39.3 37.8
initiative in my job
PRP gives me a greater incentive to get 24.5 39.3 36.2
my work priorities right
PRP makes me willing to work harder 28.1 35.2 36.7
PRP makes me willing to improve the 29.1 36.2 34.6
quality of my work
PRP makes me willing to increase the 23.1 41.2 35.7
guantity of work | do

PM1 PM gives me an incentive to work beyond 35.4 37.8 26.8
the requirements of my job
PM makes me want to show more 45.7 25.9 28.4
initiative in my job
PM gives me a greater incentive to get my 48.7 29.3 22
work priorities right
PM makes me willing to work harder 33.3 42 24.7
PM makes me willing to improve the 46.9 29.6 23.5
quality of my work
PM makes me willing to increase the 26.9 40.3 32.9
guantity of work | do

PM2 PM gives me an incentive to work beyond 34.4 38.8 26.9
the requirements of my job
PM makes me want to show more 42.8 24 33.2
initiative in my job
PM gives me a greater incentive to get my 53.8 24.2 22
work priorities right
PM makes me willing to work harder 29.9 39.5 30.6
PM makes me willing to improve the 41.1 27.1 31.8
quality of my work
PM makes me willing to increase the 21.2 45.7 33.1

guantity of work | do

Note: In the original questionnaires, these questmffered response choices on a five-point Likesale from strongly
disagree to strongly agree. Valid percentages used. N= 598.
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A separate covariance analysis (ANCOVA) was peréafmtio compare the
motivational effects of PRP and PM in the orgamiset Since objective measures
of performance were not available, the analysisthis study is confined to
identifying whether PRP increases employees’ vghiess to perform better. The
confirmatory factor analysis in Chapter 3 identfigwo motivation factors:
MotivationDiscretion and MotivationEffort. MotivatnDiscretion includes the

following items:

The existence of PRP/PM gives me an incentive ik Wweyond the
requirements of my job;

The system of PRP/PM makes me want to show maiaiva in my
job;

PRP/PM gives me a greater incentive to get my \warkities right.

MotivationEffort includes the following items:

PRP/PM makes me willing to work harder;
PRP/PM makes me willing to improve the quality gfwork;
PRP/PM makes me willing to increase the quantityark | do.

The respondents from all four organisations ansivéine same questions for the
motivation scales, and the test of measurementrianee (MI) was performed
across the different samples in order to make thatethe scales were measuring the
same trait of ‘motivation’ (Chapter 3). Measuremeqgtivalence was found in the
motivation scales across all organisations. Moivdiscretion and
MotivationEffort were taken to be the dependentaldes and the organisation was
the independent variable. The covariates introduweerck the same as those listed

above and for all other statistical tests performedthis study. When using
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MotivationDiscretion as the dependent variable éh& only one statistically
significant difference between the organisation8.479) = 3.62, p < .05) and the
difference is only between the PRP organisationspleyees in PRP2 are more
motivated than employees in PRP1 (Table 6.8). WhativationEffort was

introduced as the dependent variable a statistisadinificant difference was found
between organisations (F(3.476) = 3.76, p < .0B)pleyees at PM1 are more
motivated to exert effort at work than employee®BPL1. It is fair to say that PRP
does not motivate nonprofit employees to exertreffo discretion to perform well
at work any more than PM with no links to pay doés.fact, in terms of

MotivationEffort, the motivational effects of PMeastronger than the motivational

effects of PRP.

Table 6-8: MotivationDiscretion and MotivationEffort across Organisations: Analysis
of Covariance

MotivationDiscretion MotivationEffort
Organisation Mean SD N Mean SD N
PRP1 9.60 2.29 185 9.29 2.43 185
PRP2 10.32 2.19 104 9.77 2.46 107
PM1 10.16 2.44 71 10.18 2.53 70
PM2 10.0® 2.24 119 9.96 2.63 114
Total 9.94 2.29 479 9.68 2.43 476

Note: Means whose superscripts differ are stasiftyiclifferent according to the Bonferroni test.

Further evidence of the motivational effects of PRRd PM in the case
organisations was obtained through asking manafmrstheir views on the
motivational effects of PRP and PM on their empésydvlanagers were asked about
the following: whether PRP/PM makes many of theiaffsgo beyond the

requirements of the job; whether PRP/PM contribtaemany of the staff sustaining
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a high level of performance at work; whether PRP/€vitributes to increasing the
guality of many of the staff's work; whether PRP/Rigntributes to increasing the
quantity of work done by many staff; whether PRP/Bdtributes to staff getting

their priorities right. These questions were coredimto a single variable, termed
Managers’ Views = .91). An ANCOVA was then performed to compare th
managers’ views of the motivational effects of PRR®/in the organisations (Table

6.9). The results show that there is a statisyicsitjnificant difference between the
organisations (F(4.206) = 8.313, p < .01). Manage®BM1 have a higher, positive
opinion about the motivational effects of PRP/PMnththose at PRP1 and PRP2.
Also, PM2 managers have a higher, positive opi@ibaut the motivational effects

of PRP/PM than PRP2 managers.

Table 6-9: Comparison of Managers' Views of the Mavational Effects of PRP/PM:
Analysis of Covariance

Managers' Views

Organisation Mean SD N
PRP1 3.05 .81 55
PRP2 2.69 .63 29
PM1 3.73 .61 24
PM2 3.2% .69 44
Total 3.13 a7 152

Note: Means whose superscripts differ are statitfyiclifferent according to the Bonferroni test.

Given the results on the motivational effects ofPPRhen compared with PM, an
investigation was conducted of the variables pgetkfairness, quota system, goal
setting and quality of appraisals in the organmsegito try to explain the differences

between the motivational effects of PRP and PM.
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At this stage, an ANCOVA was performed separatasing the above variables as
dependent variables to investigate the differeraa@sss the organisations (Table
6.10). For Perceived Fairness, employees were aaliedt the appropriateness of
their pay given their contributions and whetheirtpay was fair compared to that of
other employees in similar positions. The covamaanalysis shows that there is a
statistically significant difference between thegamisations (F(3.483) = 6.10,
p<.001): employees at PM1 have higher perceiveddas scores than employees at
PRP1 and PRP2, and those at PM2 have higher pedcwness scores than those
at PRP2 (Table 6.10). PRP tends to lead to diftepay for employees doing the
same work if those employees are judged to haverdift performance levels. The
problem is that employees may have different viésvshe organisation and thus
perceptions of unfairness could diminish the asdmmn between the financial
incentive and performance (Kanfer 1990). If PRRIset@ feelings of unfairness, it is
likely that PM without a link to pay may be more tmating for employees. Below
are some comments made by employees during theeysymocess, illustrating

perceptions of (un)fairness in the organisations:

‘I welcome the changes to the pay structure and BRiFfeel there are
inconsistencies that create tensions and mistrubhe lack of
transparency is an issue for staff, as is the faat managers and senior
managers benchmark salaries so differently’ (PRRpleyee).

‘| think a reward system is good if there is a faystem of evaluation
and there is non-competitive, good working envirentithat genuinely

promotes equal opportunity and harmony’ (PRP1 eygH9.
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‘I think that, in theory, the reward policy at PRPshould work.
However, in practice | have found that it has notked. Having worked
extremely hard for the organisation and being gihdeand 2 in my last
appraisals, | find that I still have a very similaalary to other workers
who do a lot less than myself — and for this reakdrave been very

demotivated’ (PRP2 employee).

For the variable Quota System, employees were askether or not they agreed
with the following statement: ‘Even if my perfornm@nis good enough, | doubt |
will receive an Outstanding (Grade 1) or Highlydsffive (Grade 2)'. This statement
was used to try to identify whether a quota sysienin operation in the PRP

organisations. However, the statement also appliesrganisations without PRP:
just because appraisals are not linked with pag d@é mean that they are free from
bias. For example, an employee in a PM organisatiag think that they will not

get a top grade in their appraisal because theyotithave a good relationship with

their manager.

The covariance analysis including Quota Systemhasdependent variable shows
that there is a statistically significant differenoetween the organisations (F(3.438)
= 44.128, p<.001). The employees in the organisatwith PRP have a stronger
belief in the existence of a quota system for theraisal grades distributed in their
organisation than the employees in the PM organisat(Table 6.10). The lack of
adequate funding for PRP in NPOs may lead to theeimentation of quota systems
to prevent organisations from running out of furdfor pay awards to employees.
Quota systems may well contribute to perceptions uofairness in these
organisations and weaken the motivational effe€tBRP. Below are some of the

employees’ views of the quota system in PRP orgdioiss:
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‘I am in favour of the PRP principle but if it iohapplied properly it
can become a disincentive (...) | have been puttir@§dlinto my job in
order to do a good job, then myself and severaémwthigh-performing
colleagues were told we are graded as ‘meeting alives’ as there
can’t be too many high-performing people in onejgrb This system
therefore served as a disincentive to me. Thergoigoint having a
performance-related pay scheme if there is not ghdawdget to reward
hardworking employees’ (PRP1 employee).

‘There were too many highly effective grades in&80d so the rewards
were spread too thinly and were not meaningful.sTied a negative
impact on the way the system is perceived and Itouyg doubts about
whether the majority of highly effective gradesavat central office (...)
My only real concern is that | do not feel PRP2 paobugh money for

people to become highly effective’ (PRP2 employee).

46.6% of employees at PRP1 agreed (11.7% disageeed$2.3% of employees at
PRP2 agreed (5.7% disagreed) that the amount okynan individual could get
from the PRP award should be substantially incita3éne perceptions these
employees expressed about a quota system beingtegeén their organisations, and
their dissatisfaction with the amount of money leiffered, make it likely that two
out of the three conditions of expectancy theory rast being met. However, it is
interesting that 41.6% of employees at PRP1 and 82%mployees at PRP2
expressed no opinion on the amount of money beffegenl by the PRP award.
These percentages seem high considering that tbardamf money received has a
direct impact on the salaries of the employees.|abtle of opinion could perhaps be
explained by the fact that employees do not feal thoney is the main motivation
for them to increase their performance. Some ofetheloyees’ statements suggest

this view: ‘I feel that my own work would still be the samansiard regardless of
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the PRP and the same is true for much of the st@RP2 employee). Another
employee at PRP2 say3he reward system isn’t a big factor in motivatinge at
work’. At PRP1 an employee said: don’t think the pay system affects my
performance because | am passionate about my jdd am highly motivated by the
job itself’. Another said:My experience shows that most of the staff in $ieistor
are mostly already committed and know exactly idatequired from them, in spite

of benefits(PRP1 employee).

Goal setting was measured using items that askedtathe SMART criteria
followed in the appraisal meetings at the case rosgéions. The items describe
preconditions for the successful introduction ofPPBnd PM systems. The items

used in the goal-setting scale are as follows:

The objectives set were clear and measurable;

The objectives focused on issues that | have diadiol over;

The meeting provided a good opportunity to disamysdevelopment
needs;

I am in a position to achieve the objectives senfe;

I understand how the objectives will be monitored seviewed.

Research suggests that PRP can reinforce orgamahtbjectives for employees,
enabling clearer goal setting in appraisal meet{@gsnell and Wood 1992). If PRP
plays an important role in redirecting employeeforés towards different goals,
then it is expected that it is the link with pawths responsible for improving goal
setting in organisations. The ANCOVA including Gdagtting as the dependent
variable shows that there is no statistically digant difference between the

organisations (F(3.435) = 1.322, p<.267) (Table0k.IThe organisations have
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developed similar systems of goal setting intortberformance appraisals and PRP

does not seem to improve goal setting any more BiMmwvithout a link to pay.

On the other hand, there is a statistically sigaifit difference between the
organisations when comparing the quality of th@praisals (F(3.440) = 4.912, p
<.01). Employees at PRP1 have a lower perceptiotmefquality of appraisals in
their organisation than those at either PM1 or PWi&. worth noting that PM1 has a
360 appraisal system in place. There is no statigyicasignificant difference
between PM1, PRP2 and PM2 (Table 6.10). As them ssatistically significant
difference between the views of quota systems enottganisations, this is likely to
impact upon the beliefs about the quality of thprasals in the PRP organisations.
If someone believes there is a quota system bgwegated in his/her organisation,
he/she is more likely to believe that appraisale aot a fair reflection of

performance.
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Table 6-10: A Comparison of Perceived Fairness, th@uota System, Goal Setting and the Quality of Ap@isals in the Four Organisations Studied:

Analysis of Covariance

Perceived fairness Quota System Goal Setting Quigliof Appraisal
Organisation Mean SD N Mean SD N Mean SD N Mean SD N
PRP1 -.0% 1.02 193 250 1.12 184 21.09 3.48 176 -15 1.06 186
PRP2 =34 .89 104 260 111 91 20.75 3.61 97 041 91 85
PM1 AP 1.08 70 3.70 .96 66 21.56 3.16 66 29 .87 68
PM2 10 .97 117 3.77 .88 98 20.24 3.56 97 48 .95 102
Total .02 1.02 484 2.98 1.20 439 20.90 3.50 436 .02 .99 441

Note: Means whose superscripts differ are stagifyiclifferent according to the Bonferroni test.
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The ANCOVA (Table 6.10) compares Perceived Fairn€dsota System, Goal
Setting and Quality of Appraisal across the folgamisations studied but it does not
investigate the effects of these variables on tlo¢ivation of employees. For this
purpose, multigroup structural equation modellinGEK) using AMOS was
performed. In this analysis, the above variables wmed as independent variables
(Tables 6.11 and 6.12). The multigroup analysisnitsracross-group variation to be
assessed, in addition to analysing the peculiar@feeach of the groups studied (Bou
and Satorra 2010). In other words, it does notrassihat all respondents come from
identical organisations but acknowledges resposdedifferences, within each

organisation.

If employees believe there is a fair distributidnpay in their organisation and also
perceive the quality of goal setting and appraitalse high, they are more likely to
experience the positive motivational effects of PRPthe same vein, if employees
believe there is a quota system for the appraisalas, it is less likely that they will
experience the positive motivational effects of PRIe same is true for PM
organisations. The dependent variable analysed & MotivationDiscretion

(Table 6.11).
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Table 6-11: Multigroup Regression Results for MotiationDiscretion by Organisation

MotivationDiscretion

PRP Organisations Non-PRP Organisations
PRP1 PRP2 PM1 PM2
B SE B SE B SE B SE
Perceived -.011 .058 -.144 .086 .338*** .074 A174* .069

Fairness
Quota System .011 .033 -.037 042 -112* .046 -.080038
Goal Setting -.151*  .017 -.130 022 .262** 026 138 .021

Quiality of 139*  .055  .244*  .087 .371** 087 .077 .073
Appraisal

Female .005 .033  -.017 .042 -057* .046  -.043 .038
Manager -.020 .092 .053 137 071 123 -.052 105
Age .054 .036 -.065 .048 -.040 .056 .064 .046
Tenure .013 .033 -.045 .042  -146* .046 -115 .038
Full-time .017 .092 .029 137 .057 123 -.041 105
Salary .058 .036 -.070 .048 -.041 .056 .072 .046
TU Member .006 118 147 166 -.260**.173 -.129 128
Intention to .004 .033 -.017 042  -055* .046 -.038 .038
Leave

Note: N = 617y42=1533.42df=384, y?/df=3.99
**¥*n<.001, **p<.01, *p<.05

The results in Table 6.11 show that there is atpesistatistically significant
association between Perceived Fairness and Mathaiscretion in PM1 and PM2.
Goal Setting was found to be negatively associatgd MotivationDiscretion in

PRP1 and positively associated with MotivationDesion in PM1 and PM2.

Quality of Appraisal was found to be positively @gated with
MotivationDiscretion in PRP1, PRP2 and PML1. Intengdy, Quota System was
found to be negatively associated with Motivatiosddetion in PM1. Moreover,
even though perceptions that a quota system ipenation in the PRP organisations

are much higher than in the PM organisations, #egved existence of a quota
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system does not seem to impact negatively on thevational effects of PRP for the
nonprofit employees. At the time of the surveys,PRRhad had PRP for all
employees for a year and PRP2 for three years. Energh perceptions that there is
a quota system do not seem to impact on the muativaif the employees, the
question is whether this would remain the casd&énlong run. It is more likely that
the longer perceptions of a quota exist, the monpleyees will start to feel the

demotivational effects of PRP.

Next, MotivationEffort was introduced into the regsion analysis as the dependent
variable and the independent and control variabégsained the same as above
(Table 6.12). Perceived Fairness was found to bgatively associated with
MotivationEffort at PRP2. This means that employad® have high Perceived
Fairness in the organisation have a negative vietheomotivational effects of PRP.
Perceived Fairness was positively associated withtivdtionEffort at PM1 and
PM2, perhaps because of the developmental aspdt¥pbpposite to PRP. Quota
System was negatively associated with Motivatioo&fat PM2. In other words, the
belief that there is a quota system in place hasgative impact on the motivational
effects of PM at PM2. As explained in Chapter € HR Director at PM2 admitted
that, even though the organisation provides trgirtim line managers on how to
appraise staff, they were experiencing problematedl to inconsistency in how
appraisals were carried out within the organisatidms could help to explain why
Quota System was negatively associated with Matm&ffort at PM2. Goal Setting
was again positively associated with MotivationEffat both PM1 and PM2. No
significant association was found between Qualitgpraisal and MotivationEffort

in any of the organisations. The control varialffesnale, Tenure and Intention to

191



Leave were all found to be negatively associatetth WotivationEffort at PM2

(Table 6.12).

Table 6-12: Multigroup Regression Results for MotiationEffort by Organisation

PRP Organisations

MotivationEffort

Non-PRP Organisations

PRP1 PRP2 PM1 PM2

B SE B SE B SE B SE
Perceived Fairness -.070 .061 -.206*088 .238* .085 .232** .069
Quota System .007 .034 -069 .043 -.056 .053 -131038
Goal Setting -077 .018 -.021 .022 .301**030 .407** .021
Quiality of .085 .057 .089 .090 .158 .100 .145 .073
Appraisal
Female .003 .034 -031 .043 -028 .053 -®71.038
Manager -042 096 .041 .140 .003 .142 -060 .106
Age 037 .037 -055 .049 -032 .065 .034 .047
Tenure .007 .034 -083 .043 -.072 .053 -.188*038
Full-time -036 .096 .023 .140 .002 .142 -.047 .106
Salary .040 037 -059 .049 -033 .065 .038 .047
TU Member 046 123 .060 .170 -174 .198 .062 .128
Intention to Leave  .002 .034 -032 .043 -.027 .05362* 038

Note:'N = 617,x2=1563.915¢p=384 y2/5¢=4.07
**¥*n<.001, **p<.01, *p<.05
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6.4 Pay Satisfaction in PRP/PM Organisations

During the interviews with HR Directors and Managein the PRP
organisations, one of the reasons given for theodiiction of PRP in their
organisations was that, under seniority-based ey were risking losing good
employees who were at the top of their pay scaeabse they had stopped receiving
their annual incremental increase. They said timpiementing PRP had addressed
this issue and made their pay more competitivenenldbour market. A Chi-square
test was conducted for PM1 and PM2 (non-PRP orgtaaiss) to find out whether
there was a statistically significant differencévieen employees at the top of their
pay scale and employees who intended to leaverganization. Obviously intention
to leave may be related to other factors but ttngstigation could at least answer

whether the HR managers’ fears of losing good eygas were reasonable.

The test results show that there is no statisyicadinificant link between intention to
leave and being at the top of the pay scale at {1) = .719, p > .1). Being at the
top of the pay scale does not imply that an emmoygends to leave the

organisation. The same is true for PM2 (X2 (1) 62,1p > .1).

It is also relevant to investigate the employeestisaction with pay across the
organisations, since the promise of an award favdgperformance in the PRP
organisations is likely to increase employees’ pahe ANCOVA using Pay

Satisfaction as the dependent variable (Table Gh8)vs that there is a statistically
significant difference between the organisation@.@46) = 5.579, p < .01). PM1
employees have higher satisfaction with pay théreeiPRP1’'s or PRP2’s. PM1 and

PM2 are not statistically different but PM2 and RPRiPe statistically different: PM2
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shows higher pay satisfaction than PRP2. This cbaléxplained by PM1 and PM2
offering higher basic salaries than the PRP orgdioiss. As seen earlier in Table
6.3, PM1 offers the highest salaries of all theaargations. Employees may prefer
an increase in their basic pay over the possihilityeceiving a bonus for achieving
the required results, as Heneman and Young (192&)df in their study of PRP for

school managers.

Table 6-13: Pay Satisfaction in the OrganisationsAnalysis of Covariance

Pay Satisfaction

Organisation Mean SD N
PRP1 3.18 1.016 204
PRP2 2.88 .936 110
PM1 3.58 .896 73
PM2 3.32 .947 122
Total 3.20 .987 509

Note: Means whose superscripts differ are stagiffyiclifferent according to the Bonferroni test.

6.5 Appraisal Effect and Incentive Effect on the Motivaion of Employees:

Checking for Robustness

Because Quality of Appraisal is measured by askimgloyees if their most
recent performance appraisal was a fair refleatibtheir performance and whether
they believe that their line manager knew enougbutitheir work to assess their
performance, one could argue as to the possilofityalo effects when investigating
the impact of Quality of Appraisal on the motivaia effects of PRP. It could be
that the positive motivational effects of PRP migkttainted by whether or not an

employee believes in the quality of the appraigatesm.
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A multi-linear regression analysis was performed tloe two organisations with

PRP; MotivationDiscretion and MotivationEffort weresed (separately) as
dependent variables and the effect of a good agmiras the independent variable.
Appraisal Effect was measured by computing a binamable from the variable

Quality of Appraisal. The mean of Quality of Apmal was computed across all
employees and if an individual’s score for QuatifyAppraisal was smaller than the
mean, then the binary variable Appraisal Effect weisto 0, otherwise to 1. In other
words, the binary variable Appraisal Effect exptanwhether or not an employee
believes that the quality of the appraisal systenhigh. The results (Table 6.14)
show that there is no statistically significantasation between Appraisal Effect
and the motivational effects of PRP. A belief ire thigh quality of the appraisal

system is not statistically associated with positimotivational effects of PRP. The
results suggest that it is unlikely that halo effecould be tainting the motivational

effects of PRP.
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Table 6-14: Appraisal Effect on the Motivational Efects of PRP

PRP1 (N = 247) PRP2 (N =126)
Motivation Motivation Motivation Motivation
Discretion Effort Discretion Effort

B SE B SE B SE B SE
Appraisal Effect .082 165 .012 .169 .380 223 .205.247

TU Member -.123 175 -.077 .180 171 .249 A71 .282
Full-time .099 401 394 409 .282 496 .087 .558
Age .055 .083 .001 .087 .096 116 .044 132
Tenure .059 .072 .069 073  -.095 109 -.057 121
Salary -.046 .099  -.067 .099  -197 142 -.269 157
Education .020 .043 .005 .044 .007 .064  -.059 .072
Female -.078 163 -112 .166 .033 225 .090 .250
Manager .210 224 -.009 224 .290 323 .376 .364

Intention to Leave -.121 .204 .007 .209 -.152 .232.141 .255

Note: PRP1 MotivationDiscretion (R2 = .025; AdjusfR2 =-.036) MotivationEffort (R2 = .016; Adjusted R2 046);
PRP2 MotivationDiscretion (R2 = .119; Adjusted R2611) MotivationEffort (R2 = .074; Adjusted R2-:659)

It is also important to assess the incentive efbecthe motivational effects of PRP to
determine whether employees who receive a PRP aavarthore likely to believe in
the motivational effects of PRP. A multilinear regsion analysis was performed in
the two organisations with PRP and the incentifecéfwas measured by asking
employees how their performance was assessed inmniust recent performance
appraisal. Employees at PRP1 were asked to choeseedn excelled, highly
effective, achieving well, meeting objectives, alalg, underperforming, not proven
Employees in the first three categories would haeeived an award. Employees at
PRP2 were asked the same question and had a dia@otstanding, highly effective,
effective, developmental needs, significant shigrtfeot proven, not assessed .yet
Employees in the first three categories would haeeived an award. The responses

were transformed into a dummy variable: Gets PRRrwTable 6.15).
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Table 6-15: Incentive Effect on the Motivational Efects of PRP

PRP1 (N = 247) PRP2 (N = 126)

Motivation Motivation Motivation Motivation

Discretion Effort Discretion Effort

B SE B SE B SE B SE
Gets PRP Award .063 216 -.112 216 524 324 444346
TU Member -169 171 -034 .178 127 .238 147 261
Full-time 497 .376 .682 384 -059 418 -.179 445
Age .080 .083 .032 .087 .048 110 .019 121
Tenure .080 .074 .058 075 -161 122 -160 .131
Salary -040 .099 -050 .098 -275* 128 -250 .137
Education .029 .042 .005 .043 .026 062 -052 .066
Female -076 .162 -109 .166 .248 .207 .159 223
Manager 133 220  -.128  .220 408 297 .369 .323

Intention to Leave -.075 .193 .076 198 -.092 .215.106 .228

Note:*p<.05; PRP1 MotivationDiscretion (R2 = .04Hjusted R2 =-.018) MotivationEffort (R2 = .035; Adjusted R2 026)
PRP2 MotivationDiscretion (R2 = .094; Adjusted R2607) MotivationEffort (R2 = .067; Adjusted R2934)

The results in Table 6.15 show that there is nassitzlly significant association
between employees getting a PRP award and beliavitige motivational effects of
PRP. It can be argued here that getting a pay adaed not seem to motivate
employees in PRP organisations to exert their eignr or increase their efforts any

more than employees who do not get the award.

Conclusion

In an attempt to investigate whether PRP is angpjate incentive scheme
for nonprofit employees, it was deemed necessarfjrsb determine whether the
employees in all the organisations studied wereemfasionally similar. PSM,
affective commitment, job satisfaction and the nelyareferences of the employees

were the dimensions used here to demonstrate heatemployees in all four
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organisations are in fact motivationally similardadiffer mainly in relation to the
pay systems used. The motivational effects of PRIRARre then investigated in the
organisations. Despite the majority of employeetha PRP organisations agreeing
with the principle of PRP, PRP had failed to magvthe employees any more than
PM without any links to pay. In fact, in terms bketvariable MotivationEffort, the
motivational effects of PM were found to be strantgan those of PRP. This result
was confirmed by the managers’ views of the moitivetl effects of PRP compared
to PM. If the managers do not believe that PRP iwiliease the willingness of their
employees to perform, it is unlikely that it wilt.was found that the managers in the
PM organisations have a higher positive opiniorihef motivational effects of PM

than the managers in the PRP organisations.

The reasons for the failure of PRP to motivate eyg#s any more than PM could
be explained by the fundamental organisationaktifices between for-profit and
nonprofit environments discussed earlier. Limitedding to invest in PRP and an
organisational culture that emphasises wage equy, instance, could be
responsible for the results presented here. Iteigr¢chat the employees of the PRP
organisations investigated here displayed highelinfigs of unfairness in relation to
their pay systems and also believed that quotesysiwere in operation at their
organisations. Opinions of the quality of the agais were also found to be higher
in the non-PRP organisations. These differencesvdmt the two groups of
organisations (PRP and non-PRP) suggest that ¢aastics inherent in NPOs could
make the successful implementation of PRP in thg loin difficult. The regression
results further demonstrated that goal setting wagatively associated with

MotivationDiscretion in PRP1. In the same vein,gegéred fairness was negatively

198



associated with MotivationEffort in PRP2. Employeed$?RP2 with positive views
of fairness in their organisation do not believaha motivational effects of PRP to
increase their effort. This could be explained iy fact that employees may not see

PRP as a system that could bring fairness to th@nisation.

However, in PM organisations, the results appedoeajuite different. Perceived
fairness, goal setting and the quality of appraisaie all positively associated with
the MotivationDiscretion effects of PM. Motivatiofiért is positively associated
with perceived fairness and goal setting. The oadult that is difficult to explain is
the fact that belief in a quota system is negaivedssociated with
MotivationDiscretion in PM1 and negatively assoethtwith MotivationEffort in
PM2. No statistically significant association betwethe perception that there is a
quota system and the motivation of the employees Wand in the PRP
organisations, despite the fact that the employetts®e PRP organisations were more
likely to believe that a quota system was beindiagpn their organisation. Quality
of Appraisal was positively associated with MotieaDiscretion in the PRP

organisations.

Whether the PM organisations displayed higher pigfaction, and the incentive
effect on the motivational effects of PRP, was asestigated in this chapter. It was
observed that getting a pay award did not seenave motivated the employees in
the PRP organisations to have exerted discreticeffort in order to perform well.
The link with pay does not appear to increase tlagivation of employees to
perform any more then PM does. PM without a linlp&y seems to achieve similar
motivational effects to PRP, and in some caseselbeffects. The results presented

here advocate that PRP might not be an appropnegative for nonprofit workers.
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The next chapter continues the investigation of RRRPOs with a larger sample of
nonprofits. Chapter 7 uses the WERS 2004 databas&ining a random sample of
over 100 NPOs, to further investigate whether PR®tave any effect on nonprofit

employees’ attitudes.
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Chapter 7 The Effect of Merit Pay on Worker Satisfaction and
Commitment in the Nonprofit Sector — Evidence from
the WERS 2004

The empirical analysis undertaken in this chaea continuation of
the investigation in Chapter 6 and takes advantdghe Workplace Employment
Relations Survey (WERS). Here, only the 2004 csmsgional survey is analysed, as
it is the only one that includes a separate cajedor nonprofit employment,
information that is rarely assessed in large-ssaleeys. The WERS 2004 allows a
representative picture to be built of the relattopsbetween nonprofit work and
attitudinal outcomes such as job satisfaction ag@sational commitment. It also
makes it possible to explore the determinants @hsoutcomes in detail, as it
contains information on large sets of control Malea. The WERS 2004 has a
sample of 107 NPOs with 1,325 nonprofit employeed &s main contribution to
this thesis is to provide a broader view, beyoraldase study analysis, of the use of
PRP in NPOs and its effect on the attitudes oftnployees. These NPOs may have
different attributes from the cases discussed imp@dr 6 but since they are all
defined as NPOs it is reasonable to expect that Wik display more similarities
than differences. Here, | look at a larger samplesimilar organisations to
investigate whether the results are consistent thighresults presented in Chapter 6,

that PRP may not be an appropriate incentive scliemmluntary sector workers.
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7.1  Contents of Survey Instruments — Variables Analysed

Where possible, every effort has been made to ueasumes that are
consistent with those used in Chapter 6. The dependariables analysed in this
chapter are organisational commitment, job satigfacand pay satisfaction, also
discussed in Chapter 6. With the WERS it is nosfiils to use the same motivation
questions from the four cases in HAs, however nl ioaestigate whether patters of
commitment and job satisfaction are similar in aevisample of nonprofits and

whether there is a relationship between PRP andttiex variables used in the cases.

Employees were asked to indicate their level ofeagrent with a series of
statements, with response choices on a five-pakdrt.scale ranging from strongly
agree to strongly disagree (Table 7.1). The statésneere compiled into a single
variable for organisational commitment and anofioerjob satisfaction. In WERS,
managers are explicitly asked whether the employedseir organisation are paid
by results or receive merit pay. Pay-by-resultduitles any method of payment
where the pay is determined by the amount of workedor its value, rather than just
the number of hours worked. When WERS asks manadpenst merit pay, they are
shown a card defining it as ‘related to a subjectassessment of individual
performance by a supervisor or manager’. Merit igathe independent variable of
interest in this study. It is worth noting, howeyvtirat out of the 6,017 employees in
WERS with merit pay, only 47.68% have their paykdéid to the outcome of a
performance appraisal. Therefore, an independerghbla ‘merit pay with appraisal’
was also included in the analysis. This variablihésclosest to the definition of PRP
used in the analysis of the case studies from dlsihg sector, and consequently the

most relevant for use in this chapter. Dummy vaeslior sector, nonprofit, public
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and private were also generated and are introdintedhe analysis as independent

variables.

The control variables considered in the analysestanure, gender (male), age,
education, manager, salary, trade union memberstap, of workplace, amount of
overtime and number of work-life balance policiesaffer. Tenure, age, salary and
size of workplace are measured in intervals, frohictv a scale is created. Gender
and trade union membership are dummy variables. Widrk-life balance policies
variable was generated by counting the number bémses on offer in the work
place. This ranged from none to seven. The offexark-life balance policies in an
organisation may well impact on the job satisfat@md commitment of employees
(Benz 2005). Finally, education level was determify consolidating all of the
questions on education and training levels. Theltewere equated to the National
Qualification Framework (NQF) and assigned a numhbagth the highest number
indicating the highest level of education. The WERSnagement and employee
questionnaires were merged to give a full rangeootrol variables and improve the

validity of the results.
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Table 7-1: List of Main Variables Used in WERS 2004

WERS

Organisational Commitment To what extent do you agree or disagree with tHewviing
(5-point Likert scale) statements about working here?

| share many of the values of my organisation

| feel loyal to my organisation

| am proud to tell people who | work for

Job Satisfaction How satisfied are you with thelfowing aspects of your job?
(5-point Likert scale) The sense of achievement you get from your work

The scope for using your own initiative

The amount of influence you have over your job

The training you receive

The amount of pay you receive

Your jobsecurity

The work itself

Pay Satisfaction The amount of pay you receive
(5-point Likert scale)

Merit Pay Do any of the employees in this establishment g&t py

(dummy) results (PBR) or receive merit pay (MP)? AnswerRPB1,
MP = 2 (fperf). Shown card: 'Merit pay is relatedat
subjective assessment of individual performanca by
supervisor or manager.

Merit Pay with Appraisal Is individual employees’ pay linked to the outcoafeheir
(dummy) performance appraisal? (fapppay)

7.2 A Comparison of Employees’ Attitudes in Nonprofit,Public and Private

Organisations

This thesis proposes that nonprofit workers diffiem their public and
private counterparts in terms of their values drartmotives for working for their
organisations (Rawls, Ullrich et al. 1975). LikeajisNPOs attract intrinsically
motivated workers who are more likely to receivenmonetary rewards for their
work than for-profit employees (Hansmann 1980; Nirand Hackett 1983; Rose-
Ackerman 1996; Borzaga and Dependri 2005). Thdsibuwtes are substantiated by
studies showing that workers in NPOs display higbbrsatisfaction linked to the
meaningfulness of their work when compared to fafip employees. The studies

show that workers in NPOs are indeed more motivalesh for-profit workers,
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despite the fact that they are faced with excessmloads, staff shortages and low
pay (Light 2002; Benz 2005). Further to these fiigdi Almond and Kendall (2000)
reveal that nonprofit workers in the UK are muchrendikely to work unpaid
overtime than public and private sector employesasygesting that nonprofit
employees have higher levels of commitment to theganisations. The first step in
this chapter is to investigate whether nonprofitplyees display higher job
satisfaction and commitment than public and privegetor employees, to confirm
the propositions made earlier in this thesis. Reivand public sector organisations
make more use of pay-by-performance incentive selaiman NPOs. Therefore, pay
satisfaction is also compared between sectors \testigate whether private and
public sector employees have higher pay satisfactiban nonprofit sector

employees.

Using the WERS 2004 database, three separate hmaléitevel regression analyses
were performed with STATA using a random interceydel. Job satisfaction, pay
satisfaction and organisational commitment were tlependent variables and
dummies for private, public and nonprofit sectdrs independent variables (Table
7.2). The multilevel model is best suited to th&aset since it allows group-level
averages to be estimated. Job satisfaction andnisegenal commitment are
statistically significantly higher among nonprofitorkers than private and public
sector ones (Table 7.2). Age, manager, salary lamdchtimber of work-life balance
(WLB) policies on offer have a statistically signdnt positive association with job
satisfaction and commitment. Overtime has a pasitstatistically significant

association with commitment, that is, the highee thumber of overtime hours

worked, the higher is the organisational commitnudrihe employees. There is no
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statistically significant difference between payigaction and sector. The results
presented in Table 7.2 largely confirm the tradidiloview discussed in this thesis,

that nonprofit employees are more satisfied andneitied to their work than their

counterparts in the private and public sectors.

Table 7-2: Sector Effect on Attitudinal Outcomes: AMultilevel Regression Model

Job Satisfaction

Pay Satisfaction

Organisational

Commitment

B SE B SE B SE
Private Sector - 143%** .033 -.041 .051 -275%* 40
Public Sector =117 .035 -.087 .054 - 189*** .043
Tenure -.030*** .003 -.054*** .006 -.047%x* .005
Gender (male) -.081*** .011 - 149%** .017 -112** 013
Age .037*** .004 .018** .006 .058*** .004
Education -.024%** .002 -.022%** .004 -.008** .003
Manager 179%** 011 .084x** .018 .183*** .013
Salary 021 %** .002 .063*** .003 .023*** .002
TU Member -.118*** 012 -.148*** .019 - 133*** .014
Size of Workplace  -.000*** -.000 -.000** .000 -.000 .000
N° of WLB .085*** .003 .086*** .004 .068*** .003
Policies
Overtime .0003 .0008  -.005*** .001 .004x*=* .000
Sd(cons) .238 .007 0.356 .011 .302 .008
Sd(res) .617 .003 1.04 .005 742 .004
ICC 129 .007 .106 .006 142 .007
Log. likelihood -19467.865 -31003.838 -23375.982
N° of employees 19918 20805 20081
N° of organisations 1721 1726 1722

Note: Nonprofit Sector is the base line. ***p<.001p<.01

7.3 Merit Pay and Appraisal Effect on the Attitudes ofEmployees in NPOs

This section investigates whether NPOs that makeofisnerit pay or merit

pay with appraisals find that the job satisfactma commitment of their employees
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is any higher than in organisations without meay.pTable 7.3 shows the number of
employees in the nonprofit sector with merit pay anerit pay with appraisals

according to WERS 2004.

Table 7-3: Number of Employees with Merit Pay and Mrit Pay with Appraisals

Nonprofit Sector
Merit Pay 225

Merit Pay with Appraisals 99

Source: WERS 2004

Three separate linear multilevel regression analysere performed with STATA

using a random intercept model for the nonprofitae(Table 7.4). Job satisfaction,
pay satisfaction and organisational commitment whee dependent variables and
merit pay and merit pay with appraisals were tltependent variables. The control
variables were the same as those listed for theque analysis. The results show
that there is no statistically significant assaomtbetween the use of merit pay and
either job satisfaction, pay satisfaction or connmeiht in NPOs. The same is true for
merit pay with appraisals. Neither merit pay noe ttutcome of the performance
appraisal is found to increase job satisfactioly, ggtisfaction or the commitment of
employees in the nonprofit sector. The number oB/blicies and salary both have
a positive statistically significant associationtiwill dependent variables. Age is
positively associated with job satisfaction and amigational commitment and

manager status is positively associated with jdlsfeation. Education and amount

of overtime worked are both negatively associatéll pay satisfaction.
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Table 7-4: Merit Pay and Appraisal Effect on Attitudes of Nonprofit Sector Employees:
A Multilevel Regression Model

Job Satisfaction  Pay Satisfaction Organisational

Commitment

B SE B SE B SE
MP -.072 112 -.058 211 -.083 .158
MP with
Appraisal .096 147 -.021 276 .182 .206
N° of WLB
Policies .088** 009  .091** 017  .090*** .012
Tenure -.012 .014 -.028 .026 -.025 .018
Amount of
Overtime .001 .002 -.015** .005 .003 .003
TU Membership -.060 .042 .010 .077 -.083 .054
Gender -.059 .039 .010 .071 -.061 .049
Age .059** 013 .040 024 .Q72%** .016
Manager 127 .040 -.067 .073 .067 .050
Salary .016* .007 .040** .012 .024** .008
Education -.015 .008 -.038** .014 .006 .010
SizeWorkplace  -2.64e-05 3.12e-05 -6.21e-06 5.88e-05 -3.62e05 egsl1
Sd(cons) .205 .025 .392 .046 .302 .033
Sd(res) .550 011 1.01 .021 .686 .014
ICC 122 .027 129 .027 162 .031
Log. likelihood -995.21129 -1785.0254 -1284.2825
N° of employees 1156 1208 1178
N® of 03 94 94

organisations
Note: ***p<.001, *p<.01, *p<.05

The WERS also collects data on organisational pedace using subjective
measures of performance. These measures are faihgeeformance, productivity
and the quality of the product/service and they &memed in terms of the
performance of the workplace relative to its contpet. | also investigated merit
pay and the organisational performance of the eyel® of NPOs. However, due to

a very small number of observations in the nonpreéctor, the results were
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considered unreliable to be reported here. Oneaagtibn could be that managers in
NPOs may not have data on these measures, or ealeuse of them, as it may be
difficult to capture the performance of a NPO i ttame way as for a for-profit

organisation.

Conclusion

This chapter provides support for the results founthe study of housing
associations presented in Chapter 6. There areoBgraofit organisations and over
1,100 nonprofit workers included in the analysisndging a much larger number of
cases into the discussion. Here, it has been coadirthat nonprofit workers display
higher job satisfaction and organisational commithtean workers in the public and
private sectors, suggesting that nonprofit emplsye®y indeed have different
values and motivations than their public and pgvebunterparts. Moreover, and
perhaps more importantly, neither merit pay noriteay with appraisals has any
statistically significant association with eithabj satisfaction, pay satisfaction or
organisational commitment in NPOs. The use of meaig in nonprofits does not
contribute to any increase in job satisfaction, @ayisfaction or organisational
commitment above that found in organisations withoerit pay. These results are

consistent with the findings in Chapter 6.
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Chapter 8 Conclusion

This thesis set out to explore the use of PRP usimg associations in
England. First, it investigated whether PRP coutthtébute to increasing the
nonprofit employee’s motivation to perform well atork. Second, given the
system'’s innefectives in motivating employeesnguired why housing associations
have introduced PRP for their workforce. Housingoagtions are defined as
independent NPOs providing support for people inshtg need as well as key
community services to society. They have been aknétong with others in the
nonprofit sector, in government reforms to promated reinforce the sector’s
involvement in public service delivery. The longeess of change, from having a
secondary role in the provision of social housimghte extensive first-hand delivery
of public services, means that housing associatioage been subject to an
increasingly demanding regime of performance mamagé and inspection as a
condition of providing services on behalf of thatet That is what makes them an
interesting case to be studied. Performance managemforms, driven by the best
value review, led to the explicit use of measurkpasformance that place greater
emphasis on output controls. Now fully embeddedHiAs, they encourage a

business-like attitude to the management of thezirices.

As seen earlier, increased state regulation infleerthe way NPOs operate their
human resource management and, consequently, oahfowith private sector
managerial practices has been identified. Thislooity chapter uses the case study
findings to provide summarised answers to the rekequestions. It reflects the
framework of the research approach by focusinghoartive and institutional theory

perspectives in order to address the suitabilitiPBP to NPOs. After reviewing the
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key findings of the results presented in the lastd chapters, this chapter will then
discuss the contributions of this thesis to therditure and to practice. Finally, the

limitations of the thesis will be discussed, antkdiions for future research outlined.

8.1 Summary of Key Findings

8.1.1 Does PRP Increase the Motivation of Nonprofit Emplgees to Perform
Well?

It is never possible to be completely certain ofvisuccessful a pay scheme
will be before it is in place; nevertheless, thare ways of assessing its chances of
fitting and succeeding in an organisation. This Wasinitial step taken in this thesis.
First, | looked at the incentive and nonprofit sectheories to try to establish a
framework suitable for analysing PRP in NPOs. Tévagelling logic for linking pay
to performance as a means of motivation is basedeweral assumptions: that
organisations can accurately measure individuapuist that individual outputs
contribute to organisational performance, and tiagt can be administered in a way
that provides an incentive to the employees reogiut. These assumptions are
difficult to satisfy in practice, particularly irelation to the nonprofit environment.
There is considerable uncertainty associated wghttanslation of agent behaviour
into outcomes, even more so in the case of NPOsentere is a multiplicity of
potentially conflicting objectives generated by &edsity of stakeholders. The
services provided by NPOs are often intangible, intakneasuring the fulfilment of
organisational goals more difficult. Moreover, fumgl constraints, and difficulties
attracting volunteers and donors, suggest thabpaence might not only be related
to employees’ efforts. Additionally, the non-dibution component of nonprofits

explains the unique characteristics of their emgésyand how NPOs are able to

211



produce socially desirable outcomes and attraghtaimsically motivated workforce
willing to exchange extrinsic rewards for the ogparity to contribute to a social
cause. In NPOs, workers are motivated by aspectieojob itself, as well as the
opportunity to accomplish moral and ideological iegns by doing work that is
helpful to others. The behaviour of nonprofit warkean help to diminish the effort-
monitoring problem highlighted in the incentiveetiature, as they have different

motivations that fit well with the characteristieGNPOs.

Another way of assessing the chances that PRBwudgtieed in NPOs is to look at the
success or failure of similar PRP schemes in atihganisations. In this thesis, the
public sector was used as a benchmark to evaluate well PRP may fit and

consequently succeed in NPOs. NPOs have some milfeedures shared by public
sector organisations, which are more likely to maRBP problematic. The

multiplicity of stakeholders, the often-intangiblebjectives, as well as budget
constraints, are some of the features of both mdihpand public sector

organisations. The empirical research on PRP inptitdic sector presented here
signals the challenges involved in making PRP eahlNPOs. The results of the
study of nonprofit housing associations in thisstheare consistent with the

theoretical framework presented in Chapters 1 and 2

The main research question of this study is wheBRRP can motivate nonprofit
employees to perform well at work. In order to aeswhis question effectively, a
series of measures were taken to attenuate podsddes. Organisations from the
same geographical area were invited to participathe study. Selecting all cases
from London helped to minimise differences in laboliaracteristics and the level of

pay of employees. All of the organisations chosaveha very similar client base and
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compete for contracts to provide services in thmesd.ondon boroughs. Two

organisations without PRP agreed to take part & dtudy, and functioned as a
control group, which allowed for a comparison o tmotivational effects of PRP

and the motivational effects of PM that is not 8dkto pay. The PM and PRP
schemes in the organisations were also revieweetiermine whether they included
structural features that would, on theoretical ampirical grounds, make PRP more
likely to succeed. The interviews with managers dahd documents gathered
suggested that the schemes were indeed well impkechén the organisations, and

followed many of ACAS'’s advice regarding good pieet

In the survey, PSM, affective commitment and jobs&action were the measures
used to determine whether employees in the fouasrosgtions were motivationally
similar to one another and differed mainly withpest to the pay system used. The
reward preferences of the employees was also exanaind the results showed that
employees in the four HAs were observationally egl@nt, that there were no
statistically significant differences in their PSBgmmitment or job satisfaction, and
that they also ranked intrinsic rewards in simil@ays. These measures were
paramount in attenuating possible biases in themaation of the motivational

effects of PRP.

The motivational effects of PRP/PM were then inigaded in the organisations.
Motivation refers here to a willingness or prepaest to do something, and the
statements used to measure the motivational efteé®@&RP and PM were in line with
what the managers in the organisations believec wee behaviours expected of
employees as a result of the PRP and PM systenes.CHA of the measure of

motivation confirmed the existence of two factarghe scale: MotivationDiscretion
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and MotivationEffort. They are consistent with tddferent types of employee
behaviour necessary to increase performance iorgpnisations. Specifically, they
refer to a willingness to exert discretion or juadgmt when performing tasks, and a
willingness to exert effort, such as working hardemcreasing the quantity of work

done (Katz 1964; Gagne and Deci 2005).

The variables MotivationDiscretion and Motivatiofitf were compared across the
organisations and the results suggested that P&mali increase the employees’
motivation any more than did PM without any linksgday. In fact, in terms of the
variable MotivationEffort, the motivational effeatdé PM were found to be stronger
than those of PRP. The managers in the PM orgamisatlso reported a higher
positive opinion of the motivational effects of Pk their employees than did the
managers in the PRP organisations regarding PRRedver, and perhaps most
importantly, in the PRP organisations, the ressh®wed that employees who
received the PRP award were no more motivated téonoe well than were

employees who did not receive the PRP award.

The results also demonstrated that employees iPRI@ organisations had higher
scores for perceived unfairness and believing ahqtiota system was in place, and
significantly lower opinions regarding the qualdfappraisals in their organisations,
than those in the PM organisations. These restdts@nsistent with the view that
fundamental organisational differences between pfofit and nonprofit
environments do exist. Budget constraints in NPf@snaore likely to contribute to
an imposed quota on the number of high appraissdey issued to employees. In
fact, the employees in the PRP organisations itelicauspicions of this in the open

guestion at the end of the survey. The results sdawat the organisations differed
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significantly in terms of measures of perceivedness, quota systems and the
quality of appraisals, but goal setting was notnfibio be significantly different
between organisations. Despite the results in RB Brganisations, only perceived
fairness and goal setting had negative associatiofth MotivationEffort and
MotivationDiscretion, respectively. In the PM orggations, perceived fairness, goal
setting, and the quality of appraisals were allitpedy associated with motivation.
The quota system was the only odd result. Evengihquerceptions that a quota
system was in operation were found to be much highthe PRP organisations than
in the PM organisations, the perceived existenca qfiota system did not seem to
impact negatively on the motivational effects ofPPRr the nonprofit employees.
However, it did show a negative association withtivedionDiscretion in PM1 and a
negative association with MotivationEffort in PM2onetheless, these results do not
affect the conclusion of this thesis, that PRP Imad motivated the nonprofit

employees in the case organisations any more thiahaél.

The results presented in Chapter 6 lead to theralaguestion of whether one can
generalise from the four cases studied in thisish€hapter 7 attempted to answer
this question and continued the investigation ef tse of PRP in NPOs in a larger
sample of nonprofits. The WERS 2004 has a samptH@fNPOs and provided a

broader view, beyond the case study analysis, @fude of PRP in NPOs and its
effect on the attitudes of the employees. Althoiigias not possible to use the same
motivation questions used in the HAs, using theiabdes organisational

commitment, job satisfaction and pay satisfactihich were also used in the cases,
allowed me to explore whether these attitudinalconnes are similar in a wider

sample of nonprofits, and whether there is a @kstip between PRP and these

variables, thus offering a comparison with the casailts.
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The results of the investigation using the WERSolase were consistent with those
in Chapter 6. First, a comparison of attitudinatcomes in the private, public and
nonprofit sectors confirmed that nonprofit workelisplay higher job satisfaction
and organisational commitment than workers in tldblip and private sectors,
suggesting that nonprofit employees may indeed hdiferent values and
motivations than their public and private counteigpaSecond, the results showed
that the use of PRP in nonprofits did not contébiwb any increase in job
satisfaction, pay satisfaction or organisationaingotment, above that found in
organisations without PRP. The results of the lasganple of nonprofits from the

WERS thus supported the claims made in Chapter 6.

8.1.2 Why Do HAs Use PRP?

| embarked on an investigation of why housing asgions have introduced
PRP. In particular, what influenced their decisittn implement PRP for their
employees? These questions were posed in an attengbiallenge agency theory
explanations for the use of PRP in NPOs. The aisalgf the data from the
interviews presented in Chapter 5 showed that #wdrto conform with market
practice in order to gain legitimacy was one of tbasons why HAs had introduced
PRP for their employees. Government reforms coupl@tt performance-based
regimes have contributed to an environment of icett funding and increased
competition for contracts to provide public sergicand consequently have altered
the management of human resources in HAs. Thetsegaint to HAs conforming

with best practice in pay decisions in order toecoith the uncertain climate.
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Other reasons for choosing PRP were also discussie interviews. The need to
change the culture of the organisation and costralowere raised by both senior
management in the PRP organisations and rewardultants. However, these
reasons are deeply rooted in the need to cope tivehuncertain environment in
which HAs now operate. The desire to change thearosgtion’s culture is
influenced by tighter controls and performance géads being introduced for HAs
by funding bodies. The choice of PRP is in linehwtlhe emergence of performance
measures in the sector because PRP sends a stessgge to employees about the
importance that their employer places on perforraamtAs have tried to change
their culture in order to adopt, mimic and maintarganisational legitimacy through

an alignment with political concerns and a shifbusiness focus (Hofstede 1997).

Cost control could be interpreted in the same wWayo of the HAs studied here
explained that they had moved away from the NJQescdue to finding them
unaffordable. Funding restrictions, a result of ggovnent reforms, has meant that
HAs cannot afford local authority pay increases] emplementing PRP was seen as
a way of taking control of the pay bill. This isrfleer evidenced by the small pay
increments offered to employees in the PRP awdids.PM organisations had, on
average, an annual incremental increase of 3% Ifaenaployees, while the PRP
organisations had annual pay increases betweedold2fsl 5%, with only a very
small percentage of employees receiving the topuatnaf 5%. NPOs are known for
their budget constraints, and small pay awardsaatensequence of that. However,
under PRP, they are not required to make any gdyanents on top of the basic
award, which covers the cost of living. In addititinee amount of money in the PRP

fund will vary annually, depending on funding, fuaising etc. In this way, the PRP
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organisations are not tied to pay increments thieyuaable to afford, and are more

in control of their wage bills.

Benchmarking mechanisms were also identified in tinéerviews. Senior
management and reward consultants suggested thahrbarking was common
practice in the sector, and a relevant tool usedidoreward decisions in housing
associations. PRP was said to be implemented isil@@ssociations because it fits
the type of organisation they would like to becomueg because it matches the best
practice being implemented elsewhere, regardlesshef different operational
environments involved. The results presented inp@iab pointed to the powerful
influence of mimetic and normative pressures inittteoduction of PRP in HAs,
while the consideration of the alignment of priradignd agents’ interests did not

appear to be a factor influencing the reward densin the organisations.

8.2 Contributions to the Literature and to Practice

Research examining performance in NPOs has maedn lbarried out at the
organisational level and has concentrated on thatHuare system (Gray 1999;
Brown 2002; Chou 2002; Ballou 2005). At the empkyevel, most studies focus
their attention on executive pay (Baber, Daniehle2002; Gray and Benson 2003;
Bender 2004). This thesis advances the previou& worNPOs by addressing the
issue of motivation and performance for the avenageprofit worker. Moreover,
this research contributes to the incentive liteatand sheds light on how far

incentives can be applied more generally in difiegerating environments.
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Expectancy theory (Vroom 1964) is a common jusiifen for the use of PRP,
whereby motivation is determined by the employd®tef in his capabilities, his
perception of instrumentality between behaviour anttome, and the value of this
outcome for him. These conditions are, perhaps,eneasily implemented in
situations where rewards can be closely linkedeiddopmance, and where financial
incentives are abundant. The nonprofit sector mtsse different operating
environment, where financial rewards are less aéotdand multiple goals, other
than profit making, make it difficult to closelynk pay to performance. This thesis
proposes that the characteristics of the nonps#itor indicate that expectancy

theory conditions cannot be fully implemented iesh types of organisations.

In addition, expectancy and agency theories adedbat the employee is not able to
internalise the employer's goals, and that linkitilge employee’s pay to his
performance at work is the only way that the irdeyeof the employee and the
employer can be aligned. The theories assumehbatdrker is a rational maximiser
of personal utility, and applying PRP in the noripreector relies on the assumption
that nonprofit employees will, invariably, focuseth efforts on extrinsic rewards.
The study of HAs has allowed me to investigate éhassumptions more closely
within the nonprofit environment. Nonprofit empl@ge ranked their reward
preferences similarly in all four case organisatjand intrinsic rewards were ranked
among the highest. The investigation of the lasganple of nonprofits using WERS
also shed light on how the motivations of nonprafid for-profit employees differ
and, furthermore, on how PRP does not appear ttilbote to positive attitudinal

outcomes in the nonprofit sector.
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Another important contribution of this study is thaoption of institutional theory as
an alternative to explain the use of PRP in houssgpciations. The results of this
research add to the general body of evidence akloyitorganisations use PRP. The
uncertainty and turbulence that constitute the atpey environment of the HAs
make the introduction of PRP more symbolic thantrimsental. It is used to
accommodate institutional pressures and signalindihg bodies a more business-
like attitude. This study of PRP in HAs supportsnamber of findings in the
literature with respect to the influence of indibnal pressures on reward decisions
(Eisenhardt 1989; Bender 2004; Fernandez-Alles R8s research work suggests
that the consideration of reward decisions in Ng@ss beyond the monitoring and

control conceptualised in agency theory.

Eventhough managers in the PRP organisations lsaidhey implemented the new
system to motivate their employees to perform bettehe workplace, much of the
drive behind the changes in pay can be explainedgiijfutional pressures faced by
these organisations. The evidence suggests thahdiepay arrangements were
clearly seen by PRP1 and PRP2 as sending impartassages about the type of
company they wanted to be. Managers were less noetewith any concrete
evidence that PRP had enhanced motivation, and comeerned with the legitimacy
that the pay system could bring to their organigatirhis view is reinforced by the

ineffectiveness of PRP as a motivator for employees

Evidence of institutional isomorphism was foundthe interviews with managers
and reward consultants. Market competition, regiddunding, normative pressures

from HR members and consultants have led to théemgntation of PRP in housing
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associations. This exploration of why HAs introddicBRP provides additional

insight into the existent body of work on pay sysse

This thesis advances the literature by offeringnamortant dimension in the study of
motivation and performance in NPOs. It argues thiatetic, normative and coercive
pressures lead to the choice of PRP in this sertiner than the expectancy and
agency theory considerations that make PRP a sty system for nonprofits.
Moreover, the combination of theories, incentive arstitutional, has led to a more
complete understanding of institutionally drivenhbeiour in HAs, and the
consequences of the use of PRP in NPOs. This wiskk makes an empirical
contribution by providing evidence on the practicasd responses of housing
associations regarding how they react to governmefarms and market-based
competition. The strength of the case study approbased on real events, gives a

direct insight into how pay decisions work in preet

This thesis also presents some implications foctm@ The results may prompt
managers in organisations to reflect more carefallywhat is influencing their
reward decisions, and point out that they needet@ssessing the risks rather than
conforming passively to ‘best practices’. Not ondyvard decisions, but also human
resource practices more generally, need to be tige#sd closely so as to try to
provide a good fit to the characteristics of NP@d #eir employees. The results
may also provide funding bodies and governmentcialé with a better
understanding of the impact of reforms and regwatatervention on the operating
environments of NPOs and their implications for lamnresource management in

these organisations.
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8.3 Limitations of this Thesis and Future Research

Despite the interesting findings and attempts tdoreddate possible
weaknesses, a number of limitations of this studstnbe acknowledged. The main
limitation arises from the sampling of the orgatimas. Several NPOs were
contacted at the end of 2007. Initially, seven cdorevard for a first meeting to
discuss the research aims and potential implicatidar the participating
organisations. Three organisations, due to timestcaimts, and one that was going
through a process of organisational change atithe, tdeclined the invitation to
participate in the study. The other four organmadiagreed to take part in the study
after the initial meeting. It is clear that thisnst a random sample of organisations,
and we should translate these findings to othemradits with care. However, |
chose them because they provided a suitable cofateitie key investigation of this

thesis, into how PRP functions in NPOs.

Additionally, extending the investigation to a largsample of nonprofits, provided
by the WERS 2004 database, allowed me to explomthen the answers found in
my cases were also consistent with the answersdfaurother NPOs. The results
from the WERS made it possible to address, at teastcertain extent, the sampling
issue and questions of generalisation. Another rapb point that deserves
consideration is that, if PRP fails to motivate émgpes in housing associations, a
type of organisation that has become more profealged and performance-driven
due to government reforms, it is unlikely that itllwveucceed in other types of

nonprofits that are perhaps less performance-dtiven HAs.
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Another limitation of this quantitative research ithe use of self-report
questionnaires. Spector (1994) suggests that teséead to contamination effects,
as employees respond to items with potential bjasesh as trying to portray a
different image from the reality. To try to addrettee problem, this research
promised complete anonymity in order to combatdssof social desirability. The
second research question, the investigation of WBOs use PRP for their
employees, leads to another limitation of the stu@yher authors (Miles and
Huberman 1994) have suggested that, in qualitatdsearch, one should try to
increase the sample size in order to try to idgrdifgreater variety of similarities
and/or differences across the sample. In this ghe&bur interviews with
management, two in each PRP organisation, werégedaout. In addition to those,
four reward consultants with experience in the mofipsector were interviewed to
provide a complementary perspective to the ansoféesed by the senior managers
of the HAs. Other reward consultants were appraaetmel invited to take part in the
study but were not available for interview. The ortant fact here is that, although
the choice of consultants was intended to be pefpbsand provide a
complementary perspective to the answers of theages, there might be some
element of bias in the findings due to the selésihg nature of participation in the
study. The question of whether or not these resaltsbe replicated in other NPOs is

an avenue for future research.

The institutional change that is part of the newegoance structure shows
significant challenges, such as cuts to public fiosgénd many NPOs struggling to
keep services open. This new context provides apetimg argument for further
research in NPOs, to deepen our understanding of these organisations are

establishing human resource practices to deal thith time of austerity. Further
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studies including other types of NPOs may also helgo learn about how other
nonprofits cope with market competition. Studieshoav NPOs are able to balance
their structure of intrinsic and extrinsic rewamsuld also further the literature on
incentives, and to achieve that, a wider samplenafprofits, and perhaps the

inclusion of a comparative sample of for-profit angsations, may be necessary.
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Appendices

APPENDIX 1
Means, Standard Deviations and C
\ Mean SD N 1 2 3 3 5 [ 7 8 E] 10 1 12 13 14 5 16 17 8 19 20 21 22 23
1.MotivationDiscretion Y0 Y 1 7 582
2 MotivationEffort Y0 " 1 ”sm9 778
3.Goal Setting o " 1 sz 119 119
4 Perceived Faimess 0 ” 1 7 51 104 063 354
5.Quality of Appraisal Y 0 " 1 7 5% 181 140 627 317
6.Quota system Y0 " 1 73 099 052 247 252 387
7.Affective Commitment ” 0 " 1 ¥ 532 106 066 313 2712 274 136
8.PSM Y0 " 1 Tas 062 100 124 022 038  -021 302
9.Job Satisfaction Y 0 " 1 7 549 134 094 550 517 467 263 517 128
10.Pay Satisfaction Y 0 " 1 ” 609 128 082 250 766 200 250 300 025 532
11.Managers' Views Y 0 " 1 7”18 A78 210 396 323 339 185 365 197 440 318
12 Appraisal Effect Y 529 " 499 ” 536 A77 134 462 242 801 204 165 064 350 215 272
13.Pro_conPRP Y 602 7 490 ” 382 -018  -035 250 M7 262 132 148 -019 296 126 403 248
14.Gets PRP Award Y 351 7 477 " 313 074 024  -212  -218 -135 104  -206 -028 -236 -191 -298  -021  -091
15.Trade Union Member 7 352 7 478 ” 604 -073  -023  -132  -013  -104 029  .040 145  -070 010  -018  -054 -143 .17
16.Full Time Employment * 926 ” 260 ” 602 -019  -037  -005 -021 -025 -054 010 -037 018 -040 -055 -028 009  -023  -031
17.Age Y 334 71035 " 599 062 042 -004 -015 -067 019 221 116 -015 021 060  -052 -104 -019 202  -018
18.Tenure v 282 "1266 " 597 -030  -004 063 002 -006 044 079 013 -056 052  .039 083  -032 144 217 -085 355
19.Salary 7 329 ”1.125 ” 583 -017  -066  .On 184 075 M9 202 052 A76 225 051 061 184 -053  -023 146 254 200
20.Education Y 296 71786 " 603 063 039 063 051 -026 003 017 -005 059 081 064  -047 -022 049 030 -035 089  -032 035
21.Gender (Female) Y 597 ¥ 490 " 61 -003  -016 -019 012 041 016 -103  -127 046 009  -048 041 034  -073  -049  -127 -224 -105 -072  -050
22 Manager Y 320 ” 466 " 612 016  -053 038 094 081 107 181 -016 149 A57 <140 102 206 000  -045 044 096 AT 643 -010  -081
23 Intention to Leave Y 274 " 446 " 579 -082 -062 -195 -159  -204 -089 -414  -066 -411  -168 -252  -138  -121 192  -080 -053  -1N 018  -014 -066  .006 029
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APPENDIX 2

Survey Questionnaires

Reward System at PRP1

Thank you very much for your help answering this survey. The questionnaire should take no
longer than 15 minutes to fill in. Please send the completed questionnaire as soon as
possible.

1. I would like to start by asking you why did you take your current job? (Please
choose all that apply).

It pays well compared with similar jobs.

It was an opportunity to contribute to an important cause.
It was the first job that came along at that time.

It was convenient for personal reasons.

It was a career opportunity within the sector.

Other

2. Which of the following statements best describes how you think of your current job
at PRP1? (Please choose one).

A long term job | would like to stay in.=1

An opportunity for career advancement within PRP1.=2

Part of a career or profession that will probably take me to different organisations.=3
A job I will eventually leave because is not part of my career.=4

| don't know.=5

Other=6

3. Please tell me whether you agree or disagree wit  h the following statements:
To me, before anything, good citizens should think of society.

Serving the community interest is an important drive in my daily life.

| voluntary contribute to my community.

To me, helping people who are in trouble is very important.

| rarely think about the welfare of other people whom | do not know personally.
Without solidarity our society is certain to fall apart.

Fighting poverty is an important duty of the homelessness sector.

To me, patriotism includes seeing to the welfare of others.

Much of what | do is for a cause bigger than myself.

| am prepared to make sacrifices for the good of society.

| feel people should give back to society more than they get from it.

Making a difference in society means more to me than personal achievements.
Everybody is entitled to a good service, even if it costs a lot of money to provide it.
It is important that nonprofit organisations account for all the costs they make.
Efficient management is essential for nonprofit organisations.



4. People have different personal preferences about rewards that motivate them to do
their best work. Please rank the following rewards from 1 to 9 in order of how
important they are to you with "1" being the most i mportant and "9" being the least
important to you.

Higher pay than you have now.

Doing work that is helpful to other people.

Recognition from your organisation (awards, praise etc).

Job security.

Career progression.

A good feeling about yourself as a result of your work.

Making decisions and exerting an important influence on your organisation.
Training and development of your abilities and skills at work.

Having autonomy at my job.

5. Please tell me how satisfied or dissatisfied are you with the following aspects of
your own job at PRP1?

What you earn.

Doing work that helps other people.

The recognition you get from PRP1 (awards, praise etc).

Your job security.

Your career prospects at PRP1.

A good feeling about yourself as a result of your work.

Making decisions and exerting an important influence on PRP1.
Training and development of your abilities and skills at work.
The autonomy you have at your job.

6. | would now like to ask you some questions about the reward system at PRP1.
Please tell me whether you agree or disagree witht  he following statements.

| am paid adequately for my responsibilities and experience.

In comparison with people in similar jobs in other charities, | feel my pay is reasonable.

In comparison with people in similar positions at PRP1, | feel my pay is reasonable.

The current pay system has a positive effect on employee productivity.

| am satisfied with the benefits provided by PRP1.

The benefits package that | receive is not as good as most available in the nonprofit sector.

7. Do you intend to leave PRP1 in the next 12 month  s?
Yes=1
No=0

8. I would now like to ask you about the Performanc  e-related Pay at PRP1. Please tell
me whether you agree or disagree with the following statements:

The principle of relating employees' pay to performance in nonprofit organisations is a good
one.

The idea of Performance-related Pay is fundamentally unfair.
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Communications between staff and management have been improved as a result of
Performance-related Pay.

The trouble with Performance-related Pay is that a good appraisal by the line manager is
often overruled by someone higher up.

People get a good appraisal mark not so much because of their performance but because
managers want to reward their favorites.

Staff are denied the appraisal mark they deserve because there is not enough money to pay
a high award to everyone.

Performance-related Pay has made managers set work targets more clearly.
Performance-related Pay has meant that good work is at last recognized and rewarded.
Performance-related Pay has helped to undermine staff morale.

9. I would like to know how the existence of Perfor = mance-related Pay affects you
personally. Please tell me whether you agree or dis  agree with the following
statements:

The existance of Performance-related Pay (PRP) gives me an incentive to work beyond the
requirements of my job.

PRP reduces my wish to cooperate with management.

The system of PRP makes me want to show more initiative in my job.

The existance of PRP encourages me to give sustained high performance at work.
PRP gives me a greater incentive to get my work priorities right.

The PRP system has no effect on the quality of my work because my work is already at the
appropriate standard.

PRP gives me an incentive to express myself at work with greater clarity.

PRP gives me an incentive to be more effective in my dealings with clients (the homeless).
PRP has made me willing to work harder.

PRP has significantly raised my motivation at work.

PRP has made me willing to improve the quality of my work.

PRP has made me willing to increase the quantity of work | do.

10. | would like to ask you about the link between pay and the Performance
Development Review. Please tell me whether you agre e or disagree with the following
statements:

Linking Pay with the Performance Development Review results in a fairer allocation of pay.
The link undermines my confidence in the Performance Development Review.
The link makes me take the Performance Development Review more seriously.

The link is problematic because it is hard to relate the work done in homeless norprofit
organisations to individual performance.

11. I would now like to ask you about your most rec  ent Performance Development
Review. Please tell me whether you agree or disagre e with the following statements:

The meeting with my line manager helped to establish specific objectives for the coming
year.

The objectives set were clear and measurable.

The objectives focused on issues which | have direct control over.

The meeting helped to relate my objectives to wider objectives at PRP1.
The meeting provided a good opportunity to discuss my development needs.

248



| am in a position to achieve the objectives set to me.
I understand how the objectives will be monitored and reviewed.
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12. | would now like to ask you about your mostrec  ent Performance Development
Review related to your annual appraisal result. Ple  ase tell me whether you agree or
disagree with the following statements:

| am satisfied with my most recent appraisal result.

My most recent Performance Review was a fair reflection of my performance.
I understand why | was given my most recent appraisal result.

Even if my performance is good enough, | doubt | will receive an Excelled (E).

The amount of money an individual gets from a Performance-related Pay award should be
substantially increased.

My line manager knows enough about my work to assess my performance accurately.
I have trust in the effectiveness of the Performance Development Review at PRP1.
The Performance Review is only a matter of ticking boxes.

The Performance Review helps to identify low performers and deals with the problem
effectively.

13. Are you an appraiser? (If you appraise staff).
Yes=1
No=0

14. | would now like to ask you about the impact of Performance-related Pay on your
staff. Please tell me whether you agree or disagree  with the following statements:

The existance of Performance-related Pay has made many of the staff to work beyond the
requirements of their job.

PRP has contributed to many staff giving sustained high performance at work.
PRP has contributed to increase the quality of work of many of the staff.

PRP has contributed to increase the quantity of the work of many staff.

PRP has contributed to staff to get their work priorities right.

PRP has made many of the staff more committed to their work.

PRP has reduced autonomy and participation of employees.

15. | would like to ask you how was your performanc e assessed in your most recent
Performance Development Review. Please choose one o f the following options:

Excelled (E) =7

Highly Effective (H) = 6
Achieving Well (A) =5
Meeting Objectives (M) =4
Variable (V) =3

Under Performing (U) =2
Not Proven (N) =1

16. | would like to ask you what would you have giv  en to yourself in your most recent
Performance Review. Please choose one of the follow  ing options:

Excelled (E) =7

Highly Effective (H) =6
Achieving Well (A) =5
Meeting Objectives (M) =4
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Variable (V) =3
Under Performing (U) =2
Not Proven (N) =1

17. I would now like to ask you about the training and development at PRP1. Please
tell me whether you agree or disagree with the foll  owing statements:

| receive the training and development | need to perform my job well.
| am satisfied with the training and development | receive at PRP1.

I have the opportunity to discuss with my manager the training and development | need to
improve my performance.

I have the opportunity to discuss with my manager the training and development | need to
progress on my career at PRP1.

18. | would now like to ask you about your general feelings towards PRP1. Please tell
me whether you agree or disagree with the following statements:

| would be happy to spend the rest of my career at PRP1.
| feel as if PRP1's problems are my own.

| feel "part of the family" at PRP1.

Being at PRP1 means a great deal to me.

| feel as if my project's problems are my own.

| feel "part of the family" at my Project.

One of the major reasons | continue to work for PRP1 is that leaving now would require
considerable personal sacrifice; another organisation may not match the overall rewards |
have here.

Even if it were to my advantage, | do not feel it would be right to leave PRP1 now.

19. Finally, I would like to ask you some personal information. | stress again that it will
be treated as strictly confidential.

Are you Male or Female?
Male.=1
Female.=0

20. Are you a manager?

Yes.=1

No.=0

21. Where do you work?

Housing and care West. =1

Housing and care Central. = 2

Housing and care East. = 3

Homelessness and Tenancy Sustainment. = 4

Central Support functions (including Maintenance, Business Development, HR, Strategy and
Performance, Finance, IT, Office services). =5

Housing Management. = 6



22. Are you:
Full-time staff. =1
Part-time staff. = 2
Temporary staff. = 3
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23. How old are you?
Under20=1

20-29 =2

30-39 =3

40-49 =4

50-59=5

60 or more=6

24. How long have you been working for PRP1?
Lessthan 1 year. =1

1 to less than 2 years. =2

2 to less than 5 years. =3

5 to less than 10 years. =4

10 years or more. =5

25. What is your current annual salary?
£16,121 - £18,720 =1

£18,721 - £22,360 =2

£22,361 - £28,080=3

£28,081 - £35,360=4

£35,361 - £45,240=5

£45,241 - or more=6

26. What is your highest qualification?
Certificate = 1

BA/BSc =2

MA/MSc/MBA =3

PhD =4

No academic qualification = 5

Other = 6

27. Where was your previous job?
Charity/Nonprofit sector. = 1

Private sector. =2

Public sector.=3

Self-employed.=4

This is my first job.=5

28. Are you a member of a trade union?
Yes=1

No=0
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29. | f you have any additional comments about the reward system at PRP1, or any
other issue you consider to be important to this su rvey, please add them here. Your
comments are of great value for this study. Thanky  ou.
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Reward System at PRP2

Thank you very much for your help answering this survey. The questionnaire should take no
longer than 12 minutes to fill in. Please send the completed questionnaire as soon as
possible.

1. I would like to start by asking you why did you take your current job? (Please
choose all that apply).

It pays well compared with similar jobs.

It was an opportunity to contribute to an important cause.
It was the first job that came along at that time.

It was convenient for personal reasons.

It was a career opportunity within the sector.

Other

2. Which of the following statements best describes how you think of your current job
at PRP2? (Please choose one).

A long term job | would like to stay in.

An opportunity for career advancement within PRP2.

Part of a career or profession that will probably take me to different organisations.
A job I will eventually leave because is not part of my career.

I don't know.

Other

3. Please tell me whether you agree or disagree wit  h the following statements:
To me, before anything, good citizens should think of society.

Serving the community interest is an important drive in my daily life.

| voluntary contribute to my community.

To me, helping people who are in trouble is very important.

I rarely think about the welfare of other people whom | do not know personally.
Without solidarity our society is certain to fall apart.

Fighting poverty is an important duty of the homelessness sector.

To me, patriotism includes seeing to the welfare of others.

Much of what | do is for a cause bigger than myself.

| am prepared to make sacrifices for the good of society.

| feel people should give back to society more than they get from it.

Making a difference in society means more to me than personal achievements.
Everybody is entitled to a good service, even if it costs a lot of money to provide it.
It is important that nonprofit organisations account for all the money they receive.
Efficient management is essential for nonprofit organisations.

4. People have different personal preferences about rewards that motivate them to do
their best work. Please rank the following rewards from 1 to 9 in order of how
important they are to you with "1" being the most i mportant and "9" being the least
important to you. Please use all numbers between 1 and 9 only once each.

Higher pay than you have now.
Doing work that is helpful to other people.
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Recognition from your organisation (awards, praise etc).

Job security.

Career progression.

A good feeling about yourself as a result of your work.

Making decisions and exerting an important influence on your organisation.
Training and development of your abilities and skills at work.

Having autonomy at my job.

5. Please tell me how satisfied or dissatisfied are you with the following aspects of
your own job at PRP2?

What you earn.

Doing work that helps other people.

The recognition you get from PRP2 (awards, praise etc).

Your job security.

Your career prospects at PRP2.

A good feeling about yourself as a result of your work.

Making decisions and exerting an important influence on PRP2.
Training and development of your abilities and skills at work.
The autonomy you have at your job.

6. | would now like to ask you some questions about the reward system at PRP2,
Please tell me whether you agree or disagree witht  he following statements.

I am paid adequately for my responsibilities and experience.

In comparison with people in similar jobs in other charities, | feel my pay is reasonable.

In comparison with people in similar positions at PRP2, | feel my pay is reasonable.

The current pay system has a positive effect on employee productivity.

| am satisfied with the benefits provided by PRP2.

The benefits package that | receive is not as good as most available in the nonprofit sector.

7. Do you intend to leave PRP2 in the next 12 month  s?
Yes
No

8. I would now like to ask you about the Performanc  e-related Pay system at PRP2.
Please tell me whether you agree or disagree witht  he following statements:

The principle of relating employees' pay to performance in nonprofit organisations is a good
one.

The idea of Performance-related Pay is fundamentally unfair.

Communications between staff and management improved as a result of Performance-
related Pay.

The trouble with Performance-related Pay is that a good appraisal by the line manager is
often overruled by someone higher up.

People get a good appraisal mark not so much because of their performance but because
managers want to reward their favorites.

Staff are denied the appraisal mark they deserve because there is not enough money to pay
a high award to everyone.
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Performance-related Pay makes managers set work targets more clearly.
Performance-related Pay means that good work is at last recognized and rewarded.
Performance-related Pay helps to undermine staff morale.

9. I would like to know how the existence of Perfor = mance-related Pay affects you
personally. Please tell me whether you agree or dis  agree with the following
statements:

The existance of Performance-related Pay (PRP) gives me an incentive to work beyond the
requirements of my job.

PRP reduces my wish to cooperate with management.

The system of PRP makes me want to show more initiative in my job.

The existance of PRP encourages me to give sustained high performance at work.
PRP gives me a greater incentive to get my work priorities right.

The PRP system has no effect on the quality of my work because my work is already at the
appropriate standard.

PRP gives me an incentive to express myself at work with greater clarity.

PRP gives me an incentive to be more effective in my dealings with clients (the homeless).
PRP makes me willing to work harder.

PRP significantly raises my motivation at work.

PRP makes me willing to improve the quality of my work.

PRP makes me willing to increase the quantity of work | do.

10. I would like to ask you about the link between pay and the Performance Appraisal.
Please tell me whether you agree or disagree witht  he following statements:

Linking Pay with the Performance Appraisal results is a fairer allocation of pay.
The link undermines my confidence in the Performance Appraisal.
The link makes me take the Performance Appraisal more seriously.

The link is problematic because it is hard to relate the work done in homeless norprofit
organisations to individual performance.

11. I would now like to ask you about your mostrec  ent Performance Appraisal
meeting. Please tell me whether you agree or disagr  ee with the following statements:

The meeting with my line manager helped to establish specific objectives for the coming
year.

The objectives set were clear and measurable.

The objectives focused on issues which | have direct control over.

The meeting helped to relate my objectives to wider objectives at PRP2.
The meeting provided a good opportunity to discuss my development needs.
I am in a position to achieve the objectives set to me.

I understand how the objectives will be monitored and reviewed.

12. | would now like to ask you about your mostrec  ent Performance Appraisal result.
Please tell me whether you agree or disagree witht  he following statements:

| am satisfied with my most recent Performance Appraisal result.
My most recent Performance Appraisal grade was a fair reflection of my performance.
I understand why | was given my most recent Performance Appraisal grade.
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Even if my performance is good enough, | doubt | will receive an Outstanding (Grade 1) or
Highly Effective (Grade 2).

The amount of money an individual gets from a Performance-related Pay award should be
substantially increased.

My line manager knows enough about my work to assess my performance accurately.
I have trust in the effectiveness of the Performance Appraisal System at PRP2.
The Performance Appraisal is only a matter of ticking boxes.

The Performance Appraisal at PRP2 helps to identify low performers and deals with the
problem effectively.

13. Are you an appraiser? (If you appraise staff).
Yes
No

14. | would now like to ask you about the impact of Performance-related Pay on your
staff. Please tell me whether you agree or disagree  with the following statements:

The existance of Performance-related Pay (PRP) makes many of the staff to work beyond
the requirements of their job.

PRP contributes to many staff giving sustained high performance at work.
PRP contributes to increase the quality of work of many of the staff.

PRP contributes to increase the quantity of the work of many staff.

PRP contributes to staff to get their work priorities right.

PRP makes many of the staff more committed to their work.

PRP reduces autonomy and participation of employees.

15. | would like to ask you how was your performanc e assessed in your most recent
Performance Appraisal. Please choose one of the fol  lowing options:

Outstanding (1)

Highly Effective (2)

Effective (3)

Development Needs (4)
Significant Shortfall (5)

Not Proven (6)

I have not been assessed yet.

16. | would like to ask you what would you have giv  en to yourself in your most recent
Performance Appraisal. Please choose one of the fol  lowing options:

Outstanding (1)

Highly Effective (2)

Effective (3)

Development Needs (4)
Significant Shortfall (5)

Not Proven (6)

I have not been assessed yet.



17. I would now like to ask you about the training and development at PRP2. Please
tell me whether you agree or disagree with the foll  owing statements:

| receive the training and development | need to perform my job well.
| am satisfied with the training and development | receive at PRP2.

I have the opportunity to discuss with my manager the training and development | need to
improve my performance.

I have the opportunity to discuss with my manager the training and development | need to
progress on my career at PRP2.
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18. | would now like to ask you about your general feelings towards PRP2. Please tell
me whether you agree or disagree with the following statements:

| would be happy to spend the rest of my career at PRP2.
| feel as if PRP2's problems are my own.

| feel "part of the family" at PRP2.

Being at PRP2 means a great deal to me.

| feel as if my project's problems are my own.

| feel "part of the family" at my Project.

One of the major reasons | continue to work for PRP2 is that leaving now would require
considerable personal sacrifice; another organisation may not match the overall rewards |
have here.

Even if it were to my advantage, | do not feel it would be right to leave PRP2 now.

19. Finally, I would like to ask you some personal information. | stress again that it will
be treated as strictly confidential.

Are you Male or Female?
Male.
Female.

20. Are you a manager?
Yes.
No.

21. Where do you work?
Central House

CP Partnering

Services

22. Are you:
Full-time staff.
Part-time staff.
Temporary staff.

23. How old are you?
Under 20

20-29

30-39

40-49

50-59

60 or more

24. How long have you been working for PRP2?
Less than 1 year.
1 to less than 2 years.
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2 to less than 5 years.
5 to less than 10 years.
10 years or more.

25. What is your current annual salary?
£16,121 - £18,720
£18,721 - £22,360
£22,361 - £28,080
£28,081 - £35,360
£35,361 - £45,240
£45,241 - or more

26. What is your highest qualification?
Certificate

BA/BSc

MA/MSc/MBA

PhD

No academic qualification

Other

27. Where was your previous job?
Charity/Nonprofit sector.

Private sector.

Public sector.

Self-employed.

This is my first job.

28. Are you a member of a trade union?
Yes

No

29. | f you have any additional comments about the reward system at PRP2, or any
other issue you consider to be important to this su rvey, please add them here. Your
comments are of great value for this study. Thanky  ou.
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Reward System at PM1
Thank you for your help answering this survey. The questionnaire should take no longer than
15 minutes to fill in. Please send the completed questionnaire as soon as possible.

1. I would like to start by asking you why did you take your current job? (Please
choose all that apply).

a) It pays well compared with similar jobs.

b) It was an opportunity to contribute to an important cause.
¢) It was the first job that came along at that time.

d) It was convenient for personal reasons.

e) It was a career opportunity within the sector.

f) Other

2. Which of the following statements best describes how you think of your current job
at PM1? (Please choose one).

A long term job | would like to stay in.

An opportunity for career advancement within PM1.

Part of a career or profession that will probably take me to different organisations.
A job I will eventually leave because is not part of my career.

I don't know.

Other

3. Please tell me whether you agree or disagree wit  h the following statements:
a) To me, before anything, good citizens should think of society.

b) Serving the community interest is an important drive in my daily life.

¢) | voluntary contribute to my community.

d) To me, helping people who are in trouble is very important.

e) | rarely think about the welfare of other people whom | do not know personally.
f) Without solidarity our society is certain to fall apart.

g) Fighting poverty is an important duty of the homelessness sector.

h) To me, patriotism includes seeing to the welfare of others.

i) Much of what | do is for a cause bigger than myself.

j) I am prepared to make sacrifices for the good of society.

k) | feel people should give back to society more than they get from it.

I) Making a difference in society means more to me than personal achievements.
m) Everybody is entitled to a good service, even if it costs a lot of money to provide it.
n) It is important that charities account for all the costs they make.

0) Efficient management is essential for charitable organisations.

4. People have different personal preferences about rewards that motivate them to do
their best work. Please rank the following rewards from 1 to 9 in order of how
important they are to you with "1" being the most i mportant and "9" being the least
important to you.

a) Higher pay than you have now.

b) Doing work that is helpful to other people.

¢) Recognition from your organisation (awards, praise etc).
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d) Job security.

e) Career progression.

f) A good feeling about yourself as a result of your work.

g) Making decisions and exerting an important influence on your organisation.
h) Training and development of your abilities and skills at work.

i) Having autonomy at my job.

5. Please tell me how satisfied or dissatisfied are you with the following aspects of
your own job at PM1?

What you earn.

Doing work that helps other people.

The recognition you get from PM1 (awards, praise etc).

Your job security.

Your career prospects at PM1.

A good feeling about yourself as a result of your work.

Making decisions and exerting an important influence on PM1.
Training and development of your abilities and skills at work.
The autonomy you have at your job.

6. | would now like to ask you some questions about the reward system at PM1.
Please tell me whether you agree or disagree witht  he following statements.

I am paid adequately for my responsibilities and experience.

In comparison with people in similar jobs in other charities, | feel my pay is reasonable.
In comparison with people in similar positions at PM1, | feel my pay is reasonable.

The current pay system has a positive effect on employee productivity.

| am satisfied with the benefits provided by PM1.

The benefits package that | receive is not as good as most available in the charity sector.

7. Are you already on the top of your pay scale? (i  f you do not receive anymore
annual incremental increases).

Yes=1

Yes=1

9. I would like to know how the existence of Perfor =~ mance Management (annual
appraisal, supervision etc) affects you personally. Please tell me whether you agree or
disagree with the following statements:

The existance of Performance Management gives me an incentive to work beyond the
requirements of my job.

Performance Management reduces my wish to cooperate with management.
The system of Performance Management makes me want to show more initiative in my job.

The existance of Performance Management encourages me to give sustained high
performance at work.

263



Performance Management gives me a greater incentive to get my work priorities right.

The Performance Management system has no effect on the quality of my work because my
work is already at the appropriate standard.

Performance Management gives me an incentive to express myself at work with greater
clarity.

Performance Management gives me an incentive to be more effective in my dealings with
clients (the homeless).

Performance Management makes me willing to work harder.

Performance Management at PM1 is only a matter of ticking boxes.

Performance Management reduces my autonomy and participation in my work environment.
Performance Management contributes to increase my motivation at work.

Performance Management makes me willing to improve the quality of my work.
Performance Management makes me willing to increase the quantity of work | do.

Performance Management at PM1 identifies low performers and deals with the problem
effectively.

10. | would like to ask you about your most recent Annual Appraisal at PM1. Please
tell me whether you agree or disagree with the foll  owing statements:

The meeting with my line manager helped to establish specific objectives for the coming
year.

The objectives set were clear and measurable.

The objectives focused on issues which | have direct control over.

The meeting helped to relate my objectives to wider objectives at PM1.

The meeting provided a good opportunity to discuss my development needs.
I am in a position to achieve the objectives set to me.

I understand how the objectives will be monitored and reviewed.

11. I would now like to ask you about your mostrec  ent annual appraisal results.
Please tell me whether you agree or disagree witht  he following statements:

| am satisfied with my last appraisal result.
My most recent annual appraisal was a fair reflection of my performance.
I understand why | was given my most recent appraisal result.

Even if my performance is good enough, | doubt | will receive a 4 or 5 (Exceeds
expectations/Outstanding).

My line manager knows enough about my work to assess my performance accurately.
I have trust in the effectiveness of the annual appraisal system.

Yes=1

13. I would now like to ask you about the impact of Performance Management (annual
appraisal, supervision etc) on your staff. Pleaset  ell me whether you agree or disagree
with the following statements:
The existance of Performance Management (PM) causes many of the staff to work beyond
the requirements of their job.
PM contributes to many staff giving sustained high performance at work.
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PM contributes to increase the quality of work of many of the staff.
PM contributes to an increase in the quantity of work many staff do.
PM contributes to staff to get their work priorities right.

PM makes many of the staff more committed to their work.

PM reduces autonomy and participation of employees.

14. | would now like to ask you about the training and development at PM1. Please tell
me whether you agree or disagree with the following statements:

| receive the training and development | need to perform my job well.
| am satisfied with the training and development | receive at PM1.

I have the opportunity to discuss with my manager the training and development | need to
improve my performance.

I have the opportunity to discuss with my manager the training and development | need to
progress on my career at PM1.

15. | would now like to ask you about your general feelings towards PM1. Please tell
me whether you agree or disagree with the following statements:

| would be happy to spend the rest of my career at PM1.
| feel as if PM1's problems are my own.

| feel "part of the family" at PM1.

Being at PM1 means a great deal to me.

| feel as if my project's problems are my own.

| feel "part of the family" at my Project.

One of the major reasons | continue to work for PM1 is that leaving now would require
considerable personal sacrifice; another organisation may not match the overall rewards |
have here.

Even if it were to my advantage, | do not feel it would be right to leave PM1 now.

16. Finally, I would like to ask you some personal information. | stress again that it will
be treated as strictly confidential.

Are you Male or Female?
Male. =1
Female. =0

Yes. =1

18. Where do you work?
Central services.=1
Services delivery.=2
Matrix services.=3

19. Are you:
Full-time staff.=1
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Part-time staff.=2
Temporary staff.=3

20. How old are you?
Under 20=1

20-29=2

30-39=3

40-49=4

50-59=5

60 or more=6

21. How long have you been working for PM1?
Less than 1 year.=1

1 to less than 2 years.=2

2 to less than 5 years.=3

5 to less than 10 years.=4

10 years or more.=5

22. What is your current annual salary?
£16,121 - £18,720=1
£18,721 - £22,360=2
£22,361 - £28,080=3
£28,081 - £35,360=4
£35,361 - £45,240=5
£45,241 - or more=6

23. What is your highest qualification?
Certificate=1

BA/BSc=2

MA/MSc/MBA=3

PhD=4

No academic qualification=5

Other=6

24. Where was your previous job?
Charity/Nonprofit sector.=1

Private sector.=2

Public sector.=3

Self-employed.=4

This is my first job.=5

25. Are you a member of a trade union?
Yes=1

No=0
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26. | f you have any additional comments about the reward system at PM1, or any
other issue you consider to be important to this su rvey, please add them here. Your
comments are of great value for this study. Thanky  ou.
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Reward System at PM2
Thank you for your help answering this survey. The questionnaire should take no longer than
12 minutes to fill in. Please send the completed questionnaire as soon as possible.

1. I would like to start by asking you why did you take your current job? (Please
choose all that apply).

It pays well compared with similar jobs.

It was an opportunity to contribute to an important cause.
It was the first job that came along at that time.

It was convenient for personal reasons.

It was a career opportunity within the sector.

Other

2. Which of the following statements best describes how you think of your current job
at PM2? (Please choose one).

A long term job | would like to stay in.=1

An opportunity for career advancement within PM2=2

Part of a career or profession that will probably take me to different organisations.=3
A job I will eventually leave because is not part of my career.=4

| don't know.=5

Other=6

3. Please tell me whether you agree or disagree wit  h the following statements:
To me, before anything, good citizens should think of society.

Serving the community interest is an important drive in my daily life.

| voluntary contribute to my community.

To me, helping people who are in trouble is very important.

| rarely think about the welfare of other people whom | do not know personally.
Without solidarity our society is certain to fall apart.

Fighting poverty is an important duty of the homelessness sector.

To me, patriotism includes seeing to the welfare of others.

Much of what | do is for a cause bigger than myself.

| am prepared to make sacrifices for the good of society.

| feel people should give back to society more than they get from it.

Making a difference in society means more to me than personal achievements.
Everybody is entitled to a good service, even if it costs a lot of money to provide it.
It is important that charities account for all the money they receive.

Efficient management is essential for charitable organisations.

4. People have different personal preferences about rewards that motivate them to do
their best work. Please rank the following rewards from 1 to 9 in order of how
important they are to you with "1" being the most i mportant and "9" being the least
important to you. Please use all numbers from 1 to 9 only once each.

Higher pay than you have now.

Doing work that is helpful to other people.

Recognition from your organisation (awards, praise etc).
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Job security.

Career progression.

A good feeling about yourself as a result of your work.

Making decisions and exerting an important influence on your organisation.
Training and development of your abilities and skills at work.

Having autonomy at my job.

5. Please tell me how satisfied or dissatisfied are you with the following aspects of
your own job at PM2?

What you earn.

Doing work that helps other people.

The recognition you get from PM2 (awards, praise etc).

Your job security.

Your career prospects at PM2.

A good feeling about yourself as a result of your work.

Making decisions and exerting an important influence on PM2.
Training and development of your abilities and skills at work.
The autonomy you have at your job.

6. | would now like to ask you some questions about the reward system at PM2.
Please tell me whether you agree or disagree witht  he following statements.

I am paid adequately for my responsibilities and experience.

In comparison with people in similar jobs in other charities, | feel my pay is reasonable.
In comparison with people in similar positions at PM2, | feel my pay is reasonable.

The current pay system has a positive effect on employee productivity.

| am satisfied with the benefits provided by PM2.

The benefits package that | receive is not as good as most available in the charity sector.

7. Are you already on the top of your pay scale? (i  f you do not receive anymore
annual incremental increases).

Yes=1

No=0

8. Do you intend to leave PM2 in the next 12 months  ?
Yes=1

No=0

9. I would like to know how the existence of Perfor =~ mance Management (annual
appraisal, supervision, monthly managerial meetings etc) affects you personally.
Please tell me whether you agree or disagree witht  he following statements:

The existance of Performance Management gives me an incentive to work beyond the
requirements of my job.

Performance Management reduces my wish to cooperate with management.
The system of Performance Management makes me want to show more initiative in my job.

The existance of Performance Management encourages me to give sustained high
performance at work.
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Performance Management gives me a greater incentive to get my work priorities right.

The Performance Management system has no effect on the quality of my work because my
work is already at the appropriate standard.

Performance Management gives me an incentive to express myself at work with greater
clarity.

Performance Management gives me an incentive to be more effective in my dealings with
clients (the homeless).

Performance Management makes me willing to work harder.

Performance Management at PM2 is only a matter of ticking boxes.

Performance Management reduces my autonomy and participation in my work environment.
Performance Management contributes to increase my motivation at work.

Performance Management makes me willing to improve the quality of my work.
Performance Management makes me willing to increase the quantity of work | do.

Performance Management at PM2 identifies low performers and deals with the problem
effectively.

10. | would like to ask you about your most recent Annual Appraisal at PM2. Please
tell me whether you agree or disagree with the foll  owing statements:

The meeting with my line manager helped to establish specific objectives for the coming
year.

The objectives set were clear and measurable.

The objectives focused on issues which | have direct control over.

The meeting helped to relate my objectives to wider objectives at PM2.

The meeting provided a good opportunity to discuss my development needs.
I am in a position to achieve the objectives set to me.

I understand how the objectives will be monitored and reviewed.

11. I would now like to ask you about your mostrec  ent annual appraisal results.
Please tell me whether you agree or disagree witht  he following statements:

| am satisfied with my last appraisal result.
My most recent annual appraisal was a fair reflection of my performance.
I understand why | was given my most recent appraisal result.

Even if my performance is good enough, | doubt | will receive a 1 or 2 (Exceeded or
achieved).

My line manager knows enough about my work to assess my performance accurately.
I have trust in the effectiveness of the annual appraisal system.

12. | would like to ask you how was your performanc e assessed in your most recent
Annual Appraisal. Please choose one:

Exceeded=4
Achieved=3
Below=2

Not acceptable=1

13. I would now like to ask you what would you have given to yourself in your most
recent Annual Appraisal. Please choose one:
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Exceeded=4
Achieved=3
Below=2

Not acceptable=1
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14. Are you an appraiser? (If you appraise staff).
Yes=1
No=0

15. | would now like to ask you about the impact of Performance Management (annual
appraisal, supervision, monthly managerial meetings etc) on your staff. Please tell me
whether you agree or disagree with the following st atements (respond only if you
appraise staff);

The existance of Performance Management (PM) causes many of the staff to work beyond
the requirements of their job.

PM contributes to many staff giving sustained high performance at work.
PM contributes to increase the quality of work of many of the staff.

PM contributes to an increase in the quantity of work many staff do.

PM contributes to staff to get their work priorities right.

PM makes many of the staff more committed to their work.

PM reduces autonomy and participation of employees.

16. | would now like to ask you about the training and development at PM2. Please tell
me whether you agree or disagree with the following statements:

| receive the training and development | need to perform my job well.
| am satisfied with the training and development | receive at PM2.

I have the opportunity to discuss with my manager the training and development | need to
improve my performance.

I have the opportunity to discuss with my manager the training and development | need to
progress on my career at PM2.

17. 1 would now like to ask you about your general feelings towards PM2. Please tell
me whether you agree or disagree with the following statements:

| would be happy to spend the rest of my career at PM2.
| feel as if PM2's problems are my own.

| feel "part of the family" at PM2.

Being at PM2 means a great deal to me.

| feel as if my project's problems are my own.

| feel "part of the family" at my Project.

One of the major reasons | continue to work for PM2 is that leaving now would require
considerable personal sacrifice; another organisation may not match the overall rewards |
have here.

Even if it were to my advantage, | do not feel it would be right to leave PM2 now.

18. Finally, 1 would like to ask you some personal information. | stress again that it will
be treated as strictly confidential.

Are you Male or Female?
Male.=1
Female.=0

19. Are you a manager?



Yes.=1

No.=0

20. Where do you work?
Central services.=1
Operational services.=2

21. Are you:
Full-time staff.=1
Part-time staff.=2
Temporary staff.=3

22. How old are you?
Under 20=1

20-29=2

30-39=3

40-49=4

50-59=5

60 or more=6

23. How long have you been working for PM2?
Less than 1 year.=1

1 to less than 2 years.=2

2 to less than 5 years.=3

5 to less than 10 years.=4

10 years or more.=5

24. What is your current annual salary?
£16,121 - £18,720=1
£18,721 - £22,360=2
£22,361 - £28,080=3
£28,081 - £35,360=4
£35,361 - £45,240=5
£45,241 - or more=6

25. What is your highest qualification?
Certificate=1

BA/BSc=2

MA/MSc/MBA=3

PhD=4

No academic qualification=5

Other=6

26. Where was your previous job?



Charity/Nonprofit sector.=1

Private sector.=2

Public sector.=3

Self-employed.=4

This is my first job.=5

27. Are you a member of a trade union?
Yes=1

No=0

28. | f you have any additional comments about the reward system at PM2, or any
other issue you consider to be important to this su rvey, please add them here. Your
comments are of great value for this study. Thanky  ou.
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Cover Letter to Managers

Date, Year

Dear (name of manager),

| am doing a PhD at the LSE and | am writing to yslr help in a study of reward systems
in charities in the UK. | have contacted four oligations in the homeless sector, (hames of
organisations), to take part in the study. Youranigation has been very kind in supporting
my research work and (name of HR Director) has igext me with your contact details.
This research gives an opportunity to charity erygés to discuss reward/payment systems
in the sector and will influence future researckhis field.

Within the next few days all employees at (Orgaiosaname) will receive an email with a

link to an online survey which they can completd aand it to me at the LSE. | would like

to ask for your help in distributing the cover ée#t in this pack to all your employees and to
encourage them to complete the online survey. dlikirask you to distribute the letters

before the end of this week, as the survey wilkloening from the week commencing 17

September. The cover letter explains the aims & tesearch and asks for their

contributions. All questionnaire responses willtteated as strictly confidential and all the
responses will be directed to me. A report withfthdings of the research will be available

and all employees can have a copy of the reptneyf wish to.

I would like to take this opportunity to thank ymuadvance for your help during the process
of data collection and If you have any further diges please do not hesitate to contact me
on mendesde@l|se.ac.ukfour support is very much appreciated and of patnt
importance for the success of this study.

Thank you very much for your time and | look for@do receiving your responses.

Best wishes,

Bethania Mendes de B. Antunes

Employment Relations and Organisational Behaviowu@
London School of Economics and Political Scienc8&L
Houghton Street

WC2A 2AE
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Cover Letter to Employees

Date, year

Dear (Organisation name) Employee,

| am doing a PhD at the LSE and | am writing to wslr help in a study of reward/payment
systems in charities in the UK. The research wod developing at the LSE aims to
contribute to a better understanding of the proa#s®rmulation and implementation of

reward systems in nonprofit organisations and wdrethhey motivate staff to achieve

organisational goals. The Charity sector is vergimin evidence in the UK and increases in
size, scope, roles and responsibilities. Theretoise of paramount relevance to study what
directions are taken by the sector in terms of payrsystems.

Four organisations in the homeless sector are dgakiart in the research. (names of
organisations taking part). They have been choseerhkir importance and contributions
made to the homeless sector. Your organisationbesn very kind in supporting my
research work and | would like to ask for your helpcompleting the online survey. This
research gives an opportunity to charity employealiscuss reward/payment systems in the
sector and will influence future research in thedf.

Within the next few days you will receive an emailbject ‘Reward Systems at
(Organisation name)’ with a short introduction of the study and a lioktlhe survey which
you can complete it online. | will be sending thdime survey to all organisations taking
part in the study and | hope very much that you ¥ifld the questions relevant and
interesting. All questionnaire responses will leated as strictly confidential and managers
at (Organisation name) will not have access toddita collected. All the responses will be
directed to me at the LSE.

| would like to take this opportunity to thank yao advance for your contribution and
emphasize how important your answers are for tloeess of this study. If you have any
further questions please do not hesitate to contecbnmendesde@I|se.ac.uk report with
the findings of the research will be available @ngou are interested in a copy please do
email me.

I hope that you will all wish to complete the sunguestionnaire. Thank you very much for
your time.

Best wishes,

Bethania Mendes de B. Antunes
Employment Relations and Organisational Behaviowu@
London School of Economics and Political Scienc8&/L
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Houghton Street
WC2A 2A
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Survey Email to Employees

Dear (name of organisation) Employege

| would like to ask for your help in a study of rasd systems in charities in the UK. This
study aimsto contribute to a better understandihgthe process of formulation and
implementation of reward systems in charities amettiver they motivate staff to achieve
organisational goals.

Four organisations in the homeless sector are dakiart in this research. (name of
organisations taking part). You have been choserydor importance and contributions
made to the homeless sector. This research giveportunity to nonprofit employees to
discuss reward/payment systems in the sector dhthfiaence future research in this field.

Below is a link to the survey which you can complenhline. Once you click on the link it
should take you no longer than 12 minutes to cotapleAll questionnaire responses will be
treated as strictly confidential and managers @afuzation name) will not have access to
the data collected. All the responses will be dedd¢o me at the LSE.

[S]

I hope very much that you will find the questiorterant and interesting and | would like to
take this opportunity to thank you in advance fouty contribution and emphasize how
important your answers are for the success ofstuidy.

Thank you very much for your time,

Bethania Mendes de B. Antunes

Employment Relations and Organisational Behaviowu@

London School of Economics and Political SciencB8&L

Houghton Street
WC2A 2AE

This link is unique to you. Please do not forwdrd i
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Letter to Participating Charities

(Name of HR Director)

HR Director

(Address)

Re: Bethania Mendes de Brito Antunes (200524663)

Date, year

Dear Ms (name of HR Director),

I am writing to confirm that Ms Bethania MendesBi@o Antunes is currently registered as
a PhD Student in the Employment Relations and Gsgtional Behaviour Group,
Department of Management at the London School ehBmics and Political Science. Ms
Antunes supervisor is David Marsden.

The purpose of Bethania's research is to analyseaward systems adopted in charities in
the United Kingdom and its relevance in retainimgl anotivating employees to achieve

organisational goals. The research will involveeimiews and a survey questionnaire for
members of staff in the charities wishing to taketp Any material distributed to staff in the

charities will be agreed previously with the HR ragers.

The research conducted will be for academic puposdy. Any information disclosed by
organisations participating in the case studiet véltreated as confidential and documents
provided by the organisations will not be sharethwie other charities taking part. The
results of the research will be shared with theaoigptions and a final report will be
provided to the charities.

The research work to be undertaken will not invawy costs for the charities.

Should you require any additional information pkeds not hesitate to contact me 020 7955
7791.

Yours Faithfully,
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Emma Anderson
Programme Administrator

280



APPENDIX 3

Interview Questions (General Guidance) — HR Directmd HR Managers

1. Background: title, role, responsibilities

2. Organisation: Business, services offered

3. What is the reward system you have in place attbent?
4. Why have you chosen this pay system?

5. What drives the choice of a pay system and whaesponsible for making the
decision?

6. Do you make use of benchmarking to access what otiganisations in the sector
are having in terms of pay system? Does that inflagyour decision?

7. Has the pay system been developed in consultatidh key stakeholders
(management, staff, unions)?

8. Isitlinked to the organisation’s current needd goals?
9. In your opinion is the reward system congruent \fi#h organisation’s culture?
10. In your opinion is the reward system effective? Wkiow?

About Performance Management

11. How long have you had Performance Management fony Wave you decided to
implement PM?

12. What are the identifiable performance measurethfoprganisation?
13. Who assesses and manages performance?

14. Are they close enough to employees (especiallyetioag in the field) to be able to
judge performance effectively?

15. Is there sufficient management capability to manpgdormance and motivation
well?

16. Do you think there is trust in the current perfonoamanagement process?
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17.

18.

19.

20.

21.

22.

23.

24.

25.

26.

27.

28.

29.

30.

31.

32.

PM could be a way to have tighter/strict controeoemployees. Do you think
employees would have less autonomy or participdtiaiine organisation once you
have performance management?

How often do you have appraisals or performancews? What is the coverage?
What is the appraisal method (competences/targ€tsi8gree etc)?

Do you have meetings between line managers/supesvend all the workers for
whom they are responsible? If yes, how frequentlz@se meetings? Which issues
are discussed?

Do you believe there is good communication betwhestels/projects and head
office?

Do employees have any involvement in the procesdecfsion making of issues
related to their work?

Are employees given the training and developmeréded to help improve
performance?

Do you believe employees have the right skillstfe demands of the work?

Would you say that employees here are satisfiel thieir: remuneration system,
training opportunities, working conditions?

In your opinion, why do you think people come torkvtor charities?
Where was your previous job? (charity, public, atéssector)

Would you say that the values of charity workers different from private sector
employees? How?

From your experience in recruiting, where do emeésy come from? (charity,
public, private sector).

Do you take measures to attract and contract pedtiecharity work experience?
Are employees led to expect long-term employmeBraadway?
What is the annual staff turnover?

In your opinion, what are the reasons for stafhéwer? (e.g. Pay, lack of career
opportunities, poor working conditions, poor traiy)
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33. Would you believe that pay responses are the oalyte keep people?

34. Have other strategies, such as improved trainird) development, and improved
working conditions been tried?

Interview Questions (General Guidance) — Line Mansg

1. How long have you been working for this organisa®ficSame position? Was a
career decision to work for a charity?

2. Do you enjoy working here?

3. In your opinion, why do you think people come torkvéor charities? (Apart from
mission attachment what else?) Why do they comeots for this organisation?

4. Would you say that the values of charity workers different from private sector
employees? How?

5. Where was your previous job? (charity, public, atéssector)
6. Do you think employees here are led to expect tengr-employment?

About Rewards/Performance Management
7. Inyour opinion is the reward system used herectffe? Why? How?

8. Would you say that employees here are satisfield thvé remuneration system?
9. About Performance Management? Who assesses ang@esgmerformance?

10. Are they close enough to employees (especiallyetloag in the field) to be able to
judge performance effectively?

11. Do you think managers are capable of managing pediace well?
12. What are the identifiable performance measureth®organisation?

13. Do you think there is trust in the current perfonoamanagement process?
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14.

15.

16.

17.

18.

19.

20.

21.

22.

23.

Do you think Performance Management could be atadnave tighter/strict control
over employees? Do you think employees would hagss autonomy or
participation in the organisation once you havdégrerance management here?

Are there meetings between line managers/supesvisat all the workers for whom
they are responsible? If yes, how frequent areetimeetings? Which issues are
discussed?

Do you believe there is good communication betwhestels/projects and head
office?

Do employees have any involvement in the procesdecfsion making of issues
related to their work?

Are employees given the training and developmergded to help improve
performance?

Do you believe employees have the right skillstfe demands of the work?

Would you say that employees here are satisfiel thieir training opportunities,
working conditions?

Do you think staff turnover here is high?

In your opinion, what are the reasons for stafhéwer? (e.g. Pay, lack of career
opportunities, poor working conditions, poor traiy)

Would you believe that pay responses are the oaly & keep people? What other
strategies could be used to keep and motivate geopl
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APPENDIX 4

Interview Questions — Reward Consultants

Role and background
What is your approach to reward strategy?

Who is responsible for reward decisions in the oiggion? (Board, CEO, Senior
Management)

What factors do nonprofit organisations take intocant in determining their pay system?
(More specifically PRP)

Why do you think those factors are important todhganisations?

What do you think it leads organisations to chathg® pay system? Examples of your own
clients?

Any other factors we have not discussed here thdtlanfluence the choice of PRP system?
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