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Abstract 
 
A ranking of a variety of incentive devices used by firms according to their perceived effectiveness by 

employees is identified.  The determinants of employee incentive preferences are also investigated, 

suggesting a ‘menu’ of conditions under which an organization’s personnel policies will have 

maximum motivational impact on its workforce.  Based on the beliefs of a unique sample of workers 

from seven European countries, the results suggest that (a) the primary determinant of the level of 

employee effort is the amount of discretion offered at work; (b) pay incentives and ‘gift exchanges’ are 

the most important motivators; (c) the use of monitoring and Taylor-type assembly lines are the least 

effective incentives; and (d) the optimal design of incentive strategies by firms is strongly shaped by a 

host of contextual factors.  The expressed desire for autonomy, and distaste for control, by employees 

gives credibility to the “participative” management approach. 
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1. Introduction 
 

Those who manage human resources within firms have a rich toolkit of incentive mechanisms at their 

disposal (Gibbons and Waldman, 1999).  The need for such a wide array of instruments arises due to 

the fundamental agency problem that plagues the employment relationship, whereby the interests of the 

contracting parties are typically in conflict.  It follows that firms may combat the ensuing problem of 

moral hazard by designing appropriate incentive contracts that seek to establish goal congruence with 

their employees (Holmstrom, 1979; Mirlees, 1976).   

As noted by Prendergast (1999, p. 7), these modes of furnishing employee effort vary widely across 

different organizations, with some firms relying on explicit contracts that tie pay to observable 

measures of (individual or aggregate) performance (e.g. piece rates, stock options, bonuses, profit 

sharing etc.), others preferring reward systems that are based on more discretionary/subjective measures 

of productivity and some eschewing the use of pay-for-performance altogether in favour of alternative 

(dynamic) strategies (e.g. promotions, efficiency wages, deferred compensation, career concerns, 

layoffs etc.).  Bryson et al. (2008) have also shown that there has been considerable growth in the use of 

“families” of contingent rewards at the same workplace in the UK in the last two decades, while 

Belfield and Marsden (2003) discover evidence of significant experimentation amongst UK managers 

seeking for the optimal “bundle” of compensation for their individual establishment.    

Economists have made considerable progress in the past three decades in terms of understanding 

the internal workings of the incentive structure of organizations.  The principal-agent model focuses on 

the trade-off between risk and incentives (Holmstrom, 1979; Mirlees, 1976).  The efficiency wage 

paradigm postulates an inverse relationship between market rents and monitoring sustained by the 

threat of layoffs (Akerlof, 1982; Akerlof and Yellen, 1990; Shapiro and Stiglitz, 1984).  Moreover, 

tournament theory emphasizes the relative competition among workers for fixed prizes (Lazear and 

Rosen, 1981).  The above literature remains central for our understanding of the framework which 

compels and constrains firms in designing their incentive policies.   

Researchers have also investigated the conditions influencing the choice of different reward 

schemes by firms, such as the dimensionality of job tasks and the monitoring environment inter alia 
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(Belfield and Marsden, 2003; Bryson et al. (2008); Drago and Garvey, 1998; Frederiksen and Takats, 

2004; Gibbons and Waldman, 1999; MacLeod and Malcomson, 1989; MacLeod and Parent, 1998).  

Furthermore, empirical and experimental studies have attempted to ascertain whether employees 

actually respond to such a variety of performance metrics (Lazear, 2000; Marsden et al., 2001).    

Despite the above innovations, the economic literature has not paid sufficient attention to an 

important link of the incentives-productivity chain, namely the beliefs of employees about their 

effectiveness.  This is an important omission given that the success of any compensation scheme hinges 

critically on the value assigned to it by employees (Heneman and Young, 1991; Nigro, 1981).  Reward 

schemes that enjoy higher perceived worker value can act as powerful attraction, retention and 

motivational tools (e.g. the stock options granted by many high-tech companies in the mid-1990s).  

Finding out what employees think about their remuneration plans can also help identify those 

motivational components that are likely to have the greatest impact on worker performance, thus 

allowing firms to restructure their human resource (HR) procedures accordingly.  Indeed, it is generally 

agreed that the successful alignment of rewards with business strategy relies very much on 

understanding employee reward perceptions (Lawler, 1995; Wilson, 1995).   

The above underscores the necessity of research that will assist in our understanding of the 

taxonomy of workers’ reward preferences and their determinants.  Although a number of recent studies 

have looked at the relationship between different forms of incentive pay and individual job satisfaction 

(Artz, 2008; Drago et al., 2002; Green and Heywood, 2008; Heywood and Wei, 2006; McCausland et 

al., 2005; Pouliakas and Theodossiou, 2009), few studies exist that identify employee beliefs about the 

incentive mix that is most likely to drive and motivate optimal performance.  In addition, knowledge of 

the specific conditions that influence these views is incomplete at best. 

This study aims to address the above gaps in knowledge.  To do so, employees from seven 

European countries have been requested to subjectively evaluate the relevance of a number of incentive 

options for the effort they exert in their jobs.  Insofar as employees’ ‘stated’ preferences act as a signal 

of their ‘actual’ effort choices, and provided that firms pay attention to the opinions of their workforce, 

this study provides potentially valuable insight into the prevalence of some reward schemes over others 
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in the contemporary workplace.  Moreover, by investigating the conditions under which incentive 

options are considered to be effective by employees themselves, a ‘menu’ of factors which may be 

conducive to securing employee support for an organization’s compensation strategy is identified. 

The structure of the paper is organised as follows.  Section 2 integrates the predictions of the 

available economic, management and psychological literature on the determinants of employee reward 

preferences, and describes the incentive alternatives used in the survey of this study.  In section 3 the 

dataset and summary statistics of the variables of interest are presented.  Section 4 outlines the main 

results, identifying the relative ranking of the incentive options and the underlying determinants of their 

perceived effectiveness.  Section 5 considers the implications of the findings for the purposes of 

effective human resource policy.  Section 6 concludes. 

 

2. Literature Review 

2.1 The availability of incentive options 

 
The aim of this paper is to elicit the perceptions of employees about the relative importance of a number 

of incentive alternatives for their effort exposure at the workplace.  Given that individuals who are 

active in the labour market are likely to have formed concrete beliefs about the effectiveness of 

different motivational schemes, it seems reasonable to ask them directly about their views in the form 

of a survey questionnaire.  This was done via a unique survey of lower- and middle-skilled workers 

from seven European countries (Denmark, Finland, France, Greece, the Netherlands, Spain and the 

UK), that took place in the year 2004 as part of the EU-funded EPICURUS project.  Thus, for the 

remainder of this section, a brief description of the incentive categories that were included in the survey 

is offered, along with a discussion of the reasons that underlined their selection as suggested by the 

existing literature.
 1
    

 

- The risk of losing your job:  Perhaps the most common channel of incentive provision used by firms is 

the threat of dismissal if the performance of employees falls below some critical level (Kwon, 2005).  

With this non-linear contract firms may pay wages that vary little with performance, yet the threat of 
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firing acts as a binding constraint on the actions of workers.  Agell (1994), for instance, finds a positive 

relationship between effort and workers’ perception of the likelihood of layoff.  Bewley (1999: 110) 

argues, however, that firms are reluctant to use the dismissal card as it is bad for morale.   

 

- Pay incentives: In order to ameliorate the agency problem, it has been suggested that a principal 

should condition the payments of workers on a set of verifiable (collective or individual) signals, which 

are informative about the agent’s effort (e.g. realization of output).  Moral hazard will then be less 

likely to come into play the greater the sensitivity of pay to measured performance.  The optimal 

contract must nonetheless balance the goals of full insurance and first-best incentives.  The 

psychological theory of cognitive evaluation has also asserted that extrinsic intervention may have a 

detrimental effect on employee performance due to crowding-out of intrinsic job satisfaction (Deci, 

1971; Deci and Ryan, 1985; Lepper et al., 1973) or because of distortion in the nature of the 

psychological contract (Benhabou and Tirole, 2003; Kreps, 1997; Sliwka, 2003).  Furthermore, PRP 

systems may be detrimental to employee morale (Bewley, 1999) and perceptions of job security (Baker 

et al., 1988; Valetta, 1999), are likely to undermine team work (Milgrom and Roberts, 1992) and 

creativity and innovation (Kohn, 1993), and may influence certain facets of job satisfaction in a 

negative fashion (Green and Heywood, 2008; Pouliakas and Theodossiou, 2009).      

.   

- Closer monitoring (supervision or appraisals): Related to the risk of layoff is another method that is 

conventionally believed to resolve the agency problem, namely the use of intense monitoring.  This 

may be accomplished either by delegating the responsibility of overseeing worker effort to a supervisor, 

or via in-depth evaluations of employee performance that culminate in the drafting of reports and 

appraisals by HR managers.  In both cases, tighter monitoring by the principal is expected to induce 

effort by workers who wish to reduce the risk of a penalty if caught shirking (Alchian and Demsetz, 

1972; Nagin et al., 1998).   

Moreover, it has been suggested that subjective performance evaluation is desirable since it rewards 

a more holistic measure of worker performance (Prendergast, 1999).  The problem with subjective 

assessments, though, is that they cannot be verified by outsiders, and, thus, there is ample scope for 
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manipulation of the performance measures (e.g. “centrality”/“leniency” biases; supervisory favoritism 

responding to rent-seeking actions by workers) that often results in employee discontent (Lawler, 1971, 

p. 171; Prendergast, 2002). 

More recent arguments challenging the disciplining potential of stringent monitoring evolve around 

the so-called “crowding out” theory, which postulates that the use of ‘sticks’ by employers entails 

hidden costs as workers may perceive such controls as a signal of distrust (Falk and Kosfeld, 2004; 

Frey, 1993).  

 

- Akerlof’s ‘gift exchange’ and efficiency wages: If intense monitoring is to be avoided or is costly in its 

implementation, the so-called ‘efficiency wage’ theories have claimed that firms can induce effort 

exertion by offering wage rents to workers.  Though these theories share the common notion that a level 

of pay in excess of the ‘going rate’ will have a positive effect on productivity, the channels via which 

this process takes place differ (e.g. reduced turnover, superior pool of applicants, higher effort etc.; see 

Krueger and Summers, 1998).  This study focuses on the so-called ‘fair wage’ model of Akerlof (1982), 

which has argued that effort increases as the offered wage rises relative to what workers believe to be a 

‘fair’ pay rate, formed by comparison to an appropriate reference group (such as similarly qualified 

workers).   

Evidence has established the existence of reciprocity-driven voluntary cooperation among 

hypothetical employers and employees (Fehr et al., 1997; Dohmen et al., 2009).  Management science 

and psychology research, in contrast, has failed to support a causal link between higher pay levels and 

motivation or productivity, though there is ample evidence that effort is increased by incentives that 

make pay depend on performance (Lawler, 1971; 133; Vroom, 1964: 252).   

 

- Peer pressure:  Most workers are employed in settings where final output is the outcome of the joint 

contribution of individuals.  Consequently, firms that decide to utilize team production incentive 

schemes are likely to face the classic free-rider (or 1/N) problem, whereby agents fail to internalize the 

benefits that accrue to other members of the team when making their own effort decisions (Prendergast, 

1999: 39).  Kandel and Lazear (1992) suggested that a possible solution to this team production 
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problem is peer pressure, whereby agents monitor one another and mete out punishments to those 

colleagues who fail to perform adequately, provided that the cost of delivering such sanctions is 

sufficiently low.  After all, human beings are social beings who are willing to perform certain activities 

(e.g. contribution to a public good/punishment of free-riding) simply for the sake of obtaining social 

approval (Fehr and Falk, 2002; Falk and Ichino, 2006; Gachter and Fehr, 1999).   

Furthermore, the empirical evidence of Weiss (1987) and Hansen (1997) suggests that peer pressure 

could be an effective motivator for blue-collar workers in particular, whereas their white-collar 

counterparts are more likely to be motivated by individual-based pay schemes instead.      

 

- Closer contact with clients and customers: ‘Business literacy’ is a popular concept in employee 

motivation research.  Business literacy is defined as employees “thinking like strategic business 

partners” (Philpott et al., 2005).  This is usually achieved by companies investing considerable effort in 

helping individuals to link personal with organizational goals.  After all, firms recognize that many 

workers invest their lives and financial security in the company, so that employees who better realize 

how their job supports the mission and vision of the firm are likely to enhance their sense of belonging 

and satisfaction (Heller, 2005).  

 In this spirit, many companies build and nurture an organizational culture centered on customer 

driven service (Kiska, 2004).  It is therefore expected that employees will be motivated by the need to 

satisfy the needs of the firm’s clientele.  Indeed, HR managers who aspire to have a business-literate 

workforce will ensure that workers will receive direct feedback about their impact on customer 

satisfaction.  Employees are then motivated by the awareness that their future progression within the 

company will depend on how well they are meeting customer expectations.  

 

- Assembly lines:  The dominant strategy adopted by many firms in the past was to deskill jobs, and, 

thus, exercise tighter control over how work was performed.  This approach was heavily influenced by 

the theories and methods of F.W. Taylor, which aimed to improve the employer’s position in conflicts 

over the control and price of labour.  This was accomplished by deconstructing jobs into simple, 

repetitive tasks that were executed within the specified constraints of automated assembly lines.  The 
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effort required from workers could then be precisely monitored and calculated by supervisors.  Since 

such jobs required low-grade labour, which would be cheaply available and would require little 

training, workers could then be reduced to a disposable resource (Palmer, 1983). 

Taylorite schemes are particularly effective in manufacturing employment, which explains why this 

option was included in a survey of mostly blue-collar workers.  Nevertheless, with the decline of the 

manufacturing sector as a share of national output, such techniques of managerial control have become 

increasingly irrelevant in modern labour markets. 

 

2.2 Determinants of incentive preferences 

Few studies have given explicit consideration to the topic of employee reward preferences, with most of 

them originating from the fields of management and psychology.  The primary focus has been the 

detection of determinants of employee support for various incentive tools.  A number of interesting 

predictions have been made, summarized in Table 1 for convenience.  Most of these are based on the 

predictions of the psychological theories of motivation that emphasize the notions of ‘expectancy’ and 

‘equity’ as drivers of employee performance (Adams, 1963; Bartol and Locke, 2000; Lawler, 1973).
2
 

For instance, Andrews and Henry (1963), Bergmann et al. (1983), Torrington (1993) and Brown 

(2001) find that with increased age there is less emphasis on merit pay and more support for seniority or 

tenure-based systems, as the appetite for risk decreases over the years.  In Hallock and Olson’s (2009) 

case-study, older workers and females are found to prefer guaranteed base pay relative to stock options.  

Koys et al. (1989) and Majors (1988) attribute this to a preference for equitable pay systems by 

females, though Golding (1986) and Brown (2001) emphasize the desirability of performance-related 

pay (PRP) schemes given that women suffer from a higher incidence of labour force intermittency. 

A number of important job-related factors have also been highlighted as being conducive to the 

offer of extrinsic rewards.  These mostly describe the “monitoring environment” of a workplace (Fernie 

and Metcalfe, 1999), such as low costs of output measurement, low supervision intensity, large 

workgroup sizes (Brown, 1990), repetitive job tasks (McLeod and Parent, 1999), minimal teamwork 

(Kohn, 1993; Marsden and Richardson, 1994), high worker heterogeneity (of ability), low risk aversion, 

no union recognition (Balkin, 1989; Brown, 2001; Drago and Heywood, 1995), short tenure (Lazear, 
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1979), low task complexity (Drago and Garvey, 1998; McLeod and Parent, 1999) and high product 

market competition.  Furthermore, an increased preference for at risk pay (such as PRP) is found for 

higher-paid individuals (Hallock and Olson, 2009; Mahoney, 1964; McCausland et al., 2005), those 

who believe that they are underpaid relative to comparable workers (Brown, 2001; 51), those in private 

sector jobs (Burgess and Rato, 2003) and those enjoying (suffering from) good (bad) relations with their 

superiors (colleagues) (Beer and Gery, 1972; Brown, 2001; Greenberg, 1990; Milkovich and Newman, 

1996).      

Environmental determinants that may influence employee perceptions have been proposed too, 

such as the state of the labour market (MacLeod and Malcomson, 1998) and job insecurity (Brown, 

2001; 41), both of which enhance the disciplining power of unemployment and make PRP schemes less 

desirable due to their inherent uncertainty.  Cross-country differences in preferences for incentives have 

also been identified (Chiang and Birtch, 2005; Marjaana et al., 2005), depending on whether cultures 

are more individualistic or collectivist (Hofstede, 1980).  

Finally, Beer and Gery (1972) have shown that an individual’s past experience of an appraisal 

system informs expectations about what it would be like under a given pay scheme, and this determines 

future pay adjustment preferences of employees.   

     

3. Data and summary statistics 
 
The data for this study are derived from a survey of workers in lower- and middle-skilled occupations 

that was undertaken as part of the EU-funded EPICURUS project in August and September 2004 in 

seven European countries (Denmark, Finland, France, Greece, the Netherlands, Spain and the UK).  For 

the purpose of comparability, individuals from all countries responded to an (appropriately translated) 

identical questionnaire.  A specialized survey company was used to ensure that appropriate 

dissemination and data collection procedures were followed (e.g. stratified random sampling, adequate 

response rate etc.).
3
  Moreover, due to time and budget considerations it was decided that a homogenous 

group of individuals should be chosen.  The final sample therefore includes salaried workers whose 

employment is the main activity (excluding students), employed in all industries except agriculture and 
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fishery, between the ages of 18 to 65, with a maximum educational level of 4 in the ISCED 

International Classification of 1997.   

The data was administered online via the Internet, except for Greece where face-to-face interviews 

were organized instead, since the degree of Internet penetration at the time of the survey was relatively 

low in that country.  The eventual size of the sample varies in each country as follows: 1,011 

observations in Denmark, 1,008 in France, 1,007 in the Netherlands, 1,002 in the United Kingdom, 800 

in Greece, 331 in Finland and 304 in Spain.  In order to facilitate a robust empirical analysis the 

individual country samples have been pooled, resulting in an overall cross-section sample of 5463 

European employees.      

The content of the completed database is fairly extensive in terms of describing the labour market 

conditions of individuals.  First, wide-ranging information is available about individual and household 

characteristics.  Secondly, the survey contains extensive descriptions of the working conditions that 

prevail in the respondents’ current jobs.  With regard to the particular questions of interest to this study, 

people were asked to answer the following questions regarding the importance of a number of 

motivational devices for either the level or the marginal change in their job effort: 

 

Which, if any, of the items listed below are important for the level of effort you put in your work? Please 

grade each factor with a number from 1 to 5, where 1 stands for ‘very unimportant’ and 5 stands 

for ‘very important’. 

 

(i) a machine or assembly line; (ii) clients or customers; (iii) a supervisor or boss; (iii) your 

colleagues; (v)  your own discretion; (vi) payment incentives (e.g. extra payments, premiums, 

bonuses, piece rates – i.e. payment by results); (vii) reports and appraisals. 

 

Which, if any, of the items listed below are important for inducing you to increase your effort in your 

job? Please grade each factor with a number from 1 to 5, where 1 stands for ‘very unimportant’ 

and 5 stands for ‘very important’. 
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 (i) speeding up the machine or assembly line; (ii) closer contact with clients and customers; (iii) 

stricter supervision;  (iii) your fellow workers’ opinion; (v)  pay incentives; (vi) reports and 

appraisals; (vii) being paid more than similarly qualified colleagues working in other firms.   

 

Table 2 illustrates summary statistics on some of the variables contained in the survey which reflect 

the heterogeneity in the respondents’ current job experiences (e.g. experience of specific incentive 

tools).  These may potentially affect their views on the importance of the aforementioned incentive 

options.  It is evident that the selected sample is mostly comprised of individuals working on private 

sector, non-unionised, permanent contract jobs.  The majority of the respondents also state that they 

usually work with the same people and on jobs involving a variety of duties, though for a significant 

portion of the sample fixed work routines are the norm.  Moreover, the workers are distributed evenly 

across establishments of varying sizes and are mainly employed within the services sector.   

Importantly, 20% of the employees in the sample are recipients of some form of performance-based 

gain-sharing bonus in their current employment, while 7% are subject to individual compensation by 

merit.  A significant portion of the sample also suffers from job insecurity, while most respondents 

believe that their relationships with their co-workers and supervisors are good and that they earn 

approximately the same pay as other similarly qualified workers.  The conclusion that one can draw 

from Table 2 is that to obtain a fuller understanding of the conditions under which various incentive 

tools may motivate a firm’s workforce, an empirical investigation of the correlation between workers’ 

perceptions and the above (individual/job) characteristics is required.  

 

4. Econometric results 
 

4.1 Ranking of the importance of incentive alternatives 

Prior to examining the underlying factors that influence the beliefs of the respondents, the relative 

ranking of the offered motivators in terms of their perceived effectiveness is firstly identified.  As the 

objective is to infer the workers’ preferences over a discrete set of alternatives, the rank-ordered logit 
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(ROL) model is used (Beggs et al., 1981), as this is the standard tool for analyzing preferences in case 

rank data.
4
   

In the spirit of the conventional random utility framework (Manski, 1977), the effort ratings of each 

surveyed individual i = 1,…,N, over the set of incentive options, j =1,…J, are represented as a set of 

latent variables 
**

,...,1 iJi ee , defined as  
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incentive tool, so that 
**
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distribution (McFadden, 1974), the probability of observing a particular ranking ri equals 

 

 

where use is made of Efron’s method of handling potential “ties” in the workers’ responses (i.e. 

indifference among the alternatives as indicated by equal effort scores). 

The estimates of a ROL model of the importance of various motivators for job effort are given in 

Table 3, from which a number of consistent patterns emerge.  The principal finding is that the European 

employees of the sample consider the existence of discretion in their jobs as the most important factor 

affecting their effort decisions.  The desire for approval by one’s peers and consideration for the needs 

of the firm’s clientele follow in importance.  Interestingly, pay incentives are considered by employees 
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as being of lesser relevance for the level of their effort.  Even less important is the existence of 

monitoring in the workplace, in the form of supervision or the drafting of reports and appraisals.  

Finally, working in an assembly line is consistently graded as the least significant determinant of 

worker effort choices.   

In contrast to the effect of pay incentives on the level of effort, Table 3 clearly shows that such 

rewards are highly capable of inducing a change in effort.  The respondents also perceive a ‘gift 

exchange’ as a potentially important incentive device.  In other words, if firms offer a wage premium 

over what is regarded to be a ‘fair wage’, they would be willing to wield extra effort.  The fear of 

dismissal, peer or customer pressure and reports and appraisals all follow in terms of their relative 

significance in affecting worker effort.  Finally, the existence of strict supervision and the possibility of 

speeding up the assembly line are consistently ranked as the least effective amongst all effort-

enhancers. 

It should be noted that a remarkable cross-country similarity in the findings is found (discussed in 

the Appendix).  This is consistent with the findings of Chiang and Birtch (2005), who argue that with 

the internationalization of the economic environment cross-country convergence in reward systems and 

employee preferences has ensued.  It therefore appears to be the case that the influence of national 

culture on reward preference has given way to a host of other contextual variables, such as organization, 

industry and environmental characteristics, which are examined closely in the next section.    

 

4.2  Determinants of the perceived effectiveness  of incentive alternatives 

The optimal mix of incentive mechanisms that is expected to command high employee support is likely 

to be strongly shaped by a multitude of variables, as suggested in Table 1.  This section aims to identify 

those conditions, thereby proposing a ‘menu’ of factors which may be conducive to the design of 

effective motivation policies by firms. 

Given the ordered discrete nature (ranging from 1 to 5) of the individuals’ ratings, an Ordered 

Probit (OP) technique may be used to uncover the determinants that increase the probability of higher 

stated effort scores.  Nevertheless, due to the highly skewed nature of the effort responses, an 

alternative estimation method of ordered response data is utilized, namely a “semi-nonparametric” 
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estimator for a series of generalized models that nests the OP model (Stewart, 2004).  This estimator, 

first proposed by Gallant and Nychka (1987), has been recently advocated by Stewart (2004) on the 

grounds that it provides a more flexible and general fit to a large class of unknown densities and relaxes 

the distributional assumptions of the OP model.  For the sake of brevity further details of this estimator 

are provided in the Appendix.
5
 

The predictions of separate regressions of equation (1) for each of the incentive options available in 

the survey are summarized in Tables 4A and 4B (the full regression output is available in the 

Appendix).  The tables classify a list of determinants that are likely to enhance the perceived 

effectiveness of each incentive device.  A striking conclusion is that in many instances the forecasts of 

standard economic models (e.g. agency theory) and the beliefs of employees coincide with respect to 

the optimal conditions for offering certain incentive tools.   

Examining individual characteristics first, it is clear that male workers consider pay incentives to be 

less important determinants of the level of effort compared to their female counterparts, which is in line 

with the findings of Goldin (1986) and Brown (2001).  Male employees are also relatively less likely to 

be motivated by monitoring, efficiency wages and the threat of firing, yet they regard assembly lines as 

important for their effort decisions.   

As predicted on the basis of their differing risk aversion, older employees are less likely to believe 

that monetary rewards are critical for inducing additional effort.  Older workers are also less likely than 

their younger colleagues to think that supervision, peer pressure and efficiency wages are effective 

tools, and they seem to highly value the offer of discretion in their work.    

In section 2 it was argued that workers with longer seniority will be less stimulated by the offer of 

PRP compared to those with shorter tenure spans, and this is indeed borne out in the data.  The 

crowing-out hypothesis might also underpin the negative feelings of senior employees for any type of 

monitoring.  

The outcomes on a number of variables that describe the monitoring environment of the workplace 

and the nature of the job correspond to the suggestions of Table 1 concerning the preference for output- 

versus input-based pay.  The larger the establishment size, the greater the probability that pay 
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incentives, the risk of layoff and assembly lines are considered important.  In contrast, employees in 

larger establishments are less likely to be in regular contact with clients, hence their lack of motivation 

by customer satisfaction.  Pecuniary rewards and assembly lines are valued highly by workers who are 

employed in jobs involving repetitive tasks, on fixed routines and requiring on-site clocking or signing-

in.  Furthermore, when the nature of the job involves low task complexity, the discretion that is awarded 

to employees and the lack of supervision becomes paramount to their effort.   

In contrast to prior expectations (Booth and Frank, 1999; McCausland et al, 2005), no significant 

differences are found with respect to the perceived effectiveness of extrinsic rewards between workers 

of different wage levels.  Lower-paid workers are nonetheless significantly more likely to wield extra 

effort in the face of the threat of dismissal.  Lower absolute and relative wages also increase the 

perceived effectiveness of a ‘gift exchange’ as a motivational device.  This agrees with Brown’s (2001; 

51) assertion that workers who believe that they are underpaid relative to equivalent colleagues regard 

PRP schemes as a means of restoring equity.  Lower-paid workers also do not trust subjective 

appraisals probably due to a general feeling of vulnerability on their behalf.   

For those who work in rotating teams pressure amongst peers operates as a significant deterrent 

compared to those who always work alongside the same people.  In addition, workers who are on good 

terms with their colleagues consider the option of pay incentives as less significant, as they may believe 

that PRP is liable to provoke envious behaviour (Drago and Garvey, 1998; Marsden et al., 2001).  PRP 

is also less likely to be considered important by those workers who enjoy a healthy relationship with 

their supervisor, while the opposite holds for the options of ‘supervision’ and the ‘risk of redundancy’. 

According to Table 1, individuals who are subject to feelings of job insecurity are less enticed by 

the offer of pay incentives and feel more content with the up-front offer of efficiency wages.  This is 

confirmed by the employees’ responses, as it is shown that a greater probability of losing one’s job 

results in a higher ranking of the efficiency wage incentive option, while permanent contract holders 

(who enjoy a relative sense of job security) are more sympathetic to the PRP alternative.  Workers who 

think that it is likely to lose their jobs are also less intimidated by the threat of firing.     
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As expected, pay incentives are considered to be less important motivators by trade union members 

as well as individuals who are employed within the non-profit sector and (less so) the civil service.  For 

the latter, the opinion of peers is found to be a more significant incentive device instead.  Moreover, 

customer satisfaction appears to play a notable role within the non-manufacturing sectors, whereas 

manufacturing workers clearly perceive assembly lines as being a crucial determinant of their effort.    

Finally, evidence is found that prior experience with particular reward systems is likely to affect the 

attitudes of workers about their perceived effectiveness (Beer and Gery, 1972).  For instance, those 

employees who are already paid under some form of PRP scheme regard such mechanisms as 

significant determinants of their level of effort, while those who are paid by merit view the appraisal 

process in a more favourable fashion.                 

 

4.3  Mismatch between employee preferences and firm practices 

In a recent survey of the American workforce, LeBlanc and Mulvey (1998; 25) demonstrated that there 

exists a wide discrepancy in the preferred approaches to pay by employers and their employees, noting 

that “…workers prefer permanent base increases based on merit, while management is fonder of one-

time variable pay systems, since these systems cost less and are more short-term focused”.  A final 

issue that is therefore examined in this paper is whether there exists an inconsistency between the 

employees’ beliefs regarding the manner in which they “ought” to be paid in order to be productive, 

conditional on the determinants shown above, and the usage of actual incentive mechanisms within 

their current jobs.   

In order to investigate this, we focus on the ‘pay incentives’ option and use a probit model that 

predicts the probability that the workers’ responses will be at the top of the effort scale (i.e. 4 or 5), 

given the set of explanatory variables that were discussed above (but excluding their current experience 

with PRP).  On the basis of the predicted probability statistic (using a cut-off probability of 0.5), the 

sample of workers is then divided into those who believe that they “ought” to be paid by PRP in order 

to exert a high level of effort and those that “ought not”.
6
  Combining this binary information with the 

available data on the employees’ actual receipt of monetary rewards in their current jobs, it then 
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becomes possible to detect whether a significant mismatch exists between employee perceptions and 

tangible job market practices.
7
                    

On the basis of the above classification, Table 5 reveals that about 23-24% of those workers who 

believe that pay incentives are crucial for their effort decisions are indeed recipients of actual extrinsic 

forms of pay.  In constrast, less than 10% of those who consider the PRP alternative as insignificant are 

found in jobs which offer contingent payments.  So the evidence suggests that the pay preferences of 

employees are somewhat satisfied in practice.  A notable mismatch remains, however, with 76-77% of 

the employees considering PRP an effective tool not being offered such an alternative in the real job 

market.  There is thus significant scope for firms to modify their existing compensation systems by 

paying closer attention to the reward preferences of their workers. 

 

5. Implications for human resource policy 
 

The results of this study can be summed up by a number of largely interrelated conclusions, which are 

highly relevant for the conduct of HR managerial policy: (a) the primary determinant of the level of 

employee effort is the amount of discretion offered to workers; (b) pay incentives and reciprocal 

employer-employee behaviour (as in Akerlof’s ‘gift exchange’ theory) are considered by workers to be 

the most important factors for inducing marginal changes in their effort; (c) the use of ‘sticks’ (in the 

form of strict supervision and appraisals) and Tayloristic assembly lines are likely to be 

counterproductive; and (d) the optimal design of motivational policies by firms is strongly shaped by a 

host of contextual (individual, organizational and environmental) factors.   

Overall, the findings reveal that the low-skilled employees in the sample have a marked preference 

for a more task-integrated and flatter organizational structure, with decentralization of responsibility 

and worker participation in decision making (Lindbeck and Snower, 2000).  This contrasts with the 

traditional mode of work for blue-collar jobs, which typically involves a task-specialized structure that 

can be easily monitored via an ‘impersonal’ pyramidal hierarchy of line management and mechanical 

controls.         
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The expressed desire of employees for more autonomy, coupled with their aversion for rule by fear, 

also gives credence to the contemporary fashion of “participative” management.  This particular 

management style strives to “increase communication in all directions, upward, horizontally, and 

downward within the company chain of command; to push decision making down to the level at which 

the appropriate information was available; to have employees take initiatives to improve operations; to 

eliminate layers of middle management; and to have employees work as near equals in teams with 

minimal supervision” (Bewley, 1999; 46).  This managerial approach contrasts with the more stern and 

ruthless cost-cutting school, which relies on both fear of authority and fear of job loss, thus diminishing 

the stake employees have in their company.   

Based on the subjective beliefs of workers in this paper, incentives that make pay depend on 

performance are regarded as effective motivation instruments, though they have little effect on the level 

of motivation.  The Akerlof idea of loyalty and reciprocation to employers’ ‘gifts’ is also viewed 

favourably.  This agrees with Bewley’s (1999; 431) suggestion that even when effective financial 

incentives exist, they and employee goodwill should be thought of as mutually reinforcing.  After all, 

“workers have so many opportunities to take advantage of employers that it is not wise to depend on 

coercion and financial incentives alone as motivators” (ibid; 431).            

Finally, the results of this paper provide some support to Falk and Kosfeld’s (2004) behavioural 

rationale for the deliberate incompleteness of many real-life contracts.  The employee responses suggest 

that characteristics of the workplace environment that limit freedom of choice and signal distrust, such 

as high levels of monitoring and surveillance, may lead to lower performance on their behalf.  

Consequently, “if the principal anticipates this effect, he may be better off choosing a less complete 

contract, leaving the agent substantial discretion and thereby signalling the principal’s trust in the 

agent’s non-opportunistic behaviour” (ibid; 3).   

 

6. Conclusions 
 
By requesting from employees of seven European countries to subjectively evaluate the importance of a 

number of incentive options for their effort, this study has inferred a relative taxonomy of various 
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incentive devices in terms of their perceived effectiveness.  The results have highlighted the important 

role of discretion for the level of effort that employees exert in their jobs, and of pay incentives and 

reciprocal employer-employee behaviour for inducing changes to effort.  They have also emphasized 

the potentially negative role of monitoring for productivity.  The evidence of this paper is therefore 

supportive of the adoption of “participative” management techniques by European organizations.  In 

fact, the ‘menu’ of factors provided within this study, which identifies the conditions under which an 

organization’s personnel policies are likely to enjoy widespread employee support, may provide some 

helpful guidance towards the achievement of that goal.     

Many issues in the study of the psychological dispositions of workers remain unexplored and 

warrant further investigation.  An important consideration for future research is to control for a number 

of cognitive characteristics of the employees (e.g. risk aversion, intrinsic satisfaction, personality) that 

may potentially affect their responses.  Finding the optimal procedures which will allow firms to 

translate the suggestions of its workforce into practice is also vital.  In general, future research needs to 

focus more on employee attitudes and their interface with socio-economic determinants, as this is 

essential for those who wish to design and implement efficient HR strategies that will achieve the 

highest possible motivational potential.    
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Appendix 
 

A1:  Semi-nonparametric estimation of extended ordered probit models  
 

The “semi-nonparametric” estimator proposed by Stewart (2004) can be used for a series of 

generalized ordered response models that nest the OP model and relax the distributional assumption 

),0(~~ 2σε NFi , usually made for the cumulative density function F of the random error term of an 

econometric model such as equation (1).  This method approximates the unknown density F of � using a 

Hermite form polynomial expansion with Gaussian leading term i.e. the product of a squared 
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polynomial and a normal density.  The choice of a normal density is made deliberately, so that the 

approximation nests the OP model.  The approximation is thus specified as 

 

 

with the scaling factor defined as 

 

where �(�) is the standard normal density function and where the normalization �0 = 1 is required.  The 

required distribution is therefore specified as 

 

 

This defines a family of “semi-nonparametric” (SNP) distributions for increasing values of K. 

Provided that the unknown density of � satisfies certain smoothness conditions, it can be 

approximated arbitrarily closely by this Hermite series by increasing the choice of K, the degree of the 

polynomial.  By replacing the unknown distribution function F by that in (A3), the model parameters 

are estimated consistently by maximising a pseudo-likelihood function (Gallant and Nychka, 1987). A 

location normalization is, nonetheless, necessary for semi-parametric identification, which is done by 

setting the first threshold, �1, equal to its ordered probit estimate.  Importantly, in the case that K = 0, 1, 

2, the model reduces to the OP model.  The model with K = 3 is therefore the first model in the series 

that is a generalization of the OP model.  In practice, inference is conducted conditional on K, possibly 

for a range of alternative values of K, with the final specification of the model chosen by testing 

between them.   
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A2: Cross-country robustness of empirical findings  

 
A number of management studies (Chiang and Birtch, 2005; Hofstede, 1980; Marjaana et al., 2005) 

point out that reward type preference may be largely influenced by the value systems inherent in 

different countries (e.g. individualistic vs. collectivist cultures).  As the conclusions of the paper are 

drawn on the basis of a pooled sample of workers from distinct European countries, the cross-country 

robustness of the reported rankings was examined further.   

Table A1 presents the relative standing of the motivational instruments as estimated by a ROL 

model separately for each country.  Interesting national differences in the taxonomy of the importance 

of different incentive devices for the effort decisions of workers emerge.  For instance, French 

employees believe that pay incentives are more essential for their level of exerted effort, while the 

Greeks consider monitoring as the most essential ingredient of motivation.  Greek employees also stand 

out in terms of the factors eliciting extra effort, as peer pressure and layoff risk come up at the top of 

their rankings, while efficiency wages are remarkably at the bottom.
8
  Peer pressure plays a primary 

role in the effort decisions of Dutch employees as well.   

Despite these differences, it is noteworthy that a remarkable degree of cross-country consistency is 

exhibited in terms of the perceived importance of the options ‘discretion’ and ‘peer-- or ‘customer- 

pressure’ for the level of effort, and of ‘pay incentives’ and ‘efficiency wages’ for changes in effort.  

Monitoring (in the form of appraisals and/or supervision) and Taylor-type assembly lines, in contrast, 

are consistently believed to be less vital for the effort decisions of the sampled employees.   
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Endnotes 
                                                 

1 In designing the questionnaire we were constrained by the need to strike a balance between retaining a parsimonious set of incentive options, 

on the one hand, which would enhance the response reliability of the respondents, and allowing for the necessary complexity that provides 

behavioural realism, on the other. 
 
Therefore, and given that the sample includes workers who are mostly employed in the secondary sector of 

the labour market, the chosen options do not encapsulate the entirety of motivating mechanisms that have been discussed in the literature, and 

specifically those mostly associated with white-collar jobs (e.g. promotions, career concerns etc.). 

2 The former emphasizes the importance of management rewarding performance via rewards that are valued by the employees, while the latter 

focuses on worker reactions that aim to restore equity perceptions whenever inequitable output-input outcomes relative to a comparator group 

emerge. 

3 This entailed having the text of the survey translated into each country’s language by native speakers, so as to avoid any inconsistencies in 

terminology.
  

The members were invited by e-mail to answer the questionnaire, and within this large population respondents were screened 

through their answers to the first five questions.  Each member of the panel that did not fulfil the criteria of stratification was then forced to 

stop answering the questionnaire and was thanked for their cooperation. 

4 We have also estimated an ordered probit model which controls for the effect of individual and current job characteristics on the workers’ 

stated effort choices, and which includes country-dummies that take into consideration potential cultural or institutional differences on reward 

preferences (available from the authors upon request).  The rankings of the ROL model of Table 3 remain largely unaffected.       

5 This estimator is available from the econometric software STATA in the form of the command ‘sneop’.  

6 The results are robust to small fluctuations in the cut-off value.  The estimates of the probit model of the perceived effectiveness of the PRP 

option are available in the Appendix (Table A5). 

7 A similar methodology is used by Belfield and Marsden (2003), who examine the potential mismatch between the predicted and actual usage 

of PRP systems by workplaces on the basis of their monitoring environments.  

8 It is acknowledged that the unconventional results found for Greece may be attributed to the different data collection mode (face-to-face 

surveys) as opposed to the Internet questionnaire used in the other countries.  Nevertheless, it needs to be pointed out that all necessary efforts 

were made to make the Greek interviewing process as comparable as possible to the remaining countries.  One also needs to take into account 

the important dissimilarities between the Greek economy and the rest of the EU (e.g. high share of agricultural and public sector employment 

and a disporortionate share of self-employment within small or medium-sized firms). 


