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Editor's Note / Dave Ulrich

An Examination of Factors Associated with the Integration of
Human Resource Management and Strategic Decision Making /
Nathan Bennett, David]. Ketchen, Jr., and Elyssa Blanton Schultz

Conceptually, a central aspect of "strategic human resource management"
is the integration of the HR function with strategic decision making. Little is
known, however, about the factors that influence integration or its subsequent
effects. Using data from 148 diverse organizations, the authors found that
strategic type and whether or not top management views employees as
strategic resources were associated with integration, but that labor market
munificence and organizational growth were not. The results concerning
the relationship between integration and performance were surprising; inte-
gration was associated with a lower evaluation of the HRM function by top
management.
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~ Strategy, Core Competence, and HR Involvement as Determinants
of HR Effectiveness and Refinery Performance / Patrick M. Wright,
Gary C. McMahan, Blaine McCormick, and W Scott Sherman

This study examines the impact of strategy, core competence, and involve-
ment of HR executives in strategic decision making on the refinery managers'
evaluation of the effectiveness of HR and on refinery performance among 86
United States petrochemical refineries. Survey results indicated that higher
involvement of HR in organizational strategy was strongly related to percep-
tions of HR effectiveness, and that the relationship was strongest to the extent
that refineries pursued a product innovation strategy and viewed skilled em-
ployees as their core competence. HR involvement was unrelated to refinery
performance but was actually negatively related when refineries emphasized
efficient production as their core competence.
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On Becoming a Strategic Partner: The Role of Human Resourses
in Gaining Competitive Advantage / Jay B. Barney and
Patrick M. Wright

Although managers cite human resources as a firm's most important asset,
many organizational decisions do not reflect this belief. This article uses the
value, rareness, imitability, and organization (VRIO) framework to examine the
role that the human resource (HR) function plays in developing a sustainable
competitive advantage. Why some popularly cited sources of sustainable
competitive advantage are not, and what aspects of a firm's human resources
can provide a source of sustainable competitive advantage are discussed.
The role of the HR executive as a strategic partner in developing and main-
taining competitive advantage within the firm is also examined.

Participants' Values and Incentive Plans / Regina F. Bento
and Lourdes F. White

Incentive plans are designed to motivate participants to pursue what is valued
by an organization. This article discusses how values may influence the de-
sign of incentive plans and the success of their implementation. In situations
where the incentive plan fits participants' values, the authors predict a
process of mutual reinforcement. When values and incentives collide, they
propose two possible yet conflicting outcomes: the "carrot effect" and the
"snubbed carrot effect." They conclude by addressing the implications of fit
and misfit for research and practice.

Redefining Psychological Contracts with the U.S. Work Force:
A Critical Task for Strategic Human Resource Management
Planners in the 1990s / Robert Singh

The well-publicized waves of layoffs in recent years have destroyed the long-

standing psychological contract between employees and their employers which

promised pay, promotion, and job security in exchange for worker skills, effort,

and loyalty. This article provides empirical support for the transformational effect

layoffs have had on psychological contracts and discusses the critical role human

resource management must play in establishing and developing new contracts

to guide future employment relationships between employers and employees.

Implications for both academics and practitioners are provided.

Psychological Contract Violations During Corporate Restructuring /
William H. Turnley and Daniel C. Feldman

The authors examine the nature, extent, and consequences of psychological
contract violations which occur in restructuring firms. Managers in restructuring
firms were significantly more likely to perceive psychological contract violations
in the areas of job security, input into decision making, opportunities for
advancement, and amount of responsibility. Managers in restructuring firms
were also significantly more likely to be looking for new jobs and were signifi-
cantly less likely to be loyal to their employers. Several situational factors
mitigated against managers' strong negative reactions to psychological con-
tract violations: procedural justice in how layoffs are handled, low likelihood
of future violations, and positive working relationships with colleagues.
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ITOR'SNOTE

It has been about 15 years since the concept
of "strategic human resource management"
began to gain popularity. The concept has
gone through an evolution. In the mid-1980s,
the concept was a fuzzy image of what it could
become; and broad, generic, and ambitious
statements were proclaimed offering hopes for
a new and brighter future for HR as a strate-
gicpartner. In the early 1990s, many firms be-
gan to turn the ideas into practice. HR pro-
fessionals moved beyond administrative work
and began to link their work to business strat-
egy. This work had some false starts-situa-
tions in which HR professionals could not op-
erationalize the ambitious goal of being
strategic partners. It also included many won-
derful cases in which HR professionals im-
pacted individual and organizational perfor-
mance by making strategy happen, by building
more capable organizations, and by upgrading
individual competencies.

This issue of the journal, while not a spe-
cial-topic issue, indicates that we are now en-
teri~a new phase in the evolution of strate-
gic HR. We are now seeing attempts to create
theory and do research on the work being done
within industry. Collectively, the articles in
this issue suggest that strategic HR is no
longer an ideal or an experiment. Academics
are now collecting data to better understand
it; CEOs are building the concepts into their
vocabulary and actions; and consultants are
building models for making organizations
more effective.

The academic work of strategic HR in-
cludes empirical work as evidenced in two ar-
ticles. The study by Bennett, Ketchen, and
Schultz using data from 148 organizations
shows that when managers believe in employ-

ees as strategic resources, HR integration is
more likely to happen. The study by Wright,
McMahan, McCormick, and Sherman draws
on data from 86 petrochemical refineries to
show that when HR is involved in strategy, line
managers rate the work of HR higher. These
empirical studies also point to one of the dif-
ficulties of empirical research: In some ways
the results are ambivalent. Integration of HR
practices does not affect performance as ex-
pected in one study, and involvement in HR
was negatively related to efficient production
as a core competence in the other. Clearly
more research on strategy/HR linkages is re-
quired to codify and generalize practices from
one set of firms to another.

Academics are also commencing to pro-
vide theory to the HR phenomenon. The Bar-
ney and Wright article begins to extrapolate
concepts from institutional economics to ex-
plain why HR practices create competitive-
ness. Over time HR theorists will be more able

to develop unique theories to explain why HR
disciplines explain HR as a strategic partner.

The Bento and White article shows that
HR research needs to continue to focus not

just on organizational level analyses (as in the
three articles introduced above), but also on
individual issues. This article shows that the
values of an individual affect the extent to
which incentives drive individual behavior and

performance. The work encourages readers to
remember the importance of the individual in
accomplishing HR work.

The articles by Singh and by Turnley and
Feldman show how HR research helps make
sense out of the impact of downsizing-a
process which has gone on in many corpora-
tions over the last decade. These two articles
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suggest again that phenomena occurring in
business need to be studied seriously to detect
patterns and lessons that can be generalized
elsewhere. Both articles, with different sam-
ples, show that psychological contracts are
often violated in times of downsizing and eco-
nomic uncertainty. They both suggest that HR
practices, if managed effectively, can mitigate
the loss of employee commitment.

The CEO interview with Bruce Rohde,
recently appointed Chief Executive Officer
of ConAgra, is a wonderful example of how
CEOs are now weaving HR issues into their
daily thinking. He knows that to continue the
enormous success of ConAgra, he must create
an even more competitive organization with
increasingly competent individuals. Human
resources playa major role in accomplishing
his vision.

-
The consultant perspective on strategic

HR is well articulated in Robert Schaeffer's

book, High Impact Consulting. The review by
Joe Ryan shows that Mr. Schaeffer draws on
his extensive experiences to illustrate how op-
erating managers can and should partner with
consultants to build organization capability
and individual competence.

Collectively, these articles may indicate
that the early concept of strategic HR which
affected behaviors in the early 1990s is now
becoming more institutionalized. The re-
search, theory, CEO experience, and consul-
tant models demonstrate that HR n~ longer
needs to ask to be a partner, HR must now
develop more refined analytical models and
practices to do so.

We are honored that the following individuals have agreed to serve on our illus-
trious Editorial Board:

Robert Butler, The Roth Group

John W. Fleenor, Center for Creative Leadership

Robert Heneman, Ohio State University

Patrick M. Wright, Cornell University

This is a hard-working Board. All members contribute much to the profession
through their careful reviews and wise counsel on submitted manuscripts. We
welcome our new members, and we appreciate the service and support of the en-
tire Board.

Dave Ulrich
Editor



PARTICIPANTS' VALUESAND INCENTIVEPLANS
Ei

Regina F. Bento and Lourdes F. White

Incentive plans are designed to motivate participants to pursue what is valued by an or-

ganization. This article discusses how values may influence the design of incentive plans

and the success of their implementation. In situations where the incentive plan fits par-

ticipants'values, the authors predict a process of mutual reinforcement. When values

and incentives collide, they propose two possible yet conflicting outcomes: the "carrot

effect" and the "snubbed carrot effect." They conclude by addressing the implications of

fit and misfit for research and practice. @ 1998 John Wiley & Sons, Inc.

Introduction

Organizationsuse incentive compensation
plansto define whom, what, and how they will
financially reward or punish. Incentive plans
therefore serve as contracts that signal to em-

ployeesparticipating in the plan the actions
andresults that are expected from them.

Plan participants, however, are also ex-

posedto another set of signals about what is
goodand bad, acceptable and unacceptable,
desirable and undesirable in their work envi-

ronment. This other set of signals comes from
thevalue system of plan participants. In this
context,a value can be viewed as "a type of be-
lief,centrally located within one's total belief

system,about how one ought or ought not to
behave,or about some end-state of existence

worthor not worth attaining" (Rokeach, 1972,

p.124).
The two sets of signals may point in the

sameor to different directions with significant
implicationsfor the success or failure of in-
centiveplans. The existing literature, unfortu-
nately,has not adequately addressed the as-

.

sessment and implications of the convergence
(fit) or divergence (misfit) of these signals.
Practitioners, especially those involved in the
design and implementation of new incentive
plans, have long been aware of the importance
of reward systems in communicating corpo-
rate values (Esquibel, Ning & Sugg, 1990;
Kanin-Lovers, 1987; White, 1985). One of the
key challenges they currently face is the de-
velopment of incentive plans that are consis-
tent with the organizational context, including
cultural, strategic, and financial objectives
(White & Fife, 1993).

Practitioners' calls for research in this area

have not yet been systematically pursued. In
spite of the popularity of the concepts of cul-
tural values and of incentive plans, there is
only limited research that even relates one to
the other (e.g., Kerr & Slocum, 1987; Lawler,
1990; O'Reilly, 1989). A comprehensive study
by the National Research Council (1991)
warned that too little attention is paid to the
effects of organizational context, including
employee values, on the results of incentive
plans. Milkovich and Newman (1993) also

In spite of the
popularity of
the concepts of
cultural values

and of incentive
plans, there is
only limited
research that
even relates one
to the other.
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concluded that "unfortunately, little research
has been done directly on the relationship be-
tween pay systems and the culture and values
of an organization" (p. 18).

This article contributes in two significant
ways to the understanding of participants' re-
actions to incentive plans. First, it explores the
value-driven nature of preferences for different
features of incentive plans. Second, and more
importantly, it explores the consequences of fit
and misfit between the values embedded in in-

centive plans and those held by plan partici-
pants. We argue that the presence or lack of fit
between the two sets of values may have a vi-
tal effect on the practical results achieved by
those plans and on the level of the participants'
satisfaction with the reward system.

In examining situations of fit, we go
beyond the point of plan implementation,
extending our analysis to discuss the dynam-
ics of mutual reinforcement between partic-
ipants' values and plan incentives in the
period following plan adoption. When explor-
ing the effects of misfit, the human resource
(HR) professionals and researchers are
warned about possible exceptions to previous
assumptions in the literature (e.g., Kerr &
Slocum, 1987; Lei, Slocum, & Slater, 1990)
that the incentives provided by the pay plan
will send signals strong enough to bring about
a change in values-the proverbial "carrot ef-
fect." In practice, values may prove too re-
silient to be so easily changed. We argue here
that human resource professionals and re-
searchers need to be aware that, when pay
plan and values collide, the values held by plan
participants may be more powerful than the
incentive plan in determining their decisions.
In other words, plan participants may "stick
to" their values and the behaviors supported
by those values, shunning the incentives pro-
vided by the plan. We call this outcome the
"snubbed carrot effect."

In the next section, we provide examples
of how values may be reflected in particular
aspects of incentive plans. This is followed by
a series of propositions regarding how fit and
misfit between participants' values and incen-
tive plans can affect the outcomes of plan im-
plementation, as well as participants' satisfac-
tion with the plan. Finally, we discuss the
implications of these ideas for research and
practice.

Values and Incentive Plans

A value is "an enduring belief that a specific
mode of conduct or end-state of existence is

personally or socially preferable to an opposite
or converse mode of conduct or end-state ofex-

istence" (Rokeach, 1973, p. 5). These prefer-
ences are best revealed in practice by the i
"trade-offs people make between variousways
of behaving in specific situations" (Rousseau,
1995, p. 50). In this section we explore how
some basic "enduring beliefs" and preferences
about modes of conduct, trade-offs, and in-
tended outcomes are translated, consciously or
unconsciously, into different features of
incentive plans. Using three sets of dualities-
equality versus inequality, certainty versus un-
certainty, and cooperation versus competi-
tion-we provideexamplesof howvaluesaffect
preferences for certain incentive plan features
over others. Later, we discuss how plan features
interact with the values of plan participants to
influence their reactions to the plan.

A duality is "an issue that cannot easilybe
resolved, because contradictory aspects of the
issue are inevitably present and are simulta-
neously desirable and undesirable" (Martin,
Feldman, Hatch, & Sitkin, 1983, p. 447);it
contains, therefore, two opposing "truths."
Dualities are particularly helpful in the study
of incentive plan design, since such design re-
quires many choices involving opposing alter-
natives that can be justified on the basis ofop-
posing values.

Our selection of three dualities is not

meant to imply that they contain the onlyval-
ues that should be considered in assessing fit.
Their selection was based on the fact that they
have received considerable attention in the lit-

erature on cultural values, particularly as they
influence workplace behavior (Hofstede,
1984; Martin, 1992; Schein, 1992). These
values have also been highlighted in the man.
agement accounting literature where they
have been related to preferences for certain
characteristics of control systems (e.g., Birn.
berg & Snodgrass, 1988; Chow, Kato &
Shields, 1994; Ueno & Wu, 1993).

It is not our purpose to engage in a theo-
retical discussion of all possible values that are
important for an exhaustive assessment offit.
We are simply using the three value dualities
to exemplify how the choice of incentive plan



features may, consciously or unconsciously,
reflectvalue preferences rather than self-evi-
dent truths.

Equality Versus Inequality

Somedeeply ingrained values affect expecta-
tions about the "normal" spread of perfor-
mancepotential in the workplace, in terms of
the magnitude, source, and consequences of
differences in employee skills and abilities.
These values may fall on either side of the
equalityversus inequality duality. The "equal-
ity" side emphasizes similarities over differ-
ences. People are believed to be intrinsically
similarin their performance potential: If they
exertthe same level of effort, and benefit from
equal opportunities for training and experi-
ence, they can be expected to reach roughly
thesame high levels of performance. The "in-
equality"side stresses differences. People are
perceivedas having a wide range of stable dif-
ferences in their abilities and skills, which fol-
Iowa normal curve distribution; those differ-
ences are expected to remain even after
employees are exposed to various opportuni-
tiesfor learning and skill acquisition, leading
to large spreads in performance.

Equality and inequality values underlie
many choices made during the design of in-
centiveplans. As shown in Table I, this duali-
tyaffects several issues in plan design and im-
plementation.

For example, equality beliefs would lead
hierarchies to be seen as mere "administrative
conveniences" (Hofstede, 1984), based on lev-
els of experience and training rather than in-
herently significant differences in skills and
potential. Consequently, low power distances

Participants' Values and Incentive Plans

would be justified, and hierarchical dif-
ferences would not need to be reinforced

through the pay system. Salary levels and
bonus formulas would relate only loosely to
hierarchical position; instead, they would
be based on objectives negotiated through par-
ticipative goal-setting (Shields &Young, 1993)
and decentralized plan decision making. The
range of pay differentials would depend on the
spread in the achievement of targets such as
expense control, inventory management,
product quality, productivity, and employee
morale.

It is possible, therefore, for incentive
plans based on equality beliefs to yield small
or large pay differentials. Under equality be-
liefs, HR professionals would not take small
pay differentials as a sign that the plan did not
work. If target setting, performance appraisal,
and allocation of rewards proceeded according
to plan, HR specialists would welcome the
narrow differentials in performance and pay as
a sign that the plan was able to motivate par-
ticipants across the board. In situations where
the plan produced large pay differentials, re-
flecting large spreads in actual achievement,
equality beliefs would lead HR professionals
to consider the need for changes in other ar-
eas that affect performance, such as training,
selection, improved communications, and job
design.

In contrast, assumptions of inequality
would justify high power distances. Hier-
archies would be perceived as the rightful
institutionalization of significant and stable
differences among people, with the most "wor-
thy" at the top. Plan design and goal-
setting would thus be centralized in the hands
of an elite group of experts and top manage-
ment; salaries, bonus formulas, and other in-

.. Equality Versus Inequality Values and Incentive Plans.

Incentive Plan Issue Equality Inequality

Plandecision making and
implementation

Low power distances,
participative goal-setting,
decentralized decisions

Loosely linked

High power distances,
centralized decisions by
"elite" group

Closely linkedLink between pay and
hierarchical levels

Desirable range of pay
diversity

Small performance differentials
lead to small pay differentials

Large performance spreads lead
to large pay differentials

49

Equality and
inequality values
underlie many
choices made

during the design
of incentive
plans.
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Certainty values
imply that plan
participants
should be able to

predict (with
reasonable

accuracy) how
their actions will
lead to desired
rewards.

centives would closely reflect and reinforce
one's position in the pecking order of the or-
ganization. Large pay differentials would be
the expected result of naturally large spreads
in performance (Whittlesey & Maurer, 1993).
Under inequality beliefs, if the plan resulted
in small pay differentials, HR professionals
would see this as a failure to capture existing
differences in performance, possibly due to
problems in the target setting and perfor-
mance appraisal processes.

Certainty Versus Uncertainty

The second duality has to do with the optimal
variability of the environment in which people
operate (Hofstede, 1984), and reflects core
beliefs about the relationships between indi-
viduals and organizations (Schein, 1992). FOr
those who believe in the "certainty" side of this
duality, a higher degree of predictability in the
transactions between organizations and their
employees is expected to foster productivity,
efficiency, and stability. For example, certain-
ty values would support strategies that pre-
serve predictability and mutual trust even in
the face of current trends toward downsizing
and cost reduction (Cameron, 1994; Mishra &
Mishra, 1994).

For those on the "uncertainty" side of the
duality, unpredictability is perceived as neces-
sary for keeping employees "on their toes,"
challenging them to strive, innovate, take
risks, and exercise their curiosity and creativi-
ty. "Rightsizing" is expected to lead not only to
workforce reduction and cost cutting but also
to increased productivity and motivation on
the part of the remaining employees.

Table II illustrates some of the influences

that the certainty versus uncertainty duality
may exert on incentive plan design and imple.
mentation.

Certainty values imply that plan partici.
pants should be able to predict (,vith reason.
able accuracy) how their actions will lead to
desired rewards. In terms of HR practice,
these values would indicate the need for in-

centive plans to provide clear guidelines reo
garding, for example, how base pay will vary
OVertime (such as objective rules about pay
variation linked to merit, length of tenure in
position, and promotions) and how incentive
pay will be calculated as a function of perfor.
mance (e.g., formula-based bonuses). Base

salary would represent a relatively large per.
centage of total pay (Chow, Merchant, and
Wu, 1993); cost of living adjustments would
be provided on a regular basis; and bonuses
would be linked to achievable budget targets
in order to increase management commitment
and decrease control costs (Merchant, 1990).
HR professionals would assume that relative.
ly small rewards linked to highly achievable
targets are mOre motivating than potentially
large bonuses for reaching "stretch targets."

Under certainty values, organizations
would be expected to shield employees from
environmental uncertainty (Milliken, 1987),
follmving the classic "controllability prinri.
ple"-i.e., that employees should not be held
accountable fOr factors outside their control

(Solomons, 1965). This principle, which is ex.
tensively discussed in the management con.
trolliterature (e.g., Demski, 1976; Merchant,
1989), implies that HR professionals should
make SUre that the incentive plan includes
provisions to remove the effect of uncontrol.

IiIDIII Certainty Versus Uncertainty Values and Incentive Plans.

Incentive Plan Issue UncertaintyCertainty

High (objective rules,
formula-based bonuses)

Low (mostly base pay)

Degree of objectivity in

determining total pay
Percentage of total

pay at risk
Standard tightness

Accounting for
uncontrollable factors in

performance evaluation

Low (subjective process)

Achievable budget targets
Extensive use of

controllability filters

High (significant ""riable
pay, stock bonuses)

Tight challenging standards
No specific provisions for

controllability filters



lablefactors when evaluating performance
(Chow,Merchant, & Wu, 1993; Young & Sel-
to,1993). Uncontrollable factors may include
thefollowing: scheduling problems caused by
other organizational units; actions taken by
competitors, suppliers, or regulators; changes
inthe economy or consumer behavior; acts of
nature, and so on (Chow, Shields, & Wu,
1994;Merchant, 1987, 1989).

Adjustments for uncontrollable factors
maybe implemented in practice by the use of
"controllability filters" (Demski, 1976; Mer-
chant, 1989). One common filter is the use of
relative performance measures and bench-
marking (Janakiraman, Lambert & Larkee,
1992;Maher, 1987). This filter allows the
comparison with the performance of peers,
insideor outside the organization, who sup-
posedlyhave had to cope with the same un-
controllable factors. Another typical controlla-
bility filter consists of the application of
"revisedscenarios," in which flexible budgets
areused to recalculate performance variances
inlight of what actually happened (Horngren,
Foster,& Datar, 1994).

In contrast, the uncertainty side of the
dualitywould lead to incentive plans with an
opposite set of features. Innovation, risk-
taking,and motivation would be increased by
attaching significantly high rewards to end re-
sults, letting plan participants figure out on
theirown how to accomplish those results and
copewith uncontrollable factors, and holding
them accountable for achieving plan targets.
HRprofessionals would not focus on protect-
ingplan participants from environmental un-
certainty; rather, the key issue would be to
offerincentives large enough to make it worth-
whilefor employees to be successful in coping
withsuch uncertainty. Lured by the promise
ofsubstantial rewards, participants would do
theirbest to anticipate and creatively respond
tochanges in the environment.

Accordingly, uncertainty values would jus-
tifyplan features such as the following: larger
percentages of pay at risk; rewards in the form
of stock, rather than cash; performance tar-
getsset at very challenging levels and linked to
theprospect of commensurably large rewards
(Simons, 1988; Chow, Shields & Wu, 1993);
andno special provisions for the use of "con-
trollability filters" in performance appraisal
andallocation of rewards.

Participants' Values and Incentive Plans

Cooperation Versus Competition

This third duality refers to preferences for
one of two modes of interaction among orga-
nizational members. Such preferences are
based on beliefs about which mode of interac-
tion is more conducive to the achievement of

overall organizational goals (Deutsch, 1949;
Tjosvold, 1984). One side of the duality would
regard cooperation as the best way to channel
individual effort into collective purpose and
action. The other would believe that organiza-
tional goals are more likely to be achieved
through competition among self-interested in-
dividuals or teams, all of them putting out
their best effort to become "the winner."

Table III shows some main areas of impact
of the cooperation versus competition duality
on incentive plan design and implementation.

Cooperative values support incentive
plans that reward participants who subordi-
nate their particular interests to the collective
good; cooperation also prizes harmonious ver-
tical and horizontal interpersonal relation-
ships. Valuing cooperation entails two key
practical HR implications. First, cooperative
values justify the use of absolute measures of
performance, which compare results against
pre-established goals. Second, cooperative
values lead to the avoidance of direct compar-
isons among individuals or among groups. As
Kohn (1992) characterizes it, cooperation is
an "arrangement that is not merely noncom-
petitive but requires us to work together to
achieve our goals" (p. 6). Therefore, rewards
may be distributed, for example, through some
form of profit sharing, and calculated primar-
ily on the basis of the results achieved by the
whole corporation. Individual and group per-
formance may still be evaluated separately, but
not used to compare one individual or one
group against another.

In order to preserve reasonably smooth in-
terpersonal relationships under cooperative
values, the evaluation process should provide
"face-saving" procedures, thus avoiding em-
barrassment, jealousy, resentment, and other
threats to a cooperative spirit. In this context,
the role of the evaluator is primarily that of a
mentor, and the emphasis in the evaluation
feedback is on encouraging the profession-
al development of plan participants. As de-
scribed by Kunda (1992), cooperative beliefs
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... Cooperation Versus Competition Values and Incentive Plans.

Incentive Plan Issue Cooperative

Performance measures Absolute measures

Evaluation process

Competitive

Avoidance of interpersonal and

intergroup comparisons, to
preserve smooth relationships

Evaluator as a mentor, emphasis
on professional development,
and face-saving procedures

Relative measures, ranking, and forced
performance spreads

Structural competition; encouragement
of win-lose comparisons, zero-sum
tournament models

Evaluator as a judge, emphasis on
identifying "winners" and "losers"

Role of evaluator

require that even those who are evaluated as
"failures" should be able to preserve their self-
esteem and loyalty, as well as the respect of
their peers.

On the other hand, when competitive be-
liefs prevail, plan participants are expected to
strive not only to do their own best, but also to
outperform their peers. This is consistent with
performance appraisals that use ranking and
forced spreads (relative performance mea-
sures), creating zero-sum tournament models
(Nalbantian, 1987): when one person or team
"wins," another has to "lose." The unit of per-
formance measurement may be either the in-
dividual or the group; the distinctive feature is
that "structural competition" (Kohn, 1992) is
used to enable comparisons within and across
groups.

Competitive values lead to laurels and vis-
ible recognitions for the winners, while the
losers are challenged to strive harder to be-
come themselves winners next time around.

Thus incentives may be viewed as either
reward or punishment. The role of the evalu-
ator is to serve as a judge, handing out assess-
ments of success and failure. Under competi-
tive beliefs, more emphasis tends to be placed
on formal communication and coordination in

both goal-setting (e.g., during budget prepara-
tion) and evaluation processes, to ensure that
conflicting goals will not hinder the achieve-
ment of overall organizational goals (Ueno &
Wu, 1993). If the competitively pursued tar-
gets are well formulated, they should serve as
Adam Smith's (1937) "invisible hand," guiding
the efforts of individuals and teams so that the

aggregate performance of the organization
ends up being higher than if they had tried to
cooperate.

Cultural Fit and Misfit of Incentive Plans

The values embedded in incentive plans and
those held by plan participants may converge
("Fit" scenario) or diverge ("Misfit" scenario).

Fit Scenario

We propose that a dynamic process happens in
the Fit scenario. When the plan is first imple-
mented, participants perceive it as rewarding
behaviors that are congruent with their own
value system. This initial fit will set in motion
a process through which plan and partici-
pants' values will reinforce each other over
time.

Consider, for example, that the duality in
question refers to inequality versus equality.
Let's assume, further, that the incentive plan
is driven by equality values and contains fea-
tures intended to foster participation, low
power distances, decentralized decisions, and
loose links between pay and hierarchical lev-
els. If plan participants also hold equality val-
ues, the implementation of such a plan willset
in motion a reinforcement process, through
which the egalitarian values of participants
will, after a while, become even stronger. In
turn, the egalitarian values held by partici-
pants will themselves support the kinds of be-
haviors and outcomes targeted by the plan, in-
creasing the likelihood that the plan willreach
its intended effects or even surpass them.

HR specialists and others involved in plan
implementation may find that the plan's abili-
ty to influence participants' behavior goes well
beyond what could be reasonably expected
from the extrinsic rewards being offered. Par-



ticipants will be so naturally inclined to re-
spond to the plan that even small incentives
maylead to what would otherwise be seen as
disproportionately large effects. This will, in
turn, bolster the perception that the plan is
basedon the "right" beliefs, thereby accentu-
atingthe equality features of the plan, as it is

formally and informally implemented over
successive cycles of evaluations and rewards.

A similar process may happen in regard
to other dualities relevant to incentive plans
(certainty versus uncertainty, cooperation ver-
sus competition, or other sets of values), as
summarized in the following propositions:

Proposition (1): In scenarios of fit between
plan and participants' values, one will rein-
force the other.

Proposition (1 a): The behaviors and be-
liefs in the value system of plan partic-
ipants that are rewarded and valued by
the incentive plan will increase in fre-
quency and intensity over time. En-
couraged by the plan, participants' be-
liefs will lean even more strongly
toward their favored side of a given du-
ality.
Proposition (lb): The values of plan
participants will reinforce the intended
effects of the incentive plan on those
behaviors and beliefs which are

deemed desirable by both the partici-
pants and the incentive plan. Support-
ed by the values held by plan partici-
pants, the incentive plan will be more
likely to attain, or surpass, its intended
results.

Proposition (2): The stronger the fit be-
tween plan and participants' values, the
higher will be the satisfaction of plan par-
ticipants with the pay system.

Misfit Scenario

Misfitscenarios are those in which plan val-
uescollide with the shared beliefs of plan par-
ticipants. These situations can be created ei-
ther inadvertently or by design, in an attempt
touse the incentive plan to change the partic-
ipants'values. Predicting the ensuing results
is less straightforward here than in the "fit"
scenario. For example, when a plan based on
inequality beliefs is superimposed on the egal-

Participants' Values and Incentive Plans

itarian values shared by plan participants, two
effects are possible.

The first possible effect is that the plan
will result in a change in values. Based on the
literature on learning (Bandura, 1977; Skin-
ner, 1971), motivation (Vroom, 1964), and
agency theories (Demski & Feltham, 1978),
we can predict that the incentives will lead
participants to change their values about the
significance and desirability of hierarchical
differences and privileges. They may take ac-
tions and strive for results that will enable

them to enjoy the increases in pay, status, and
perks promised in the plan (Kerr & Slocum,
1987; Lei, Slocum, & Slater, 1990). This "car-
rot effect" may, over time, weaken the initially
egalitarian values of plan participants and
eventually lead them toward inegalitarian
values.

From the perspective of the HR specialist,
this change in values and consequent "solu-
tion" to misfit problems may be achieved
through any of the three main mechanisms for
transmission of cultural values (Harrison &
Carroll, 1991): the selection of future em-
ployees whose values best fit the plan as-
sumptions, the use of vigorous socialization,
and the turnover of those who leave the or-

ganization voluntarily or through attrition
(Chatman, 1991). In such cases, the plan will
achieve its intended results.

The "carrot effect" is consistent with the

view, so popular in the 1980s, that cultures
and the values embedded in them "can be con-

sciously designed and manipulated" by man-
agers for the sake of improving organizational
performance (Barley & Kunda, 1992, p. 383).
According to this view, it is management's re-
sponsibility to design, shape, and change the
organization's cultural values (Peters & Wa-
terman, 1982).

On the other hand, another effect may
happen. The literature on values has consis-
tently emphasized the permanent nature of
values (in contrast with attitudes), as well as
their stability and resilience to short-term,
limited change efforts (e.g., England, 1967;
Rokeach, 1973; Schein, 1992). In practice,
HR specialists are well aware of numerous
cases of organizations that attempted to
change their values by adopting new incentive
systems, only to find out that plan participants
simply ended up manipulating the system to
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make it conform to their own old preferred
ways of behaving (e.g., Ehrenfeld, 1992).

In some instances, participants may de-
cide to adopt behaviors that are actually op-
posite to what is intended by the incentive
plan. Lawler (I 97 1), for example, provides ev-
idence that factory workers dissatisfied with
an incentive plan designed to increase pro-
ductivity responded by intentionally restrict-
ing output. Even though there have been
several studies that documented such unin-

tended reactions to incentive plans, they have
not explicitly linked those reactions to the val-
ues held by plan participants (George, Brief &
Webster, 1991).

We argue that the incentives provided by a
new incentive plan may not be strong enough
to go against the grain of plan participants'
deeply held shared beliefs, values, and assump-
tions. The incentives may be shunned, in what
we call here the "snubbed carrot effect."

Plan participants may simply try to distort
and subvert the implementation of the incen-
tive plan. Instead of being lured by the
promised rewards into changing their own be-
haviors and values, they "re-shape" the prac-
tice of the plan, in formal or informal ways, to
align it with their values.

For example, if the participants hold
strong egalitarian beliefs, but the plan sharply
reinforces differences in pay, status, and
perks, participants may manipulate plan im-
plementation so as to reduce those differ-
ences. This manipulation may affect various
aspects of the performance evaluation and re-
ward process, sending warning signals to the
HR specialist that plan implementation is not
proceeding as originally intended. Partici-
pants, for instance, may counteract the in-
egalitarian effects of the plan by inflating per-
formance ratings across the board, or even
circumvent the effects of forced-ranking per-
formance evaluations by creating informal ro-
tation systems, where they take turns as top per-
formers (Bento & Ferreira, 1992). In practice,
the carrots in the plan are not enough to lure
participants away from their deep-seated val-
ues. Instead, participants may not only "snub
the carrots," but actually pull the plan closer
and closer to their own views over several cycles
of evaluations and rewards until the plan, as im-
plemented, fits their values. . . or breaks down.

The snubbed carrot effect may thus ex-
plain some of the situations in which incentive
plans do not seem to work, become dysfunc-
tional, or are discarded. It is interesting to
note that this effect may happen regardless of
how "rational" the incentive plan may seem.
For example, Ansari and Bell (I 99 1), in their
study of the effects of cultural values on ac-
counting control systems (including formal
and informal incentives), concluded that "the
acceptance of a control system rests, there-
fore, not on how rational it is, but on how well
it reflects the value system of its participants
and the belief system within which it operates"
(p.24).

One important implication of the snubbed
carrot effect for HR specialists is that the like-
lihood of successful plan implementation may
not depend on how good, carefully designed,
or apparently rational a plan may be. If a plan

goes against deeply held participants' values,it
may face subtle or overt challenges through-
out its implementation. The HR specialist
should be prepared to anticipate, detect, and
react to those challenges.

The carrot and snubbed carrot effects may
arise from misfit along any duality relevant to
incentive plans, as captured in the following
propositions:

Proposition (3): In scenarios of misfit be-
tween plan and participants' values, the
conflicting signals sent by each will set in
motion a change in either of the following
directions:

Proposition (3a): If the incentives pro-
vided by the plan are strong enough to
override the influence of participants'
values, the plan will prevail. Some plan
participants will adjust their behaviors
and beliefs to reap the promised re-
wards; others, who cannot be swayed by
the incentives, will leave the organiza-
tion; and the plan will help attract and
retain other people whose values match
its own. Over time, the incentive plan
will move the values held by partici-
pants toward the plan's favored side of
each of the dualities (the carrot effect).

Proposition (3b): If the incentives are
not enough to induce plan participants
to move away from the behaviors and
beliefs ingrained in their value system,



participants' values will prevail. Plan
participants will disregard or subvert
the incentives provided by the plan,
thereby weakening or reversing its
intended results (the snubbed carrot
effect).

Proposition (4): As long as there is misfit be-
tween plan and participants' values, plan
participants will be dissatisfied with the pay
system.

Proposition (4a): Under the carrot ef-
fect, dissatisfaction will continue until
a change in participants' values brings
about a new fit with the incentive plan.
Proposition (4b): Under the snubbed
carrot effect, dissatisfaction will con-
tinue until the enactment of the plan is
(formally or informally) altered enough
to fit the values of plan participants.

Conclusion

In the 1970s and 1980s, an ever increasing
number of organizations jumped onto the
bandwagonof paying for performance, despite
conflictingevidence about the influence of in-
centive plans on individual or firm perfor-
mance (Guzzo, Jette, & Katzell, 1985). In the
1990s,the jury is still out in regard to the abil-
ityof incentive plans to deliver their intended
resultsin the short or long term (Kohn, 1993).
Thisarticle proposes that these mixed results
canbe explained at least in part by the fact that
incentive plans are not implemented in a vac-
uum.We argue that the effects of plan incen-
tivesdepend on their interaction with another
strong set of forces: the enduring values of
planparticipants.

The notion that "fit matters" has an intu-

itive appeal. One might wonder, therefore,
whyincentive plans are so often implemented,
in practice, without explicit consideration of
howthey might reinforce or collide with pre-
existingvalues of participants. This is not so
surprising, however, if one realizes that there
isvery little in the literature to help HR spe-
cialists with some very practical issues: what
typesof fit matter, how to assess fit, what to
expect as a consequence of different degrees
andtypes of fit.

This article is an initial step in the long
journey toward the answers to these questions.
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It proposes that there are many crucial features
of incentive plans which are not self-evident
but reflect value-driven choices; exemplify how
certain underlying values are translated into
specific plan features; offer HR specialists the
language of "dualities" to articulate and com-
pare the values of plan participants with the val-
ues embedded in incentive plans; and explore
the possible consequences of fit and misfit be-
tween those two sets of values.

In situations of fit, we predict that partic-
ipants' values will leverage the effects of plan
incentives, leading to more than proportional
effects. In other words, seemingly modest in-
centives might be sufficient to yield large re-
sults in desired behaviors and satisfaction with

the plan. In situations of misfit, we warn HR
specialists of possible trouble. Plan incentives
may be able to override the influence of op-
posing participants' values (the carrot effect),
but this may take longer and require more re-
sources than expected. Worse yet, partici-
pants' values may be strong enough to lead
them to shun plan incentives, in what we call
the snubbed carrot effect: They may manipu-
late plan implementation, in overt or subtle
ways, so that in practice the plan is either
forced to adapt to their values or is abandoned
altogether.

Furthermore, when an incentive plan is
intentionally designed to bring about a change
in participants' values, we argue that HR spe-
cialists should be prepared to face significant
dissatisfaction with the plan. This dissatisfac-
tion will last until the misfit is resolved, either
by an eventual change in participants' values
(in response to the carrot effect) or by formal
or informal changes in the plan (due to the
snubbed carrot effect).

Given all these predictions, what can HR
professionals do? First, we recommend that,
starting in the earliest design stages, they de-
vote particular attention to the degree of fit be-
tween participants' values and the various fea-
tures incorporated in the incentive plan. This
will require efforts to identify the values of
participants and to unearth the values under-
lying incentive plan issues. The dualities ex-
amined in this article should help guide those
efforts by providing both a vocabulary and
some key dimensions for comparing the two
sets of values.
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Second, when allocating resources to im-
plement the incentive plan, HR professionals
should take into consideration the level of fit

or misfit that has been incorporated into the
plan. In a fit scenario, resources (financial and
otherwise) might be saved through a careful
evaluation of the leverage expected from the
strength of pre-existing participants' values. In
contrast, if plan designers decide to use the
plan to change those values, they should be
prepared to invest additional resources to pay
for the successful resolution of this intention-

al misfit. When participants' values push them
in one direction, and the carrots in the incen-
tive plan try to pull them in a different one,
this tug of war will require substantial rein-
forcements in order for the plan to prevail.
This means that the incentives will have to be
commensurate to the level of misfit and will

likely have to be sustained over several cycles
of evaluations and rewards. The carrot effect

takes time and demands an ongoing commit-
ment on the part of the organization. In the
meantime, given the predicted dissatisfaction
of plan participants, further resources must be
invested to handle the potentially high costs of
voluntary and involuntary turnover, as well as
the costs of continuously monitoring plan im-
plementation in order to detect and respond to
the warning signals of plan mutation due to
the snubbed carrot effect.

Third, HR professionals should note that
the importance of values implies that the suc-
cess of plan implementation may be signifi-
cantly influenced by education and socializa-
tion efforts. Even when there is a good fit
between the values underlying the plan and
the values of plan participants, this fit may not
be self-evident. Throughout plan implementa-
tion, HR professionals should make a special
effort to communicate how the plan features
celebrate the values of participants and how
the plan promotes the goals that are dear to
them. In situations of misfit, HR professionals
should invest heavily in education and social-
ization efforts. In a war of values, financial
weapons must be combined with more in-
depth, far-reaching social and psychological
instruments for sustainable learning of new
values and behaviors. This type of learning is
obviously not easy and requires a deeper un-
derstanding of the process of value change be-

fore organizations can effectively act as value- I
socializing agents (Rokeach, 1973).

Further empirical research is now need-
ed to explore the complex relationships be-
tween values and incentive compensation. In I

the discussion of fit and misfit scenarios, we
attempted to indicate the expected generaldi- I

rection of shifts in participants' and plan val- I

ues over time. The current state of theory de- .

velopment in this area does not allow us to
make more specific predictions regarding
magnitude of change; the time required for
different effects to take place; the factors that
explain when and why misfit will lead to ei-
ther the carrot or snubbed carrot effects; or
how, exactly, the dissatisfaction caused by
misfit will set in motion the forces that ulti-

matelyreestablish fit through either of those
effects.

Particular effort should be made in future

studies to identify other variables that may
moderate the relationships proposed in this
article. For example, the effects of fit and mis-
fit may be influenced by the following vari-
ables:

1. individual characteristics that affect

identification with organizational val-
ues (e.g., age, gender, risk preferences,
level of education, experience, hierar-
chicallevel, and tenure), or ability to
voice opposition, subvert the plan, or
leave the organization if dissatisfied
with the plan;

2. organizational factors such as size,
stage in organizational life cycle, tech-
nology, and linkage between plan and
other human resources and value

change initiatives (Harrison & Carroll,
1991); the extent to which the incen-
tive plan is congruent with organiza-
tional strategy, structure, and process
(Lawler, 1990); the existence of similar
plans inside or outside the organiza-
tion; strength of incentives provided by
the plan; the strength of the values
shared by plan participants (Gordon &
DiTomaso, 1992); the degree of cul-
tural homogeneity within the organiza-
tion (Martin, 1992; Sackmann, 1992);
and similarity to industry or occupa-
tional values;



3. environmental conditions such as the
effect of the economic climate on one's

ability to control results; job market
conditions; societal values; and indus-
try-related risks (Gordon, 1991).

This type of research has substantial prac-
tical relevance, particularly for organizations
undergoing mergers or acquisitions, facing in-
creasingwork force diversity, and operating in
different countries or industries.
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Awareness of the intended and unintend-
ed effects of fit and misfit should advance both

the theory and practice of incentive plan de-
sign and implementation. Organizations invest
enormous resources (financial and otherwise)
in trying to promote organizational change
through new incentive plans. Understanding
the dynamics of fit and misfit between incen-
tives and values should increase the likelihood
that these resources will indeed lead to the in-
tended results.
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