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Introduction

The world of work has changed rapidly in recent decades and the challenges faced by organisations
have also evolved. The concept of employee retention has been reviewed in various ways in the
literature and it is still worth to examine it anymore, because European states have to face the
challenge of skilled-labour shortage. The age structure of the European population will change
substantially in the near future. Since the 1970s, demographers have observed negative trends in
the population structure owing to low birth rates and increasing life expectancy in Europe. Several
experts predict that there will be 48 million fewer people living in Europe in 2050 (Linz & Stula
2011). The current demographic development leads to a new perspective on the retention of the
employee as a “scarce resource”. The competition in the labour market is increasing, there are
various labour shortages in critical industries and retaining human capital is top of the priority
list for many organizations. The availability of skilled workers will be one of the most significant
challenges (Wisel [2005). In this context, research on job satisfaction and employee retention is
becoming increasingly important. Employee retention is a key factor for the long-term success of
organisations, as it has a direct impact on employee turnover and the overall performance of an

organisation.

In my PhD thesis, I delve into the realm of employee retention literature, meticulously un-
raveling the factors pivotal in retaining employees within organizations. Subsequently, I embark
on a journey into the domain of Small and Medium-sized Enterprises (SMEs), employing field ex-
periments to unravel pathways toward enhanced job satisfaction and motivation among employees
therein. Throughout my scholarly pursuit, I have notably accentuated SMEs, recognizing their
indispensable role in the global economic landscape for three fundamental reasons, thus rendering
them a pivotal focal point for economic policies and business support strategies (Knight, [2000;
Linl (1998)). Firstly, these enterprises are essential in driving innovation, supporting local com-
munities, and generating a significant portion of job opportunities worldwide (Dabic et al., 2019;
Lin, [1998). Secondly, as we know SMEs constitute more than 90 percent of all businesses across
the globe, playing a pivotal role in the economy by contributing to between 50 and 60 percent
of total employment (Jenkins, [2004).Thirdly and on the one hand, they are therefore important
job creators and, on the other, this reaffirms the importance of employee retention as a means of
maintaining the workforce and company’s success (Peterson, [2005). Employee retention in SMEs
helps to maintain organizational and managerial processes, ensures stability and consistency in

daily operations (O’Regan & Ghobadian} [2004) and is vital for increasing competitive advantage
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(Bilan, Mishchuk, Roshchyk, & Joshi, 2020)). This makes it all the more important to conduct

studies in these companies in order to gain certain insights and derive conclusions for corporate

management in SMEs.

Table 1: Chapter Overview

Chapter 1

Why People Stay

This systematic literature review conducts a thorough examination
of existing research on employee retention, highlighting the often-
overlooked reasons behind individuals’ decisions to remain with
their organizations. Through a systematic review of 1,164 studies
on employee retention, I aim to fill the gap left by initial exami-
nations of employee turnover. This detailed analysis not only un-
derscores the multitude of factors impacting employee retention but
also strives to offer practical insights for those looking to influence
retention positively. By focusing specifically on the development
and nuances of employee retention research, my review sheds light
on key retention drivers, thereby enriching the academic discourse

and encouraging continued exploration in this field.

Chapter 2

Formalization of Annual Perfor-
mance Feedback and Employees’
Job Satisfaction in the SME Con-

text

There’s an uptick in Small and Medium-sized Enterprises (SMEs)
embracing human resource management (HRM) techniques aimed
at elevating staff contentment. These businesses frequently mir-
ror the structured HRM approaches typical of larger organizations,
such as regular performance reviews. My study delves into how
the level of structure in providing annual performance evaluations
influences job satisfaction among SME employees. Conducting an
experimental survey with 166 participants from a German SME,
I discovered that employees given highly structured performance
evaluations tend to express a dip in job satisfaction immediately
following their evaluation compared to those awaiting their review.
Conversely, when annual feedback is less rigid, employees show an
increase in job satisfaction post-evaluation compared to those yet
to receive their feedback. The study also indicates that the way
employees perceive and value feedback plays a pivotal role in this

dynamic.
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Chapter 3

Motivating Low Performers with | One significant hurdle businesses face is the task of giving per-
Input-Based Relative Performance | formance feedback that encourages improvement among underper-
Feedback forming employees. My research explores the potential of using
input-based relative performance feedback, which focuses on more
controllable aspects of performance, as a solution. I hypothesize
that feedback highlighting controllable inputs can enhance feelings
of control and offer explicit directions for enhancement to those per-
forming below expectations. To verify my hypothesis, we executed
a field experiment within the sales department (122 participants) of
a German SME. The results corroborate our theory, indicating that
input-based relative performance feedback boosts performance in
controllable tasks specifically among low performers, without im-
pacting those who already perform at high levels. Additionally,
it contributes to an increase in low-performing employees’ overall
contribution to the company’s outcomes. My findings introduce a
nuanced perspective on the role of relative performance feedback
in encouraging positive comparison and offer valuable insights for

organizations aiming to invigorate their less successful employees.

The thesis is structured into three chapters: In order to get a comprehensive overview of the topic, the
first chapter provides a systematic literature review of current literature on employee retention. Specifically,
I focus on the factors why people stay in organisations. Extensive research has explored employee turnover
and its driving factors, examining why individuals choose to leave organizations from various perspectives.
However, there has been a persistent gap in the literature concerning why employees choose to remain in

organizations (Bolt, Winterton, & Cafferkey}, [2022} |Griffeth, Hom, & Gaertner| 2000; |[Mitchell, Holtom, &]

2001)), despite the substantial costs associated with replacing them, which can exceed 150percent of an
employee’s annual salary (Allen, Bryant, & Vardaman| 2010} Bliss|,|2001} [Dwyer| 2014} [Firth, Mellor, Moore,|

[& Loquet], 2007} |[Skelton, Nattress, & Dwyerl, [2019). My research aims to address this gap by delving into

the various theoretical and empirical perspectives influencing an employee’s decision to leave. Surprisingly,
the literature has given limited attention to employee retention, especially the factors influencing individuals
to stay within an organization. A chronological examination reveals that literature on employee retention
only gained notable relevance from 2001 on-wards, with significantly fewer references compared to employee

turnover (Bolt et al., 2022). While previous studies have predominantly focused on specific aspects of

turnover, this research takes a holistic approach to employee retention. I built the systematic literature
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upon established research methods, i.e. the 15-steps-method developed by [Pickering and Byrne| (2013)

and the methodology of systematic reviews in the management field by [Denyer and Tranfield| (2009). The

study analyzes 1,164 studies with a specific focus on employee retention. After analyzing the studies using
the aforementioned methodologies, I was able to narrow down the number of relevant studies to 119, which
specifically focus on the topic of employee retention. Throughout my review, I categorized the studies and
assigned individual factors to these categories. The five categories were as follows: demographic factors,
organizational factors, job-related factors, social factors and employee attitudes. As a result, I was able
to provide an overview of the most important factors mentioned in the literature I examined regarding
employee retention in a clear and comprehensible manner. In doing so, I was able to help fill the gap in the
literature because the study provides a comprehensive overview of factors influencing employee retention,
highlights their origins in the literature, and summarizes key findings. Additionally, I offer suggestions for

advancing theory, research methodology, and practical implications based on my comprehensive review.

After a thorough exploration of the literature on employee retention and identifying key factors that
influence an employee’s decision to stay within an organization, the research progresses to examine how
these factors are practically influenced by human resource management (HRM) practices in the field. This
transition is driven by the realization that, despite the extensive theoretical knowledge, there’s a need to
understand the real-world application of these findings in organizational settings, particularly in SMEs.
Thus, in collaboration with Prof. Dr. Christina Guenther and Dr. Rainer Michael Rilke, I embark on a field
experiment to delve into the impact of HRM practices on employee job satisfaction in SMEs, a sector that
mirrors yet contrasts the dynamics of larger corporations. To provide more practical relevance following the
literature review, we decided to leverage the methodology of field experiments and to contribute to a limited

body of work that utilize field experimental methods to uncover genuine employee reactions, drawing on

significant contributions like those of [Rigtering, Weitzel, and Muehlfeld| (2018) and [Monsen, Patzelt, and|
(2010)). In this phase, I was fortunate to have contact with an SME, a family-owned European

software-as-a-service company, that provided us with the opportunity to conduct field experiments, as it

also deals with topics such as skilled worker shortage and employee retention.

The second chapter of the thesis explores the realm of HRM practices within SMEs and their influence
on employees’ job satisfaction. Because what I have observed is that despite their particular characteris-
tics and organizational structures, SMEs often apply HRM practices similar to those of larger companies
(Bryson & White} [2018; [Heilmann, Forsten-Astikainen, & Kultalahtil 2018} [Kaman, McCarthy, Gulbro,|
. In particular, the study focuses on the degree of formalization in annual performance

feedback and its impact on employee job satisfaction in the context of SMEs. SMEs, despite their distinc-
tive characteristics and organizational structures, often adopt HRM practices that mirror those of larger

companies (Bryson & White| 2018} |Heilmann et al.| 2018} [Kaman et al. [2001)).

To answer my research question I employed a survey-based field experiment to navigate past the

constraints associated with traditional survey and longitudinal methodologies, as discussed in works by
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Selvarajan and Cloninger| (2012)), M. Lee and Son| (1998), and (Nathan, Mohrman, & Milliman} [1991).
By conducting an experimental survey within a European SME, involving 166 participants, the research
provides critical insights. It reveals that employees who receive highly formalized annual performance
feedback tend to report lower levels of job satisfaction immediately following the feedback session compared
to their pre-feedback satisfaction levels. In contrast, employees who experience less formalized feedback
tend to report increased job satisfaction after the feedback session. Additionally, the study introduced
the concept of individual feedback orientation as a crucial moderator in the relationship between the
formalization of performance feedback and job satisfaction. It was observed that employees with a high
feedback orientation experienced significantly higher job satisfaction when exposed to less formalized annual

performance feedback (APF).

This study contributes to the existing literature in three noteworthy ways. Firstly, it extends the
scope of research from predominantly large corporations to the distinct context of SMEs, recognizing
the challenges and nuances associated with the transfer of highly formalized HRM practices (Bryson &
Whitel 2018} [Heilmann et al.l |2018)). The findings indicate that such practices, when directly applied
to SMEs, may have adverse effects on employee job satisfaction. Secondly, I employed an experimental
field research design to shed light on authentic employee responses. This experimental approach ensured
a stronger causal linkage between the receipt of performance feedback and subsequent job satisfaction.
Specifically, I investigated the causal effect of receiving performance feedback with both low and high
degrees of formalization on job satisfaction. This guarantees that the observed differences are attributable
to the feedback process. Incorporating field experiments into entrepreneurship literature contributes to
a limited body of studies, including notable works such as [Rigtering et al. (2018) and Monsen et al.
(2010), which utilize field experiments to examine authentic employee responses. This experimental design
substantiates the causal connection between receiving performance feedback and ensuing job satisfaction.
Thirdly, I am able to underscore the role of individual feedback orientation, highlighting that the effects
of performance feedback are far from universal and should be adapted to accommodate employees’ unique

needs (Linderbaum & Levyl 2010; |[London & Smither}, [2002).

Having explored the realm of Human Resource Management practices within SMEs and their influence
on employee job satisfaction, the research identifies a pivotal area for further investigation - the motivation
and performance of employees. This recognition stems from understanding that while job satisfaction
is crucial, ensuring employees not only remain but also thrive and contribute effectively in their roles is
paramount for organizational success. The study thus transitions into its third chapter, where the focus
shifts towards enhancing employee performance through innovative feedback mechanisms. By conducting a
second field experiment, this part aims to explore the effects of relative performance feedback on employee
motivation and engagement, particularly for low-performing individuals, thereby addressing another critical

aspect of employee retention and effectiveness in the workplace.

Thus, in collaboration with Prof. Dr. Christina Guenther, Dr. Rainer Michael Rilke and Dr. Victor
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van Pelt, the third chapter of my thesis concentrates on an experiment that explores the effects of relative
performance feedback on employee performance. The manner in which performance feedback is delivered
can profoundly influence employee motivation and engagement. Our experiment aims to shed light on the
pros and cons of relative performance evaluations and addresses the challenge of motivating low-performing
employees by examining the impact of relative performance feedback based on inputs.This study addresses
the increasingly prevalent challenge of motivating low-performing employees in organizations (Gallup} [2022;
Harter, 2022)). It seeks to explore whether an often overlooked form of relative performance feedback—one
based on inputs—can effectively address this issue. The primary focus of this input-based feedback is
to enable comparisons among employees, particularly by using performance information that is relatively
easy to influence and control. This controllability aspect is central to management accounting literature,
and the study suggests that utilizing the right inputs in relative performance feedback can empower low-
performing employees by providing them with a greater sense of control over their performance (Abernethy,
Dekker, & Schulz, [2015; |Campbell, |2012)). This, in turn, directs them towards essential activities and tasks
that can help close the performance gap between themselves and high-performing colleagues. The core
hypothesis posits that input-based relative performance feedback will empower low performers to improve

their performance, without significantly impacting high performers.

To empirically test these predictions, the study conducts a field experiment within the sales depart-
ment of a family-owned European software-as-a-service company that develops solutions for the logistics
industry. This context offers three advantages: Firstly, it features a homogenous group of sales employees
with identical job descriptions, focused on calling potential customers to secure software licenses. Secondly,
the company already provided annual output-based performance feedback, which included customized per-
formance goals. Thirdly, the study introduces input-based individual performance feedback, specifically
related to the number and duration of sales calls, and manipulates whether employees receive input-based
relative performance feedback, indicating whether they are above or below the department average in terms

of the number of calls made.

The results of the study supported its hypotheses. It found that providing input-based relative perfor-
mance feedback had a significant impact on low performers, motivating them to increase their input-based
performance. This feedback mechanism helped low performers recognize the value of a volume-based
strategy, leading to an increase in the number of calls they made, and subsequently enhancing their
output-based performance. Furthermore, the study identified that this effect extended beyond individual
performance to also increase low performers’ contributions to the company’s overall output. This suggests
that directing low performers toward input-based performance improvement can effectively help them re-
gain momentum. The study’s contributions are manifold. It adds to the empirical research on relative
performance feedback by examining the effects of a relatively understudied form of this feedback - input-
based relative performance feedback (Schnieder} 2021} |Villeval, [2020b). Previous research has highlighted

the sensitivity of feedback effects to design parameters and contextual factors (e.g., |Casas-Arce, Deller,
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[Martinez-Jerez, & Narciso|, 2021}, [Casas-Arce & Martinez-Jerez] [2009; [Eyring, Ferguson, & Koppers, 2021}

|[Eyring & Narayanan| [2018])), and this study expands this understanding by focusing on input-based perfor-

mance measures. [t highlights the benefits of such measures in terms of perceived controllability, and their
ability to guide low performers toward more productive activities. Additionally, this research contributes

to the broader body of literature on the impact of performance feedback in the absence of high-powered

incentives (e.g., Erickson, Holderness, Olsen, & Thornock| [2021} [Lourencol [2016)). While much research has

explored the influence of performance feedback when tied to significant rewards or punishments (e.g.,

[pan, Krishnan, & Newman) 2008; |Thornock} [2016)), this study emphasizes the motivational and learning

effects of feedback in scenarios where such extrinsic incentives are not the primary driving force.
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Chapter 1

Why People Stay - a Systematic Literature Review
of the Employee Retention Literature

Abstract

Employee retention and the partial lack of perspectives on why people stay in organizations has been
repeatedly addressed in the literature. This paper presents a systematic literature review of the employee
retention literature to identify the factors why people stay. We are providing an analysis of 1,164 studies of
the employee retention literature. With this review we complement the preliminary reviews of the turnover
literature by one with a specific focus on employee retention, show that employee retention is influenced by
many factors, and aim to provide practitioners an overview of how employee retention can be influenced.
Our review presents a dedicated focus on the evolution of the employee retention literature and an overview
of the relevant retention factors with the goal of creating more awareness in the literature and motivating

further research.

*This unpublished manuscript, cited as [Lehnen| (2024), has been presented at seminars in Vallendar.
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1.1 Introduction

Many organizations spend lots of time and money on attracting the best talents and the concept of employee
turnover including its essential factors have been reviewed in various ways in the literature. This is because
there is a lot of literature - including recent literature reviews - on the topic of employee turnover, especially

on the reasons why people leave companies, but for decades the literature has repeatedly addressed the

partial lack of perspective on why people stay in organizations (Bolt et al| 2022} |Griffeth et al. 2000;
[Maertz & Campion| (1998} Mitchell, Holtom, & Lee, 2001} [Steel, Griffeth, & Homl [2002). Replacing

employees entails manifold costs to an organization. The costs relating to an employee’s departure and
therefore onboarding a new employee often exceed up to 150 percent of the annual salary for the position

being stuffed (Allen et all 2010} Bliss, 2001; [Dwyer| [2014} [Firth et all) 2007 [Skelton et al., |2019). So, it

is not surprising that there are thousands of articles on the subject of turnover (Holtom, Mitchell, Lee, &/

[Eberlyl, 2008; T. Lee, Hom, Eberly, Li, & Mitchell, 2017). This research describes in many theoretical and

empirical perspectives an employee s turnover decision, e.g., due to alternative job offers, dissatisfaction,

social pressures (Hom, Lee, Shaw, & Hausknecht| [2017)).

Given the consequences of employees leaving an organization, especially in times of competition for
skilled workers and labor market shortages, it is therefore surprising, that so little attention is paid to
the literature stream focusing on employee retention and especially the factors why people stay in an
organization. On a chronological timeline created by the literature on employee retention
is only sporadically available and appeared for the first time relevantly from 2001 onwards. It becomes even
clearer when you search for the words “turnover” and “employee retention” in the electronic databases
SCOPUS, Business Source Complete without any restrictions. The search results that refer to “employee
retention” are only 1/2 of those to “employee turnover” . EI To focus on the retention issue, it is important

to understand that retention and turnover are two separate processes, because different psychological and

emotional processes are involved (Bolt et all 2022} [Huang, Lin, & Chuang, [2006} Mitchell, Holtom, Lee,|
[Sablynski, & Erez| |2001; |Waldman & Arora), [2004)).

Employee retention describes efforts and processes of an organization which encourages employees to

stay long-term, in other words the maximum period of time, within an organization (Aldamoe, Yazam,|

|& Ahmid} 2012} |Chaminade, [2015} |Gurumani, 2010} |[James & Mathew] [2012)). In this context, retention

decisions are more strongly linked to company-related factors (e.g., ensuring harmonious working relations

between employees and managers; maintaining a safe, healthy work environment) than to individual-

related factors (Casciol [2003} [Huang et al., |2006). For this review, employee retention refers to retention

and voluntary turnover: Referring to the definitions of |Gurumani| (2010), |Aldamoe et al.| (2012)), [James|

land Mathew]| (2012), [Wells, Peachey, and Walker| (2014)), and |Chaminade| (2015) employee retention is

defined as “initiatives and processes taken by the organization to enhance the retention of employees

Lemployee retention: 1,750,504 results, turnover: 2,121,972 search results (07.12.2022)



1.1. Introduction 16

and to prevent voluntary turnover”. The relevance of employee retention became apparent early on with
the first overarching models around the 1940s when published his discussion about the
determinants that lead people to join ”collaborative organizations”. The next relevant models were then
those of the “Hierarchy of Needs” from and the “T'wo-Factor Motivation-Hygiene Theory”
from , which identified initial ideas for work-related factors that could encourage employees

to stay in organizations. In addition, other theories shape the beginning of employee 1961))
or later on the “Job Embeddedness Model” from [Mitchell and Lee| (2001)) and [Mitchell, Holtom, Lee,

[Sablynski, and Erez| (2001)). In addition to these theoretical models, process-oriented models have also

been developed. For example, based on [March and Simon| (1958)), the “Met Expectations Model” was

developed by [Porter, Steers, Mowday, and Boulian| (1974) and the “Turnover Decision Process Model”
by [Mobley| (1982). In reviewing the last two decades of employee retention, almost all authors have

strategically focused more on specific aspects of turnover than on employee retention, creating conceptual

models and literature reviews. Most of the theoretical work relies on the development of conceptual

models: Starting with the “Unfolding Model of Voluntary Turnover” by |T. Lee and Mitchell (1994)), as one

of the first reviews assumes that employees follow one of five cognitive pathways when making the decision
when deciding to leave a job. Following by the work of who presented a model to create
a fit between organizations and key staff, when work situations change and what paradigms it triggers
in the employee-employee relationship. They suggested that in global fast moving work environments
the psychological contract between employees and organizations moves away from the relationship level
to a more short-term, work-content based relationship. proposed a review of employee
motivation theories and their implications for employee retention and emphasized the importance of goal
planning by leaders to maintain talents and productivity. conceptual “Model of Labour
Turnover and Retention” suggests three reasons why employees leave their employer: retirement, dismissal
or voluntary resignation and developed a conceptual model of labor turnover and retention. This model
distinguishes four stages in the retention and turnover process and provided areas for retention activities:

promote job satisfaction, build organizational commitment, change workers’ perceptions of alternative

employment, and reduce ease of leaving. |Steel and Lounsbury| (2009) added a literature review of turnover

process models and [Allen and Griffeth| (2001)), |Bauer, Bodner, Erdogan, Truxillo, and Tucker| (2007,
|Graham, Murray, and Amuso| (2002), [Hom and Griffeth| (1995)) and Rubenstein, Eberly, Lee, and Mitchell
used meta-analyses to reveal antecedents of employee turnover and quitting decisions. m
added the development of turnover over time and showed to what extent a shift in the antecedents

examined has occurred. |[Holtom et al.| (2008) conducted the first comprehensive and narrative review

of literature to understand why people leave and acknowledged that the number of turnover predictors
increased to more than 50 and pointed out new trends for turnover research for the next decade like social
networks or differences across cultures. However, all authors provided little information on the factors that
prevent turnover, rarely provided information for included literature or included only a limited number of

journals (Bolt et al.| [2022} [Rubenstein et al 2017). However, it should be emphasized that
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(2022)) were the first to build the evolution of turnover research summary on the timeline and offered the

most comprehensive review. They focused on comparing studies of actual turnover and turnover intention.

The contribution of this paper is that, first, using a systematic approach, we provide a comprehensive

overview of the state of knowledge of employee retention. Compared to the literature reviews from

let al.| (2008) and Bolt et al| (2022), we had a very high search volume. This is because we want to

look at the subject comprehensively, also with the knowledge that the concepts of employee turnover and

employee retention are so closely related in the literature of the last decades and there have been multiple

conceptual overlaps (Belbin, Erwee, & Wiesner| [2012} [Huang et al., [2006). While (2022)) refer

exclusively to ”turnover” in the superordinate search term and we have no references to the search structure

in all the other literature reviews mentioned, we start a new approach with our database searching from

the perspective of the employee. Since Boxall, Macky, and Rasmussen| (2003) and [Bolt et al.| (2022)) did

not gave any guidance how to deal with employee retention but pointed out that there is a stream from
literature that deals with the employee’s desire to stay including a large range of factors influencing quit
or stay decisions, we will fill this gap and provide a comprehensive overview of relevant factors of why
people stay and offer the first literature review on this topic. We start by explaining the methodology
used in this review, then an overview of the identified retention factors and their literary origins is given.
Afterwards, we summarise the main findings, make suggestions for the further development of theory and

research methodology, and present implications for practice.

1.2 Methodology

Literature reviews are a recognised methodology of obtaining a comprehensive summary of the content of a

particular topic, identifying research themes, gaps, and weaknesses or puzzles (McPherson| 1976; [Rousseau,|

[Manning, & Denyer} [2008). The systematic view of the literature as we use it, conducts a systematic

examination of the current literature within the topic of employee retention. Our aim is to provide a

comprehensive, streamlined view that contextualises existing literature and stimulates cumulative future

research (Macpherson & Jones, 2010; |[Rousseau et al.| 2008)).

For the systematic procedure we orientated on the 15-steps-method developed by [Pickering and Byrnel

(2013) and the methodology of systematic review in the management field by Denyer and Tranfield| (2009),
because these methods have already been used several times in a modified form by authors, e.g.,
[Withers, and Hartley| (2009) and Bolt et al.|(2022). From [Pickering and Byrne|(2013) we used the structured

superordinate approach and supplemented it in terms of content with the structural approach to searching

itself and study selection by Denyer and Tranfield| (2009), Figure

Step 1 -2. Referring to [Denyer and Tranfield (2009), [Pickering and Byrne| (2013) and Bolt et al|
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Figure 1.1: Process literature review

Preliminary search to identify primary keywords
Keywords: employees’, “staff” and ‘labor”

Without any restrictions in Business Source Complete: 8,282,957 references

Records identified: 352,909

Step 1-4

Recovds excluded: 7,230,048

Search opfions: Advanced

Search mode: Find all oy search terms
Keywords: “employee’, “staff” and “labor™ (TT
Title)

Databases: Business Source Complete
Journals: all search terms, apply equivalent
subjects. academic jonrnals

Limit to: peer reviewed, full text

Language: english

Records identified after more specific
keyvwords: 6,195

Records excluded: 352,214

Each primary keywords added by supplementary
keywaords: vetention, staying, turnover, leaving
Example search string: employee AND retention
OR emplayes AND turnmover

Records identified after more
supplementary keywords: 3,348

Records excluded: 2,847

Search parameters firom each added by more
supplementary keywords: strategy, differences,
effects. implications, determinants, correlates,
model, review, meta-analysis, influences,
consequences, process, forces

Example search string: employee AND retention

AND strategy OF. employee AND retention AND
differences

Added after additional searches: 83

Records identified: 3,433

Studies excluded: 2,269

Reasens: incorrect types of turnover or retention

Reading title and abstracts, check for
eligibility: 1,164

Step 5-9

Studies excluded: 1,043

Reasons: only relating to turnover, duplicates

Total studies included: 119
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(2022f), we conducted preliminary searches within bibliographic databases to identify key articles in the
field. In this iterative trial-and-error-process, keywords are tried out and updated to generate the most
relevant keywords. The primary keywords were assembled to ‘employees’, ‘staff” and ‘labor’. El Without

any restrictions to title and available limiters in Business Source Complete: 8,282,957 references.

Step 3-4. Step 3 identified records through Business Source Complete database on the single title

primary keywords ‘employees’, ‘staff’ and ‘labor’. We limited the search to peer-reviewed to ensure that

the paper is primary source, and “the publication is an original research paper” (Pickering & Byrnel [2013|

p.5). Moreover, we limited the search to English language. We did not limit the search to any journals

or categories. This search resulted in 352,909 records. This step, where the first articles were sighted,

helped to find the right keywords and synonyms, and took again some trial and error (Denyer & Tranfield}

[2009} Pickering & Byrnel [2013). To approach the topic, referring to |Denyer and Tranfield (2009), we

then systematically added a supplementary keyword to each primary keyword, using Boolean Logic. We
added to each primary keyword by ‘retention’, ‘staying’, ‘turnover’ and ‘leaving’, e.g., employee AND
retention OR employee AND leaving, staff AND retention OR staff AND leaving. At this stage, 6,195

records were put forward to the next stage in the process. To make the topic even more precise and not

to make it unwieldy, analogous to the hints of |[Denyer and Tranfield| (2009) and Rashman et al.| (2009),

we added further keywords based on the articles already identified (see Appendix A for a comprehensive

list of the search strings). This is similar with the approach of [Pickering and Byrne| (2013)), which is to

look at 10 percent of the paper in the process and add to and improve the existing keywords if necessary.
This limited the results to 3,348 records. This has shown us that we have already narrowed down the
literature precisely with both the keywords and the supplementary keywords. Since we did not want to

succumb to the widespread misconception that systematic literature reviews only comprise one database

(Denyer & Tranfield| 2009), we carried out various searches with the keywords on Google Scholar and in

the WorldWideWeb and were able to add 85 more records.

Step 5-9. Step 5 involved reading titles and abstracts of all the 3,433 records, identifying which
studies need to be sorted out because they do not refer to the right types of turnover or retention. This
step identified 1,164 studies and then helped identifying the studies focussing on reasons why people stay

in an organization. All studies were stored in Step 6 in an Excel sheet to store and extract information

[Rashman et al| (2009).The 15 questions from |Solesbury| (2001) and Wallace and Wray| (2021)) helped to

collect the data in a structured way (Denyer & Tranfield} 2009, p.685). Due to the challenge, mentioned

at the beginning, that turnover and retention were imprecisely used, we screened the full text of all studies

and then assigned them to retention or turnover. At the end 119 studies clearly refer to retention.

Step 10 -15. In the end, we sorted the articles by content, to be precise, and examined the factors

relating to why people stay in organisations. This 119 articles put us exactly in the ideal range, because

2We reference the American spellings, but in the search engine, the British spelling was also automatically
included.
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a systematic literature review should include more than 15 studies but not hundreds in the final review

|[Pickering and Byrne| (2013).

1.3 Findings

In this section we present the results of our literature review. A total of 1,164 studies are included, of
which 119 focus on employee retention. Figure[T.2]shows the number of articles published in each year. As

you can see in Bolt’s work on the timeline, the work on retention starts so important only from the 1970s,

which we hereby also found out (Bolt et al 2022, p.4).

Figure 1.2: Number of articles per year
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Employee retention as such is only sporadically covered, only slightly more between 2012 and 2016.
In the meantime, however, it seems that the topic is flattening out again. The articles we found are spread
across many different journal categories. In total, there were over 600 journals. Looking at the 1,049
studies and covering 498 journals from the Business Source Complete database, the journals with the most
entries are: International Journal of Human Resource Management (15), Journal of Business Research
(13), Journal of Organizational Behavior (10). Looking at the final 101 studies the journals with the most
entries are: International Journal of Human Resource Management (2), Journal of Organizational Behavior
(2), Journal of Management (2). The subject terms assigned to the articles varied a lot, we found over

250 different subject terms related to the 101 studies. The most frequently used was “employee retention”,
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mentioned as a subject term at 51 studies, followed by “labor turnover” at 32 studies and “job satisfaction”

at 29 studies.

Of the 119 studies reviewed for this literature review, 68 studies used a quantitative research method-
ology, 38 studies are literature reviews - explaining concepts and theories, or are general reviews of aspects
of employee retention. 5 Studies used a mixed methods research methodology, and the remaining studies
are divided into 4 meta-analyis and 4 qualitative studies. What we observed is, that the quantitative
studies mostly use survey approaches to collect data, in the mixed methods there are surveys and in-depth
interviews combined and in the qualitative studies always in-dept interviews. The reviews, on the other
hand, are secondary research and refer to existing theoretical constructs or existing data sets. The geo-
graphical distribution of the 119 studies covers 5 continents. As you can see in Figure the majority
of the studies is coming from the US (54) and Asia (43), followed by Europe (9), Australia (8) and Africa

(5).

Figure 1.3: Studies per continent
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Most quantitative studies come from Asia (31) and the US (24). Most of the reviews of literature
are from the US (25) and Asia (8). Meta-analysis are only from the US (4). The qualitative studies are
divided into US, Asia, Europe, and Australia (one per country). Related to the content of the articles, we
have received references to various factors related to employee retention. Table [I.]] shows an overview of
the authors referenced in the studies or who themselves mentioned these factors in their studies. Figure|l.4
is developed out of our review and should help to better categorize the individual factors mentioned in the

studies.
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Table 1.1: Overview of studies on employee retention factors

Title

Authors

Age, marital status, family, and job tenure

Organizational, work, and personal factors in em-

ployee turnover and absenteeism

Porter et al.| (1974

A unified model of turnover from organisations

Bluedorn| (1982

Professional turnover: The case of nurses

Price and Mueller| (1958

Employee Turnover: a meta-analysis and review with

implications for researchs

Cotton and Tuttle| (1986

Organizational and psychological determinants of em-

ployee turnover in Kuwait

Al-Rafaei and Omran| (1992

The measurement of kinship responsibility for orga- | |Blegen, Mueller, and Price| (1988
nizational research

Family responsive policies and employee retention fol- | |Glass and Riley]| (1998

lowing childhood

The effects of family structure on organizational com- | [T. Lee and Maurer| (1999
mitment, intention to leave and voluntary turnover

A meta-analysis of antecedents and correlates of em- | |Griffeth et al.| (2000

ployee turnover

How to keep your best employees: Developing an ef- | Mitchell, Holtom, and Lee, (2001
fective retention policy

Constructing factors related to worker retention Huang et al.| (2006

Turnover process models: Review and synthesis of a | |Steel and Lounsbury] (2009
conceptual literature

Job satisfaction, gender, tenure, and turnover Inten- | [Ucho, Mkavga, and Onyishil (2012

tions among civil servants in Benue State

Gender

Turnover: Some psychological and demographic cor-

relates

Mangione and Quinn| (1973

Predicting voluntary and involuntary employee

turnover using absenteeism and performance indices

Stumpf and Dawley| (1981

Employee Turnover: a meta-analysis and review with

implications for research

Cotton and Tuttle| (1986

Employee Turnover

Hom and Griffeth| (1995

Gender differences in departures from a large firm

Sicherman| (1996
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Turnover: Some psychological and demographic cor-

Mangione and Quinn| (1973

relates

Family responsive policies and employee retention fol-

Glass and Riley| (1998

lowing childhood

Job-to-job and job-to-nonemployment turnover by

Royalty| (1998

gender and education level

Constructing factors related to worker retention

Huang et al.| (2006

Job Satisfaction, gender, tenure, and turnover inten-

Ucho et al.| (2012

tions among civil servants in Benue State

Communication

Managing by communication: An organizational ap-

Mayers and Myers| (1982

proach

Career centered: How do you keep great employees?

Salopek| (2000

Skills shortages create bumps in road for logistics

Dwyer| (2014

Investigating the influence of work environment fac-

Shah, Ghaffari, and Tourani| (2012

tors on employees’ job satisfaction and determining

the most important

Job security

One more time: How do you motivate employees?

Herzberg (1987

Job security in Canada

Meltz (1989

A causal model of behavioral commitment: Evidence

Iverson and Roy| (1994

from a study of Australian blue-collar employees

Content causes and consequences of job insecurity: a

S. Ashford, Lee, and Bobko 1989[)

theory-based measure and substantive test

Employee retention strategies: IT industry

James and Mathew| (2012

A Study on Retention Strategy’s followed by Educa-

Balakrishnan and Vijayalakshmi| (2014

tion Institutions in Retaining Qualified Employees

Job location

A multidisciplinary model of voluntary employee

Muchinsky and Morrow| (1980

turnover

Gender differences in absenteeism

Scott and McClellan| (1990

Why people stay: Using job embeddedness to predict

Mitchell, Holtom, Lee, Sablynski, and Erez

2001

voluntary turnover

Targeted employee retention: Performance-based and

Hausknecht, Rodda, and Howard| (2009

job-related differences in reported reasons for staying

Mentorship and person-organization-fit
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Toward a theory of organizational socialization

van Maanen| (1979

The availability and helpfulness of socialization prac-

tices

Louis, Posner, and Powell (1983

Matching people and organizations: Selection and so-

cialization in public accounting firms

Chatman| (1991

Improving employee retention in a South Korean high

growth organization: Do western strategies apply

Shore| (2013

Salary and benefits

Organizational, work, and personal factors in em-

ployee turnover and absenteeism

Porter et al.| (1974

Gift exchange and efficiency — wage theory: four

views

Akerlof

1984

One more time: How do you motivate employees?

Herzberg (1987

Improving employee retention in a South Korean high

growth organization: Do western strategies apply

Shore| (2013

Employee retention strategies: IT industry

James and Mathew| (2012

Working without a net: time, performance, and | |D. Harrison, Virick, and William| (1996
turnover under maximally contingent rewards

Organizational, work, and personal factors in em- | |[Porter et al.| (1974

ployee turnover and absenteeism

The satisfaction equation Higginbotham| (1997

Voluntary turnover and job performance: Curvilin- | [Trevor, Gerhart, and Boudreau| (1997

earity and the moderating influences of salary growth

and promotions

Efficiency wage models of unemployment. Yellen (1984

Job performance and turnover decisions: Two field | Mossholder| (1988
studies

Employee commitment and the bottom line ‘Watson| (1999

Low-cost strategies for employee retention

Hannay and Northam| (2000

Test of a mediated performance-turnover relationship
highlighting the moderating roles of visibility and re-

ward contingency

Allen and Griffeth| (2001

Stock-related rewards, social identity, and the attrac-
tion and retention of employees in entrepreneurial

SME’s

Graham et al.| (2002




25 Chapter 1. Review of the employee retention literature

Compensation policy and organizational perfor- | M. Brown, Sturman, and Simmering (2003

mance: the efficiency, operational, and financial im-

plications of pay levels and pay structure

Mercer study raises red flags for employer pay and | Mercer]| (2003

benefit plans

Rewards: The not-so-secret ingredient for managing | [Tower| (2003

talent (retention)

Incorporating organizational justice, role states, pay | [DeConinck and Stilwell| (2004

satisfaction and supervisor satisfaction in a model of

turnover intentions

The meaningful retention strategy inventory Kuhar, Miller, Spear, Ulreich, and Mion| (2004
Constructing factors related to worker retention Huang et al.| (2006
Pay satisfaction and organizational outcomes Currall, Towler, Timothy, and Kohn| (2005

The effect of retention factors on organisational com- | |Dockel, Basson, and Coetzee, (2006

mitment: an investigation of high technology employ-

ees

A meta-analysis of the antecedents and consequences | Williams, McDaniel, and Nguyen| (2006

of pay level satisfaction

Do age, gender, and sector affect job satisfaction? Jung, Moon, and Hahm) (2007

Turnover process models: Review and synthesis of a | [Steel and Lounsbury| (2009

conceptual literature

Retaining talent: replacing misconceptions with | [Allen et al.| (2010

evidence-based strategies

Employee retention strategies: IT industry James and Mathew| (2012

Employee retention strategy with reference to Chen- | |Ganesh and Soundarapandiyan| (2015

nai based ITs industry

Supervision

Organizational, work, and personal factors in em- | [Porter et al| (1974

ployee turnover and absenteeism

Employee turnover: causes, consequences, and con- | [Mobley] (1982

trol

Examining managerial displacement Cappelli| (1992

A meta-analysis of antecedents and correlates of em- | |Griffeth et al.| (2000

ployee turnover: Update, moderator tests, and re-

search implications for the next millennium
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Retaining talent: replacing misconceptions with | |Allen et al. (2010
evidence-based strategies
Determinants of employee engagement and retention | |Sivarethinamohan and Aranganathan| (2011
practice in Indian corporate — principal component
analysis
A qualitative study on causes and effects of employee | |Arokiasamy| (2013
turnover in the private sector in Malaysia
Improving employee retention in a South Korean high | |Shore| (2013
growth organization: Do western strategies apply?
A qualitative study on causes and effects of employee | [Balakrishnan and Vijayalakshmi| (2014
turnover in the private sector in Malaysia
Employee retention strategy with reference to Chen- | |Ganesh and Soundarapandiyan| (2015
nai based ITs industry
Work-life balance
The effect of retention factors on organisational com- | |Dockel et al.| (2006
mitment: an investigation of high technology employ-
ees
Talent Management, work-life balance and retention | [Deery| (2008
strategies
Targeted employee retention: Performance-based and | [Hausknecht et al.| (2009
job-related differences in reported reasons for staying
Flexible working and engagement: The importance of | |Anderson and Kelliher| (2009
choices
Employee Retention Strategies: IT industry James and Mathew| (2012
Understanding the link between work life balance | |Cegarra-Leiva, Vidal, and Cegarra) (2012
practices and organisational outcomes in SMEs
Autonomy and responsibility
One more time: How do you motivate employees? Herzberg (1987
Strategic human resources management: Addressing | |McNee, Morello, and Smith| (1998
a critical problem for the information systems organ-
isation
The effect of retention factors on organisational com- | [Dockel et al.| (2006
mitment: an investigation of high technology employ-
ees
Job satisfaction of South African quantity surveyors: | [Bowen, Cattell, Distiller, and Edwards (2008

an empirical study
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A meta-analysis of the antecedents and consequences | Williams et al.| (2006
of pay level satisfaction

Retaining talent: replacing misconceptions with | [Allen et al.| (2010
evidence-based strategies

Role clarity and skill match

Organizational, work, and personal factors in em- | [Porter et al.| (1974

ployee turnover and absenteeism

The effects of a realistic job preview on expectancy

and voluntary versus involuntary turnover

1982

Avner, Guastello, and Aderman

Employee turnover: a meta-analysis and review with

implications for research

Cotton and Tuttle| (1986

People and organizational culture. A profile compar- | |O’Reilly, Chatman, and Caldwell (1991
ison approach to assessing person-organization fit

Strategic human resources management: Addressing | [McNee et al.| (1998

a critical problem for the information systems organ-

isation

Role stress in call centers: Its effects on employee | [de Ruyter, Wetzels, and Feinberg| (2001
performance and satisfaction

The effect of retention factors on organisational com- | [Dockel et al.| (2006

mitment: an investigation of high technology employ-

ees

Training and career development

Organizations March and Simon| (1958

Alternative opportunities and withdrawal decisions: | [Hulin, Roznowski, and Hachiya| (1985

Empirical and theoretical discrepancies and an inte-

gration

A causal model of turnover for nurses Price and Mueller| (1958
Employee turnover Hom and Griffeth| (1995
Key skills retention and motivation: The war for tal- | |Glen| (2006

ent still rages and retention is the high ground

Transfer of training: Does it truly happen? An ex-
amination of support, instrumentality, retention, and

learner readiness on the transfer of motivation and

transfer of training

|Bhatti, Battour, Kaliani Sundram, and Othman

(2013)
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Determinants of employee engagement and retention | |Sivarethinamohan and Aranganathan| (2011
practice in Indian corporate — principal component

analysis

Employee retention Strategies: IT industry James and Mathew| (2012

Employee retention strategy with reference to Chen- | |Ganesh and Soundarapandiyan| (2015
nai based ITs industry

Workload

Effects of work stress and social support on informa- | [Weiss| (1983

tion systems managers

An examination of the correlates of burnout in infor- | |[Sethi, Barrier, and King| (1999

mation systems Professionals

How can managers reduce employee intention to quit? | [Firth et al.| (2007

The impact of individual and job characteristics on | |Lingard| (2003

burnout among civil engineers in Australia and the

implications for employee turnover,

Critical stressors influencing construction estimators | |[Leung, Ng, Skitmore, and Cheung (2005
in Hong Kong

Improving employee retention in a South Korean high | [Shore| (2013

growth organization: Do western strategies apply?

Teamwork and the relationship with colleagues

Organizational, work, and personal factors in em- | [Porter et al.| (1974

ployee turnover and absenteeism

Determinants of organizational commitment Mottaz (1988

Retaining talent: replacing misconceptions with | |Allen et al. (2010

evidence-based strategies

A Study on retention strategy’s followed by education | |Balakrishnan and Vijayalakshmi| (2014

institutions in retaining qualified employees

Social events

Matching people and organizations: Selection and so-

cialization in public accounting firms

Chatman| (1991

Retaining talent: replacing misconceptions with

evidence-based strategies

Allen et al.| (2010

Improving employee retention in a South Korean high | [Shore| (2013
growth organization: Do western strategies apply?

Job satisfaction

What is job satisfaction? Locke, (1969
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A causal model of turnover for nurses Price and Mueller| (1981

A meta-analysis of antecedents and correlates of em- | |Griffeth et al.| (2000

ployee turnover: Update, moderator tests, and re-

search implications for the next millennium

Targeted employee retention: Performance-based and | [Hausknecht et al.| (2009

job-related differences in reported reasons for staying

Retaining talent: replacing misconceptions with | |Allen et al. (2010

evidence-based strategies

The influence of the quality of working life on em- | |(Chinomona and Dhurup)| (2014

ployee job satisfaction, job commitment and tenure

intention in the SME sector in Zimbabwe

Organizational commitment

Organizational commitment, job satisfaction, and | [Porter et al| (1974

turnover among psychiatric technician

Economic, psychological, and sociological determi- | Mueller and Price| (1990

nants of voluntary turnover

Employee turnover Hom and Griffeth| (1995

25 years of voluntary turnover research: A review and | [Maertz and Campion| (1998

critique

A meta-analysis of antecedents and correlates of em- | |Griffeth et al.| (2000

ployee turnover

How to keep your best employees: Developing an ef- | [Mitchell, Holtom, and Lee| (2001

fective retention policy

Human Resource Issues and Its Implication for Health | [Bhat and Maheshwari| (2004

Sector Reforms

Targeted employee retention: Performance-based and | [Hausknecht et al.| (2009

job-related differences in reported reasons for staying

The influence of the quality of working life on em- | |Chinomona and Dhurup)| (2014

ployee job satisfaction, job commitment and tenure

intention in the SME sector in Zimbabwe

1.3.1 Demographic Factors

Demographic factors include gender, age, marital status, family responsibilities and job tenure. They are

person-specific and cannot be influenced by the organization, but they have an impact on the employee ’s
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Figure 1.4: Overview factors employee retention literature
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work and many authors generally also often bring these together with retention and turnover (Almalki,
[Fitzgerald, & Clark| [2012} |[Mitchell, Holtom, & Lee| [2001)).

Age, Marital Status, Family, and Job Tenure

Several authors recognized that aspects of the individual (e.g., age, tenure, marital status, having children

and other family dependents) affect turnover decisions (Agyeman & Ponniah| 2014} [Holtom et al.l 2008}

[Steel & Lounsbury}, [2009; |Tanova & Holtom| 2008). [Porter et al.| (1974)), Bluedorn| (1982)), [Price and Mueller|
(1958]), |Cotton and Tuttle| (1986), [Abelson| (1987) and |Griffeth et al| (2000) mentioned the influence of

tenure and age on employee turnover: Employees who have been in a job for a longer period are far less

likely to quit, e.g., because of seniority-related benefits. [Ucho et al.| (2012)) is one author who disagrees

with the others. He found no significant relationship between tenure-length and retention. There are also

studies, which examined the influence of family responsibilities on employee retention, e.g., people are less

interested in mobility due to family ties (Al-Rafaei & Omranl |1992; Blegen et al., 1988} |Glass & Rileyl, 1998}

[Mitchell, Holtom, & Lee| [2001)). For example, [T. Lee and Maurer| (1999) suggested that one predictor of

leaving a job is having children at home and a spouse. Additionally, [Huang et al.| (2006) said that married

employees stay longer than unmarried staff.

Gender

The influence of gender on retention and turnover is still unclear. Its effect upon retention is described as a

complex issue (Huang et al., [2006)). Mangione and Quinn|(1973) and Ucho et al.|(2012) found no significant

relationship. Stumpf and Dawley (1981) said that men are more likely to leave, other authors stated that

women are more likely to leave (Cotton & Tuttle, [1986; [Hom & Griffethl [1995). |Glass and Riley| (1998)
and (1996)) pointed out that women are more likely to interrupt their careers because of family
reasons, while [Royalty| (1998)) said that women with higher education levels tend to have shorter careers.

1.3.2 Organizational Factors

Organizational factors are directly linked to the organization concerned. They are introduced by the

organization and include, e.g., standards for payment, communication, working times, clearly defined roles

and job goals and the availability of management support (Fadzilah et all [2013} |Thite| [2006]).
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Communications

Effective communication is mentioned in the literature as one aspect of effective retention strategies.

lers and Myers| (1982)) defined organizational communication as “the central binding force that permits

coordination among people and thus allows for organized behavior” [p.15] and [Salopek| (2000) described

communication as the understanding of each employee how he/she contributes to the organization s vision

and mission as an important aspect of any retention strategy. (2014)) stated that communication is
a process of giving and receiving messages in an organization. |Shah et al.| (2012]) studied the influence of

work environment factors on job satisfaction with reference to employee retention. They stated that there
is a statistical positive relationship between communication and job satisfaction.
Job Location

There are some studies which examined the effect of job location on employee turnover.
[Morrow| (1980)), [Scott and McClellan| (1990) and [Hausknecht et al| (2009) stated that there is a positive

correlation between the proximity of the workplace to someone‘s home, and attendance. Mitchell, Holtom,|

[Lee, Sablynski, and Erez (2001) stressed the influence of living close to work on job embeddedness, too.

Job Security

Job security describes the probability that an employee keeps his job. defined it as “an
individual remains employed with the same organization with no diminution of seniority, pay, pension rights,
etc.” [p.151] and has classified missing job security as a factor causing job dissatisfaction.
Several authors suggested that job security is an important determinant for employee retention
let all [1989} [fverson & Royl [1994). [Allen et al| (2010)) agreed with this and mentioned that job security is

a “critical retention factor”. Other authors also suggested that job security enhances the intention to stay

(Balakrishnan & Vijayalakshmi| [2014} [James & Mathew] [2012).

Mentorship and Person-organization Fit

Mentoring programs are described as programs where new employees are encouraged to establish relation-

ships with long-term members of the organization (Louis et al. [1983). Mentoring helps to provide the

new employee with information about the organization s culture and history (van Maanen| [1979). [Shore|

(2013) also referred to the study of (1991) and mentioned mentorship as one workplace factor
associated with job satisfaction and retention. According to (1991), mentoring is one strategic
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tool for retaining employees because it contributes to the person-organization fit. He stated that person-
organization fit is defined as “the congruence between patterns of organizational values and patterns of

individual values” (Chatman| [1991] p.459) and examined that "high person-organization fit is negatively
associated with the intent to leave” 1991}, p.474).

Salary and Benefits

Many studies stressed the importance of financial rewards (Mercer}, [2003; |Steel & Lounsburyl, |2009; [Tower,

[2003} |Watson, [1999)). Employees must feel rewarded and monetary rewards reflect the employer “s recog-

nition for employee efforts (Ganesh & Soundarapandiyan| 2015} |Graham et al. |2002). Studies indicated

that employees are more likely to stay because of financial rewards. High salaries and opportunities for

salary growth showed a strong correlation with intention to stay (Allen & Griffeth) 2001} Higginbotham)|

[1997; Mossholder| [1988} |Trevor et all |1997). If employees feel dissatisfied with their rewards, they often

consider leaving the organization (Currall et al., |2005; [DeConinck & Stilwell, |2004; [Porter et al., 1974}

[Williams et al 2006). Additionally, empirical findings pointed out that offering a higher-than-average

salary encourages employees to remain in an organization (Akerlofl, |1984; [M. Brown et al., [2003; |D. Har-|

[rison et al., [1996; |Trevor et all |1997} [Yellen| [1984). Employers should therefore provide an environment
where people are offered a proper pay and recognition system. (1987), who proposed the “two-

factor” or “motivator-hygiene” theory, referred to money as a hygiene factor and said that there are other

motivational factors that matter more than financial rewards. Other authors, e.g., [Jung et al. (2007),

agreed with this opinion and |[Hannay and Northam)| (2000) pointed out that if pay is the only factor for

retaining employees, they may be more likely to leave if they receive a better offer elsewhere. Other authors

statet, that pay is not as relevant as many managers believe, they say it is important but is still a weaker

predictor for leaving than other factors (Allen et al) [2010). [Dockel et al] (2006])) added: “Once the pay

level has been reached the intangibles such as career, supervisor support, work and family balance become

important” [p.21]. As well as salary, employees also give high value to financial benefits offered by the

organization (James & Mathew) 2012). This is an additional way to indicate the employer “s recognition

for the employees” work and ideas and has strong influence on retention (Allen & Griffeth| 2001} |Ganesh|

|& Soundarapandiyan| [2015; [Huang et al. [2006). [Kuhar et al| (2004) and |Allen et al| (2010) give weight

to this statement in their papers by identifying a link between benefits and retention. [Dockel et al.| (2006])

pointed out that financial benefits, as a measure of performance feedback, motivates more than salary

alone.
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Supervision

Supervison is one of the factors which is often mentioned in the literature. Supervisors should offer continual

guidance to help employees know what management expects of them. It is very essential that supervisors

provide feedback and encourage employee confidence (Sivarethinamohan & Aranganathan, [2011). It is

absolutely necessary for an organization to train its management regularly to improve their leadership

skills (Arokiasamyl, 2013} [Shorel [2013). Several authors say that effective supervision reduces employee

turnover, and that high quality of supervision improves employee retention (Allen et al.,[2010} Balakrishnan|

[& Vijayalakshmi) 2014} |Ganesh & Soundarapandiyanl [2015} [Griffeth et all, [2000). If supervisors treat the

employees poorly and fail to give feedback and recognition, research indicates a higher employee turnover

among those employees (Mobleyl (1982} [Porter et al [1974). The relationship between a supervisor and an

individual employee is very important for many turnover decisions (Cappelli, [1992). |Allen et al.| (2010)

mentioned “organizations that better prepare supervisors and managers for these relationships may improve

retention” [p.53].

‘Work-Life Balance

Recent literature suggests that work-life balance has positive effects on an employee s decision to stay in

an organization. According to the perceptions of [Dockel et al.| (2006), work-life balance is characterized

as flexible working initiatives, for example flexible work scheduling (part-time, flextime, mobile working),

parental leave or childcare assistance/Hausknecht et al.|(2009)) said that work-life balance is often influenced

by initiatives, that “involve alternative work hours and/or compressed scheduling and are often established
with the goal of reducing tensions between competing work and nonwork demands”[276]. It is necessary
for organizations to provide employees with an environment which helps them to manage their obligations
at home and work, and to convey a feeling of “being cared”. Several authors found that that the exis-
tence of work-life balance initiatives is positively correlated with job satisfaction, which enhances retention

(Anderson & Kelliher| [2009} |Cegarra-Leiva et al., 2012). Deery| (2008) and |[Anderson and Kelliher| (2009)

observed, that flexible working options result in both increased job satisfaction and higher retention rate,

while [James and Mathew| (2012)) found that employees place a lot of emphasis on working from home and

flexible working times.

1.3.3 Job-related Factors

Job-related factors are characteristics of the job. These factors are for example the growth opportunities

or career moves in a specific job role, definition of the job role or possibilities in decision-making (Borah

& Barus) 201).
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Autonomy and Responsibility

Autonomy and responsibility in the job is highlighted by several authors as one important factor related

to retention. For example, (1987) found that responsibility is directly linked to job satisfaction.

|Allen et al.| (2010)) concluded that participation and decision-making are factors related to turnover and

that organizations can improve retention by offering employees opportunities to fulfill this demand.

let al| (1998) and |Dockel et al|(20006)) indicated job autonomy as an important factor, too. Job autonomy

refers to the employee “s level of freedom to do their work. This is an important intrinsic motivator, which

enhances job satisfaction and engenders a sense of responsibility. [Williams et al.| (2006) stated that job

autonomy satisfies the employee‘s internal psychological needs and generates higher levels of affective and

normative commitment. Greater autonomy leads to enhanced teamwork, enthusiasm towards work, and

less intention to quit (Bowen et al., 2008]).

Role clarity and Skil Match

Recent literature indicates that employees leave the organization if they cannot meet their job expectations

(Cotton & Tuttle, 1986 Hom & Griffethl [1995). There must be a good fit between the employee’s job

aspirations and the opportunities given by the organization. If there is a mismatch, employees rarely

stay long (O'Reilly et al., [1991). An employee expects both positives and negatives from a job. These

expectations refer to a specific job role which has to be clarified. For this role clarity employees have to
know what the organization expects from them. If there is any ambiguity regarding this role, the employee

will not be able to meet the requirements, will get frustrated and will subsequently leave (de Ruyter et al.

[2001}; [Hom & Griffeth) (1995} [Porter et al.,|1974). Several other authors generally agree that employees who

do not meet their job expectation will leave the organization, because employees want to do an interesting

job which matches their skills and personal targets (Avner et al., [1982; |Cotton & Tuttle, [1986; [Dockel et|
[2006} [McNee et al. [1998).

‘Workload

Workload is one of the factors which is less frequently mentioned in the literature. It is often mentioned

about its effect on tiredness, stress, depression and dissatisfaction (Leung et al., 2005 |Lingard) [2003)). Some
authors also linked workload with employee retention or turnover. (2013) highlighted workload as
one of the factors which is associated with retention. (2007) explained that organizations should

monitor workload because it is positively correlated with job stress, reduction of job satisfaction and less

commitment to the organization. [Leung et al.| (2005)) agreed with this and said that excessive workload

results in dissatisfaction and intention to quit. Several other authors also reported that job stress directly
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determines turnover decisions (Sethi et al., [1999; [Weiss|, [1983]).

1.3.4 Social-related Factors

Social-related factors are factors like relationship with colleagues or the possibility for being together with

colleagues. Social factors provide an environment for interaction and helps to identify with a group or an

organization (Knardahl et al.| [2017).

Teamwork and the Relationship with Colleagues

Teamwork and the relationship between colleagues are factors which affect employee retention. Team

members and other colleagues provide support, encourage each other and induce greater attachment to

the organization (Balakrishnan & Vijayalakshmil, [2014} Mottaz, [1988} [Porter et al.l|1974). Since employees

develop a network in the organization and become embedded in their communities - they do not want to

loose these connections by leaving the organization, which leads to higher retention (Allen et al., [2010).

Social Events

Social events, also outside the work environment, create group cohesion and commitment to the organiza-

tion (Shore, 2013). Moreover, employees become more embedded in the organization which leads to higher

retention (Allen et all [2010). |[Chatman| (1991)) concurred that social events are positively associated with

person-organization fit which leads to higher job satisfaction and longevity of tenure.

1.3.5 Employees Attitudes

Employee attitudes describe the factors organizational commitment and job satisfaction. These factors are

psychological states and describe a positive relationship towards an employee’s job or the organization.

These states associated with how people perceive their job (Locke, [1969; |Saari & Judge, [2004)).

Organizational Commitment

Organizational commitment is defined as “a psychological state that (a) characterizes the employee’s rela-

tionship with the organization, and (b) has implications for the decision to continue or discontinue mem-
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bership in the organization” (Meyer & Allen| [1991} p.76). Some authors also suggested that organizational

commitment refers to a desire to maintain membership in an organization (Bhat & Maheshwari, 2004}

[Porter et all [1974). [Hom and Griffeth| (1995) and Maertz and Campion| (1998) described organizational

commitment as one of the important factors for understanding turnover. Moreover, Mueller and Price|

(1990) noted that organizational commitment is negatively correlated to employee turnover. [Hausknecht
(2009) promoted this statement in their study by stating that organizational commitment is men-

tioned frequently as a retention reason and |Griffeth et al. (2000) added that organizational commitment

is an important factor in terms of employee retention. [Mitchell, Holtom, Lee, Sablynski, and Erez| (2001)

suggested that if somebody is satisfied with their job and committed to the organization they will stay,

and if not, they will leave. In the study of (Chinomona and Dhurup| (2014) organizational commitment is

called job commitment. The authors say that this is “the key component of establishing and maintaining

long-term relationships between companies and their employees” (Chinomona & Dhurupl [2014} p.366) .

Job Satisfaction

|Griffeth et al.|(2000) wrote that job satisfaction is one of the most-studied antecedents of employee turnover

and the recent literature offers various definitions. Job satisfaction is defined as “the degree to which

individuals like their jobs” (Hausknecht et al |2009) p.271) or “a positive affective state resulting from the

appraisal of all the aspects of a job by the employee” (Chinomona & Dhurup}, [2014, p.366). Many authors
also refer to the definition of (1969), who described it as “the perceived relationship between what

one wants from one s job and what one perceives it as offering or entailing” [p.316]. [Hausknecht et al.| (2009))

stated in their study that job satisfaction was mentioned most frequently as a retention reason.

[Mueller| (1981) and |Allen et al.| (2010) supported this in their studies and identified job satisfaction as a

primary reason for retention.

1.3.6 Discussion

This review of employee retention literature aims to review the literature related to employee retention
as extensively as possible to provide the first systematic review of factors relating to employee retention.
What became immediately clear is that the available literature regarding employee retention is widespread.
Starting with a very high search volume we covered a wide range of literature. At the end we selected

1,164 studies for this review, focusing on 119 studies on factors. With this review we complement the

preliminary reviews on turnover literature from [Holtom et al.| (2008) and [Bolt et al.| (2022) by one with

the dedicated focus on employee retention. As mentioned from Bolt et al.| (2022), employee retention

research has increased to a lesser extent than research on employee turnover intention. The gap in the

literature regarding employee retention and the late relevance of the topic from the year 2001 onwards was
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surprisingly (Bolt et all [2022} [Wagar & Rondeaul [2006)). Starting in the early 19th century, if we include

the works of [Maslow| (1943)) and [Herzberg| (1987), the topic of employee retention had little attention for

the time being. It was not until the beginning of the 2000s that the literature on the subject increased

significantly, among others through the work of, e.g.,|G. Lee| (2001)), Mitchell and Lee| (2001)), Holtom et al.|

(2008) and [Allen et al| (2010) which not only referred to turnover but also gradually included aspects of

employee retention. What we were able to observe is that up to the 2000s, mostly only individual studies
were published in the US, isolated in Asia. From the 2000s, individual studies were added in the other
regions (Europe, Australia). From 2010 to 2015 there was also the largest proportion of articles (49) on the
subject. The database was also surprising and therefore not entirely ambiguous. A large proportion of the
studies (16) were from the health sector, followed by IT (6) and Education (6) without further explaining
whether they were employees or managers, or mixed groups. Just as high was the number of those who only
stated job roles (19), such as white-collar workers, but without reference to the industry, the corresponding
workload or the like. In addition, we always lacked information on the extent to which the respondents
had already worked in companies for several years, when they last changed jobs and how long they stayed
in their current job. This would have enabled us to find out even more clearly how effective individual

methods are for retaining employees.

1.3.7 Implications for Further research

The findings of this paper are important in terms of helping future researchers to acquire a set of relevant
employee retention factors highlighted in the literature published up to this point. Many studies focused

on large organizations and sectors, in this case Health, IT and Education. There were less studies, which

explicitly focused on employee turnover and retention in small business: The study of |Kickul and Lester]

(2001)) explored the role of the “psychological contract”, i.e., the type of promises a company communicates
to their employees to retain and attract them. They examined those unfulfilled promises have an impact on

workplace beliefs and the intention to leave an organization. The author noted that organizations should

give realistic promises to preserve a positive employee-employer relationship. |(Graham et al.| (2002)) studied

the influence of compensation and rewards schemes on an employee s intention to remain in a company.

They said that compensation and rewards encourage employees to stay in an organization. This was

supported by the study of Wagar and Rondeau| (2006)). They argued that employee-assistance programs,

formal training, and compensation packages are the key factors for enhancing employee retention. What
we have managed to do in this literature review is to give a general overview of factors that have an impact
on employee retention. However, it is still open how these factors affect different groups of employees
and companies. This is important, because according to our observations the gap in employee retention

research becomes even larger if you break this down further and try to focus on certain types of company,

for example, Small and Medium-sized Enterprises (SMEs). [Cardon and Stevens| (2004) mentioned, “hardly
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any studies look at factors influencing employee turnover or retention in small firms” [p.316]. [Hornsby and
Kuratko| (1990) and [Barrett and Mayson| (2005) noted that the retention of employees is a key challenge
for small business owners. Particularly in small and mid-sized companies, qualified staff “represents the
firm’s most valuable asset” (Baron & Hannanl 2002, p.12). Being aware that employees leaving a company
are costly and small and mid-sized companies are not very wealthy, voluntary turnover could threaten
the existence of small and mid-sized companies, we would support if future research should close the gap
regarding employee retention in Small and Medium-sized Enterprises (SMEs) to test the relevant set of

identified factors.

1.3.8 Implications for Practice

Employee retention is a critical concern for organizations aiming to prevent high turnover and retain quali-
fied personnel. We found 24 factors influencing employee retention. All these aspects are no rocket science,
but we do not know any study that looked at these factors comprehensively. To get mores insights, it would
be important to explore how employees behave when these factors are in use or not. That means that
we need to know how employee’s retention varies if factors are fulfilled by their employers. For practical
guidance, organizations should look beyond individual factors and consider the contextual macro issues
specific to their sectors and occupations. Moreover, management practices play a pivotal role in influencing
turnover and retention. Adopting effective people management practices can prove more crucial in practice
than focusing solely on individual factors. In conclusion, the literature on employee retention and turnover
offers valuable insights for organizations seeking to enhance their retention strategies. By integrating em-
pirically validated theories, contextualizing research findings, and adopting effective management practices,
organizations can effectively address turnover challenges and foster a stable and productive workforce. Fu-
ture research endeavors should continue exploring new paradigms and cultural contexts, including studies

in emerging economies, to further enrich our understanding of employee retention dynamics.
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1.4 Appendix

Step1-2 TI employee OR TI labor OR TT staff Step3-4 TI ( ( (employee AND retention) ) OR ( (employee
AND staying) ) OR ( (labor AND staying) ) OR ( (labor AND retention) ) ) OR TI ( ( (staff AND retention)
) OR ( (staff AND staying) ) ) TI ( ( (employee AND turnover) ) OR ( (employee AND leaving) ) OR ( (labor
AND leaving) ) OR ( (labor AND turnover) ) ) OR TI ( ( (staff AND turnover) ) OR ( (staff AND leaving)
) ) TI ( ((employee AND retention AND strategy ) ) OR ( (employee AND staying AND strategy ) ) OR (
(labor AND staying AND strategy) ) OR ( (labor AND retention AND strategy)) OR ((staff AND retention
AND strategy ) ) OR ( (staff AND staying AND strategy ) ) ) OR TI ( ( (employee AND retention AND
differences ) ) OR ( (employee AND staying AND differences) ) OR ( (labor AND staying AND differences)
) OR ( (labor AND retention AND differences)) OR ( (staff AND retention AND differences ) ) OR ( (staff
AND staying AND differences) ) ) OR TI ( ( (employee AND retention AND effects ) ) OR ( (employee
AND staying AND effects) ) OR ( (labor AND staying AND effects) ) OR ( (labor AND retention AND
effects)) OR ( (staff AND retention AND effects ) ) OR ( (staff AND staying AND effects) ) ) OR TI
( ( (employee AND retention AND implications ) ) OR ( (employee AND staying AND implications) )
OR ( (labor AND staying AND implications) ) OR ( (labor AND retention AND implications)) OR

(staff AND retention AND implications ) ) OR ( (staff AND staying AND implications) ) ) OR TI

(
(
( (employee AND retention AND determinants ) ) OR ( (employee AND staying AND determinants) )
OR ( (labor AND staying AND determinants) ) OR ( (labor AND retention AND determinants)) OR (
(staff AND staying AND determinants) ) OR ( (staff AND retention AND determinants)) ) OR TT ( (
(employee AND retention AND correlates ) ) OR ( (employee AND staying AND correlates) ) OR ( (labor
AND staying AND correlates) ) OR ( (labor AND retention AND correlates)) OR ( (staff AND staying
AND correlates) ) OR ( (staff AND retention AND correlates)) ) TI ( ((employee AND turnover AND
strategy ) ) OR ( (employee AND leaving AND strategy ) ) OR ( (labor AND leaving AND strategy) )
OR ( (labor AND turnover AND strategy)) OR ((staff AND turnover AND strategy ) ) OR ( (staff AND
leaving AND strategy ) ) ) OR TI ( ( (employee AND turnover AND differences ) ) OR ( (employee AND
leaving AND differences) ) OR ( (labor AND leaving AND differences) ) OR ( (labor AND turnover AND
differences)) OR ( (staff AND turnover AND differences ) ) OR ( (staff AND leaving AND differences) )
) OR TI ( ( (employee AND turnover AND effects ) ) OR ( (employee AND leaving AND effects) ) OR
( (labor AND leaving AND effects) ) OR ( (labor AND turnover AND effects)) OR ( (staff AND leaving
AND effects) ) OR ( (staff AND turnover AND effects ) ) OR ( (staff AND leaving AND effects) ) ) OR
TI ( ( (employee AND turnover AND implications ) ) OR ( (employee AND leaving AND implications)
) OR ( (labor AND leaving AND implications) ) OR ( (labor AND turnover AND implications)) OR (
(staff AND turnover AND implications ) ) OR ( (staff AND leaving AND implications) ) ) OR TI ( (
(employee AND turnover AND determinants ) ) OR ( (employee AND leaving AND determinants) ) OR
( (labor AND leaving AND determinants) ) OR ( (labor AND turnover AND determinants)) OR ( (staff
AND leaving AND determinants) ) OR ( (staff AND turnover AND determinants)) ) OR TI ( ( (employee
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AND turnover AND correlates ) ) OR ( (employee AND leaving AND correlates) ) OR ( (labor AND
leaving AND correlates) ) OR ( (labor AND turnover AND correlates)) OR ( (staff AND leaving AND
correlates) ) OR ( (staff AND turnover AND correlates)) ) TI ( ((employee AND retention AND model
) ) OR ( (employee AND staying AND model ) ) OR ( (labor AND staying AND model ) ) OR ( (labor
AND retention AND model)) OR ((staff AND retention AND model ) ) OR ( (staff AND staying AND
model ) ) ) OR TI ( ( (employee AND retention AND review ) ) OR ( (employee AND staying AND
review ) ) OR ( (labor AND staying AND review ) ) OR ( (labor AND retention AND review )) OR (
(staff AND retention AND review ) ) OR ( (staff AND staying AND review) ) ) OR TI ( ( (employee
AND retention AND meta-analysis ) ) OR ( (employee AND staying AND meta-analysis ) ) OR ( (labor
AND staying AND meta-analysis ) ) OR ( (labor AND retention AND meta-analysis )) OR ( (staff AND
retention AND meta-analysis ) ) OR ( (staff AND staying AND meta-analysis) ) ) OR TI ( ( (employee
AND retention AND influences ) ) OR ( (employee AND staying AND influences ) ) OR ( (labor AND
staying AND influences ) ) OR ( (labor AND retention AND influences )) OR ( (staff AND retention
AND influences ) ) OR ( (staff AND staying AND influences ) ) ) OR TI ( ( (employee AND retention
AND consequences ) ) OR ( (employee AND staying AND consequences ) ) OR ( (labor AND staying
AND consequences ) ) OR ( (labor AND retention AND consequences )) OR ( (staff AND staying AND
consequences ) ) OR ( (staff AND retention AND consequences )) ) OR TI ( ( (employee AND retention
AND process ) ) OR ( (employee AND staying AND process ) ) OR ( (labor AND staying AND process )
) OR ( (labor AND retention AND process )) OR ( (staff AND staying AND process ) ) OR ( (staff AND
retention AND process )) ) OR TI ( ( (employee AND retention AND forces ) ) OR ( (employee AND
staying AND forces ) ) OR ( (labor AND staying AND forces ) ) OR ( (labor AND retention AND forces
)) OR ( (staff AND staying AND forces ) ) OR ( (staff AND retention AND forces )) ) TI ( ((employee
AND turnover AND model ) ) OR ( (employee AND leaving AND model ) ) OR ( (labor AND leaving
AND model) ) OR ( (labor AND turnover AND model)) OR ((staff AND turnover AND model ) ) OR (
(staff AND leaving AND model ) ) ) OR TI ( ( (employee AND turnover AND review ) ) OR ( (employee
AND leaving AND review) ) OR ( (labor AND leaving AND review) ) OR ( (labor AND turnover AND
review)) OR ( (staff AND turnover AND review ) ) OR ( (staff AND leaving AND review) ) ) OR TT ( (
(employee AND turnover AND meta-analysis ) ) OR ( (employee AND leaving AND meta-analysis) ) OR
( (labor AND leaving AND meta-analysis) ) OR ( (labor AND turnover AND meta-analysis)) OR ( (staff
AND leaving AND meta-analysis) ) OR ( (staff AND turnover AND meta-analysis ) ) OR ( (staff AND
leaving AND influences) ) ) OR TI ( ( (employee AND turnover AND influences ) ) OR ( (employee AND
leaving AND influences) ) OR ( (labor AND leaving AND influences) ) OR ( (labor AND turnover AND
influences )) OR ( (staff AND turnover AND influences ) ) OR ( (staff AND leaving AND nfluences) ) ) OR
TI ( ( (employee AND turnover AND consequences ) ) OR ( (employee AND leaving AND consequences)
) OR ( (labor AND leaving AND consequences) ) OR ( (labor AND turnover AND consequences)) OR
( (staff AND leaving AND consequences) ) OR ( (staff AND turnover AND consequences)) ) OR TI (
( (employee AND turnover AND process ) ) OR ( (employee AND leaving AND process) ) OR ( (labor
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AND leaving AND process) ) OR ( (labor AND turnover AND process)) OR ( (staff AND leaving AND
process) ) OR ( (staff AND turnover AND process)) ) OR TI ( ( (employee AND turnover AND forces
) ) OR ( (employee AND leaving AND forces) ) OR ( (labor AND leaving AND forces) ) OR ( (labor
AND turnover AND forces)) OR ( (staff AND leaving AND forces) ) OR ( (staff AND turnover AND
forces)) ) TI ( ((employee AND job satisfaction AND model ) ) OR ( (employee AND job satisfaction
AND model ) ) OR ( (labor AND job satisfaction AND model) ) OR ( (labor AND job satisfaction AND
model)) OR ((staff AND job satisfaction AND model ) ) OR ( (staff AND job satisfaction AND model
) ) ) OR TI ( ( (employee AND job satisfaction AND review ) ) OR ( (employee AND job satisfaction
AND review) ) OR ( (labor AND job satisfaction AND review) ) OR ( (labor AND job satisfaction AND
review)) OR ( (staff AND job satisfaction AND review ) ) OR ( (staff AND job satisfaction AND review) )
) OR TI ( ( (employee AND job satisfaction AND meta-analysis ) ) OR ( (employee AND job satisfaction
AND meta-analysis) ) OR ( (labor AND job satisfaction AND meta-analysis) ) OR ( (labor AND job
satisfaction AND meta-analysis)) OR ( (staff AND job satisfaction AND meta-analysis) ) OR ( (staff
AND job satisfaction AND meta-analysis ) ) OR ( (staff AND job satisfaction AND influences) ) ) OR
TI ( ( (employee AND job satisfaction AND influences ) ) OR ( (employee AND job satisfaction AND
influences) ) OR ( (labor AND job satisfaction AND influences) ) OR ( (labor AND job satisfaction AND
influences )) OR ( (staff AND job satisfaction AND influences ) ) OR ( (staff AND job satisfaction AND
nfluences) ) ) OR TI ( ( (employee AND job satisfaction AND consequences ) ) OR ( (employee AND job
satisfaction AND consequences) ) OR ( (labor AND job satisfaction AND consequences) ) OR ( (labor
AND job satisfaction AND consequences)) OR ( (staff AND job satisfaction AND consequences) ) OR (
(staff AND job satisfaction AND consequences)) ) OR TI ( ( (employee AND job satisfaction AND process
) ) OR ( (employee AND job satisfaction AND process) ) OR ( (labor AND job satisfaction AND process)
) OR ( (labor AND job satisfaction AND process)) OR ( (staff AND job satisfaction AND process) ) OR
( (staff AND job satisfaction AND process)) ) OR TI ( ( (employee AND job satisfaction AND forces )
) OR ( (employee AND job satisfaction AND forces) ) OR ( (labor AND job satisfaction AND forces) )
OR ( (labor AND job satisfaction AND forces)) OR ( (staff AND job satisfaction AND forces) ) OR (
(staff AND job satisfaction AND forces)) ) OR TI ( ((employee AND job satisfaction AND model ) ) O

( (employee AND job satisfaction AND model ) ) OR ( (labor AND job satisfaction AND model ) ) O

( (labor AND job satisfaction AND model)) OR ((staff AND job satisfaction AND model ) ) OR ( (staff
AND job satisfaction AND model ) ) ) OR TI ( ( (employee AND job satisfaction AND review ) ) OR (
(employee AND job satisfaction AND review ) ) OR ( (labor AND job satisfaction AND review ) ) OR (
(labor AND job satisfaction AND review )) OR ( (staff AND job satisfaction AND review ) ) OR ( (staff
AND job satisfaction AND review) ) ) OR TI ( ( (employee AND job satisfaction AND meta-analysis )
) OR ( (employee AND job satisfaction AND meta-analysis ) ) OR ( (labor AND job satisfaction AND
meta-analysis ) ) OR ( (labor AND job satisfaction AND meta-analysis )) OR ( (staff AND job satisfaction
AND meta-analysis ) ) OR ( (staff AND job satisfaction AND meta-analysis) ) ) OR TI ( ( (employee
AND job satisfaction AND influences ) ) OR ( (employee AND job satisfaction AND influences ) ) OR (
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(labor AND job satisfaction AND influences ) ) OR ( (labor AND job satisfaction AND influences )) OR
( (staff AND job satisfaction AND influences ) ) OR ( (staff AND job satisfaction AND influences ) ) )
OR TI ( ( (employee AND job satisfaction AND consequences ) ) OR ( (employee AND job satisfaction
AND consequences ) ) OR ( (labor AND job satisfaction AND consequences ) ) OR ( (labor AND job
satisfaction AND consequences )) OR ( (staff AND job satisfaction AND consequences ) ) OR ( (staff AND
job satisfaction AND consequences )) ) OR TI ( ( (employee AND job satisfaction AND process ) ) OR (
(employee AND job satisfaction AND process ) ) OR ( (labor AND job satisfaction AND process ) ) OR (
(labor AND job satisfaction AND process )) OR ( (staff AND job satisfaction AND process ) ) OR ( (staff
AND job satisfaction AND process )) ) OR TI ( ( (employee AND job satisfaction AND forces ) ) OR (
(employee AND job satisfaction AND forces ) ) OR ( (labor AND job satisfaction AND forces ) ) OR (
(labor AND job satisfaction AND forces )) OR ( (staff AND job satisfaction AND forces ) ) OR ( (staff AND
job satisfaction AND forces )) ) TI ( ((employee AND commitment AND model ) ) OR ( (employee AND
commitment AND model ) ) OR ( (labor AND commitment AND model) ) OR ( (labor AND commitment
AND model)) OR ((staff AND commitment AND model ) ) OR ( (staff AND commitment AND model ) )
) OR TI ( ( (employee AND commitment AND review ) ) OR ( (employee AND commitment AND review)
) OR ( (labor AND commitment AND review) ) OR ( (labor AND commitment AND review)) OR ( (staff
AND commitment AND review ) ) OR ( (staff AND commitment AND review) ) ) OR TI ( ( (employee
AND commitment AND meta-analysis ) ) OR ( (employee AND commitment AND meta-analysis) ) OR (
(labor AND commitment AND meta-analysis) ) OR ( (labor AND commitment AND meta-analysis)) OR
( (staff AND commitment AND meta-analysis) ) OR ( (staff AND commitment AND meta-analysis ) ) OR
( (staff AND commitment AND influences) ) ) OR TI ( ( (employee AND commitment AND influences ) )
OR ( (employee AND commitment AND influences) ) OR ( (labor AND commitment AND influences) ) OR
( (labor AND commitment AND influences )) OR ( (staff AND commitment AND influences ) ) OR ( (staff
AND commitment AND nfluences) ) ) OR TI ( ( (employee AND commitment AND consequences ) ) OR
( (employee AND commitment AND consequences) ) OR ( (labor AND commitment AND consequences) )
OR ( (labor AND commitment AND consequences)) OR ( (staff AND commitment AND consequences) )
OR ( (staff AND commitment AND consequences)) ) OR TI ( ( (employee AND commitment AND process
) ) OR ( (employee AND commitment AND process) ) OR ( (labor AND commitment AND process) ) OR
( (labor AND commitment AND process)) OR ( (staff AND commitment AND process) ) OR ( (staff AND
commitment AND process)) ) OR TI ( ( (employee AND commitment AND forces ) ) OR ( (employee AND
commitment AND forces) ) OR ( (labor AND commitment AND forces) ) OR ( (labor AND commitment
AND forces)) OR ( (staff AND commitment AND forces) ) OR ( (staff AND commitment AND forces)) )
OR TI ( ((employee AND commitment AND model ) ) OR ( (employee AND commitment AND model )
) OR ( (labor AND commitment AND model ) ) OR ( (labor AND commitment AND model)) OR ((staff
AND commitment AND model ) ) OR ( (staff AND commitment AND model ) ) ) OR TI ( ( (employee
AND commitment AND review ) ) OR ( (employee AND commitment AND review ) ) OR ( (labor AND
commitment AND review ) ) OR ( (labor AND commitment AND review )) OR ( (staff AND commitment
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AND review ) ) OR ( (staff AND commitment AND review) ) ) OR TI ( ( (employee AND commitment
AND meta-analysis ) ) OR ( (employee AND commitment AND meta-analysis ) ) OR ( (labor AND
commitment AND meta-analysis ) ) OR ( (labor AND commitment AND meta-analysis )) OR ( (staff
AND commitment AND meta-analysis ) ) OR ( (staff AND commitment AND meta-analysis) ) ) OR TI (
( (employee AND commitment AND influences ) ) OR ( (employee AND commitment AND influences ) )
OR ( (labor AND commitment AND influences ) ) OR ( (labor AND commitment AND influences )) OR (
staff AND commitment AND influences ) ) OR ( (staff AND commitment AND influences ) ) ) OR TI ( (
employee AND commitment AND consequences ) ) OR ( (employee AND commitment AND consequences
) OR ( (labor AND commitment AND consequences ) ) OR ( (labor AND commitment AND consequences
) OR

) ) OR TI ( ( (employee AND commitment AND process ) ) OR ( (employee AND commitment AND
process ) ) OR ( (labor AND commitment AND process ) ) OR ( (labor AND commitment AND process
)) OR ( (staff AND commitment AND process ) ) OR ( (staff AND commitment AND process )) ) OR
TI ( ( (employee AND commitment AND forces ) ) OR ( (employee AND commitment AND forces )
) OR ( (labor AND commitment AND forces ) ) OR ( (labor AND commitment AND forces )) OR (
(staff AND commitment AND forces ) ) OR ( (staff AND commitment AND forces )) ) TI ( ((employee
AND engagement AND model ) ) OR ( (employee AND engagement AND model ) ) OR ( (labor AND
engagement AND model) ) OR ( (labor AND engagement AND model)) OR ((staff AND engagement AND
model ) ) OR ( (staff AND engagement AND model ) ) ) OR TI ( ( (employee AND engagement AND
review ) ) OR ( (employee AND engagement AND review) ) OR ( (labor AND engagement AND review)
) OR ( (labor AND engagement AND review)) OR ( (staff AND engagement AND review ) ) OR ( (staff
AND engagement AND review) ) ) OR TI ( ( (employee AND engagement AND meta-analysis ) ) OR (

( (staff AND commitment AND consequences ) ) OR ( (staff AND commitment AND consequences

(
(
)
)
)

(employee AND engagement AND meta-analysis) ) OR ( (labor AND engagement AND meta-analysis) )
OR ( (labor AND engagement AND meta-analysis)) OR ( (staff AND engagement AND meta-analysis) )
OR ( (staff AND engagement AND meta-analysis ) ) OR ( (staff AND engagement AND influences) ) ) OR
TI ( ( (employee AND engagement AND influences ) ) OR ( (employee AND engagement AND influences)
) OR ( (labor AND engagement AND influences) ) OR ( (labor AND engagement AND influences )) OR
( (staff AND engagement AND influences ) ) OR ( (staff AND engagement AND nfluences) ) ) OR TI ( (
(employee AND engagement AND consequences ) ) OR ( (employee AND engagement AND consequences)
) OR ( (labor AND engagement AND consequences) ) OR ( (labor AND engagement AND consequences))
OR ( (staff AND engagement AND consequences) ) OR ( (staff AND engagement AND consequences)) )
OR TI ( ( (employee AND engagement AND process ) ) OR ( (employee AND engagement AND process)
) OR ( (labor AND engagement AND process) ) OR ( (labor AND engagement AND process)) OR ( (staff
AND engagement AND process) ) OR ( (staff AND engagement AND process)) ) OR TI ( ( (employee
AND engagement AND forces ) ) OR ( (employee AND engagement AND forces) ) OR ( (labor AND
engagement AND forces) ) OR ( (labor AND engagement AND forces)) OR ( (staff AND engagement
AND forces) ) OR ( (staff AND engagement AND forces)) ) OR TI ( ((employee AND engagement AND
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OR ( (labor AND engagement AND model)) OR ((staff AND engagement AND model ) ) OR ( (staff AND
engagement AND model ) ) ) OR TI ( ( (employee AND engagement AND review ) ) OR ( (employee
AND engagement AND review ) ) OR ( (labor AND engagement AND review ) ) OR ( (labor AND
engagement AND review )) OR ( (staff AND engagement AND review ) ) OR ( (staff AND engagement
AND review) ) ) OR TI ( ( (employee AND engagement AND meta-analysis ) ) OR ( (employee AND
engagement AND meta-analysis ) ) OR ( (labor AND engagement AND meta-analysis ) ) OR ( (labor
(staff

) O

AND engagement AND meta-analysis )) OR ( (staff AND engagement AND meta-analysis ) ) OR (
)

( (employee AND engagement AND influences ) ) OR ( (labor AND engagement AND influences ) ) OR (
R (
)

AND engagement AND meta-analysis) ) ) OR TI ( ( (employee AND engagement AND influences

(labor AND engagement AND influences )) OR ( (staff AND engagement AND influences ) ) O (staff

AND engagement AND influences ) ) ) OR TI ( ( (employee AND engagement AND consequences ) ) OR

(
( (employee AND engagement AND consequences ) ) OR ( (labor AND engagement AND consequences ) )

OR ( (staff AND engagement AND consequences ))

) O

OR ( (labor AND engagement AND consequences )) OR ( (staff AND engagement AND consequences ) )
) OR TI ( ( (employee AND engagement AND process
)

) ) OR ( (employee AND engagement AND process ) ) OR ( (labor AND engagement AND process ) ) OR
( (labor AND engagement AND process )) OR ( (staff AND engagement AND process ) ) OR ( (staff AND
engagement AND process )) ) OR TI ( ( (employee AND engagement AND forces ) ) OR ( (employee AND
engagement AND forces ) ) OR ( (labor AND engagement AND forces ) ) OR ( (labor AND engagement
AND forces )) OR ( (staff AND engagement AND forces ) ) OR ( (staff AND engagement AND forces ))

)
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Chapter 2

Formalization of annual performance feedback and

employees’ job satisfaction in the SME context

Abstract

Human resource management (HRM) practices in Small and Medium-sized Enterprises (SMEs) to
increase employees’ job satisfaction are on the rise. Given that SMEs often adopt highly formalized
HRM practices of large companies, for example, in the case of annual performance appraisals, we
investigate the relationship between the degree of formalization of annual performance feedback
and employees’ job satisfaction in the SME context. Using an experimental survey study design
(N=166) in a German SME, we find that employees receiving annual performance feedback with
a high degree of formalization report lower job satisfaction directly after the annual performance
feedback than those who are still to receive their feedback. On the contrary, in the case of annual
performance feedback with a low degree of formalization, employees report higher job satisfaction
right after the annual performance feedback than employees before the feedback. Moreover, we

find that employees’ feedback orientation is an important moderator in this relationship.

*This paper, cited as |Guenther, Rilke, and Lehnen (2024)), was published online at Journal of Small Business
Management on 02.04.2024.
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2.1 Introduction

HRM practices, such as performance management, and talent management, have a positive effect on

company performance (Delaney & Huselid), [1996; [Heilmann et al. [2018} [Saridakis, Lai, & Cooper),
2016; |Zheng, Morrison, & O’Neilll |2006). The most important HRM practice in this context

is the annual performance appraisal, which addresses employees’ past performance and future
development possibilities (DeNisi & Pritchard, [2006}; Fletcher & Robinson, 2014; [Kampkotter, 2016}
Murphy & Cleveland, 1995} |Selvarajan & Cloninger, 2012). This kind of performance feedback

increases job satisfaction, helps improving employees’ performance and aligns employees’ behavior

with the organization’s objectives (Anseel & Lievens| 2007; Drnovsek, Slavec, & Aleksid, [2023;
Grubb), 2007, Mosquera, Soares, & Ribeiro, [2018}; [Rosen, Levy, & Hall, [2006}; [Sparr & Sonnentag),
2008)). While these insights are based on studies of large organizations, little is known about

the effects of HRM practices and performance appraisals in SMEs (Carlson, Upton, & Seaman,

2006). Moreover, to date there is only limited empirical research investigating whether the effect

of managerial interventions and employees’ reaction is in fact causal [Kampkétter| (2016); Manthet,|

|Sliwka, and Vogelsang| (2022)).

When SMEs adopt HRM practices, the majority of SMEs overdo it and adopt over-formalized
methods and processes prevailing in large companies without verifying their organizational fit for
the SME (Cunningham & Rowleyl}, 2010; Heilmann et al.||2018} [Krishnan & Scullion|, 2017 Richbell,|
[Szerb, & Kispdl-Vitai, [2010). Following [Heilmann et al| (2018), we argue that simply adopting

highly formalized HRM practices from larger organizations can be detrimental for SMEs, given that

the context of SMEs is quite different from large organizations in terms of HRM challenges as well as

the implementation of HRM practices. Specifically, Kaman et al.| (2001)), Klaas, Olson-Buchanan,|
land Ward| (2012)), [Li and Rees| (2020) and [Heilmann et al.| (2018)) describe that work in SMEs is

more agile (i.e., more dynamic and adaptable), that there is more open dialogue, and employees do

not just have to follow orde. Therefore, they encourage SMEs to implement their individual HRM

practices that acknowledge and are sensitive to this specific context (Bloom, Bloom, & Reenen|

2007; Heilmann et al., 2018} Sels et al., 2006). To better understand the potential causal effects

of adopting highly formalized HRM practices - in this case annual performance feedback (APF)
- in SMEs, we ask the following central research question: How does APF affect employees’ job

satisfaction in SMEs, and which role does the degree of formalization play in this context?

In assessing this question we build on |[Wright| (1985)) and Kohn/ (2018)), and argue that perfor-

mance feedback may be a double-edged sword. On the one hand we know that formal procedures
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may give employees the feeling that management pays attention to HR issues, and thus increase
employees’ job satisfaction (Heilmann et all 2018} Ismail, Hashim, & Hassanl, 2016} [Kaman et al.
2001} [Kotey & Slade, 2005)). On the other hand |Grubb| (2007)) and [Kampkotter| (2016) highlight
that the dark side of being formally appraised, that is, lower job satisfaction, materializes if the
performance feedback predominantly reflects formal documentation with standardized forms and
criteria to assess the employee as opposed to coaching the employee based on feedback charac-
terized by mutual involvement (C. Lee, |2006). We hypothesize that this potential negative effect
of highly formalized performance feedback on employees’ job satisfaction will dominate in SMEs,
given that company culture, leadership and interactions in SMEs are most often characterized by
low hierarchies, an open dialogue and a high employee involvement (Heilmann et al., 2018; [Kotey
& Slade), 2005). In contrast, a low degree of formalization in performance feedback, that is in line
with the described communication habits in SMEs, will lead to the desired increase in employees’

job satisfaction.

To answer our research question, we conducted an experimental survey study in a family-owned
German SME that employed approximately 386 employees with an annual turnover of 46.8 million
Euro in 2018. We had the unique opportunity to conduct our experiment in a department with
166 employees, where two formats of annual performance feedback (APF) have been used used:
While one group of employees (88) has always received APF with a high degree of formalization,
the second group of employees (78) has always received APF with a low degree of formalization.
Within this setting we tested the hypotheses that a) an APF based on a formalized and predefined
structure in terms of a standardized form (high degree of formalization) will lead to lower levels
of job satisfaction, and b) while keeping the content of the APF constant, an APF with a low
degree of formalization leads to higher job satisfaction (Grubbj 2007} |C. Leel 2006|). Moreover,
building on |Grubb, (2007) and [Frederiksen, Kahn, and Lange| (2020), we suggest that not all
employees will perceive the same performance feedback setup as equally satisfying. Therefore, we
introduce individual feedback orientation as an important moderator of the relationship between

the performance feedback’s degree of formalization and employees’ job satisfaction.

Our analysis reveals that, in line with our hypotheses, there is a sizable effect of receiving
APF with a high as well as a low level of formalization on job satisfaction. In our first experiment,
where employees receive an APF with a high degree of formalization - employees report lower job
satisfaction than employees before the performance feedback session. In our second experiment,
where employees receive an APF with a low degree of formalization - we observe that employees

report higher levels of job satisfaction right after the performance feedback session than beforehand.
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Moreover, for employees with a less formalized APF, we observe that employees with high levels

of individual feedback orientation - those employees who like to have feedback and see feedback as

a source of meaning for their work relationship (Dahling, Chau, & O’Malleyl 2010) profit from the

less formalized APF and report much higher levels of job satisfaction compared to employees with
low levels of individual feedback orientation. This paper makes three contributions to the literature.

Firstly, while the current literature focuses mainly on large companies and their HRM practices,

we conduct a study on APF in a German SME context. Building on |Sels et al.| (2006), Bloom|

let al.| (2007) and [Heilmann et al| (2018), we theorize and provide empirical evidence that highly

formalized HRM practices that are commonly used in large companies cannot simply be transferred
to SMEs. Specifically, we show that while a high degree of formalization of the performance
feedback negatively affects employees’ job satisfaction, a low degree of formalization stimulates
employees’ job satisfaction. Secondly, we show that the effect of APF is contingent upon the
employee’s feedback orientation, further supporting the conjecture that the effects of performance
feedback cannot be thoroughly investigated without considering an employee’s individual needs
(Braddy, Sturm, Atwater, Smither, & Fleenor} [2013; Braddy et all [2013; [Linderbaum & Levyl,
2010)). This ties in with the theory of London and Smither| (2002), which anticipates that feedback

orientation is directly related to individual differences and how individuals receive and process

feedback. Finally, within the entrepreneurship literature, our study complements a limited set of

studies, including notable works such as [Rigtering et al| (2018)) and Monsen et al.| (2010), that

employ field experimental methods to elucidate authentic employee responses. Our experimental
design substantiates the causal linkage between the reception of performance feedback and ensuing
job satisfaction. Specifically, our study illuminates the causal effect of receiving APF with a low
degree of formalization on job satisfaction and the causal effect of APF with a high degree of
formalization on job satisfaction. This ensures that any difference observed is due to the reception

of feedback

The remainder of the paper is structured as follows. First, we introduce the theoretical back-
ground and develop hypotheses. Then we describe the empirical context and experimental design,
before presenting and discussing the results. We end with a conclusion and elaborate on practical

implications.
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2.2 Theoretical Background and Hypotheses Development

2.2.1 Formal Procedures

Many SMEs know the situation: as the company grows, structures and an increasing degree of
standardization of processes are needed to increase productivity and to further scale the business
(Hornsby & Kuratkol, [1990; [Kotey & Sladel [2005). [[] (Audretsch & Guenther} [2023} Zahoor &
|Al-Tabbaal, 2020), we follow the conventional definition of an SME in the German context as being
an enterprise with less than 500 employees and less than 50 million Euros in annual sales
& Welter}, [2019). This also holds true for managing the human resources of the business more

systematically (Kaman et al., 2001).

HR practices refer to various strategies, policies, and procedures that an organization im-

plements to manage its human resources effectively (Heilmann et al., 2018). These practices are

designed to attract, develop, motivate, and retain employees, ultimately contributing to the overall

success of the organization (Becker & Huselid} [2006). HR practices encompass a wide range of

activities, including recruitment, training and development, performance management, compensa-

tion and benefits, employee relations, and more (Bloom et al., [2007; |Carlson et al., 2006; [Heilmann|

Gt L] BOTS).

2.2.2 Annual Performance Feedback as a Double-edged Sword

[Pearce and Porter| (1986)) and Murphy and Cleveland| (1995)) defined annual performance feedback
as a special kind of feedback to employees about their performance in their job. Following

land Pritchard| (2006), this kind of performance feedback is a “discreet, formal, organizationally

sanctioned event, usually not occurring more frequently than once or twice a year” [p.245]. Tt
has been shown that many characteristics of this APF, for example, employee participation, goal

achievement, perceived justice, and fairness, are positively linked to job satisfaction, resulting in

guidelines how to design APF and to reduce subjectivity (Colquitt, Conlon, Wesson, Porter, & Ng|

2001} [Kampkotter, 2016} [Nathan et al.l, 1991} [Palaiologos, Papazekos, & Panayotopouloul, 2011}
Taneja, Srivastava, & N., [2023).

However, it has also been shown that formal APF is not the panacea for motivation and

IWhile there is no universal definition of what constitutes an SME.
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satisfaction, that there is no such thing as the ‘one and only’ correct performance feedback format
and system (Longenecker & Nykodym, 1996)), and that the benefits and advantages are even often
overestimated. Following Wright| (1985) and |Longenecker and Nykodym| (1996)), the mere existence
of a formal performance feedback system does not guarantee an effective performance feedback.
The meta-analysis of [Kluger and DeNisi| (1996]) shows that more than one-third of all performance
feedback sessions have low effectiveness (Behnl [2003; |Grubbj, 2007; [Longenecker, Sims, & Gioia,
1987). Moreover, |Grubb| (2007)) highlights that neither employees nor supervisors favor formal
performance feedback because formal documentation tends to demotivate, reduce performance,

and lower job satisfaction.

Given these conflicting findings in the literature regarding the association between formal
APF and employees’ job satisfaction, we develop arguments under which conditions we expect the
effect (positive or negative) of formal APF to materialize in SMEs and their distinctive interac-
tion and communication habits of low hierarchies, high employee involvement and open dialogue.
Specifically, we argue that the degree of formalization of the APF plays a decisive role, as it may
influence the satisfaction of the employee with the performance feedback itself, and likewise em-
ployees’ overall attitudes towards their work and job situation, resulting in changes in the level of

job satisfaction (Jawahar| 2006)).

2.2.3 Degree of Formalization and Job Satisfaction

APF can differ enormously in terms of standardization and formality (Grubb 2007;|C. Leel |2006;
Wanguri, [1995)). One extreme form of APF can be a highly formalized and standardized approach.
A highly formalized APF describes an annual performance feedback session that follows a rigid
performance evaluation form with strict criteria, for example, in terms of checklists, rating scales,
or essay appraisals. The ratings and statements will be written by the appraiser alone, or it will be
composed together with the employee. Sometimes employees complete a self-evaluation before the
supervisor completing the performance feedback evaluation form. The APF with a high degree of
formalization leaves little to no room for assessing the employee outside or beyond this predefined
set of questions and rating categories (Grubb, |2007}|C. Lee, [2006). Another extreme form might be
an APF that represents a meeting between the employee and the supervisor without any explicit
guidelines on how the meeting should be conducted. This format can be labelled as non-formalized

APF.

APF with a high degree of formalization may lead to higher job satisfaction for three reasons.
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Firstly, formalization of performance feedback may contribute to perceived fairness and accuracy

from the employee’s perspective (Latham, Skarlicki, Irvine, & Siegel, 1993 [Murphy & Cleveland,

1995)). By implementing standardized forms for APF, subjectivity and favoritism in performance
feedback can be mitigated (Frederiksen et all, 2020} [Frederiksen, Lange, & Kriechell, [2017). This,

in turn, enhances the employee’s perception of fairness and accuracy in the feedback, which may
directly influence job satisfaction. The standardized approach provides a consistent framework for
supervisors/appraisers, reducing the potential for biases and increasing the employee’s confidence
in the feedback process. Secondly, a formal and highly structured APF may provide the employee
with a process-related certainty. argues that the absence of a formal and well-
prepared evaluation may cause employees to feel slighted in the performance feedback process
itself. This results from the lack of a feeling of fairness and accuracy and leads to employees
being dissatisfied with the performance feedback process, which negatively impacts job satisfaction

(Dusterhoff, Cunningham, & MacGregor, 2013; Jawahar, 2006; Molvi, |2015). Finally, a formal

and highly structured APF can be described as more transparent, since the structure and criteria

are known. As a result, there is no perception problem towards the performance feedback process

which also reduces dissatisfaction with the feedback process (Dusterhoff et al., 2013; Jawahar} 2006;

Molvi 2075).

However, despite these potential advantages, employees may perceive the APF as over-formalized,

given the strict form and predefined criteria and assessment categories. As described by

(2007) and [C. Leg| (2006), it conflicts with mutual involvement aiming at coaching the individual

employee instead of controlling and monitoring them. Moreover, it does not allow for assess-
ing the employee outside or beyond this predefined set of questions and rating categories. A
highly formalized APF may be perceived as a barrier in cooperative working relationships and it is

seen as bureaucratic and defensive, regulating rather than taking care of professional development

(Kampkotter, 2016; [Wanguri, 1995). We argue that in the context of SMEs the potential negative

effects of highly formalized APF outweigh the potential positive effects. Specifically, we conjecture
that despite the increased perceived fairness and accuracy of the APF with a high degree of for-
malization, employees in SMEs are used to and appreciate being involved, working cooperatively,
and having an open dialogue. Thus, being forced into strict formal assessment criteria that leave

little room for the individuality of the assessed employee, will lead to lower job satisfaction.

Hypothesis 1 (APF with high degree of formalization) Employees’ job satisfaction is

significantly lower after they receive APF with a high degree of formalization.

In contrast, in the case of an APF with a low degree of formalization, we expect the described
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negative effect of an APF - that materializes in the case of a high degree of formalization - not
only to be absent, but argue that employees respond to the performance feedback with a low
degree of formalization with higher job satisfaction. The lower degree of formalization in terms of
less standardized and predefined forms, criteria, and assessment categories encourages the mutual
exchange of information between the appraiser and the employee (Grubbl |2007)). This type of APF
enables supervisors and employees to speak freely, establishes constructive two-way communication,
and is supportive during the feedback (Kaymaz, [2011). In this context |Grubb| (2007)) argues that
supervisors also prefer more informal but effective leadership practices. “The wrong way is using
standard forms and criteria, rather than mutual involvement with the employee and coaching for
improved performance and contribution“ (Grubb}, 2007, p. 3). Given that an APF with a low degree
of formalization provides this opportunity for mutual involvement and a rather developmental

approach, we expect employees’ job satisfaction to increase when receiving the APF.

Hypothesis 2 (APF with high degree of formalization) Employees’ job satisfaction is

significantly higher after they receive APF with a low degree of formalization.

2.2.4 Individual Feedback Orientation and Job Satisfaction

Organizations vary in their approach to how they conduct performance feedback, and employees
themselves differ in their attitude towards dealing with feedback. This phenomenon, called feed-
back orientation, has been captured in various theoretical models in HR management (S. J. Ashford
& Cummings| [1983). The individual’s feedback orientation, also known as “an individual’s over-
all receptivity to feedback” (London & Smither, [2002, p. 81), is a multidimensional construct
and describes that every recipient responds to feedback uniquely. Individuals with a high feed-
back orientation perceive feedback as being of higher value and are therefore more likely respond
to it (Brett & Atwater, 2001). For these individuals, feedback is a possibility to improve task
performance, achieve personal goals, and expand their abilities (Anseel, Beatty, Shen, Lievens, &
Sackettl 2013). This would also reflect current debates explaining that there are employees who are
proactive in their careers, here related to the concept of protean career orientation which explains
self directed career development driven by personal values to achieve personal pride and success
(Gaile, Baumane-Vitolina, Kivipold, & Stibe, [2022). Individuals who are low on feedback orien-
tation tend to ignore and resist feedback (Blinebry, [2016]). Due to the central role of feedback in
APF sessions, it is expected that the degree to which one is defensive when receiving feedback will

affect his or her satisfaction with this session (Linderbaum & Levyl [2010). London and Smither
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(2002)) stressed that a high feedback orientation mildens emotional reactions to feedback. High
feedback orientation thus helps the individual to process feedback mindfully and thoughtfully and

to leverage feedback effectively.

2.2.5 Individual Feedback Orientation as a Moderator

We argued that when APF's are highly formalized in SMEs, the potential negative impacts outweigh
the potential positive impacts because employees in SMEs are used to - and value - being included
and that one can openly and constructively engage in a dialogue (Heilmann et all [2018; Kotey
& Slade, 2005). In the highly formalized APF, we expect differences in the perception of the
APF - as well as its effect on job satisfaction - more generally between individuals with high and
low feedback orientation levels. Specifically, an individual with a high feedback orientation may
perceive all kinds of APF as valuable and may be less negatively affected by the degree of formality.
Moreover, given that higher feedback orientation entails that the individual can distance herself
emotionally from the performance feedback (Linderbaum & Levy, |2010; |[London & Smither, 2002),

the employee can also leverage the received performance feedback also in a highly formalized APF.

Hypothesis 3 (Feedback orientation and APF with high degree of formalization)
Employees with higher levels of individual feedback orientation will react less negatively to APF
with a high degree of formalization than employees with lower levels of individual feedback orien-

tation.

We argued, that when APF with less formalization are used in SMEs, we expect that employ-
ees indeed reciprocate the performance feedback with higher job satisfaction, because it enables
supervisors and employees to speak freely, establish a constructive two-way communication, and
the supervisor may be supportive during the feedback (Kaymaz), 2011). Employees with a high
feedback orientation seek feedback continuously and are interested in feedback interactions, such as
APF (Dahling et al.,[2010). Thus, if these individuals face APF with a low degree of formalization,
which stimulates an open exchange and inclusive discussion, an additional positive effect on job

satisfaction is expected.

Hypothesis 4 (Feedback orientation and APF with low degree of formalization)
Employees with higher levels of individual feedback orientation will react more positively to APF
with a low degree of formalization than employees with lower levels of individual feedback orien-

tation.
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2.3 Context and Experimental Design

2.3.1 Company and Organizational Structure

The sample consists of commercial employees of a software-as-a-service company. The company
is family-owned, situated in Europe and has been offering software products throughout Europe
for more than 20 years and has 386 employees. To test our hypotheses, we run an experimental
survey study in two sales groups of the company with a comparable number of employees. They
have core distributional functions towards the customer in generating revenue growth. A manager
has disciplinary responsibility for all members of the respective groups and exclusively conducts

all performance feedback sessions.

The uniqueness we exploit in the experiment is that this setting offers two different annual
performance feedback formats, with one group of employees receiving APF with low degree of
formalization, and another group receiving APF with high degree of formalization. Specifically,
while the first group of employees has always received APF with a high degree of formalization,
the other group has always received APF's with a low degree of formalization. Employees in our field
experiment are observed in their natural work environment. This is why the results we observe are
more likely to have higher external validity and can be transferred to other contexts unlike results

from an abstractly framed laboratory experiment (G. Harrison & List}, 2004]).

2.3.2 Annual Performance Feedback Setting

An APF takes place with each employee in the last quarter of the year. This feedback session is
conducted by the manager with each employee individually and lasts a maximum of two hours.
All APFs independent of their degree of formalization (high or low), are comparable in terms of
content. The following topics are specified by the general management to be discussed in an APF:
feedback on behavior and working methods, the achievement of agreed targets, targets for the next
year, training possibilities and general topics for the following year. However, the sessions clearly
differ in the degree of formality, APF with low degree of formalization and APF with high degree
of formalization. Employees in the respective groups are accustomed to either APF with a high
or low degree of formalization, given that the two formats have been used as the standard APF

within the company long before our study.
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2.3.3 Annual Performance Feedback and Monetary Outcomes

In this company, employees do not have any variable pay component. Their work contracts only
specify fixed wages and no performance-related part. Consequently, the outcomes of the APF are
not directly linked to changes in the employees’ wages. Wage changes in this company, however,
only occur discretionary (that is, based on tenure, or market developments). The fact that the APFs
are not linked to monetary incentives allows us to reflect the current development in companies -
away from the strong emphasis on financial rewards and punishments in APF processes (Cappelli

& Tavis, 2016).

2.3.4 Annual Performance Feedback With a High Degree of Formaliza-
tion

The APF with high degree of formalization follows a specific evaluation form with clear criteria
and rating scales, using a rigid feedback evaluation sheet. This evaluation sheet is adhered to
very meticulously during the APF and there is no room to discuss other things. In line with
(Grubb, 2007; |C. Lee, 2006]) this meets all criteria of highly formalized APF. The employees receive
this feedback evaluation sheet two weeks before the appointment. The evaluation sheet consists
of four sections (working conditions, work results and professional competencies, a summary of
performance evaluation, and individual quantitative targets for the next year)ﬂ The manager has
to complete the feedback evaluation sheet for each employee, too. It is the same sheet that the
employee receives, reduced to sections two to four. The only difference to the employee’s sheet
is that the employee’s work results in the second section are only for the manager’s information
about the employee’s performance. The scales for the work-related competencies are referred to
as ”evaluation by the supervisor”. Neither the employee nor the manager receives the other’s
evaluation sheet before the session. During the APF, the evaluation sheets are the formal basis for
the APF. During the APF, the evaluation sheets are discussed and summarized in one document.

In the end, the manager and the employee have to sign the final evaluation sheet mutually.

2In Figure in the Appendix, we display the original “Annual performance feedback form”.
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2.3.5 Annual Performance Feedback With a Low Degree of Formaliza-
tion

The APF with low degree of formalization does not follow any highly formalized form. The em-
ployees do not receive any preparation instructions or sheets before. Only an appointment with the
name ” Annual Performance Feedback” is agreed upon. The employees and the manager prepare
themselves individually. The employee and the manager can determine the focus of the discussion
themselves. However, the conversation content of this APF does not differ from the APF with
high degree of formalization, since it is clear to everyone which topics are discussed in an APF. As
in the case of the APF with high degree of formalization, the manager and the employee discuss
working conditions, results, competencies, targets for the next year in the APF with low degree
of formalization. However, to make the difference to the APF with high degree of formalization
clear: In the APF with low degree of formalization there is no highly formalized structure in the
conversation, the participants do not work through an evaluation sheet point by point, and no

evaluation sheet is signed.

2.3.6 Experimental Survey Study and Procedures

To answer our research question, we conducted a experimental survey study in the last quarter of
2018. We took advantage of the fact that performance feedback sessions are centrally scheduled
and randomly divided employees with a scheduled performance feedback session into two sepa-
rate treatments. We randomized employees into both treatments with a simple randomization

technique: We flipped a virtual coin for each employee before the experiment.

In the treatment No APF received yet, employees received a link to a first short online survey
about their job satisfaction one week before their performance feedback session, based on the

single-item measure on job satisfaction (Staelens, Desiere, Louche, & D’Haese, [2016)).

In the treatment APF received, after the performance feedback had been concluded, we sent
employees a link to the same short online survey, including the single-item measure on job satis-

faction (Staelens et al., 2016)).

Eight weeks after every employee had received the APF, we sent a separate survey to all em-
ployees to gather additional information about individual employee characteristics. In particular,

we asked employees about the following: job satisfaction, individual feedback orientation, per-
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ceptions of the informal feedback environment, satisfaction with the APF, and additional control

variables. The overall job satisfaction measure of the first part of the survey was repeated.

Table 2] provides an overview of the timeline and events throughout the experiment. The
week before the experiment, the group using APF with low degree of formalization (APF with high
degree of formalization) had 115 (118) employees. In the former 78 (40 in APF received, 38 in No
APF received yet), while in the latter 88 (45 in APF received, 43 in No APF received yet) responded
to the initial online survey. El Although not all employees responded to the initial online survey
on job satisfaction, we observe no differences in attrition between the treatments. Moreover, we

do not observe any attrition between the first short online survey and the second extensive online

survey.
Figure 2.1: Field Experimental Survey Study and Treatments
Commercial Department
Timeline APF with high degree of formalization APF with low degree of formalization Survey items
_— (88) (78) R —
Treatment: Treatment:
Week 1 No APF received yet No APF received yet Job Satisfaction
5) (40)
Week 2 Scheduled APF Sessions
Treatment: Treatment:
Week 3-4 APF received APF received Job Satisfaction
(43) (38)

Job Satisfaction
Week 12-13 All APF received Feedback variables

Job variables
Socio-demographic

Note: Number of employees in brackets. An overview of all constructs and variables asked appears in Table 2.3]in
the Appendix.

We link the employees’ answers of the first to the second part of the experiment. To guarantee
employees’ anonymity, we generated a unique employee identifier that was handed out to the
employees before the experiment on a sheet of paper; we asked employees to keep this code until

the end of the study. Since the first part of the survey, one week before the APFs, only referred to

3Given our sample size of approximately n=80, we explored the relationship between potential effect sizes
(Cohen’s d) and statistical power. This analysis informs the reader of the potential effect sizes our study is powered
to detect. A Cohen’s d of approximately .6 yields a power of 1- = .75, suggesting that our sample size is adequate
to detect medium-sized effects with reasonable statistical power.
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job satisfaction in general, and only after the APFs was the questionnaire on the feedback relevant
questions sent out, we assume that participants were aware that a study was taking place, but
not aware of the intervention. The anonymity was very important from the beginning, because we
wanted to make sure that there was a high willingness to evaluate the APFs and that the employee
did not have the feeling that the supervisor could subsequently draw conclusions about individual

employees and the evaluations they had made.

2.4 Measures

2.4.1 Job Satisfaction

Job satisfaction was measured in both parts of the evaluation by the single-item ‘How satisfied are
you with your job?’ on a 1l-point Likert scale ranging from 0 (totally unhappy) to 10 (totally
happy)ﬂ We relied solely on this single item measure for mainly three reasons. The first reason
was that in our data, the single item measure correlated highly with the dimensions of the multiple-
item measures. A simple pairwise correlation between the single-item job satisfaction measure and
the multiple-item measures reveals a correlation coefficient of at least .446 (p].OOOl)ﬂ The second
reason is that existing research shows the construct validity of such a measure may be higher than
that of multiple-item measures (Nagyl, [2002; Poon, 2004). The third reason is that it can be shown
that the single-item measure appears to be less influenced by temporal emotional factors linked to
a particular job facet (Staelens et al., |2016)). Consequently, observing the effect of our treatments
on the single item measure would deliver much more robust evidence for the influence of feedback

on job satisfaction.

2.4.2 Individual Feedback Orientation

To measure employees’ feedback orientation, we used the feedback orientation scale developed
by |Linderbaum and Levy| (2010). The individual feedback orientation comprises four distinct
dimensions of feedback orientation. Cronbach’s Alpha for the four dimensions is sufficient (between
a=.77 and a=.91). For this paper, we do not differentiate between the four dimensions but

aggregate and standardize them to one score for each employee, when testing our moderation

4all constructs we measure and correlations appear in the Appendix in Table and
5See Table in the Appendix.
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hypotheses 3 and 4. This aggregated variable will be called Individual feedback orientation in the
following analysis. We decided to ask about the individual feedback orientation in the second
survey to obtain the general feedback orientation. In the first part of the survey, this question was
deliberately not asked in order not to influence the individuals one week before the APFs, as we
assumed that an explicit question on feedback orientation shortly before the APF could influence

the employees too much and the goal of the experiment would certainly have been clear

2.4.3 Feedback-related Controls

Informal Feedback Environment

We use the feedback environment scale by [Steelman, Levy, and Snell| (2004) to measure employees’
perceptions of the company’s informal feedback environment. This scale provides a measurement
of the employee’s perceptions of the overall supportiveness for feedback in the workplace in seven
dimensions: source credibility (expertise and trustworthiness); feedback quality (consistency and
usefulness); source availability (amount of contact with source and ease of obtaining feedback);
feedback delivery (the way feedback is delivered, including consideration for the person appraised);
favorable feedback (perceived frequency of positive feedback); unfavorable feedback (perceived
frequency of negative feedback); and promotes feedback-seeking (support and encouragement to
seek feedback). Internal consistency is sufficient for all dimensions (between a=.75 and a=.92).
For our study, we aggregate and standardize all responses to form one measure that captures the

employees’ perception of the feedback environment (henceforth, Informal feedback environment).

Satisfaction With Annual Performance Feedback

To measure the satisfaction with the annual performance feedback, we combine seven different
dimensions previously used in the literature. These dimensions are i) general satisfaction with
the feedback session, ii) satisfaction with the feedback procedures (Giles & Mossholder} 1990)),
iii) the perceived utility (Greller, [1978]), iv) the accuracy of the feedback session (Stone, Guetual,
& Mclntosh| [1984)), and three dimensions about the perceived fairness of the feedback session:
v) procedural (Keeping & Levyl, 2000), vi) distributional (Korsgaard & Roberson, [1995]), and vii)
interactional fairness (Elicker, Levy, & Hall, [2006). All dimensions are measures with multiple items

on 5 to 7 point Likert-Scales (strongly disagree - strongly agree). The Cronbach’s Alpha documents
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the internal consistency of each dimension and reaches at least .88. For our study, we aggregate and
standardize all responses to form one measure that captures the individual employees’ satisfaction

with the formalized feedback environment (henceforth, Satisfaction with APF).

2.4.4 Other Controls

To control for job-related factors, we used the controls which are frequently used in the context
of job satisfaction (Green & Heywood) [2008; [Kampkotterl 2016). We ask employees about their
organizational tenure (avg = 5.7 years), their monthly net income (avg = 2,609 EUR), and their
perceived job security. As socio-demographic controls, we ask for employees’ gender (41 percent

are female), age (avg = 36.83 years), and marital status (46 percent are married).

2.5 Results

Before we analyze the results, we are going to test the validity of our randomization proceduresﬂ
In particular, we check whether employees in the treatment APF received and No APF received
yet are equally distributed on the observable characteristics that we elicit in the second survey.
For this purpose, we use a probit regression analysis. In Table 2.7] we regress a dummy variable
(1 if the employee was in the treatment APF received, 0 if the employee was in the treatment No
APF received yet) on the self-reported observables such as age, gender, marital status, income,
organizational tenure, perceived job security, the employee’s perception of the informal feedback

environment and the employee’s feedback orientation. We estimate two separate models.

We observe that the randomization was only partially successful (seven out of nine observables
remain insignificant). In model 1 — for the employees receiving APFE with low degree of formal-
1zation— we observe that employees with higher individual feedback orientation and slightly more
female employees are in the treatment APF received; in model 2 we observe that employees with a
more positive attitude towards the informal feedback environment and less satisfied with the APF
are in the treatment APF received. Thus, in the upcoming analysis, we will control for the respec-
tive variables (we elicited the observable characteristics almost nine weeks after the APF; thus it

is improbable that our treatment had a lasting effect on the employees’ feedback orientation).

SAll data that support the findings of this study are available from the authors, upon request.
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2.5.1 Annual Performance Feedback With a High Degree of Formaliza-
tion

To test our hypothesis 1 we focus on employees receiving APF with high degree of formalization.
Figure [2.2)is the starting point for our analysis. The red line indicates the levels of job satisfaction.
As visual inspection already reveals, we see that employees in treatment APF received report
lower levels of job satisfaction than employees in treatment No APF received yet. Comparing the
averages between both conditions highlights a significant difference (p=.0023, Mann-Whitney U-
test). In regression models (1) to (3) of Table we check the robustness of the observed pattern.
We find that after including several control variables, the treatment dummy variable remains
highly significant and negative, indicating that the APF with a high degree of formalization has a
detrimental effect on employees’ job satisfaction. Interestingly, we observe that satisfaction with
the APF and job security contribute positively to job satisfaction. Therefore, we find support for
hypothesis 1.

2.5.2 Annual Performance Feedback With a Low Degree of Formaliza-
tion

To test hypothesis 2 we focus on employees receiving APF with low degree of formalization. Again,
Figure is the starting point for our analysis. The blue line indicates employee data from the
APF with low degree of formalization. Mean job satisfaction is higher in treatment APF received
compared to No APF received yet. Comparing the averages between both conditions highlights a
significant difference (p=.0073, Mann-Whitney U-test).

We utilize additional regression models to verify the robustness of this observation after con-
trolling for several potentially relevant factors. In models (4) to (6) of Table we predict em-
ployees’ job satisfaction, including all observable characteristics. Model (4) includes only a dummy
variable for the treatment (APF received) and confirms our observation from the non-parametric
test. In model (5), we include employees’ perceptions about the informal feedback environment
and their feedback orientation, which turn out to be insignificant. Our treatment dummy variable,
however, remains highly significant. In model (6), we add additional control variables that remain
insignificant for job satisfaction, except employees’ perception of job security, which is positively as-
sociated with job satisfaction. Nevertheless, in this model, our treatment variation remains highly

significant. All in all, our analysis provides support for hypothesis 2.



63 Chapter 2. Annual performance feedback and employees’ job satisfaction

Figure 2.2: Job satisfaction and annual performance feedback

Job satisfaction (z-Score)
=

-1
Mo APF received yet APF received

—h— Low degree of formalization —8— High degree of formalization

Note: Whiskers indicate 95% confidence intervals.



Table 2.1: Job satisfaction and annual performance feedback

Dependent variable: Job satisfaction

Employees receiving APF with ...
... high degree of formalization

... low degree of formalization

Independent variables (1) (2) (3) (4) (5) (6)
Treatment (1 if APF received) -0.60%**  _0.67FFF  _0.61%**  0.68%FF  (.51FF* 0.56%*
(0.20) (0.19) (0.22) (0.21)  (0.19) (0.23)
Feedback related controls
Informal feedback environment -0.08 -0.07 0.10 0.09
(0.23) (0.22) (0.20) (0.21)
Individual feedback orientation 0.28 0.24 0.09 0.06
(0.18) (0.21) (0.15) (0.17)
Satisfaction with APF 0.47%%* 0.40%* 0.24 0.22
(0.17) (0.17) (0.24) (0.27)
Socio-demographic controls
Gender (1 if female) -0.01 0.10
(0.21) (0.22)
Age -0.00 -0.02
(0.01) (0.01)
Martial status (1 if married) 0.32%* 0.03
(0.17) (0.22)
Job related controls
Organizational tenure -0.03 -0.02
(0.03) (0.03)
Income (1 if above median) -0.23 -0.02
(0.20) (0.22)
Job security 0.15% 0.28%*
(0.09) (0.14)
Constant 0.20 -1.88%* -1.37 -0.23 -1.20 -0.48
(0.13) (0.79) (0.95) (0.18)  (1.19) (1.11)
Observations 88 88 84 78 78 73
R2 0.09 0.37 0.43 0.11 0.23 0.31

SHNSIY  ¢'G

OLS regression coefficients (standard errors in parentheses) predicting job satisfaction (z-Score) are displayed in this table. Model 1 to 3 show the data of the employees
receiving APF with high degree of formalization; model 4 to 6 show the data of the employees receiving APF with low degree of formalization. Significance indicators:
***p <01, ** p <.05, * p<.1.

79
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2.5.3 Job Satisfaction, Annual Performance Feedback and Individual
Feedback Orientation

Employee’s job satisfaction is higher (lower) after an APF with a low (high) degree of formalization.
To gain a deeper understanding of how employees’ feedback orientation contributes to this effect,
we analyze the survey data more closely. We categorize employees according to a median split of
their feedback orientation. In Figure we plot their average job satisfaction for above and below
median individual feedback orientation. The blue (red) lines indicate the data from the APF with
low (high) degree of formalization. As visual inspection already reveals, where the less formalized
APF occurs, employees with above-median levels of individual feedback orientation report higher
job satisfaction than employees with below-median levels of feedback orientation (p=.0101, Mann-
Whitney U-test). No such difference can be observed for the employees, who received highly
formalized APF.

Figure 2.3: Job satisfaction, annual performance feedback, and individual feedback orientation
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Note: Whiskers indicate 95% confidence intervals.

More evidence on this moderation effect of individual feedback orientation comes from a re-
gression analysis. In Table we include all employees from both groups and treatments. We
predict job satisfaction. Model 1 includes a dummy variable for the respective group (1 if APF
with a low degree of formalization), a dummy variable for the above level of individual feedback

orientation (1 if above-median individual feedback orientation), and a dummy variable for whether
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the employee was in the treatment (1 if APF received). The positive and significant coefficient for
“1 if above-median individual feedback orientation” indicates that employees with higher feedback
orientation/receptivity report higher levels of job satisfaction. The other variables remain insignif-
icant and highlight that there are no level effects between the groups and treatments when pooling

the data from all our participants.

To investigate the moderating relationship of individual feedback orientation, we now interact
the dummy variable with the indicator for high levels of individual feedback orientation in Model
2. The positive and significant coefficient of the interaction term indicates that feedback with a
low degree of formalization has a larger effect on job satisfaction for employees with high levels
of individual feedback orientation. In Model 3, we include additional control variables. The
coeflicients for the interaction term remain positive and significant. Taken together, we find support

for hypothesis 4 but no support for 3.

Table 2.2: Job satisfaction, annual performance feedback, and individual feedback orientation

Dependent variable:
Job satisfaction

Independent variables (1) (2) (3)
1 if APF with low degree of formalization 0.17 -0.11 -0.16
(0.15)  (0.27)  (0.26)
Individual feedback orientation (1 if above-median) 0.40%** 0.14 -0.23
(0.15)  (0.21)  (0.19)
APF with low degree of formalization x Individual feedback orientation 0.56* 0.69**
(0.30)  (0.30)
Informal feedback environment -0.02
(0.14)
Satisfaction with APF 0.43%%*
(0.15)
Socio-demographic controls
Gender (1 if female) -0.02
(0.15)
Age -0.01
(0.01)
Marital status 0.19
(0.15)
Job related controls
Organizational tenure -0.03
(0.02)
Income (1 if above median) -0.16
(0.14)
Job security 0.21%%*
(0.07)
Constant -0.28* -0.15 -1.28*
(0.15)  (0.18)  (0.70)
Observations 166 166 157
R? 0.05 0.07 0.30

OLS regression coefficients (standard errors in parentheses) predicting job satisfaction (z-Score) are displayed in this
table. Models include the data from both groups. Significance indicators: *** p <.01, ** p <.05, * p <.1.
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2.6 Discussion and Conclusion

SME:s increaslingly engage in HRM practices to increase company performance(Delaney & Huselid,

11996; Heilmann et al., 2018; |Saridakis et al., [2016} |Zheng et al., |2006]). To that end, SMEs tend to

adopt highly formalized practices from larger organizations, especially when they have reached a
certain size. However, simply adopting highly formalised HRM practices from larger organizations,
such as selection procedures of employees, job definitions, evaluations, performance feedback and

compensation models, can be detrimental to SMEs as the context of SMEs differs significantly

from that of large organizations in terms of HRM challenges (Heilmann et al. 2018} [Li & Rees|

2020). Moreover, this formalism is often taken to extremes, and employees bemoan this extensive
formalism (Adler & Borys, 1996; Heilmann et al., 2018; Hornsby & Kuratko| |1990; Kaman et al.,
2001; Welbourne & Cyr} [1999).

Given this focus of prior studies on large organizations, our study investigates the relation-

ship between the degree of formalization and employees’ job satisfaction for the case of the most

important HRM practice, i.e., annual performance feedback (DeNisi & Pritchard, [2006} [Fletcher]
& Robinson, 2014; Kampkotter, 2016; Murphy & Cleveland), (1995} |Selvarajan & Cloninger} 2012)
in the context of SMEs.

Moreover, there is only limited knowledge, whether the managerial interventions’ are actually

causally related to a change in employees’ job satisfaction (Kampkotter, [2016). Our findings reveal

that employees’ job satisfaction changes significantly after the APF. More specifically, for employees
receiving an APF with a low degree of formalization, job satisfaction increases; employees receiving
an APF that is highly formalized, job satisfaction decreases. Moreover, we find that employees
with a high feedback orientation experience a larger positive effect on job satisfaction in the case of
the more open format (lower degree of formalization) as compared to employees with low feedback

orientation.

Our studies makes three contributions to the literature. Firstly, while previous findings, e.g.,

Boswell and Boudreau! (2002), Kampkotter| (2016) and Nathan et al| (1991)), are based on studies

of large organizations that follow formalized performance feedback processes, we have examined

the relationship in the context of an SME.

Secondly, we show that the effect of APF is contingent upon the employee’s feedback ori-

entation, further supporting the conjecture that the effects of performance feedback cannot be

thoroughly investigated without considering an employee’s individual needs (Braddy et al., [2013;
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Grubbl, |2007; Linderbaum & Levy, [2010).

Thirdly, our study demonstrates that field experiments can be leveraged even in small en-
terprises to generate evidence to improve HRM practices. We use a survey field experiment to
overcome the limitations of traditional survey and longitudinal approaches (M. Lee & Sonl [1998;
Nagyl, [2002; Selvarajan & Cloninger} [2012)). This choice is crucial for several reasons. Firstly, by
conducting our research in a natural firm environment, we ensure that our findings are rooted
in a real-world context. This enhances the external validity of our findings, making them more
applicable and reflective of actual employee behaviors and attitudes in small firms. Secondly, a key
strength of field experiments, and particularly relevant to our study, is the ability to infer causal-
ity with greater confidence. By manipulating the timing of performance feedback and observing
its direct impact on job satisfaction, we establish a causal relationship that is less amenable to
inference by other research designs. Diversity of participants is another key benefit of our field
experiment approach. Small businesses often include a variety of employee roles and backgrounds,
providing a rich tapestry of perspectives that makes them unique compared to larger firms. This
diversity enriches our study by providing a more comprehensive understanding of job satisfaction
across different employee demographics within the small business environment. In summary, our
research reinforces the importance of field experiments in exploring dynamics within organizational
settings. By using authentic responses of employees in small enterprises to performance feedback,
our study makes a significant contribution to both the academic literature and the practice of

business management.

Based on these insights, we are able to derive practical implications for HRM practices in
SMEs, e.g., complementing the work from [Heilmann et al.| (2018). Specifically our findings have
significant consequences for the design of APF. First and foremost, companies must be aware that
APF always has an influence on job satisfaction, at least in the short term. Furthermore, this study
provides evidence that the degree of formalization in the APF session plays an important role for
job satisfaction. In contrast to prior findings, showing that highly formalized conversation should
actually give the employee particularly precise feedback with a positive on job satisfaction (Latham
et al., [1993; Murphy & Cleveland, (1995), we find the contrary. A highly formalized APF has a
negative effect on employees’ job satisfaction in the SME context. By committing themselves to the
APF in written form (i.e., signing the evaluation sheet), employees might automatically link it with
promotion and monetary outcomes. This can cause disappointment afterward or fear and anxiety.
The results by Kampkotter| (2016) point in a similar direction. He stressed that performance feed-

back with monetary outcomes leads to higher job satisfaction, and performance feedback without
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any monetary outcomes can be detrimental. He indicated that this type of performance feed-
back raises expectations, and organizations "may then be better off without performance feedback

processes that give feedback but no rewards” (Kampkotter, 2016} p.767).

Similarly, our results can be linked to prior studies arguing that the introduction of formal
HRM practices is likely to affect small business advantages such as flexibility and informality nega-
tively, which small businesses should rather take full advantage of (Bryson & White, [2018; |Heilmann
et al., |2018; Kaman et al.l [2001). While SMEs with a minimum of formal HRM practices usually
have highly motivated and satisfied employees, employees’ motivation decreases with the introduc-
tion of HRM practices especially when based on extensive formal procedures (Adler & Borys, |1996;
Bryson & White, [2018; [Kaman et al., [2001). Following Bryson and White| (2018]), [Kalleberg and
Buren| (1996)), Kaman et al.| (2001 and |[Li and Rees| (2020), this can be attributed to the fact that
with formal HRM practices employees’ feeling, for example, in relation to participation, autonomy,
information sharing, and open communication, decreases. Thus, SMEs are advised to not give up
their advantage to provide a participatory, flexible and informal work environment that allows for
an open dialogue. These satisfying conditions from an employee’s perspective are highly at risk,
when introducing, e.g., too rigid performance feedback systems, and employees’ job satisfaction

may vanish.

Preserving this informal and participatory approach will become even more important in
the future. While tracking employee behavior (especially their performance) is possible to an
unprecedented degree in times of increasing digitalization, managers could be tempted to reduce
informal and interactive feedback and instead use highly formalized and standardized performance
metrics as the basis for APFs. These metrics may reflect a high degree of accuracy and reduce
perceived supervisors’ subjectivity, but fail to recognize that the exchange between supervisor and
employee serves other purposes (e.g., mutual involvement and coaching) which are essential for

employees’ satisfaction (Grubb, [2007; |C. Lee, [20006).

2.6.1 Limitations and Future Research

Despite the insights provided in this study and the advantages of experimental survey studies, some
limitations regarding the direct comparison of APF with low degree of formalization and APF with

high degree of formalization need to be addressed.

Employees differ between the two groups. We observe that employees receiving A PF with low
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degree of formalization are older (p=.040, MW U-test), more likely to be male (p=.001, x2-test),
earn a higher income (p=.003), and perceive their job as more secure (p=.0001, MWU-test) than
employees receiving APF with high degree of formalization. Although in principle, it would be
possible to control for these differences in regression models, it might well be that the employees
differ on other unobservable characteristics of employees, and it is clear that their assignment to

the corresponding feedback group is non-random.

As we know from the literature on performance feedback, greater latitude for supervisors can
lead to subjectivity and favoritism in APF (Frederiksen et al.l 2020} 2017)). Of course, this cannot

be ruled out in principle. However, in our study we did not find evidence for this.

Moreover, annual performance feedback sessions are conducted by two different supervisors.
Although they receive similar leadership training, it might well be that the way they interpret their
leadership role is different and might confound with our observations comparing APF with high
degree of formalization and APF with low degree of formalization. Since the supervisor for each
group remains the same between the treatments, the effects of receiving feedback on job satisfaction
are sound, directly comparing APF with high degree of formalization and APF with low degree of

formalization need to be interpreted with caution.

Additionally, the fact that our study was performed in a German SME implying that the SME
with 386 employees is larger than the usual 250 employee threshold used in the broader European
context, might limit the generalizability of our results. While this potential limitation is inherent
in field experiments in general, the presented causal effects should be - if at all different- even
stronger in smaller enterprises. Given that the informality tends to be lower in smaller enterprises,
the perceived mismatch between highly formalized APFs and the more flexible interaction between

employees and their supervisors should be even more pronounced.

While our study provides valuable insights into the impact of annual performance feedback
(APF) on job satisfaction in small firms, it is important to acknowledge certain limitations of the
field experiment employed. A first consideration is the nature of our field experiment. Although it
was designed to mimic natural conditions as closely as possible, employees were aware that the study
was related to job satisfaction. This awareness, although not explicit in the experimental design or
its objectives, may have subtly influenced their responses or behaviors. For instance, employees,
cognizant of the focus on job satisfaction, might have subconsciously altered their responses due to
a response bias. This bias, often stemming from a tendency to project a positive image, might lead

to overemphasizing positive aspects of their job satisfaction or downplaying any dissatisfaction,
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thereby skewing the authenticity of their responses. Furthermore, the knowledge of being part of
a job satisfaction assessment could have instigated a behavioral change, akin to the Hawthorne
effect (Adair, [1984), where employees modify their behavior not because of the actual intervention
(the APF in this case) but due to their awareness of being observed or studied. This alteration
in behavior could have been both conscious and unconscious, as employees might respond to the
implied expectations of the study. Additionally, their perception of the performance feedback itself
could have been influenced. With the knowledge that their feedback was being particularly noted,
employees might have accorded more significance to the APF, or conversely, approached it with a
certain skepticism. This altered perception could have a direct impact on how they internalized
and responded to the feedback, as well as on their responses in the subsequent survey. While the
aforementioned factors — response bias, behavioral changes, and altered perceptions of feedback
— are valid considerations, they may not substantially compromise the integrity of our study for
two key reasons. Firstly, the randomized nature of the APF inherently reduces the likelihood of
these factors uniformly influencing all participants. This randomization ensures that any potential
biases or behavioral changes are likely to be distributed across conditions of the experiment, rather
than systematically skewing the results in one direction. Secondly, the study was conducted in a
real-world setting, which inherently encompasses and, to some extent, neutralizes these variables
as part of the natural dynamics of any workplace. In everyday work environments, employees are
frequently subjected to varying degrees of awareness about organizational changes and initiatives,
and their responses naturally adapt to these conditions. Therefore, the impact of such awareness
in our experiment potentially mirrors the typical dynamics in a workplace, contributing to the
ecological validity of our findings. Thus, while these factors are important to acknowledge, they
do not significantly detract from the overall validity and applicability of our study’s conclusions.
Another important limitation is communication among employees. In the workplace, it is difficult
to completely prevent or monitor discussions among employees about ongoing initiatives. While no
formal measures were taken to restrict communication, and management and supervisors did not
report any significant discussions about the survey or the APF process, the possibility of informal
conversations influencing the experiment cannot be completely ruled out. Such interactions, collo-
quially referred to as ”coffee machine conversations,” could potentially lead to perceptions of being
part of an experiment or influence responses to the surveys, albeit to an extent that we believe to

be minimal.

Lastly, the debate regarding the optimal metric for evaluating job satisfaction — whether single-
item or multiple-item scales — has consistently been a central discussion in organizational research.

In our study, while both measures were employed, our primary analysis leaned prominently towards
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the single-item measure for the following reasons.

The primary reason behind our preference for the single-item measure was its inherent ability
to provide a comprehensive overview on an employee’s job satisfaction. As our research centers
around annual performance feedback, covering a range of broad subjects, it was vital to capture an
overall sentiment. The single-item measure allowed us to capture this overall sentiment, avoiding

possible biases towards any particular topic or aspect.

On the other hand, we recognize the intrinsic depth and granularity of the multiple-item
scales. By addressing various dimensions of a construct, these scales provide a nuanced snapshot
of job satisfaction. Such depth becomes especially valuable when the aim is to delve into how
specific facets of job satisfaction might be influenced by distinct interventions or stimuli. Our
supplementary analyses (see Table A6), involving the principal component factor analysis of the
multi-item scale, aimed to capture this depth in a singular cohesive metric. While this approach
provided additional layers of insight, it is important to note that they are not identical to our
initial findings based on the single-item measure. This divergence underscores the complexities

and intricacies inherent in these measures and the phenomena they attempt to capture.

Both measures come with their unique sets of advantages and limitations. While the single-
item measures provide brevity and a panoramic perspective, they can sometimes be seen as su-
perficial. On the other hand, multiple-item scales, in spite of their detailed insights, might intro-
duce challenges like redundancy, respondent fatigue, and potential over-complication (Nagy}, 2002;

Wanous, Reichers, & Hudy, [1997).

In conclusion, our study’s primary inclination towards the single-item measure of job satis-
faction was a contextually informed choice, especially in the background of annual performance
feedback. By also venturing into the multiple-item scale, we hoped to offer a richer, albeit occa-

sionally divergent, perspective, thereby enriching the ongoing discourse in organizational research.

Despite these limitations, which at the same time provide fruitful avenues for future research
endeavors, this paper provides an essential step towards understanding the relationship between
APF and job satisfaction. Moreover, it introduced an important boundary condition on the em-
ployer side, that is, the formal structure of the performance feedback, as well as an essential

moderator (feedback orientation) on the employee side.

A first avenue that warrants further exploration in the context of performance feedback and

employee satisfaction is the role of employee expectations. In general, we know that companies are
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prepared to take action if performance is below their expectations (Cyert, Feigenbaum, & March|
1959)), that poor performance requires change (Zhang & Rajagopalan, 2004]) and that in Small
and Medium-sized Enterprises (SMEs) in particular, they are also very proactive in this change

(Umans, Lybaert, Steijvers, Voordeckers, & Laveren| [2023)).

It is also plausible that in some settings, particularly in SMEs that have not historically
used formal appraisal methods, the shift to formal performance appraisal may alter employee
expectations. Previous literature suggests that unmet expectations, especially when they involve
significant departures from previously established norms, can lead to negative outcomes, including
lower job satisfaction (Bezdrob & Sunjel [2021; Irving & Hansen, [2010). In our study, our design
ensured that employees’ expectations of feedback remained consistent because we did not examine
the transition from high to low feedback formalization or vice versa. The company in our study
had established the formats of providing APF either with a high or low degree of formalization in

the two groups long before our study took place.

Instead, our study focused on measuring satisfaction before and after feedback was provided,
while contrasting employee responses to two different levels of feedback formalization. This design
minimized the potential confounding influence of changing employee expectations. However, the
broader organizational context offers a rich tapestry of factors that can shape employee reactions
to performance feedback. Indeed, the alignment (or misalignment) between employee expectations
and the chosen feedback method may be an important determinant. Organizations contemplating
a change in feedback methods, especially one that departs from established practices, may need
to carefully manage employee expectations. Such management could include clear communication,
training, or gradual introduction of new feedback methods to ensure that the transition is smooth

and employee satisfaction is maintained

Introducing a new feedback mechanism within companies brings opportunities for growth and
improvement, yet it is important to acknowledge that such implementations can also introduce
a host of challenges. One prominent challenge is resistance to change among employees. People
often become accustomed to existing feedback processes, and the introduction of a new mechanism

might be met with skepticism, reluctance or lack of motivation (Szulanski, [1996).

Overcoming this resistance requires clear communication about the benefits and rationale be-
hind the new approach, along with providing adequate training and support to ensure a smooth
transition (Bjorkman & Lervik} |2007)). Inconsistency in the application of the new feedback mecha-

nism is another hurdle that companies might face. Different teams or managers might interpret the
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guidelines differently, leading to uneven experiences for employees or a feeling that the practices
have been forced upon the employees (Bjorkman & Lervik, 2007). Standardizing the implemen-
tation and providing clear guidelines can help ensure that the mechanism is applied consistently

across the organization.

A second direction for future research can be drawn directly from our results. As the result
of our measurement three months after the formal feedback sessions reveal, the differences in job
satisfaction completely vanished (a comparison of job satisfaction between the treatments yield
insignificant results; APF with a low degree of formalization: p=.749; APF with a high degree of
formalization: p=.634, respectively; MWU test). Although we cannot entirely rule out entirely
that external events lead to a change in job satisfaction, it is an open question of how organizations
can design APFs that have a lasting impact. The not that long lasting, but positive effect of APF
with less formalization could thus encourage managers to give feedback in shorter intervals to
maintain the positive effects permanently. This can be implemented easily, especially in SMEs,
due to the flatter hierarchies and more manageable organizational size and structure. Thus, future
studies could investigate whether shorter feedback intervals and feedback sessions taking place
throughout the year e.g. after specific milestones are reached or projects are completed, can lead

to a continuous positive effect of APFs.

Thirdly, while our findings illuminate the transient nature of the negative effects of formal
performance appraisals, they also open the door to a more nuanced understanding of performance
feedback mechanisms. Given that the detriments of formal appraisals dissipate over time, and
considering their inherent benefits, an optimal strategy might involve a hybrid approach. Orga-
nizations could benefit from integrating both formal and informal appraisals into their feedback
processes. For instance, a formal review could be conducted annually, setting clear expectations,
aligning individual goals with organizational objectives, and providing an official record of per-
formance. This could be complemented by more frequent, informal feedback sessions, which may
address real-time concerns, offer ongoing support, and nurture employee development. Such a com-
bination might serve to harness the advantages of both feedback formats, ensuring a continuous
feedback loop while mitigating the short-lived negatives of formal appraisals. By balancing the
strengths of each system, organizations can aim for a holistic approach to performance evaluation,

fostering both employee well-being and organizational efficiency.

Lastly, our study focused on the employees’ perspective on APFs and their effect on job sat-
isfaction; we omited the supervisors. According to |Grubb| (2007)), performance feedback, following

a formal structure, discourages leadership behavior. |Frederiksen et al. (2017) added several as-
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sessment consequences in formalized performance evaluation systems. Therefore, field experiments
could be designed that investigate the reaction of supervisors, for example, when highly formalized
performance feedback sessions are abolished, or the company transitions from a highly formalized
to a less formalized type of APF. Moreover, research that investigates both perspectives, super-
visors, and employees, would provide further insights into how to optimize a company’s formal

feedback settings.
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2.7 Appendix

Table 2.3: Overview of variables and constructs

Construct / Variable Avg. (SE) Items «  Source
Job satisfaction
1-item measure 7.976 (0.119) 1 - |Staelens et a1.| 42016D

Satisfaction with ...

salary 4533 (0.113) 2 .93 |Hackman and Oldham| (1975)
job security 5.274 (0.097) 2 .82
social environment 5.789 (0.063) 3 .78
supervision 5.225 (0.105) 3 .87
career 5.619 (0.074) 4 .76

Feedback related variables

Individual feedback orientation  5.330 (0.054) 20 - Linderbaum and Levy| QQOIOD
Utility 5.423 (0.091) 5 .91
Accountability 4.904 (0.072) 5 7
Social awareness 5.789 (0.063) 5 .85
Self efficacy 5.205 (0.068) 5 .90

Informal feedback environment  5.031 (0.077) 32 - |Steelman et al.| 42004[)
Source credibility 5.245 (0.097) 5 .92
Quality 5151 (0.100) 5 .92
Delivery 5.334 (0.079) 5 .78
Freq. of favorable feedback 4.804 (0.107) 4 .92
Freq. of unfavorable feedback  4.688 (0.093) 4 .93
Source availability 4.920 (0.110) 5 .87
Promotes seeking 5.072 (0.078) 4 .75

Satisfaction with APF 31 -
General satisfaction 4.757 (0.091) 3 .89  |Giles and Mossholder| (1990
Satisfaction w system 4.090 (0.084) 3 .90 |Giles and Mossholder| (1990
Utility 2514 (0.063) 4 .88 |Greller] (1978)
Accuracy 5.339 (0.093) 9 .96 [Stone et al](1984)
Procedural fairness 4.878 (0.092) 4 .96 |Keeping and Levy| QQOOOD
Interactional fairness 5.922 (0.083) 4 .88  [Elicker et al. (2006)
Distributional fairness 3.895 (0.064) 4 91 |[Korsgaard and Roberson| (1995)

Note: The table shows an overview of the constructs and variables with the respective source. Avg. (SE) stands
for average unstandardized value (standard error). « stands for Cronbach’s alpha. The survey was administered in
German. All survey questions are available upon request.



Table 2.4: Correlation table for employees receiving A PF with high degree of formalization

(1) (2) 3) (4) (5) (6) (7) (8) 9 (10
(1) Job satisfaction (1-item) 1
(2) Individual feedback orientation  0.309** 1
(3) Informal feedback environment  0.356***  0.652*** 1
(4) Satisfaction with APF 0.499***  0.406™**  0.743*** 1
(5) Gender (1 if female) 0.0249 0.209 0.0111  -0.0280 1
(6) Age -0.157  -0.268*  -0.267*  -0.228*  -0.277** 1
(7) 1 if married 0.102 -0.104 -0.0230 0.0333 -0.144  0.372*** 1
(8) Organizational tenure -0.115 -0.123 -0.0855  -0.0401  0.0122  0.384***  0.190 1
(9) Income (1 if above median) -0.170 -0.183 -0.0811  -0.0452  -0.0945 0.194 0.0369 0.140 1
(10) Job security 0.337** 0.103 0.286**  0.389***  0.0440 -0.112  -0.0311 0.156 0.0729 1

Significance indicators: * p < 0.05, ** p < 0.01, *** p < 0.001
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Table 2.5: Correlation table for employees receiving APF with low degree of formalization

(1) (2) 3) (4) (5) (6) (7) (8) 9  (10)
(1) Job satisfaction (1-item) 1
(2) Individual feedback orientation  0.335** 1
(3) Informal feedback environment  0.367***  0.570*** 1
(4) Satisfaction with APF 0.374***  0.451***  0.851*** 1
(5) Gender (1 if female) 0.0433 0.0602 0.0924 0.134 1
(6) Age -0.190  -0.0929  0.0731  0.125  -0.148 1
(7) 1 if married 0.0124 0.0844 0.0908  0.0303 -0.00223 0.199 1
(8) Organizational tenure -0.0682 0.205 0.167  0.0805 -0.0291 0.254* 0.149 1
(9) Income (1 if above median) -0.127  -0.0583  -0.233* -0.162 -0.297*  0.247* 0.0129 0.136 1
(10) Job security 0.276* 0.153 0.229* 0.224*  -0.0884 -0.121 0.0713 0.155 -0.0986 1

Significance indicators: * p < 0.05, ** p < 0.01, *** p < 0.001
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Table 2.6: Intercorrelations of job satisfaction measures

(1) Job satisfaction (1-item) 1

Satisfaction with ...

(2) salary 0.572%** 1

(3) job security 0.650***  0.507*** 1

(4) social environment 0.674***  0.448***  0.450*** 1

(5) supervision 0.446***  0.532***  0.355"**  (0.480*** 1

(6) career 0.547*** 0.352*** 0.317*** 0.573*** 0.582*** 1

Significance indicators: * p < 0.05, ** p < 0.01, *** p < 0.001

Table 2.7: Balance checks

Dependent variable
1 if APF received, 0 No APF received yet

Employees receiving APF with ...

...Jlow degree ...high degree
of formalization of formalization
Independent variables (1) (2)
Feedback related controls
Individual feedback orientation 0.80*** 0.37
(0.22) (0.23)
Informal feedback environment -0.36 0.61*
(0.30) (0.32)
Satisfaction with APF 0.36 -0.55*
(0.36) (0.29)
Socio-demographic controls
Gender (1 if female) -0.72% 0.04
(0.42) (0.31)
Age -0.00 0.01
(0.02) (0.03)
Martial status (1 if married) 0.10 0.05
(0.33) (0.33)
Job related controls
Organizational tenure -0.05 0.03
(0.04) (0.04)
Income (1 if above median) 0.04 -0.01
(0.38) (0.33)
Job security -0.13 -0.23
(0.23) (0.15)
Constant -1.15 1.82
(1.70) (1.51)
Observations 73 84

In this table we display the coefficients (robust standard errors in parentheses) of a probit regression predicting
whether an employee was in the treatment APF received or in the treatment No APF received yet. Significance
indicators: *** p <.01, ** p <.05, * p <.1.
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Figure 2.4: Annual performance feedback form

1. Working conditions: What tools or working conditions would help you to do an even better
job? (e.g., Workplace equipment, space situation, health at work, compatibility of work and
family, working time)

2. Performance evaluation:

(a) Work results (Automatically pre-filled)

e Number of contracts:
e Number of contract concluded:
e Sales revenues:

Telephone times:
e Achievement of targets compared to average team target:

(b) Professional competence: Self-Assessment/Supervisor Assessment (scale from ”strongly
exceeded” to ”unfulfilled”)
e Professional expertise:
e Social behavior:
e Solution orientation:
e Communication skills:
e Entrepreneurial understanding:
e Additional comments:
e You are good at:
e You can still develop:

3. Summary of performance evaluation: (scale from ”clearly exceeded” to ”unfulfilled”)

e Professional expertise:

Social behavior:

Solution orientation:
e Communication skills:

e Entrepreneurial understanding:

4. Individual target agreement: ”Please formulate targets ‘smart’ (what, when, how?)”



81 Chapter 3. Input-Based Relative Performance Feedback

Chapter 3

Motivating Low Performers with Input-Based Rel-

ative Performance Feedback

Abstract

A growing challenge for firms is providing performance feedback that motivates low-performing
employees. We conducted a field experiment that examined whether this can be achieved by
implementing a typically overlooked form of relative performance feedback, which facilitates the
comparison of employees based on inputs. Our findings reveal that input-based relative perfor-
mance feedback increases input-based performance among low performers without affecting high
performers. We also find that selecting the right type of input ultimately increases the contribu-
tions of low performers to the firm’s output. Together, our findings support our prediction that
input-based relative performance feedback offers a path for low performers to close the gap between
them and high performers by directing them to the essential inputs high performers use to generate
output. Our study adds an important refinement to how relative performance feedback facilitates
upward social comparison and has implications for firms seeking to motivate low performers in

their workforce.

*This paper, cited as |[Rilke, van Pelt, Guenther, and Lehnen| (in preparation|), was originally submitted at
Contemporary Accounting Research on 15.03.2024 and is currently undergoing final revisions after final resubmission.

It has previously received a rejection in round 2 at The Accounting Review on 29.02.2024.
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3.1 Introduction

A growing problem for firms is that some employees are not performing as well as they could.
For example, it is estimated that at least half of the U.S. workforce consists of “quiet quitters,”
employees who do not want to go above and beyond at work and barely fulfill their job description
(Harter, 2022). This trend aligns with the findings of |Gallup| (2022), which has documented a
decline in employee engagement, with the proportion of engaged workers decreasing to 32% and
the proportion of actively disengaged workers increasing to 18% in 2022. To address the challenge
of low-performing and unmotivated employees, the firm-employee matching view in management
accounting suggests that employees who cannot or do not want to keep up should ideally be phased
out and replaced by more motivated and better performing employees who have a better fit with
the firm’s internal accounting systems (e.g., |[Abernethy et al., |2015; (Campbell, [2012; Deller &
Sandino, 2020). However, this conventional solution is not practical for firms with high turnover

costs and shortages of skilled workers (Gallol 2014} Jager & Heining, [2022).

When replacing low performers is not feasible, firms can modify their internal accounting sys-
tems to help these employees catch up with high performers. Traditionally, internal accounting
systems measure performance information for the purpose of performance evaluation and com-
pensation processes (Brickley, Smith, & Zimmerman), 2020; |Zimmermanl, [2020)). Firms typically
select output-based performance information, such as average unit cost, revenues, sales volume,
and profit, because they are readily available in these systems and closer to the objectives firms
and their external stakeholders care about. However, the inputs required to realize these outputs
are often not included by default. Therefore, low performers may find it challenging to trace
their input levels and determine if they are calibrated to achieve maximum output. This raises
the question of whether an internal accounting system that distributes performance information
about input-based performance can motivate low performers to close the gap between them and

high-performing employees.

In this study, we used a field experiment to test whether input-based relative performance
feedback motivates low performers and, therefore, how it might complement the output-based
internal accounting systems that firms tend to have in place. Relative performance feedback
based on inputs, such as hours worked, materials used for production, and potential customers
approached, has the advantage of comparing employees based on easy-to-influence performance
information, a characteristic known as controllability in the management accounting literature (e.g.,

Antle & Demskil [1988; |Arya, Glover, & Radhakrishnan| 2007} |[Feltham & Xie, [1994). We expect
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that featuring the right inputs in relative performance feedback offers a path for low performers
to close the gap between them and high performers. Namely, it has the potential to direct low
performers to the essential activities and resources that high performers use to generate output for

the firm and away from those that do not.

Although our field experiment tests whether input-based relative performance feedback can
get low performers back on track, it does not feature a comparison with other forms, like output-
based relative performance feedback, for two important reasons. First, not every firm benefits from
disseminating this feedback among employees. The benefits of an output-based benchmark derive
from its ability to help employees interpret their individual output-based performance (Eyring et
al.,|2021; Eyring & Narayanan| 2018} [Song, Tucker, Murrell, & Vinsonc, |2017)). Many firms already
provide their employees with customized individual output-based benchmarks, targets, and goals,
which implies that providing another benchmark based on peers’ outputs has little additional value.
Second, we do not feature output-based relative performance feedback because previous research
has already focused much on studying this form (Schnieder} 2021} |Villeval, |2020a)). Some empirical
research even finds that output-based relative performance feedback can decrease the performance
of low performers (e.g., Bursztyn & Jensen| 2015} |Goulas & Megalokonomou [2021)). We expect
that input-based relative performance feedback will thus offer an effective complementary tool to

increase the performance of low performers, making it meaningful to study it in its own right.

We conducted our field experiment in the sales department of a company that develops software
for the logistics industry. This field setting has at least three advantages. First, all sales employ-
ees are comparable because they have the same job description: Calling potential customers to
convince them to buy a software license. Second, the company provides each sales employee with
annual output-based performance feedback, i.e., their annual software license sales, including a
customized output-based performance goal. In addition, the company also measures, but does not
disseminate, performance feedback based on inputs, that is, the number of calls and the length
of each call. Access to both input and output data enables us to carefully examine how an inter-
vention focused on inputs would affect different performance dimensions. Third, sales employees
differed considerably in their performance before implementing our intervention. Although their
task description is identical, there are different inputs that they can focus on to generate outputs.
Specifically, sales employees can focus on making many calls (a volume strategy) or longer calls (a
value strategy). Although a volume strategy is the dominant strategy for selling licenses according
to the company, the pre-study data reveal heterogeneity in the strategy employees choose, creating

variation in the number of licenses sales employees sell.
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During our field experiment, all sales employees started receiving periodic input-based in-
dividual performance feedback based on the number of calls they made in the previous period.
Furthermore, we exogenously manipulated whether they also received input-based relative perfor-
mance feedback, namely, whether they scored above or below the average number of calls made by
the entire sales division. According to our predictions, input-based relative performance feedback
should guide low performers toward a volume strategy. Consistent with our predictions, our first
main finding is that receiving input-based relative performance feedback increased the input-based
performance of low performers. Specifically, learning that others make more calls signals that a vol-
ume strategy (making many calls) is a successful strategy to increase license sales. As a result, low
performers increased the number of calls they made. Additional analyses reveal that low performers
who received input-based relative performance feedback increased their output-based performance
more and faster during the field experiment than those who only received input-based individual
performance feedback. This result suggests that being directed to pursue a volume strategy helps
sales employees make and learn about landing license sales and confirms that a volume strategy

dominates a value or any other strategy sales employees might have been using.

Our second main finding is that the performance-enhancing effect of input-based relative
performance feedback is attenuated for high performers. Specifically, we did not find evidence of a
statistically significant change in the number of calls sales employees made in response to learning
that they make relatively many calls. High-performing sales employees experiencing a performance
ceiling cannot explain this finding because high performers have enough "room” to shift even further
to a volume strategy, which they do in response to input-based individual performance feedback.
Since the performance-enhancing effect of input-based relative performance feedback is attenuated
for high performers, we also obtain indirect process evidence for the first main finding (Asay,
Guggenmos, Kadous, Koonce, & Libby, 2022)). Specifically, being a high performer effectively
blocks the conceptual process central to the performance-enhancing effect of input-based relative
performance feedback for low performers. In other words, high performers have less to gain from
learning that they successfully use a volume rather than a value strategy. We also obtain process
evidence by unobtrusively measuring the processes at play during the field experiment. Specifically,
we observe that low performers steadily increase the number of calls over time as soon as they start
learning that they make relatively few calls, while high performers do not change their call behavior

differently depending on whether they receive this feedback.

Together, our findings support our prediction that input-based relative performance feedback

is a tool that enhances the positive effects of upward social comparison processes (e.g.,D. J. Brown,
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[Ferris, Heller, & Keeping], [2007}; Festinger}, [1954}; |Smithl [2000; Suls & Wheeler| |2013)). As it is subject

to little noise, it creates feelings of control and provides guidance on how low-performing employees
can improve. In this way, it helps low-performing employees direct their attention toward a relevant
work input and what they can do to close the performance gap in the future. Although input-
based relative performance feedback enhances the benefits of upward social comparison processes,
it offers fewer advantages for downward social comparison processes. Specifically, high performers
do not react to input-based relative performance feedback to the same extent, as they stand to gain
less from being directed toward the relatively controllable and (for them) familiar inputs that they
utilize relatively well. The finding that the performance-enhancing effects of input-based relative

performance feedback are attenuated for high performers is consistent with utility theories such as

social loss aversion (Camerer] [1998; Loewenstein, Thompson, & Bazerman) [1989).

Our study makes several contributions. Firstly, we contribute to empirical research on relative
performance feedback. The broader literature has provided inconclusive results on the performance-
enhancing effects of providing relative performance feedback to low performers (see
and for comprehensive reviews). Furthermore, previous field research in account-

ing shows that performance-enhancing effects can depend on specific design parameters of the

feedback system (Casas-Arce et al 2021} Casas-Arce & Martinez-Jerez, [2009} [Eyring et al.|, 2021}

[Eyring & Narayanan| [2018; [Kohler, Mahlendorf, Seiter, & Vogelsang), [2023)). Furthermore, labora-

tory evidence shows that the precision (Hannan et al.;|[2008), publicity (Hannan, McPhee, Newman,|
[& Tafkovl [2013} [Tafkovl [2013)), language (Erickson et all,[2021} [Loftus & Tanlul [2018)), and labeling

(Knauer, Sommer, & Wohrmann, [2021)) of relative performance feedback can change its effect on

employee motivation and performance. The vast majority of these studies analyze relative per-
formance feedback based on performance outcomes and outputs, such as sales, production, and
customer satisfaction. Our field experiment adds to this literature showing that input-based forms
can motivate low performers and, therefore, complement the output-based performance measure-

ment systems and benchmarks firms tend to already have in place.

Second, our study contributes to the literature on input- and output-based performance mea-
sures. In addition to being closer to the objectives that firms care about, outputs help encourage

employees to use and share specific knowledge and perform well in creative tasks (Briiggen, Fe-
lichter, & Williamson, 2018; Hwang, Erkens, & Evans| [2009; |Ortegal [2009; Prendergast, 2002).

Our study highlights particular advantages of using inputs that are not well documented in the
literature: The (perceived) controllability of inputs has clear benefits for directing low performers’

efforts. Our findings reveal that the increase in inputs eventually translates into more outputs by
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familiarizing employees with the input-output process.

Finally, we contribute to the emerging literature on non-incentivized performance feedback
processes. Although much of the accounting literature has focused on the motivational and learn-
ing effects of performance feedback in the presence of high-powered incentives (e.g., |Casas-Arce,
Lourenco, & Martinez-Jerez, 2017, Hannan et al., |2008; Sprinklel 2000; [Thornockl, |2016)), many
firms have started to separate performance feedback from incentives such as bonuses and promo-
tions (e.g., Rosenfeld}, 2021). Given these trends in practice, a recent stream of empirical accounting
research has studied the effects of performance feedback in the absence of high-powered incentives
and with a particular focus on learning and other behavioral effects (e.g., [Erickson et al., 2021}
Lourenco, 2016]). Our findings build on this literature by showing how input-based relative perfor-
mance feedback (in and of itself) can increase the motivation and performance of low-performing

employees.

3.2 Related Literature and Hypothesis Development

3.2.1 Background

Our study builds on literature examining the performance-enhancing effects of providing both
relative and individual performance feedback. Individual performance feedback provides employees
with information about their past performance levels without comparing their performance with
that of their peers. In many firms, employees receive some form of feedback on how well they
performed or somehow tracked their performance. In addition, many firms also provide relative
performance feedback to employees. Thus, they receive a comparison of their past performance with
that of a peer group. A peer group can consist of direct co-workers, team members, or employees
of entire departments. One of the first studies that examined the performance-enhancing effects
of peer comparison was conducted in psychology. [Triplett| (1898) observed in a study that cyclists
rode faster against an opponent than against the clock. Since the publication of that study, various
forms of peer comparison have been identified, including forms facilitated by firms’ performance

feedback systems and naturally found in workplace settings.

Empiricists have used various, often related, theories to explain the performance effects of
relative performance feedback. The most established and commonly accepted theories describe

how relative performance feedback enables social comparisons and induces employee status con-
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cerns. For instance, social psychologists have long documented the self-enhancing and motivating

properties of social comparisons (e.g., [D. J. Brown et al. 2007, [Festinger, 1954). Learning that

you outperform your peers can generate pride, whereas learning that peers are outperforming you
can generate shame (Smithl [2000). As employees can be socially competitive, relative performance
feedback should motivate them to improve, even without strong monetary incentives. More re-

cently, economists have also started developing related theoretical models that incorporate social

status and image concerns into utility functions (Auriol & Renault| |2008} Besley & Ghatak| 2008;
2006). These models provide distinct yet related theoretical underpinnings for predicting

the improvements in performance generated by relative performance feedback.

Most empirical studies on relative performance feedback confirm its performance-enhancing

effects. For example, field experiments conducted in educational settings have found that relative

performance feedback has positive performance effects for teachers (Goulas & Megalokonomoul,
2020) and students (Cotofan, [2019; Eyring & Narayanan| [2018} Hermes, Huschens, Rothlauf, &
2021)). Field experiments in workplace settings provided evidence that relative performance

feedback has positive effects when employees receive piece-rate pay (Blanes i Vidal & Nossol, 2011)
when it is made public (Bradler, Dur, Neckermann, & Nonl 2016; [Kosfeld & Neckermannl| 2011),
and when it is delivered both with and without individual performance feedback
. Moreover, the performance-enhancing effects of relative performance feedback have emerged

in laboratory experiments where participants usually lack extensive experience with the task or with

the individuals with whom they are paired, which makes relative performance feedback particularly

informative for revising past effort decisions (Erickson et al., 2021} |Gill, Kissova, Lee, & Prowse,

2019; Hannan et al., 2008; [Hannan, McPhee, et al., [2013; [Loftus & Tanlu, 2018; Tafkov} 2013).

Although it is generally believed that relative performance feedback has performance-enhancing
effects, these effects are far from universal. An increasingly common finding in the empirical liter-
ature is that the performance-enhancing effects do not always materialize, especially for those who
learn that they perform worse than their peers. When learning that their peers outperform them,

low performers may throw in the towel and feel less inclined to continue competing for performance

ranks (Barankay| [2011}; Bursztyn & Jensenl, [2015; |Goulas & Megalokonomoul, [2021)). In addition to

these mixed effects on performance, laboratory experiments have shown that relative performance

feedback can even have undesirable effects. For example, it can cause employees to distort effort,

including sabotage and cheating (Charness, Masclet, & Villeval, [2014]), as well as misallocation

of effort in multitasking settings (Hannan et al. [2008; Hannan, McPhee, et al| 2013} Hannan,|

McPhee, Newman, & Tafkovl [2019). Under certain circumstances, relative performance feedback
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may also have less pronounced performance-enhancing effects on high-performers’ performance. For
instance, if their social ties are sufficiently developed, high-performers may internalize the negative
externalities of their low-performing peers, which, in turn, may lead them to reduce their efforts
in response to learning that they outrank their peers (e.g., |Ashraf, 2019; Blader, Gartenberg, &
Prat), 2020). A related explanation for this finding can be given using social norms, where it is said
that relative performance feedback encourages high performers to conform to a lower performance

standard (Brade, Himmler, & Jéckle, [2018; |Casas-Arce & Martinez-Jerez, |2009)).

3.2.2 Hypothesis Development

Our study expands the empirical literature on relative performance feedback by examining how it
can be designed to motivate employees who perform poorly relative to their peers. We posit that
a particularly effective approach involves featuring relative performance feedback on inputs. Ex-
amples of inputs include hours worked, time spent on certain tasks, production processes initiated,
and customers approached. Although inputs are not entirely new to the accounting and economic
literature (Milgrom & Roberts, 1995} |Ortegay, |2009; |Prendergast], [2002), they represent a type of
performance information that firms can gather and disseminate along with the more commonly
featured outputs. Previous laboratory studies have investigated the impact of providing employees
with information on inputs. For example, Briiggen et al.| (2018) conducted a laboratory study
input and output targets in the context of motivating creative performance. Their findings demon-
strate that providing both types of targets improves the performance of creative tasks compared
to presenting only one or none of these targets. Previous laboratory studies have also examined
input-based relative performance feedback. [Hannan, Towry, and Zhang| (2013), for example, exam-
ined the effects of making peer effort observable in the context of rank-order tournaments. They
find that the observability of peer effort increases or decreases effort, depending on participants’
inclination to compete or collude. Another laboratory experiment by |Yatsenko (2022) compared
input-based to output-based relative performance feedback. The results show that these two forms
can interact. Input-based relative performance feedback increases productivity, but this effect is

muted when output-based relative performance feedback is also present.

Our study differentiates itself from previous laboratory research by testing the causal effects
of input-based relative performance feedback in the field. Our specific focus is on testing whether
adding a form of input-based performance information, i.e., input-based relative performance feed-

back, motivates low performers and, therefore, how it might complement the output-based internal
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accounting systems that firms tend to have in place. Firms’ internal accounting systems typi-
cally feature output-based performance information and benchmarks, such as average unit cost,
revenues, sales volume, and profit, by default because output-based performance information and
benchmarks are used for external reporting purposes and help trace the objectives stakeholders
care about. However, the inputs required to realize these outputs are often not automatically
included in firms’ internal accounting systems. Therefore, low performers may find it challenging

to trace their input levels and determine if they are calibrated to achieve maximum output.

Our study considers whether an internal accounting system that also distributes input-based
relative performance feedback can motivate low performers to close the gap between them and
high-performing employees. A key advantage of using inputs is that employees find them easy to
influence and control, a performance measurement property also referred to as controllability (Antle
& Demskil, [1988; |Christensen & Demski, 2003). The controllability of inputs is why we consider
whether input-based relative performance feedback helps motivate low-performing employees and
increase their performance. We expect that featuring the right inputs and a peer benchmark offers
a path for low performers to close the gap between them and high performers. Specifically, it has
the potential to reveal the essential activities and resources that high performers use to generate

output for the firm and away from those that do not.

Since input-based relative performance feedback can reveal essential activities and resources
to low performers, we expect it to provide them with feelings of being in control and concrete
guidance on how to close the gap between them and their higher-performing peers in the future.
Through the lens of social comparison theory (e.g.,|D. J. Brown et al., |2007; [Festinger} |1954; |Smith),
2000; [Suls & Wheeler}, 2013 [Tesser & Campbell, [1980]), we expect that increased perceived control
and guidance enhance the positive effects of upward social comparison processes. Specifically,
low performers will attribute differences in performance ranks to differences in behaviors and
decisions. Furthermore, input-based relative performance feedback will prevent low performers
from attributing differences in performance ranks to uncontrollable events (or explanations outside
their control), such as differences in experienced luck and ability (e.g., Bol & Smith| 2011} [Feltham
& Xie, 1994). Therefore, we predict that input-based performance rank gives low performers a

sense of direction on how to catch up to their high-performing peers.

Although inputs are more controllable and direct low performers to the relevant actionables,
there is tension in whether and how they will react to this information. Firstly, without tying
the input-based relative performance feedback to incentives, such as bonuses, promotions, career

prospects, and other types of rewards, low performers may not find the motivation to catch up
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to their high performing peers in terms of inputs. Secondly, many firms already provide their
employees with other customized individual benchmarks, targets, and goals, implying that provid-
ing an additional input-based benchmark based on peers may not have additional value. Taking
into account and tracking the progression toward yet another peer-based benchmark could prove
too much when employees are at the limits of their information processing capacity (Mackowiak,
Matéjka, & Wiederholt], 2023} Sims, [2003). Lastly, knowing a key reason why you are behind your
peers could also be confrontational, making low performers more prone to giving up. At the very
least, output-based forms of relative performance information have produced similar adverse effects

among low performers (Bursztyn & Jensen, [2015; |Goulas & Megalokonomou, [2021)).

Although the effects of input-based relative performance feedback on low performers are not
clear-cut, we expect that the sense of control and direction that input-based relative performance
feedback provides outweighs the potential processing and intrinsic cost of being confronted with why
low performers are lagging behind. Based on this reasoning, we predict that input-based relative
performance feedback will prompt low performers to improve their efforts to increase input-based

performance more than providing them with input-based individual performance feedback only.

Hypothesis 1 Input-based relative performance feedback has a positive effect on low per-

formers’ input-based performance.

The theory central to the first hypothesis applies to low-performing employees because they
benefit more from the insights produced by the input-based relative performance feedback. This
information makes them feel in control and provides concrete guidance on how to close the gap
between them and high performers. Due to the sense of control and guidance that input-based
relative performance feedback provides, we expect that it will motivate them to increase their
input-based performance. Like low performers, high-performing employees can also engage in
social comparison and experience status concerns when receiving input-based relative performance
feedback (e.g., [D. J. Brown et al. 2007, |[Festinger, [1954; [Smith, [2000; |Suls & Wheeler, |2013).
However, unlike low performers, high performers have less gain from the sense of control and
guidance provided by input-based relative performance feedback. Since they perform relatively well
on the reported input-based performance measure, they should be more familiar with the input
than low performers. In addition, they should already feel a relatively strong sense of control over
their input-based performance. Therefore, the self-enhancing and motivating properties of receiving
input-based relative performance feedback should be curbed for high performers. They should feel
less pressure to widen the gap between themselves and low performers than low performers feel

that they should close the gap.
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The prediction that the performance-enhancing effect of input-based relative performance
feedback is attenuated for high performers is consistent with social loss aversion (Camerer, [1998)),
which can be viewed as applying the loss aversion concept (Kahneman & Tversky, [1979; [T versky
& Kahneman, [1992) to social utility functions (Loewenstein et al. [1989)). Social loss aversion is
applicable in circumstances where people can, relatively effortlessly and without error, infer each
other’s standing. When applied to the context of input-based relative performance feedback, social
loss aversion describes the tendency of employees to discount being perceived as a low performer
(i-e., someone who scores relatively poorly on inputs) more than value being perceived as a high
performer (i.e., someone who scores relatively well on inputs). In other words, the absolute disutility
of an employee to be perceived as a low performer on inputs is greater than its utility to be perceived
as a high performer on inputs (Lim, 2010). Based on our prediction, consistent with social loss
aversion, we predict the moderation of the theoretical process central to hypothesis 1, namely
that input-based relative performance feedback increases the desire of high performers to improve
their relative standing less than it increases the desire of low performers to improve their relative

standing.

Hypothesis 2 The positive effect of input-based relative performance feedback on input-based

performance is weaker for high performers compared to low performers.

3.3 Research Method and Field Setting

3.3.1 Company Background

We conducted a field experiment in a sales division of a software company to test our hypothesis.
The company is family-owned, has been in business for over 20 years, is located in the North-West
of Europe, and employs more than 500 employees. The company’s main business activity is the sale
of software licenses to firms in the logistics industry. Software licenses give customers the right to
use the software without restrictions (the so-called flat-rate usage). The company’s sales division is
an ideal setting to test the effects of input-based relative performance feedback on low performers.
The company has low employee turnover, and recruiting new salespeople is a challenge. Either the
sales employees must already have experience with selling software in the logistics industry or they

need to undergo significant training before they can be effective in their job roles.

The sales department staff receive sales leads through internal customer relationship manage-
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ment software (CRM). Leads are generated through inbound marketing activities. A sales lead
is a potential customer registered on the software company’s website by providing their personal
contact information and company data. Registering on the software company’s website implies
that the customer has expressed interest in the software license. However, it is not a contrac-
tual commitment on their part to purchase the license. Each year, the software company receives

approximately 75,000 new sales leads.

Sales employees contact potential customers and try to convince them to buy a license for a
fixed price. To follow up on sales leads, they access sales software, which presents a list sorted
according to the potential customer’s registration date and time. All sales employees have access to
the same list, on which there are always sufficient potential customers. The marketing department,
responsible for the inflow of sales leads, continuously updates the list as sales leads come in. Sales
employees can select leads and assign themselves to them. Once a sales employee selects a sales
lead, it remains assigned to that employee, which ensures that multiple sales employees never
contact potential customers. Although there is no limit to the number of leads a sales employee

can select, supervisors monitor those who select sales leads without processing them.

To convince potential customers to buy a license, employees must be familiar with the prod-
uct, competitors that sell similar products, the desires and needs of customers, and the logistics
industry. Consequently, the company devotes considerable resources to selecting and training new
sales employees. The company prefers to retain sales employees who possess the required specific
knowledge and complete their training. It is challenging and costly to replace trained sales em-
ployees with new ones because recruits who replace more experienced sales employees must have
or build sales experience and be trained to sell the specialized software licenses that the company

sells.

3.3.2 Performance Measurement and Incentives

All sales employees receive a fixed monthly salary without additional monetary compensation
related to their performance. They are also not offered explicit promotion-based incentives on
a regular basis. However, at the beginning of each year, managers sit with each employee to
determine their individual performance goal for the year, establishing how many software licenses
they expect each employee to sell (i.e., outputs). Although these goals are jointly determined and
established on a case-by-case basis, important drivers are (1) what the manager and the employee

believe is achievable for the employee and (2) what the firm’s predictions forecast for the year. The
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employee’s annual individual performance goal is broken down into a weekly individual performance
goal by dividing the annual individual performance goal by the number of working weeks in the

upcoming year, accounting for vacation weeks.

The primary aim of individual performance goals is to (1) help sales employees assess how
many software licenses they should strive to sell in a particular period and (2) help the software
company realize its projected license sales for the upcoming year. In the event of extreme deviations
from the individual performance goal, management may discuss the situation with the respective
sales employee to try to find a solution that increases the likelihood that the sales employee reaches
the individual performance goal in the future. In such circumstances, they may also consider the
sales employee’s number of calls (i.e., inputs). In this way, large discrepancies between sales of
sales licenses and individual performance goals can help the company update its sales projections
for the future. Sales employees understand that their individual performance goals contribute to
their job development and the company’s sales forecasts. They can access their progress in meeting

their goals at any time using CRM software.

Management does not use individual performance goals for promotion decisions and no bonuses
or penalties are tied to the goals. Therefore, employees have no economic incentives to meet/beat
their goals or avoid them, so they avoid challenging goals in the future, which is also known as the
ratcheting effect in the literature (Bouwens & Kroos| [2011;[Indjejikian, Matéjka, & Schloetzer, [2014;
Matéjka, Mahlendorf, & Schaffer], 2022)). Salary increases and bonuses occur on a discretionary basis
and only through a process separate from individual performance goals. Specifically, salaries may
increase based on tenure and job market developments. Promotions within the sales department
are rare because the profile of the sales employee function is specialized and does not overlap much

with other roles within the company.

3.3.3 Data Monitoring and Availability

The sales department of the software company is especially well-suited for testing our hypotheses
for several reasons. First, the software company keeps records of output-based performance in-
formation (i.e., the degree to which sales employees achieve their individual performance goals).
Second, it keeps records of input-based performance information, such as the number of calls sales
employees make and their duration. Third, sales employees know that the company monitors in-
puts as well as the degree to which they achieve their individual performance goals. The number

of calls that sales employees make is particularly relevant and considered a strong predictor of
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whether sales employees will achieve their individual performance goals. One manager described it
as “Making calls equals selling licenses.” This comment signaled management’s belief that inputs
eventually translate into outputs. Based on these conversations, we decided that the company was

a good candidate to test the effects of our planned field interventionﬂ

Although previous research on relative performance feedback often featured one-shot interven-
tions (Schnieder} [2021} |Villeval, [2020a)), the software company gave us access to data over a long
time horizon. Specifically, they gave us access to the number of calls and the duration of the calls
for 14 weeks (i.e., 6 (8) weeks of pre-experiment (field experiment) data). The system registers a
call when a connection is established between the caller (i.e., the sales employee) and the recipient
(i.e., the potential customer). An attempted call may not be registered if a recipient does not
answer or the correct recipient cannot be reachedﬂ In addition to the number of calls and their
duration, the software company gave us access to the number of licenses sold and the individual

performance goal of each sales employee.

3.4 Experimental Design

3.4.1 Procedures and Treatments

Before conducting the field experiment (that is, at week 34 of the year in which we conducted
the study), we launched a pre-experimental survey in which we collected basic information on
demographic and individual characteristics of the employees to serve as additional control variables
(see Table in the Appendix for a detailed description). In the pre-experimental survey, we also
asked employees to give their consent to take part in our study. Although consenting participants
were aware that they were being studied, they were unaware of how our treatments varied across
all participants. We disclosed that we keep all data strictly confidential and would only use it
for research in an anonymous form. In the survey, we also explained that we would not pass the
data on to third parties and that the research results would not allow conclusions to be made
about specific individuals. After the pre-experimental survey, the firm gave us access to the sales

employees’ performance data in weeks 37 through 42 (six weeks). These company data helped us

IThe management’s belief was proven to be justified since we found a significant correlation between the average
number of weekly calls and the average number of licenses sold in a week (p=.3520, two-tailed p-value= .001).

2This detail also clarifies the conceptual distinction between inputs and effort. Although inputs are relatively
controllable and representative of the effort employees exert, they are still measurable and observable (unlike the
concept of effort).



gather information on the employees’ benchmark performance. The duration of the experiment was
from the start of week 43 to the end of week 50 (eight weeks).During the experiment, sales employees
received four biweekly emails containing performance feedback. Each email included performance
feedback from the previous two weeks. Emails were sent to employees early on Monday mornings,
allowing their reactions to unfold over the next two weeks (see Figure for an example email)ﬂ
In addition, eight weeks after week 50, we conducted a post-experimental survey to elicit reflections

and some more general attitudes.

Figure 3.1: Example Email with Performance Information

Subject line: PERFORMANCE INFORMATION
Hello Daniela,

For your information:

You have made 90 calls in the last two weeks.

{ Begin Treatment }
This number is below the average of all employees in the sales department at firmname.
{ End Treatment }

Many greetings and continued success!

Notes: Figure 4.1 shows an example of the biweekly emails sales employees received. The text between the {
Begin Treatment } and { End Treatment } indicates the difference between the two experimental conditions. In this
example, the sales employee was below the average of the sales employees in the sales department. If a sales employee
was above the average of the sales employees in the sales department, the email would report this information instead.

The firm name remains anonymous for the purpose of this manuscript.

To study the influence of input-based relative performance feedback, we randomly assigned
each sales employee to receive one of two conditions during the period of the field experiment
(i.e., weeks 43 through 50). A sales employee either received input-based individual performance
feedback (i.e., the number of calls made in the previous two weeks; henceforth, the Baseline con-
dition) or input-based individual performance feedback and information on whether this number
was above or below the average in the sales department (hereafter, the Treatment condition). We
chose to report whether employees were above or below the average rather than the median in the
Treatment condition because, for employees, the average is the most common, straightforward, and

easy-to-interpret measure of central tendency.

3We provided performance feedback on a biweekly basis rather than a weekly basis because we wanted to give
employees sufficient time to adjust their effort in response to the performance feedback without running the risk of
idiosyncratic events in specific weeks affecting input-based performance.



We assigned each sales employee to one of the two conditions using a stratified randomization
procedure (Athey & Imbens| |2017). With stratified randomization, we ensured an equal distri-
bution of employees with different levels of input- and output-based performance between both
experimental conditions. Specifically, we used two strata: the average number of weekly calls and
the average number of licenses soldE| Table displays the summary statistics separately for both
conditions, which helps us assess whether randomization was successful. In all of these measures,

we do not find statistical evidence that randomization has failed.

Table 3.1: Randomization Check

Variable Baseline (n=61)  Treatment (n=61) P

Pre-experimental company data

Calls 171.060 171.923 0.8814

(113.481) (124.458)

Individual goal 5.435 4.883 0.4488
(2.688) (2.716)

Licenses sold 5.481 5.295 0.6443
(3.037) (3.408)

Located in HQ .607 .607 1
(0.493) (0.493)

Pre-experimental survey

Female 0.443 0.525 0.3650
(0.501) (0.504)

Age 37.443 37.183 0.8838
(7.924) (6.988)

Tenure 6.033 6.443 0.6196
(4.782) (4.784)

Risk attitude 7.148 6.869 0.5518
(2.272) (2.133)

Trust 2.803 2.607 0.4082
(1.093) (0.862)

Job satisfaction 8.230 8.443 0.8565
(2.044) (1.618)

Perceived job security 3.492 3.361 0.6026
(0.977) (1.065)

Prosociality 4.344 4.197 0.6303
(1.377) (1.481)

Notes: Table displays means and standard deviations (between brackets) of the company data before the field
experiment (weeks 37 through 42) and data from the pre-experimental survey split by experimental condition. P-
values are two-tailed. Calls are a sales employee’s number of calls of a sales employee in two consecutive weeks
during the field experiment (week 43 through 50). Individual goal is the individual goal of a sales employee of the
number of software licenses to sell in two consecutive weeks. Licences sold is a sales employee’s number of software
licenses sold in two consecutive weeks. Located in HQ equals 1 if an employee is located in corporate headquarters, 0

otherwise. Variable definitions for the pre-experimental survey variables can be found in Table @of the Appendix.

4For the stratified randomization procedure, we used the Stata 17 command randtreat (Carril, [2015).
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To further address concerns about baseline equivalency, we performed additional univariate
tests that compared the average weekly number of calls between the Treatment and Baseline
condition for low and high performers separately. Before the intervention, we do not observe
significant differences between the Treatrment (M = 79.521, S.D. = 41.624) and Baseline condition
(M = 74.057, S.D. = 40.241) for low performers (£(97) = -0.520, p = 0.6050). Similarly, we also
find no significant differences between the Treatment (M = 273.886, S.D. = 103.675) and Baseline
condition (M = 258.969, S.D. = 81.748) for high performers (¢(97) = -0.627, p = 0.5331). We
further compared average calls in each biweek leading up to the field experiment for low and high
performers separately (i.e., weeks 37/38, 39/40, and 41/42). None of these tests yield statistically

significant differences for either low and high performers.

A common threat to the internal validity of field experiments is that participants discuss the
study with each other across experimental conditions, and therefore may uncover the manipulation.
However, sales employees worked from home during the study period due to COVID-19 lockdown
measures in Europe when we conducted the field experiment. Specifically, the software company
had closed the company buildings and provided employees with the necessary technical equipment
and support to work from home. Data from the post-experimental survey support our assumption
that working from home limited the sales employees’ ability to interact with each other and their
supervisors Therefore, the working-from-home situation also helped limit potential contagion

concerns.

3.4.2 Sample

The software company employed 145 sales employees in total at all four of its locations when
we conducted the field experiment. Most of the sales employees (60.66%) were employed at the
headquarters, while the remainder (39.34%) were employed at the other three locations. Although
the sales process was the same at all four locations, the sales leads that employees could choose from
were prioritized based on their location. For the duration of the study, the firm’s internal systems
registered 315,012 successful calls and 10,006 licenses sold. Of those calls, 73.6% were made from

the firm’s headquarters, and 61.5% of the licenses were sold from the firm’s headquarters.

5In the post-experimental survey, we included an item asking participants whether they agreed with the statement
“I talked to my colleagues about the performance information.” on a scale from one (disagree strongly) to five (agree
strongly). On average, the participants reported a relatively low level of agreement with this statement (M = 2.622,
SD = 1.102). This figure is significantly lower than the neutral mid-point of 3 on the scale (¢(97) = -3.374, p =
0.0005). Moreover, we find no evidence for a statistically significant difference between the two conditions (x2(4)=
2.818, p= 0.7537)
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Of the 145 sales employees, 124 gave their consent to participate in the study during the
pre-experimental survey. After conducting the field experiment, we learned that one employee’s
calls were incorrectly registered in the system and that another employee left the company. We
excluded these two sales employees from our sample. Accordingly, our final sample comprises 122
sales employees. On average, the sales employees were 37 years old and about 48% were female.
Since the field experiment ran for eight weeks (that is, four periods of two weeks), our final sample

consists of 122 x 4 = 488 panel observations.

3.4.3 Empirical Strategy

Hypothesis 1

To test our hypotheses, we predict the biweekly number of calls for each sales employee during the
weeks when the field experiment was Conductedﬁ We estimate the number of biweekly calls only
for low-performing sales employees. Therefore, using our main sample of 122 sales employees, we
create a subsample of 61 low performers by separating them from the high performers using the
median of the average number of calls made during the six weeks preceding the field experiment.
We create these and other subsamples based on the median to maintain equal and sizable cell
sizesE] To test the first hypothesis, we use the following empirical specification for this subsample

of 61 low performers over four biweekly periods:

Callsy = Po + 51 Treatment; + €5 (3.1)

This first empirical specification has two primary variables. Its dependent variable is Calls;; which
equals the number of calls for low performer i € {1,...,61} in biweek ¢ € {1,...,4}. Its primary
independent variable is Treatment; which is a dummy variable equaling 1 if low performer ¢ re-
ceived input-based relative performance feedback and 0 if they received input-based individual
performance feedback. We reject the null hypothesis and infer support for the first hypothesis if

the coeflicient for Treatment; is positive and statistically significant.

60ur results are similar when we predict the number of calls on a weekly rather than a biweekly basis. We choose
to report our analyses for biweekly calls because it matches the delivery schedule of the performance feedback.
7Our results remain inferentially similar when we split our sample based on the mean rather than the median.
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Hypothesis 2

To test the second hypothesis, we rely on the entire sample of 122 sales employees (both low and
high performers) in the four biweekly periods. Specifically, we predict the biweekly number of calls

for each sales employee in our sample using the following empirical specification:

Calls;y = Bo + 1 Treatment; + (2 Pre-performance; (3.2)
3.2
+ B3 Treatment; x Pre-performance; + €

This second empirical specification has three primary variables. Its primary dependent vari-
able is Calls;t, which indicates the number of calls for sales employee ¢ € {1,...,122} in biweek ¢
€ {1,...,4}. The first independent variable is Treatment;, which is equal to 1 if sales employee i
received input-based relative performance feedback and 0 if they received input-based individual
performance feedback. The second independent variable is Pre-performance;, which equals the
average number of sales calls made by the employee ¢ during the six weeks preceding the field
experiment. Since our study focuses, first and foremost, on scrutinizing input factors, in this case,
the average number of calls made by sales employees, we do not measure this independent variable
using output factors, in this case, the average number of sales or goal attainment. Doing so would
introduce noise in the test of our second hypothesis because calls and sales are imperfectly cor-
related (p = 0.3640, p < 0.0001). We also maintain a static definition of performance, measured
right before the field experiment, implying that sales employees’ Pre-performance; does not change
over time. The third independent variable is an interaction term of the previous two independent
variables: Treatment; x Pre-performance;. This interaction term captures the differential impact of
input-based relative performance feedback on sales employees’ input-based performance, depend-
ing on how well they performed before the field experiment was conducted. We reject the null
hypothesis and infer support for the second hypothesis if the interaction coefficient is negative and

statistically signiﬁcantﬁ

8We also conducted a difference-in-differences (DiD) analysis as an alternative empirical strategy (see Table A.4
in the Appendix). In addition to including proxies for our experimental conditions and low versus high performers,
this analysis also includes a dummy for the biweeks before and during the field experiment period. The results of
the DiD analysis produce inferentially similar results.”
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Control Variables and Other Specification Decisions

In addition to studying the independent variables of interest for two hypothesis tests, we estimate
both empirical specifications using several control variables. First, the company data allow us to
control for heterogeneity of sales employees’ biweekly individual performance goals. As it is one of
the company’s key managerial instruments, it is likely related to whether the sales employees are
low-performing or high-performing. Second, we include a series of control variables we obtained
in the pre-experimental survey at week 34 of the same year: Female, Age, Tenure, Located in
headquarters, Job satisfaction, Perceived job security, Prosociality, Trust, and Risk attitude. We
expect that these control variables will be related to the number of calls that sales employees make.
As one sales employee did not provide complete answers during the pre-experimental survey, we
omitted this sales employee when including the control variables. In the Appendix, we provide an

overview and definitions of all the variables collected before and during the field experiment (Table

IA.1) and the post-experimental survey (Table|A.2)), as well as a correlation table (Table|A.3).

As we use a panel data set, we make a few more specification decisions for both empirical
specifications. First, we run a likelihood ratio test to decide whether to use a pooled or random-
effects regression analysis. The result rejects the null hypothesis that the variance of the random
effects is zero (Y2(1) = 233.30, p < 0.0001), suggesting that running a random effects panel
regression is more appropriate than running a pooled regressionﬂ Second, we test whether it is
necessary to control for time-specific trends. The results of a joint test reject the null hypothesis
that the period dummies (biweekly indicators) are zero (x2(6) = 15.93, p = 0.0012). Consequently,

we conclude that our empirical specification improves when including period dummies.

3.5 Results

Descriptive Results

We begin our analysis by summarizing the average number of calls during the different stages of
the field experiment and examine how it differs for low and high performers. Furthermore, Table
reports the average biweekly calls sales employees made before the field experiment (“Pre-

experiment” columns) and during the field experiment (“Field Experiment” columns). The first

9We do not conduct a Hausman specification test since our primary independent variables of interest are time-
invariant, which implies that fixed effects regressions drop them automatically.
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row displays the results for the entire sample, and the second and third rows present the results

for low and high performers separately.



Table 3.2: Descriptive Statistics of Calls

Baseline Treatment Change
between conditions
Pre-experiment Field Experiment P Pre-experiment Field Experiment D P

Full Sample 171.060 192.725 .0394 171.923 195.553 .0059 .8819
(113.481) (158.959) (124.457) (122.588)

Low performers 74.057 76.431 .7626 79.520 109.671 .0022 .0247
(40.240) (56.405) (41.624) (66.358)

High performers 258.968 298.117 .0363 273.885 290.319 .2604 3318
(81.748) (148.035) (103.674) (97.964)

Note: Table presents the means (standard deviations) of calls sales employees made on a biweekly basis. The average biweekly calls are split by conditions and
the pre-experiment (weeks 37 through 42) versus field experimental time window (weeks 43 through 50). We also split the average biweekly calls further into low
and high
performers using a median split of the average number of calls over six weeks just before the field experiment (i.e., in weeks 37 to 42). P-values are two-tailed.



The first row of Table [3.2] shows that the average number of calls seems to have increased
during the field experiment for both our treatments. Specifically, sales employees in the Baseline
(Treatment) condition made 21.665 (23.629) more calls, on average, during the weeks of the field
experiment than during the weeks before the field experiment (¢(60) = -2.106, p = 0.0394, Cohen’s
d = 0.269; ¢(60) = -2.858, p = 0.0059, d = 0.366, respectively)m The second row shows that
low performers did not improve their average input-based performance in response to input-based
individual performance feedback alone. That is, we find no significant difference between the weeks
before and during the field experiment for low performers in the Baseline condition (¢(28) = -0.305,
p = 0.7626, d = 0.057). However, the second row does reveal that low performers increased their
input-based performance in response to input-based relative performance feedback. Specifically,
the second row shows statistical evidence that low performers made 30.151 more biweekly calls, on
average, in the field experiment weeks compared to the weeks before the field experiment in the

Treatment condition (¢(31) = -3.333, p = 0.0022, d = 0.589).

To test whether these changes between the weeks before and during the field experiment are
significant between both conditions, we use a univariate version of a difference-in-difference test.
The last column of Table reports the p-values of these difference-in-difference tests. For low
performers, we find that the difference in calls between the weeks before and during the field
experiment is significantly larger in the Treatment than the Baseline condition (¢(59) = 2.304,
p = 0.0247, d = 0.591). While low performers responded to input-based relative performance
feedback but not input-based individual performance feedback, the third row of Table reveals
high performers behaved differently. They increased their input in Baseline condition (#(31) =
2.188, p = 0.0363, d = 0.387) and not in Treatment condition (¢(28) = 1.148, p = 0.2604, d =
0.213). However, the difference between these differences is not statistically distinguishable from

zero (£(59) = 0.979, p = 0.3318, d = 0.251).

These differences between low and high performers are consistent patterns depicted in Figure
B2l While we observe a more timely increase in the number of calls for treated low performers
compared to untreated low performers, we observe no such pattern for high performers. The
calls of the last group appear to generally increase regardless of the condition. These findings
provide preliminary evidence that input-based relative performance feedback gives low performers,
in particular, a sense of control and guides them to increase their number of calls. High performers

do not respond to input-based relative performance feedback in this way.

L0 All p-values are two-tailed unless stated otherwise.
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Figure 3.2: Calls and Input-based Performance Feedback
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Note: Figure shows the development of calls for the entire study period for low and high performers
separately. The vertical solid line indicates the start of the field-experiment.



3.5.1 Hypothesis Tests

Hypothesis 1

We estimate random effects panel regressions to test hypothesis 1 using the empirical specification
described in subsection 3.4.3H Specifically, it predicts the biweekly average number of calls during
the field experiment for low performers. For completeness, we also estimate this empirical specifi-
cation for high performers. In Table Models 1 and 2 display the results for the low performers,

while Models 3 and 4 display the results for the high performers.

Table 3.3: Random Effects Panel Regression of Calls for Low and High

Performers
Dependent variable: Calls;;
(1) (2) (3) (4)
Independent variables Low performers High performers
Treatment; 33.241**  32.695** -7.798 7.552
(15.726)  (16.591) (31.876) (28.090)
Constant 65.890***  -79.927  276.347***  230.622
(10.232)  (76.695) (27.221) (161.301)
Period FE Yes Yes Yes Yes
Controls No Yes No Yes
Employees 61 60 61 61
Observations 244 240 244 244

Note: Table @ reports random effects panel regressions estimating the biweekly num-
ber of calls for low performers (Model 1 and 2) and high performers (Model 3 and
4), separately. All models use biweekly data from weeks 43 to 50 and include time-
specific fixed effects of the respective biweek that are omitted from display. Standard
errors clustered on the employee level are reported in brackets. P-values are two-tailed:
***p < 0.01,**p < 0.05,*p < 0.1. Treatment equals 1 when a sales employee was ex-
posed to input-based relative performance feedback during the field experiment and 0
when exposed to input-based individual performance feedback. For variable definitions
of the controls, please see Table in the Appendix.

Model 1 in Table reports a positive and significant coefficient on Treatment; (8 = 33.241,
p = 0.035). Model 2 shows that this effect is robust to adding additional controls (5 = 32.695, p =
0.049). By revealing a statistically significant positive effect of input-based relative performance
feedback on input-based performance among low performers, Models 1 and 2 provide support for
hypothesis 1. Models 3 and 4 in Table report no statistically significant coefficient on Treatment;
for high performers (8 = -7.789, p = 0.807 for Model 3 and 8 = 7.552, p = 0.788 for Model 4). The

1 Qur inferences for this and every following random effects panel regressions remain qualitatively similar when
we use Poisson panel regressions. We report the OLS regressions since their coefficients are easier to interpret.



fact that we observe no statistically significant coefficient provides preliminary support for the idea
that the performance-enhancing properties of input-based relative performance feedback diminish

for high performers.

Hypothesis 2

Table 3.4: Random Effects Panel Regression of Calls

Dep. variable: Calls;;

Independent variables (1) (2)

Treatment; 67.100***  60.023***
(19.083) (17.493)

Pre-Performance; 1.230*** 1.209***

(0.113) (0.096)
Treatment; x Pre-Performance; -0.380***  -0.340***
(0.131) (0.106)

Constant -33.919** -78.109
(14.773) (67.439)
Period FE Yes Yes
Controls No Yes
Employees 122 121
Observations 488 484

Note: Table [3:4] shows random effects panel regressions estimating
the biweekly number of calls for the entire sample. All models use
biweekly data from week 43 to 50 and include time-specific fixed ef-
fects of the respective biweek that are omitted from display. Standard
errors clustered on employee level reported in brackets. P-values are
two-tailed: ***p < 0.01,"*p < 0.05,*p < 0.1. Treatment equals 1
when a sales employee was exposed to input-based relative perfor-
mance feedback during the field experiment and 0 when exposed to
input-based individual performance feedback. Pre-performance is a
sales employee’s average number of calls 6 weeks before the field exper-
iment (week 37 through 42). For variable definitions of the controls,
please see Table [A:1]in the Appendix.

To formally test hypothesis 2, we estimate random effects panel regressions using the em-
pirical specification described in subsection 3.4.3. Table [3.4] displays the results for the baseline
specification in Model 1 and for the baseline specification that includes controls in Model 2. Con-
sistent with hypothesis 2, Model 1 displays a negative and significant coefficient on Treatment; X
Pre-performance; (8 = -0.380, p = 0.004). The significant interaction coefficient suggests that for

every additional biweekly average number of calls before the field experiment, the effect of receiv-
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ing input-based relative performance feedback over receiving input-based individual performance
feedback during the field experiment decreases by 0.380 calls. Therefore, the impact of input-based
relative performance feedback on input-based performance is weaker for the sales employees with
higher biweekly average call numbers before the field experiment than for those with lower biweekly
average calls before the field experiment. When we add the control variables to the baseline spec-
ification in Model 2, the interaction coefficient remains negative and significantly different from

zero (8 = -0.340, p = 0.001).

3.5.2 Outputs and Goal Achievement

Our primary findings show that low performers increased the number of calls when they received
input-based relative performance feedback. In this section, we examine the effect of our interven-
tion — input-based relative performance feedback and inputs — on outputs. In many professional
and workplace settings, inputs are a prerequisite for, and thus positively related to, outputs. Nev-
ertheless, the strength of this relationship for outputs may vary. In our field setting, the positive
relationship between making calls and selling licenses is likely strong. Consistent with this expec-
tation, we find a positive correlation between the biweekly average number of calls and the number

of licenses sold (p = 0.3640, p < 0.0001).

Although we find that input-based relative performance feedback directs the attention of low
performers toward making more calls, we do not know if this eventually also affects outputs. Even
if the input-output relationship is positive, there could be other relevant performance dimensions
and inputs that are neglected when we provide relative performance feedback based on inputs.
This particular problem is similar to the traditional multitask problem in the agency literature
(Holmstrom & Milgrom, [1991)), and it has been documented by laboratory experiments in the
context of providing relative performance feedback (Hannan, McPhee, et al.l 2013} [Hannan et al.|
2019). When employees observe and trace one particular input or performance dimension, they
may fixate on this input and neglect other performance dimensions (Baker, |1992; |Choi, Hecht, &
Tayler), 2012, 2013). However, if the input featured in our relative performance feedback inter-
vention is sufficiently relevant, necessary, or positively related to the level of activities required
on other performance dimensions and inputs, then there should not be an adverse spillover, and
our intervention should ultimately also improve output-based performance. For example, in the
absence of input-based relative performance feedback, low performers may feel so committed to

making a sale that they escalate their effort and devote too much time trying to persuade customers



who have no intention of buying a license. Providing input-based relative performance feedback
then serves as a debiasing mechanism that helps low performers de-escalate their commitment and

increase call frequency by being more willing to hang up on unpromising sale prospects.

To evaluate the input-output relationship in our field setting, we use a weighted output mea-
sure and compare it across treatments and types of sales employees. Specifically, in our field
setting, sales employees have yearly individual performance goals (see section 3 for more infor-
mation). Therefore, correcting employees’ licenses sold for these individual performance goals
improves comparability between employees. Our first measure is Cumulative Goal Achievement,
which equals the cumulative number of licenses sold in each biweekly period, divided by the total
number of licenses the employees were expected to sell during the duration of the entire study
and multiplied by 100. Thus, Cumulative Goal Achievement captures the average percentage of
the individual performance goal sales employees have reached up to and including that particular
biweekly period. This cumulative variant enables us to trace how the intervention generates output

realizations.

Figure [3.3] depicts the development of Cumulative Goal Achievement for low performers in
the left panel and high performers in the right panel and separately for the Treatment condition
and Baseline condition. The horizontal dotted lines in both panels of Figure [3.3] resemble the
individual performance goal set for sales employees for the entire study period (this includes both
the pre-experiment period and the periods of the field experimentE Using Figure [3.3] we can
observe how the license sales developed over time. The left panel in Figure [3.3] shows that the
average low performers in the Baseline condition met or exceeded their individual performance
goal at the end of week 50. However, the average low performer in the Treatment condition had
already met their individual performance goal for the study period at the end of week 46 (i.e., 4
weeks earlier). Even after crossing this threshold, the low performers continued to increase their

license sales.

12 Although the sales employees likely consider their annual individual performance goals throughout the year,
we have no data covering the entire year. We only have access to the licenses they should sell during the pre-
experimental and field experiment weeks. Therefore, the performance goal we calculate serves only as a reference
point to make each sales employee more comparable.
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Figure 3.3: Cumulative Goal Achievement and Input-based Performance Feedback
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Note: Figure shows the development of Cumulative Goal Achievement for the entire study period for
low and high performers separately. Cumulative Goal Achievement is calculated by dividing the number
of licenses sold up to a particular biweek divided by the total number of licenses the sales employee
is supposed to sell for the entire study period (from week 37 to week 50). The horizontal dashed line
indicates a cumulative goal achievement of 100%. That is, crossing the line implies the sales employee sold
exactly the number of licenses that they were supposed to sell according to their individual performance
goal. The vertical solid line indicates the start of the field-experiment.



Table 3.5: Descriptive Statistics of Cumulative Goal Achievement, License-to-Call ratio, and Average Call Duration

Baseline Treatment Change
between conditions
Pre-experiment  Field Experiment Pre-experiment  Field Experiment P

A) Cumulative goal achievement

Low performers 31.439 81.233 38.779 108.321 0.0633
(19.284) (27.415) (35.087) (81.588)

High performers 29.859 85.909 37.428 96.902 0.4944
(8.786) (17.459) (30.916) (49.382)

B) License-to-call ratio

Low performers 0.132 0.125 0.265 0.105 0.3648
(0.235) (0.215) (0.854) (0.137)

High performers 0.026 0.029 0.021 0.023 0.7699
(0.013) (0.029) (0.011) (0.009)

C) Average call duration

Low performers 2.946 2.860 2.669 2.825 0.4274
(1.199) (1.850) (1.074) (1.175)

High performers 2.546 2.260 2.346 2.271 0.0806
(0.983) (0.777) (0.762) (0.654)

Notes: Means (standard deviations) of goal achievement and license-to-call ratio. The means (standard deviations) are split by conditions and the pre-
experiment period (weeks 37 through 42) versus the field experiment period (weeks 43 through 50). We also split the sample further into low and high
performers using a median split of the average number of calls over six weeks before the field experiment (i.e., in weeks 37 to 42). Cumulative Goal
Achievement is the cumulative number of licenses sold in a biweek divided by the number of licenses an employee was expected to sell during the weeks
37 to 50 multiplied by 100. License-to-call ratio equals the number of licenses sold divided by the number of calls across the entire period. Average call
duration equals the total call time divided by the number of calls for the period. P-values are two-tailed.
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We examine Cumulative Goal Achievement further in Table[3.5] Panel A of Table [3.5 presents
the descriptive statistics for Cumulative Goal Achievement split by the stages of our field experi-
ment and the performance of the sales employees. These descriptive statistics show that the change
in Cumulative Goal Achievement among the low performers between the pre-experiment weeks and
the field experiment weeks was significantly greater in the Treatment condition than in the Base-
line condition (t(59) = -1.8925, p = 0.0633). We do not observe a similar pattern for the high
performers (¢(59) = -0.688, p = 0.4944). These results match the observed patterns in Figure

3.5.3 License-To-Call Ratio and Call Duration

Our analyses suggest that the effect of input-based relative performance feedback on input-based
performance also translated into output improvements for low performers. Here, we examine
whether input-based relative performance feedback indirectly affects other tasks and activities
contributing to outputs. While input-based relative performance feedback directs employees’ at-
tention to increasing the number of calls in a particular biweekly period, it is possible that it
simultaneously steers sales employees away from increasing other relevant inputs or processes, such
as exerting effort to turn inputs into outputs. In other words, while input-based relative perfor-
mance feedback increases the number of calls, it could affect other performance dimensions in the
process. In particular, our intervention may cause employees to fixate on increasing calls while
neglecting other inputs and processes necessary to land a license sale (Baker| [1992; |[Bentley|, |2019;

Choi et al 2012, 2013; Holmstrom & Milgrom), [1991)).

Our field data allow us to calculate two variables that capture other potentially relevant perfor-
mance dimensions: the license-to-call ratio and the average call duration. The former is calculated
by dividing the number of licenses sold by the number of calls in either the pre-experiment period
or the field experiment period. The latter is calculated by dividing the total time used for making
calls by the number of calls in either the pre-experiment period or the field experiment period. We
use these variables to test for a larger decrease in the Treatment condition than in the Baseline
condition. We display the averages of license-to-call ratio and average call duration in panels B
and C in Table for both low performers and high performers separately. Low performers do not
exhibit a statistically significant change between conditions for neither the license-to-call ratio nor
the average call duration (license-to-call ratio: t(59) = -0.898, p = 0.3648; average call duration:
t(59) = -0.7991, p = 0.4274).

These findings reveal no indication that input-based relative performance feedback negatively
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affects other important activities and tasks. Specifically, we find no evidence that it lowers sales
employees’ inclination to land a license sale or their call duration. The lack of a decline in efficiency
further supports the idea that the link between the input and output is sufficiently strong in our
field setting, implying that increasing inputs increases sales employees’ potential to produce (to

learn about producing) outputs.

Target Ratcheting and Ceiling Effects

A potential reason for the disproportionate reluctance of high performers to increase inputs could be
an adverse incentive effect produced by the firm that ratchets high performers’ targets. Asymmetric
target ratcheting means that below-target performance prompts management to decrease the next-
year sales target to a lesser extent than above-target performance would prompt management to
increase the next-year sales target (Bouwens & Kroos| 2011; Indjejikian et al.,|2014; Matéjka et al.,
2022). If a firm ratchets output-based targets, it can motivate high performers who are meeting
their output-based target to reduce their output-based and input-based performance to make their

next period’s output-based target more achievable.

Based on our discussion with the management of the partner firm, we have no reason to believe
that management ratchets sales employees’ annual individual performance goals (see section III).
We also do not possess more than one period of targets (i.e., one year), implying that we cannot
examine how our partner firm updated its sales targets. However, our data allows us to test
for the adverse incentive effect generated by ratcheting because the sampling period of the field
experiment is precisely during the last months of the firm’s goal-setting cycle. Thus, we can test
whether employees who perform well before our field experiment disproportionally shirk during our

field experiment.

We calculate goal attainment by multiplying the ratio of licenses sold to the target goal by
100. We then average goal attainment for the period before and during our experiment. If high
performers responded to potential target ratcheting, they would decrease their goal attainment
over time to avoid higher future goals. However, our data indicate the opposite. High performers’
goal attainment was 113.4147 before our experimental intervention. During the experiment, which
coincided with the annual performance feedback, their goal attainment increased significantly to

130.5859 (£(60) = -2.4701, p = 0.0164).

Ignoring the underlying performance goal of high performers and comparing the number of
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licenses sold in both time periods also shows an increase in contracts. Before the experiment, a
high performer sold an average of 5.983 contracts per biweek. During our intervention, this number

significantly increased to 6.840 contracts (¢(60) = -2.150, p = 0.0368).

Another potential reason we observe a difference in performance between high and low per-
formers could be because only high performers experience a ’ceiling’. Inputs are controllable, and
both high and low performers should find it straightforward to control inputs. However, high
performers may already be at their maximum input capacity, making as many calls as they can
fit into each workday, while low performers may not yet be at this input capacity. We conducted
numerous additional tests to test whether high performers are experiencing a ceiling. The first
piece of evidence is that high performers increased performance in the Baseline condition during
our field experiment (see Table 2). This means that they had room to increase the number of calls,

which refutes the notion that high performers may be experiencing a ceiling.

Secondly, we performed a back-of-the-envelope calculation. Our data set includes the duration
of biweekly calls for each sales employee, allowing us to compute the average time spent per call.
The average duration is 2.58 minutes. Considering that all sales employees in our sample work
under an 8 hour per working day contract, they theoretically have 480 minutes available for calls
each working day. Based on this available time, a sales employee could theoretically make around
186 calls per day (calculated as the total available minutes divided by the average time per call).
This translates into a maximum of approximately 1860 calls biweekly (considering a 5-day working
week). In stark contrast, our data show that high performers, on average, “only” make around

282.26 calls biweekly.

3.5.4 Post-experimental Survey

Social Comparison

We used the post-experimental survey to confirm our intervention triggered social comparison
among employees, that is, perceptions of pride and shame (e.g.,[D. J. Brown et al [2007} [Festinger,
1954). Consistent with these theories, the results suggest that input-based relative performance
feedback affected sales employees’ feelings of pride and shame. When asked whether they felt pride
or shame when they received the performance feedback (1 = “very ashamed” to 7 = “very proud”),

the low performers reported having significantly less positive feelings in the Treatment condition
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(M = 4.087, SD = 0.996) than in the Baseline condition (M = 4.560, SD = 0.712, ¢(46) = 1.905,
p = 0.0631). Responding to the same question, the high performers reported having significantly
more positive feelings in the Treatment condition (M = 5.304, SD = 1.295) than in the Baseline
condition (M = 4.423, SD = 1.301, ¢(47) = -2.371, p = 0.0219). These results suggest that our

intervention worked in facilitating social comparison.

Information Avoidance or Distraction

In addition to verifying whether our intervention worked, the post-experimental survey also in-
cluded a question asking how much attention the sales employees paid to input-based performance
feedback (1 = “none” to 7 = “very much”). We included this question because sales employees
might pay less (more) attention to the performance feedback if it included negative (positive) news.
Such behavior would be consistent with theories on selective attention and information avoidance
(Golman, Hagmann, & Loewenstein, 2017)) and could ultimately influence the effectiveness of the
feedback and our intervention. However, we find no evidence of a significant difference between
the Treatment condition and the Baseline condition for both the low performers ((M = 3.956,
SD = 1.718) vs. (M = 4.480, SD = 1.710); t(46) = 1.0568, p = 0.2961) and the high performers
((M =4.261, SD = 1.543) vs. (M = 3.692, SD = 1.594); ¢(47) = -1.2644, p = 0.2123). Therefore,

the observed differences in behavior cannot be attributed to differences in employees’ attention.

We also used the post-experimental survey to elicit how thinking about their relative rank
interfered with their usual behavior on the job. For this purpose, we included three items cap-
turing sales employees’ tendency to consider their rank relative to that of their peers (Hannan,
McPhee, et al., [2013]). As the three items are highly interrelated (Cronbach’s a = .7516), we
combine them into one distraction factor (Eigenvalue = 2.005; percentage of variance explained
66.84) and then compare types and treatments. We do not observe a significant difference in dis-
traction between Treatment and Baseline for low performers (¢(46) = -0.5697, p = 0.5716) and
high performers (¢(47) = -0.8077, p = 0.4233)@ Although previous studies show that relative
performance feedback based on outputs leads to higher levels of distraction (Hannan, McPhee, et
al.l [2013)), it appears that the relative performance feedback based on inputs does not have this
feature. Thus, the evidence from our post-experimental survey highlights that input-based rela-
tive performance feedback can induce feelings of pride and shame while not leading to selective

attention or distraction from other facets of the job.

13 A pairwise comparison of each individual item also shows no statistically significant difference between the two
conditions.
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3.5.5 Low Performer Characteristics

One of the challenges for empirical studies on relative performance feedback is determining what
drives the distinction between starting as a low and a high performer. Due to the lack of data, this
question is typically difficult to answer. However, since we have access to performance data in the
weeks preceding the field experiment, we can examine what could drive starting out as a low versus
high performer. For this purpose, we split sales employees based on input-based performance in
the weeks preceding the field experiment. Results show that, compared to high performers (M =
5.688, S.D. = 2.518), low performers (M = 4.631, S.D. = 2.802) had significantly lower individual
performance goals (¢(120) = -2.191, p = 0.0304). Also, low performers (M = 4.792, S.D. = 3.308)
had a lower number of licenses sold (£(120) = -2.0734, p = 0.0403) in the weeks before the field
experiment than high performers (M = 5.984, S.D. = 3.032). Therefore, we find support for the
assumption that the software company sets performance goals (in part) depending on the sales
employees’ performance and skills. Results also reveal that the low performers (M = 3.770, S.D.
= 0.418) made significantly longer calls (¢(120) = 2.761, p = 0.0033) than high performers (M =
2.575, S.D. = 0.115). In other words, high performers need less time to sell a license or realize that
a potential customer is not interested in buying one. Lastly, we find that low performers (M =
0.426, S.D. = 0.064) were less likely to be working in the corporate headquarters (x?(1) = 16.6239,
p < 0.0001) than the high performers (M = 0.787, S.D. = 0.053). A potential explanation for the
performance being lower away from the corporate headquarters is that moral hazard problems are
greater as employees are located further from corporate headquarters (e.g., [Kalnins & Lafontaine,

2013).

3.6 Conclusion

We conducted a field experiment in collaboration with a company that develops and sells software li-
censes to businesses operating in the logistics industry. Its findings show that providing input-based
relative performance feedback is particularly effective in increasing the input-based performance of
low-performing employees and does so without affecting high performers’ behavior. We also find
that the increases in input-based performance among low performers later translate into increases
in their output-based performance. To the best of our knowledge, our field experiment is the first
to document the causal effects of input-based relative performance feedback in collaboration with

a company. Many firms trace and incentivize output-based performance measures, implying that
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outputs disseminate and unravel relatively easily compared to inputs. In these workplace settings,
a system that also provides input-based relative performance feedback can provide valuable addi-
tional information, especially for those who perform poorly compared to the rest. Low-performing
employees must learn which inputs are essential for their jobs before they can begin to consider
realizing higher output. Since inputs are prerequisites for generating outputs, we anticipate that

even the most output-oriented firms will gain something from the insights produced by our study.

Our study is not without limitations. Firstly, although we show the causal effect of input-
based relative performance feedback on the performance of low performers, we cannot speak to the
generalizability to other field settings. For instance, since inputs are further away from the firms’
objectives than outputs, they may not always be measurable, or measuring inputs may be too costly.
Furthermore, even if firms can measure and make inputs a basis for feedback, employees might
fixate on increasing specific inputs while neglecting other important inputs, tasks, and activities
that drive outputs (Baker] |1992; [Bentley, 2019; |Choi et al., 2012, 2013} |Holmstrom & Milgrom,
1991). Management speculated that the input of interest (i.e., number of calls) would also help
low-performing employees generate (and learn more about generating) outputs. We confirm this
conjecture using supplemental analyses. Thus, to make use of input-based relative performance
feedback in other settings, it is essential to select an input that has a strong relationship with the

output of interest.

Secondly, in our field setting, the number of participants was restricted. The software com-
pany’s sales divisions did not have enough employees to allow for more than two experimental
treatments without losing statistical power. Consequently, we prioritized studying the performance-
enhancing effects of input-based relative performance feedback, focusing on how it affects low per-
formers. To the best of our knowledge, there is no similar field study in the empirical literature,
although many previous field studies have examined output-based forms of relative performance
feedback (Schnieder, 2021} |Villeval, 2020a). Future field experiments could examine whether and
how the performance-enhancing effects of relative performance feedback vary depending on different

inputs and outputs.
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Table A.1: Variable Definitions

Primary Variables

Calls

Treatment

Pre-performance

Control Variables

A sales employee’s number of calls in consecutive two weeks during the field
experiment (week 43 through 50).
Equals 1 when a sales employee was exposed to input-based relative perfor-
mance feedback during the field experiment and 0 when exposed to input-based
individual performance feedback.
A sales employee’s average number of calls 6 weeks before the field experiment

(week 37 through 42).

Individual goal

Licences sold
Female

Age

Tenure
Located in HQ
Risk attitude

Trust

Job satisfaction

Prosociality

Job security

A sales employee’s individual goal of the number of software licenses to sell in
two consecutive weeks.

A sales employee’s number of software licenses sold in two consecutive weeks.
1 Female, 0 otherwise.

Age in years.

Length of service in years.

1 if Employee located in Headquarter, 0 otherwise.

Are you someone who is generally willing to take risks or do you try to avoid
risks? (1 - not willing, 11 - fully willing).

In general, you can trust people (1 - strongly agree, 5 - strongly disagree).
How satisfied are you with your job? (1 - totally unhappy, 11 - totally happy).
You are going shopping in a city unknown to you and you realize that you are
lost. You ask a stranger for directions. The stranger offers to take you to your
destination in his car. The journey takes about twenty minutes and costs the
stranger about twenty euros. The unknown person does not want any money
for it. You carry six bottles of wine with you. The cheapest bottle costs five
euros, the most expensive bottle 30 euros. You decide to give the unknown
person a bottle as a thank you. I will give the bottle for 5, 10, 15, 20, 25, or
30 euro.

How concerned are you about your job security? (1 extremely concerned, 5 -

not at all concerned)
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Performance belief What do you think? Compared to all other employees in the sales department

the number of my weekly calls is (1 - far below average, 5 - far above average)

Notes: The control variables are self-reported variables taken from the pre-experimental survey, except for Individual

Goal, which is company data provided by the software company. Risk attitude, Trust, and Prosociality and their

scales were taken from [Kampkotter, Mohrenweiser, Sliwka, Steffes, and Wolter| q2016l).




Table A.2: Post-experimental Survey Items, Questions, and Scales

Items Question Scale (from ... to ...)

Pride How did you feel about your performance 1 = very ashamed,
information you received from performance- 7 = very proud

info@firmname.com?

Attention How much attention did you pay to the per- 1 = none,
formance information you received from per- 7 = very much

formanceinfo@firmname.com ?

Rank thinking How often did you think about your number of 1 = never,
phone calls calls ranked to the number of calls 7 = very often
of all employees in the commercial department

at firmname?

Rank nervousness Were you nervous or concerned about how 1 = not at all nervous,
well you were performing relative to all other 7 = very nervous
employees in the commercial division of firm-

name?

Rank interference  Did thinking about how your number of phone 1=not at all,
calls ranked compared to all employees of the 7=very much
commercial department of firmname interfere

with your ability to concentrate on your calls?

Notes: These items were taken from the post-experimental survey weeks after the field experiment was conducted. Rank

thinking, Rank nervousness, and Rank interference were items adapted from |[Hannan, McPhee, et al.| (2013).




Table A.3: Correlation Table

xpuaddy L8

Variables n_ e ® w ®  ©®  ® ® ® @ a2 (1) ()
(1) Calls -
(2) Treatment 0.010 -
(0.876)
(3) Pre-performance 0.858 0.004 -
(0.000)  (0.955)
(4) Individual goal 0.292 -0.070 0.162 -
(0.000)  (0.273)  (0.011)
(5) Licenses sold 0.364 -0.016 0.206 0.911 -
(0.000)  (0.807)  (0.001)  (0.000)
(6) Female -0.020 0.082 -0.076 0.052 0.079 -
(0.759)  (0.202) (0.235) (0.420)  (0.216)
(7) Age -0.010 -0.017 -0.026 -0.013 0.063 -0.161 -
(0.876)  (0.787)  (0.688) (0.838)  (0.327)  (0.012)
(8) Tenure 0.042 0.043 0.014 -0.014 0.087 0.017 0.463 -
(0.518)  (0.502) (0.827) (0.829) (0.175) (0.789)  (0.000)
(9) Located in HQ 0.345 -0.000 0.420 0.007 0.055 -0.026 0.105 -0.069 -
(0.000)  (1.000) (0.000) (0.912) (0.390) (0.681) (0.103) (0.281)
(10) Risk attitude 0.085 -0.064 0.158 -0.106 -0.077 -0.161 0.162 0.038 0.041 -
(0.184)  (0.322) (0.013) (0.099) (0.230) (0.012) (0.011) (0.558)  (0.521)
(11) Trust 0.069 -0.100 0.043 0.241 0.302 0.107 -0.078 0.073 0.066 -0.132 -
(0.281)  (0.118)  (0.500)  (0.000)  (0.000)  (0.095) (0.227) (0.255) (0.307)  (0.039)
(12) Job satisfaction  -0.012 0.058 -0.081 0.010 -0.039 0.010 0.085 -0.091 -0.255 -0.023 -0.292 -
(0.848)  (0.366)  (0.205) (0.873) (0.547) (0.870) (0.188) (0.156)  (0.000)  (0.719)  (0.000)
(13) Prosociality -0.032 -0.052 -0.050 0.091 0.087 -0.103 0.094 0.083 -0.130 0.163 -0.143 -0.019 -
(0.619)  (0.419) (0.434) (0.156) (0.173) (0.107) (0.145) (0.197) (0.042) (0.011) (0.026) (0.765)
(14) Job security 0.081 -0.065 0.149 0.030 -0.046 0.062 0.046 0.028 0.156 0.098 -0.055 -0.108 0.005 -
(0.208)  (0.315) (0.020) (0.639) (0.474) (0.333) (0.477) (0.660) (0.015) (0.127) (0.394)  (0.093) (0.934)

Notes: Table displays coefficients of pairwise correlations. T'wo-tailed p-Values in brackets. Calls represents the average number of bi-weekly calls of a sales employee during the experimient.
Treatment Equals 1 when a sales employee was exposed to input-based relative performance feedback during the field experiment and 0 when exposed to input-based individual performance

feedback. Pre-performance is a sales employee’s average number of calls 6 weeks before the field experiment (week 37 through 42). Individual goal represents the average number of|
number of licenses to sell during the experiment. Licenses sold represents the average number of licenses sold during the experiment. For variable definitions of the other variables,

Table
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Table A.4: Difference-in-Difference Random Effects Panel Regression of Calls

Dep. variable: Calls;;

(1) (2) (3) (4) (5)
Independent variables Low performers High performers Entire sample
Treatment; 5.463 6.086 14.92 32.88 -6.099
(0.52) (0.49) (0.62) (1.33) (-0.80)
1 if Experiment 12.36 13.00 56.50"*  81.52*** 4.332
(1.10) (1.11) (2.10) (3.01) (0.31)
Treatment; x 1 if Experiment 27.78%* 27.86™* -22.71 -14.45 62.60***
(2.32) (2.24) (-0.99) (-0.74) (3.53)
Pre-Performance; 0.957***
(20.37)
Treatment; x Pre-Performance; 0.0415
(0.88)
1 if Experiment x Pre-Performance; 0.218*"
(2.20)
Treatment; x 1 if Experiment x Pre-Performance; -0.354***
(-3.10)
Add. controls:
Individual goal 0.0846 17.92*** 4.528
(0.06) (2.68) (1.26)
1 if female 2.877 9.584 2.676
(0.23) (0.37) (0.36)
Age -0.974 -2.785 -0.152
(-0.92) (-1.35) (-0.22)
Tenure 0.790 3.618 0.500
(0.52) (1.02) (0.55)
1 if located in HQ 18.05 100.8*** 2.990
(1.56) (2.70) (0.38)
Job security 14.38*** -14.66 -2.485
(2.81) (-1.11) (-0.63)
Job satisfaction 8.480*** -5.459 2.291
(3.56) (-0.48) (1.13)
Prosociality 0.531 -1.899 0.136
(0.13) (-0.20) (0.05)
Trust -0.634 9.636 0.0532
(-0.10) (0.58) (0.01)
Risk attitude 3.179 3.796 -0.957
(1.00) (0.64) (-0.50)
Constant 75.48%** -43.84 250.8*** 192.2 -24.44
(8.58) (-0.78) (15.88) (1.31) (-0.71)
R? 0.0684 0.222 0.0203 0.223 0.728
Period FE Yes Yes Yes Yes Yes
Employees 61 60 61 61 121
Observations 427 420 427 427 847

Note: Table @shows difference-in-difference random effects panel regressions estimating the bi-weekly number of calls. All
models include time-specific fixed effects of the respective bi-week that are omitted from display. Standard errors clustered
on employee level reported in brackets. P-values are two-tailed: ***p < 0.01,"* p < 0.05,* p < 0.1. For variable definitions,
please see Table in the Appendix.
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Table A.5: Random Effects Panel Regression of Change in Calls

Dep. variable: Calls; ¢-Calls; ;—1

Independent variables (1) (3)
Treatment; 16.18** 15.73*"
(2.56) (2.40)
Pre-Performance; 0.0703** 0.0826™**
(2.19) (2.73)
Treatment; x Pre-Performance; -0.0909** -0.0953**
(-2.11) (-2.38)
Add. controls:
Individual goal -0.704
(-1.56)
1 if female -1.156
(-0.28)
Age -0.569
(-1.40)
Tenure 1.332**
(2.54)
1 if located in HQ -0.997
(-0.23)
Job satisfaction 2.089"*
(2.03)
Prosociality 2.655
(1.65)
Trust 0.0295
(0.01)
Risk attitude -0.890
(-0.84)
Constant -5.890 -13.29
(-0.76) (-0.66)
R? 0.0113 0.0218
Period FE Yes Yes
Employees 122 121
Observations 488 484

Note: Table shows a random effects panel regressions estimating the
change in the bi-weekly number of calls between two periods. All models
include time-specific fixed effects of the respective bi-week that are omitted
from display. Standard errors clustered on employee level reported in brack-
ets. P-values are two-tailed: ***p < 0.01,"* p < 0.05,* p < 0.1. For variable
definitions, please see Table in the Appendix.
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Table A.6: Random Effects Panel Regression of Calls

Dep. variable: Calls;;;

1) (2) 3)
Independent variables Low performers High performers Full sample
Treatment; 28.42% -17.56 60.78%**
(1.87) (-0.43) (3.25)
Pre-Performance; 1.346***
(11.58)
Treatment; x Pre-Performance; -0.401**"
(-2.93)
Constant 66.63*** 346.3*** -33.02**
(6.52) (10.69) (-2.39)
R? 0.0617 0.0155 0.783
Period FE Yes Yes Yes
Employees 60 34 94
Observations 240 136 376

Note: Table [A-6] shows random effects panel regressions estimating the bi-weekly number of
calls. All models include time-specific fixed effects of the respective bi-week that are omitted
from display. Standard errors clustered on employee level reported in brackets. P-values are
two-tailed: ***p < 0.01,* p < 0.05, p < 0.1. For variable definitions, please see Table @ in
the Appendix.
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3.8 Conclusion

My PhD thesis is a major effort to break down and grasp the intricate issue of keeping and mo-
tivation employees, especially within the less-studied area of Small and Medium-sized Enterprises
(SMEs). Starting with a detailed review of existing literature and moving on to experimental
research, this study highlights how important job satisfaction and motivation is among the various

factors that affect whether employees stay with a company.

Chapter 1: Literature Review and Identification of Key Factors

The initial phase of the thesis provided a foundational overview of the existing literature on em-
ployee retention. The literature review underscored a conspicuous gap: while numerous studies
have delved into the reasons employees leave organizations, relatively few have focused on under-
standing why they stay, especially within the context of SMEs. This gap is particularly pronounced
given the critical role SMEs play in the global economy. The literature overview not only served
to highlight the complexity of employee retention but also underscored the necessity of focusing
on the factors that encourage employees to stay, particularly within SMEs where each employee’s
impact is magnified due to the size of the organization. The insights suggest that a comprehensive
approach, considering both individual factors and broader contextual and sector-specific issues, is

essential for managing employee retention effectively

The review provides a comprehensive overview of employee retention literature, highlighting
the expansion of this field, especially from the 2000s onward, with an emphasis on identifying a
wide array of factors influencing employee retention. The literature review’s breadth, covering
1,164 studies and honing in on 119 specifically related to retention factors, fills a gap left by prior
reviews focused more on turnover. This effort updates and complements the groundwork laid by
researchers like [Holtom et al.| (2008) and [Bolt et al.| (2022), marking a significant contribution to

understanding the nuances of employee retention across various sectors and job roles.

A notable finding from the review is the sector-specific concentration of studies, with the health
sector, I'T, and education leading in terms of the volume of research. However, this focus also unveils
a gap in the literature concerning SMEs and the diversity within employee roles and experiences,
indicating a need for more detailed information about the workforce to enhance retention strategies

effectively.
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For practice, I identified 24 distinct factors that influence employee retention, offering a nu-
anced understanding that extends beyond the commonly cited reasons for employee turnover. The
identification of these 24 factors influencing employee retention provides a foundation for organi-
zations to develop more nuanced and effective retention strategies. The insights suggest that a
comprehensive approach, considering both individual factors and broader contextual and sector-
specific issues, is essential for managing employee retention effectively. Moreover, the critical role
of management practices in influencing retention highlights the importance of adopting effective

people management strategies.

Further research is urged to close the evident gap in employee retention studies, especially
within SMEs, which face unique challenges in retaining talent. Given the critical role of qualified
staff as valuable assets in SMEs, understanding and testing the identified retention factors in these

contexts is paramount for their sustainability and success.

Chapter 2: Job Satisfaction and HRM Practices in SMEs

Building upon the insights garnered from the literature review, the thesis ventured into the empir-
ical realm, investigating the intricate relationship between job satisfaction and HRM practices in
SMEs. This exploration was critical, given the distinct operational and organizational character-

istics of SMEs compared to their larger counterparts.

The study delves into the HRM practices of SMEs, emphasizing the nuanced impact of annual
performance feedback (APF) on employee job satisfaction. While SMEs often adopt formalized
HRM practices from larger organizations to enhance performance, this study reveals that such
practices, particularly when highly formalized, can negatively affect job satisfaction due to SMEs’

distinct operational context.

My research has elucidated that the impact of HRM practices, particularly APF, on job
satisfaction within SMEs is intricately nuanced. I found that employees who received APFs with
a low degree of formalization experienced an increase in job satisfaction, while those subjected to
highly formalized APFs reported a decrease in satisfaction. This dynamic is notably accentuated
in employees with a high feedback orientation, indicating that the effects of APF are significantly
moderated by individual differences in employee characteristics. Such findings underscore the
critical need for SMEs to navigate the fine line between implementing structured performance

evaluation processes and maintaining the flexibility and personalization that are key to boosting
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job satisfaction and, consequently, enhancing employee retention. This balance is essential for
SMEs as it reflects the unique operational contexts of smaller enterprises, where overly formalized
practices may not align well with the inherent organizational culture and could inadvertently

hamper employee morale and satisfaction.

The research contributes to the literature by exploring APF within SMEs, highlighting the
importance of considering employee feedback orientation, and demonstrating the value of field

experiments in small enterprise settings for generating actionable HRM insights.

Practical implications suggest that SMEs should carefully consider the degree of formalization
in their APF processes, recognizing that less formal approaches may better preserve the inherent
advantages of SMEs, such as flexibility and a participatory work culture. Furthermore, the study
suggests reconsidering the frequency and format of feedback to sustain its positive effects on job

satisfaction over time.

Future research should explore the long-term effects of APF formalization, the balance between
formal and informal feedback mechanisms, and the perspectives of both employees and supervisors

to optimize HRM practices in SMEs.

Chapter 3: Performance Feedback and Its Implications on Employee Per-
formance

In the third chapter of the thesis, I explored the impact of performance feedback mechanisms on
employee performance and motivation within SMEs, with a particular emphasis on input-based
relative performance feedback. This approach focuses on inputs - elements directly within an
employee’s control - thus providing a unique avenue for low-performing employees to enhance their

performance and engagement.

It provides significant insights into the realm of performance feedback, particularly emphasiz-
ing input-based relative performance feedback within SMEs. My findings illustrate the effectiveness
of focusing on inputs - tasks that employees can directly influence - to improve the performance
and engagement of low-performing employees. This method, tested through a field experiment,
demonstrates that input-based feedback can enhance low performers’ tasks without detrimentally

affecting high performers, eventually leading to improved overall output performance.

The study contributes to empirical research on performance feedback by showing how input-
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based forms of feedback can motivate low performers and complement existing output-based per-
formance measurement systems. It adds to the discussion on input- and output-based performance
measures by highlighting the advantages of inputs, such as their controllability, which directs low
performers’ efforts and helps familiarize them with the input-output process. Additionally, my work
aligns with the emerging literature on non-incentivized performance feedback processes, showcasing
the motivational and performance-enhancing effects of input-based feedback even in the absence

of high-powered incentives.

Furthermore, this approach to feedback was linked to increased job satisfaction and retention,
underscoring its value in creating a positive and productive work environment crucial for the
success of SMEs. This study not only introduces a novel perspective on performance management
strategies by documenting the causal effects of input-based feedback in a real-world setting but also
suggests that even output-focused firms can benefit from integrating such feedback mechanisms to

support employee development comprehensively.

Integrating Insights for a Holistic Understanding

Across these explorations, the thesis consistently highlights the multifaceted nature of job sat-
isfaction and its critical influence on employee retention in SMEs. The nuanced understanding
of how specific HRM practices, particularly performance feedback, impact job satisfaction under-
scores the need for SMEs to adopt context-sensitive, employee-centered approaches. These findings
advocate for a strategic reevaluation of HRM practices in SMEs, emphasizing the importance of
tailoring these practices to meet the unique needs and preferences of employees within these smaller

organizational settings.

Looking Forward: Implications for Future Research and SME Practice

This research journey, from a broad literature review to focused experimental investigations, pro-
vides a rich tapestry of insights that contribute significantly to the academic discourse on employee
retention in SMEs. It also offers valuable practical guidance for SMEs striving to enhance their
HRM practices to improve job satisfaction and retain valuable employees. The thesis lays a founda-
tion for future research to further explore the complex interplay between job satisfaction, employee

retention, and organizational practices, particularly in the dynamic and varied context of SMEs.
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In conclusion, this thesis not only bridges a crucial gap in the literature on employee retention
within SMEs but also illuminates the path forward for organizations seeking to foster a more satis-
fied, engaged, and committed workforce. By underscoring the indispensable value of understanding
and addressing employee needs and preferences, this work contributes to the broader endeavor of

enhancing organizational health and effectiveness in the SME sector.

Considerations for Field Experiments in SMEs

SMEs should focus on practical aspects of field experimentation, considering the specific challenges
and constraints they might face, such as limited resources and the need for quick, actionable results:
SMEs conducting field experiments should consider several practical aspects, focusing on the unique
challenges and constraints they face. Recognizing limitations like poor management, financing is-
sues, and regulatory environments is crucial. SMEs often lack the resources that larger companies
might have, making it essential to adopt strategies that are tailored for their specific needs (Shil &
Parvez|, 2010). SMEs should focus on allocating more resources to business model experimentation,
particularly emphasizing digital transformation to enhance overall performance. This focus can fa-
cilitate quicker adaptation to market changes and technological advancements (Bouwman, Nikou,
& de Reuver, |2019). Furthermore, employing flexible and adaptive forms of project management
is beneficial, considering that medium-sized firms might require more structured approaches com-
pared to smaller entities. This adaptability allows SMEs to efficiently navigate the complexities of
field experimentation while mitigating risks associated with limited scale and resources (Turner,

Ledwith, & Kelly, [2010).

Future Research with Field Experiments

Field experiments in SMEs related to job satisfaction are motivated by various factors and seek
to understand and enhance the work environment, employee motivation, performance, and overall
job satisfaction. Experiments in HRM research often aim to understand, e.g., the link between job
enrichment, goal setting, and worker productivity and job satisfaction (Umstot, Bell, & Mitchell,
1976). There’s an interest in how job characteristics relate to job involvement, satisfaction, and
intrinsic motivation (Lawler & Hall, |1970)). Addressing these elements can lead to higher quality
reemployment and higher motivation, especially in adverse situations like job loss (Caplan, Vinokur,

Price, & van Ryn| [1989)).
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Evaluating job design and work environment: Research indicates that the work environment

and job design significantly affect job satisfaction (Hongisto, Haapakangas, Varjo, Helenius, &
2016)). Experiments may focus on how changes in these areas, such as office refurbishment

or the creation of autonomous workgroups, impact job satisfaction and employee performance

(Wall, Kemp, Jackson, & Clegg] [1986)).

Improving innovation and performance: Another line of inquiry is how job satisfaction relates
to innovative work behavior, particularly in SMEs. Openness to experience and personal control are
seen as moderating these relationships, leading to increased performance and innovation
|Coetzer, Ramos, & Fuhrer] 2021]).

Understanding demographic and psychological factors: Experiments may explore how de-
mographic variables, personality traits, and workers’ values independently affect job satisfaction

and motivation. This includes examining the impact of various motivational interventions and

training programs on employee attitudes, turnover, and job satisfaction (Furnham, Eracleous, &|

[Chamorro-Premuzid|, [2009). Exploring organizational commitment and continuance: The role of

affective commitment, promotion, fringe benefits, and operating procedures in fostering employees’

continuance commitment is also a topic of interest. Research suggests that understanding these

factors is crucial for maintaining a motivated workforce in SMEs (Valaei & Rezaeil [2016). These

themes and motivations for field experiments aim to create a more productive, satisfied, and in-
novative workforce within SMEs. They reflect a comprehensive approach to employee wellbeing,

organizational efficiency, and the ongoing pursuit of workplace excellence.
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