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ABSTRACT

Based on expectancy theory, goal-setting theorycamdrol theory we propose a model in
which perceived fairness mediates the relationdiépveen characteristics of employee
performance management systems and their perceiffedtiveness by employees. The
model was tested on a sample of 3192 employeeasy ssiuctural equation modelling. The
findings advance research to the role and fundiitynaf performance management systems
by showing that (a) the manner in which performamzgagement systems are shaped and
executed is of fundamental importance for theie&iff/eness, (b) fairness partially mediates
the relationship between performance managementersyscharacteristics and their
effectiveness, and (c) the three motivational tlesoappear useful for understanding the

consequences of performance management practidadividual employees.

Keywords: performance management, employee perfwe)dairness.



INTRODUCTION

Performance management (PM), which refers to tresorement and management of
employee performance aimed at increasing organizaltieffectiveness (Den Hartog, Boselie
and Paauwe 2004), is an increasingly prevalentipeam organizations (Aguinis and Pierce
2008). Throughout the past decades single perfarenappraisal moments in which a line
manager discusses the annual report of a suboe®n&inctioning have changed into
subordinates receiving continuous feedback thrdelghsystems, which consist of different
elements that each account for a part of the PMga® (Fletcher 2001; Levy and Williams
2004). Elements of PM systems typically involve amber of performance standards,
methods to measure and evaluate performance baséubose standards (i.e. performance
appraisal), tools to improve performance (e.g., amlwstructures), and feedback (e.g.,
performance reviews) (Armstrong and Baron 2005).

PM research has traditionally examined the relatigm between different PM
systems and performance improvement, which is mate purpose of PM systems (Levy
and Williams 2004; Aguinis and Pierce 2008). Altgbuesearch on effective configurations
of PM systems is progressing (Pritchard, HarrelpzGranados and Guzman 2008), there
still is much to learn about (a) which elementsPdl systems are crucial for the effective
management of performance (e.g., Latham, AlmostniMand Moore 2005; DeNisi and
Pritchard 2006) and (b) which factors affect theact of PM systems on performance (Den
Hartog et al. 2004; Dewettinck 2008). In this stwdy aim to reduce this knowledge gap by
(a) examining the relationship between PM systenaradteristics and PM system
effectiveness and (b) by testing to what exters thlationship is mediated by the perceived
fairness of the performance appraisal. Furthermthis, study answers a broader call for
employee reactions in HRM and more specifically Rddearch (Den Hartog et al. 2004,
Purcell and Hutchinson 2007). Since the relatignsbetween PM systems and
organizational performance is expected to be mediay employee attitudes and behavior
(Den Hartog et al. 2004), there is a clear needstadies that examine the individual
perspective. Finally, we advance a theory-drivamiwork for the relationship between PM
system characteristics and PM system effectivertgsisolars have scrutinized the lack of
theoretical embeddedness of most PM research Bughner 2007). Our study, however, is
guided by three theories of motivation (i.e. expacy theory, goal-setting theory and control

theory) and offers insight in their applicability the PM literature.



In the following section we discuss how expectatiwory, goal setting theory and
control theory explain how PM affects employee perfance improvement. Next, we
advance hypotheses regarding the relationship leetvidM system characteristics and PM
system effectiveness. Subsequently we presentitikdéngs from our empirical study and

discuss the theoretical and practical implications.

Performance management as a tool for performance iprovement

Scholars usually describe the Ribcess to explain how PM leads to performance
improvement. For example, Den Hartog et al. (20fi¢ue that the practices related to PM
affect the perceptions and attitudes of employe®s;h alter employee behavior, employee
performance and ultimately organizational perforoganSimilarly, in their more specific
model Purcell and Hutchinson (2007) link PM praesito the perception of those practices,
which effect employee attitudes, employee behaamat employee outcomes. These models,
however, do not clarify the underlying mechanishmt elineatevhy the specific elements
of PM systems lead to performance improvement. Bieitid Pritchard (2006) and Buchner
(2007) therefore advocated more fundamental theateteflection in PM research and
highlight expectancy theory (e.g., Pritchard et24l08), goal-setting theory (Locke, Shaw,
Saari and Latham 1981) and control theory (KleiB2)%s promising and useful frameworks
for understanding how PM can improve performance.

Expectancy theory is based on the assumption that individuals tendllbcate their
limited amount of time and energy to actions of abhthey expect the consequences to
maximize their satisfaction (DeNisi and Pritcha@D@). This happens through a series of
stages (see Figure 1). First, the actions thaviegials undertake create expectations about
the results that their efforts will yield (i.e. tlaetion-to-result connection). Second, based on
the results that are produced expectations areecreagarding how well the results will be
evaluated (i.e. the result-to-evaluation connegtidrhird, the evaluation of the results is
expected to lead to certain consequences or out;ofoe example receiving a bonus or
promotion (i.e. the evaluation-to-outcome connegti¢-inally, these outcomes are expected

to affect the level of satisfaction of the indivadthe outcome-to-satisfaction connection).

Insert Figure 1 About Here




Based on this causal chain DeNisi and Pritchardg2Grgue that performance
improvement can be achieved by managing performamsach a way that the link between
each connection is optimized (cf. Pritchard eR@D8). Expectancy theory provides a general
explanation of the relationship between PM prast@ed performance improvement, while a
more detailed explanation is given by goal settimgpry and control theory. One question
that has received less attention in studies rowtexkpectancy theory is how the individual
can know what results will lead to positive evaioias, i.e. how the result-to-evaluation
connection can be optimized. Goal setting theorg aontrol theory provide adequate
explanations for this.

Goal setting theory (GST) was developed to exgia® performance goals affect task
performance and considers the content of performaoals as a determining factor in how
well the task is executetfore specifically, goal specificity and goal difiity are the central
elements of goal setting theory that in particuteve been found to positively affect
performance (Locke et al. 1981; Donovan 2001). Gspcificity stimulates people to
prioritize and focus, while goal difficulty forceseople to exploit their knowledge and
abilities to the maximum and stimulates them toscausly perform on the task at hand
(Buchner 2007). Hence, whereas goal difficulty ewes the potential level of the
performance evaluation and stimulates people tiopearup to their maximum potential, goal
specificity helps people to understand how they eahieve positive evaluations by
explicating the criteria on which they will be ewvated.

Locke and Latham (2002) found, however, that theer@xto which goals affect
performance is moderated by the extent to whichethg regular feedback regarding the
congruence between the actual results and thet igamidards. To understand this we must
turn to control theory, which is also referred to as feedback control segards the process
that reduces the difference between the observedeqoiences of actual actions and the
result standards (Buchner 2007; Donovan 2001). Alicg to control theory people
continuously monitor their actions and the conseqas of those actions (i.e. results) and
compare them to standards or goals that have l@tdarghose actions and results (i.e. result
standards). When discrepancies emerge between aesudts and their standards and these
discrepancies yield negative effects, people wdijust their actions. The more frequently
people are able to compare their results with thedards, the better they will be able to live

up to that standard and, as a consequence, topgsltive evaluations (Donovan 2001).



Thus, based on control theory PM systems throughchwiemployees receive
continuous feedback are expected to lead to supseidormance as opposed to PM systems
that for example provide employees with feedbadi¢ by their supervisor through an annual
performance review. Moreover, based on controlmhé@éaeems preferable for employees to
be empowered in such a way that they themselvesapable of assessing the level of
discrepancy between results and result standardsofnwhat adjustments are needed to
resolve those discrepancies. Rather than provigifagmation on the congruence between
results and result standards, the main purposapErsisory feedback from a control theory
perspective is enabling individuals to self-regeldabeir actions according to the result
standards. PM systems are therefore expected tease performance when they enhance
employees’ self-regulating ability.

In summary, the relationship between PM practices @erformance improvement is
qualified by three motivational theories. Expectartbeory provides the more general
framework, goal setting theory clarifies how theulés-to-evaluations connection can be
optimized, and control theory explicates how thdioaeto-results connection can be
optimized. We now turn to the more specific relasibip between PM system characteristics

and PM system effectiveness.

PM system characteristics and PM system effectiveag

PM systems consist of a range of activities, endagdy an organisation to enhance
the performance of a target person or group, with tltimate purpose of improving
organisational effectiveness (DeNisi 2000). Rab€2003) identified several processes and
activities that fit this definition including poljc deployment, the use of performance
appraisal systems, feedback and communication. Y& characteristics that we used to
characterize these processes are the number aatibduof formal performance reviews, the
frequency of informal performance reviews, perfonce review focus, and the degree of
participation in decision making. These elementsndbonly refer to how PM is formally

designed in the organisation, but also regard e tvat PM takes shape in daily practice.



Formal performance reviews

Formal performance reviews refer to the pre-schastiulace-to-face encounters
between supervisor and subordinate with the purpbsiscussing the subordinate’s overall
performance and/or development. The role and perdeémportance of formal reviews has
decreased over the years. While in the 1930s disms were being held about introducing
reviewing programs ‘on a large scale or for anyglperiod with the expectation that tangible
results for that company will justify the expensel a&ffort’ (Ewing 1933, p. 114), after the
1970s the performance review hardly received atgnabn from the research community
(Fletcher 2001). A noteworthy exception is the wofkKikoski (e.g., Kikoski 1999), who
argued that the huge amount of work on the mearppoaise performance contradicts the
neglecting of the delivery of performance appraisak. the performance review. Because it
is in the formal review that employees hear abawt the actual results relate to the result
standards and about how the results are evaludiaski and Litterer refer to the
performance review as ‘the Achilles’ heel of thdirenprocess’ (1983, p. 33). As control
theory denotes that the congruence between redasnidlads and actual results are easier to
provide and to understand over a short time tham aMonger period, we expect PM system

effectiveness to increase with more frequent forpeaformance appraisals.

Hypothesis 1a: The frequency of formal performance reviewsis positively related to

PM system effectiveness.

In addition, given that understanding evaluatiomd discussing how to adjust actions
to the normative standards takes time, we expecsydiem effectiveness to increase with an

increased duration of formal performance reviews.

Hypothesis 1b: The duration of formal performance reviews are positively related  to

PM system effectiveness.



Informal performance reviews

Informal performance reviews refer to unschedulscefto-face encounters between
supervisor and subordinate in which explicitly oromm implicitly the subordinate’s
performance and/or development is discussed. AgthoBM systems generally do not
explicitly refer to informal performance reviewkgte is often a notion of the importance to
stay in touch with the employee and meet them &aty. One reason for this is that — in
contrast to the formal performance reviews - regirteractions provide the opportunity to
offer the employee specific, behavioural and timfelgdback (Roberts 2003). Hence, where
formal performance reviews help the employee tcemstdnd the process and the outcome of
performance appraisal, informal performance reviéelp the employee to live up to the
criteria of the performance appraisal system. Ineotwords, while formal performance
reviews effect performance improvement through raaidms described by control theory
(i.e. increased insight in discrepancies betwesunlrestandards and actual results), informal
performance reviews enhance performance throughorabination of mechanisms as
described by goal-setting theory (i.e. enhancecerstdnding of goal specificity) and control
theory (increased insight in discrepancies betwesnlt standards and actual results). We
therefore expect informal performance reviews to pusitively related to PM system

effectiveness.

Hypothesis 2: The frequency of informal performance reviews is positively
related to PM system effectiveness.

Performance review focus

Next to the frequency and duration of the perforoeareviews, we also expect the
content or focus of the performance reviews to ichf@M system effectiveness. As the
performance reviews are the HRM delivery momentshto employees, the content of the
performance reviews is likely to be determinedHtoy HRM approach within an organization.
Researchers have discussed different approacheiikkd (soft versus hard; Guest 1987),
different performance appraisal purposes (developmersus evaluation; Jawahar and
Williams 1997) and different PM purposes (developmeersus result oriented; Dewettinck
2008), which all reflect the more theoretical dssion on whether the focus in HRM should

be placed on thibuman or theresource (Truss et al. 1997).



The first regards intrinsic motivation as the keyunlocking human potential and
emphasizes that behaviour is primarily self-regdatin this perspective organizations are
expected to create competitive advantage in pdatidoy empowering their employees. In
contrast, the more resource-based view on empldgees to regard ‘human resources’ as a
production factor that needs to be directed towéndsstrategic business objectives and that
should be controlled by sanctions and pressureswéBRimck 2008; Truss et al. 1997).

For our purposes this distinction is highly releivbacause the difference between the
two approaches can also be understood by contgastenperspectives of control theory on
the one hand and goal-setting theory and expectahegry on the other. As the
development-oriented approach stresses the impertainemployee self-regulation, it shares
with control theory the assumption that employeé$ autonomously adjust their actions
when they are confronted with dissimilarities betwehe results of their actions and the
results standards. With its emphasis on intringativation the role of supervisory evaluation
and feedback in the development-oriented approsadherefore important less in terms of
outcomes but rather for enhancing the employe&lgyatp autonomously monitor, evaluate
and adjust his or her actions. In contrast, withfdcus on aligning employees with the
business objectives the evaluation-based appr@sembles the belief of goal-setting theory
that clear, specific and challenging goals are eddd steer employees in the right direction
and that they need to be evaluated by superviddmeover, the use of pressures and
sanctions reveals the more extrinsic understandingiotivation in the evaluation-based
approach that stands somewhat opposite to the miiresic understanding of motivation in
the development-oriented approach. Whereas thelafsuent-oriented approach is thus
more concerned with the actions-to-results conaegcthe evaluation-based approach focuses
more on the results-to-evaluations-to-outcomes eoton. This suggests that in practice
these approaches can be combined when they aredpplthe compatible phases, and
empirical research has indeed found combinatiorthede two approaches in practice (e.g.,
Truss et al. 1997). However, research has also dfosignificant differences in the
performance appraisal and management purpose aorgasizations (Dewettinck 2008;
Jawahar and Williams 1997; Milliman et al. 2002;0R2009), which indicates that most

organizations generally focus more on one of thedpproaches.
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Since the optimization of the results-to-evaluatioannection can largely be
accomplished by goal setting but the action-todtestonnection has many contingencies and
is much more dependent on the motivation of theleyae (van Knippenberg 2000), we
hypothesize PM systems to be more effective wheir fbcus is developmental rather than
evaluational. This is also in line with recent fimgs of a study among 319 HR-practitioners
to the relationship between PM system purpose amdytem effectiveness, which showed
that strong development-oriented PM systems weree raffective in increasing employee
motivation than strong performance-oriented PM ayst (Dewettinck 2008). We thus
hypothesize:

Hypothesis 3: Performance reviews that focus more on employee development are
associated with higher levels of PM system effectiveness than performance

reviews that focus predominantly on performance eval uation.

Employee participation

Employee participation on issues that are of inguré to them is regarded as an
important contributor to employee attitudes andqrerance (Pritchard et al. 2008). Cawley,
Keeping and Levy (1998) found in their meta-analyshat performance appraisal
participation is strongly related to, among otheesmployee appraisal acceptance and
appraisal satisfaction. These findings are eagigeustood in light of goal-setting theory.
Participation in goal setting has been associatithl iwcreased goal understanding (Erez,
Earley and Hulin 1985), increased goal acceptahoeké 1968; Erez and Kafer 1983),
increased commitment to the goal (Lawler and Hackh869) and more ambitious goal
setting (Latham and Saari 1979). In turn, all thessctions are related to increased task
performance (Erez et al. 1985), thereby linking Eyge participation in goal-setting to PM
system effectiveness (cf. Kleingeld, van Tuijl aidera 2004).

In their review Levy and Williams (2004) emphasike positive effects of employee
participation on employee motivation and call foromm empirical research to its
consequences. Based on control theory we expettethaloyee participation enhances
employee performance because it increases emplofgaimgs of self-efficacy (Arnold,
Arad, Rhoades and Drasgow 2000).

11



When employees feel that their information and tnpmi asked and used, the
discussions between employees and managers leaditereased understanding of the job,
less resistance to change, and an increased secsetml (Kleingeld et al. 2004). These are
essential attitudes for the self-regulating abiliy employees that enables them to
autonomously control the gap between actual reanlisresult standards.

Hence, both goal-setting theory and control theprgvide explanations for the
positive impact of employee participation on empley performance. We therefore

hypothesize that employee participation enhancesyiem effectiveness.

Hypothesis 4: The level of employee participation is positively related to the

level of PM system effectiveness.

The mediating role of evaluation fairness

Fairness has recently received a significant amainattention in performance
appraisal research (Lau, Wong and Eggleton 200&id& and Harcourt 2008; Steensma
and Visser 2007; see also Folger, Konovsky and &rogno 1992). Fairness was found to be
particularly important for enhancing employee umstinding about the connection between
results and evaluations (i.e. the appraisal pro@ess between evaluations and outcomes (i.e.
the reward process). As it are ultimately employeactions to the appraisal and reward
processes that determine to what extent employe&es n#tivated to improve their
performance (DeNisi and Pritchard 2006; Levy andiaitis 2004), employee perceptions of
fairness are essential for the effectiveness of Sdtems. Regarded as such, fairness
functions as a mediator of the relationship betwekhsystem characteristics and PM system
effectiveness. While PM can directly enhance pertorce by the processes described earlier,
PM can stimulate performance more indirectly ad Wwelimproving perceptions of fairness,
which in turn is positively related to performanggrovement.

In a qualitative study among employees represemtifigrent hierarchical levels of a
public service company, Narcisse and Harcourt (2@fhtified (a) the congruence between
actual performance and appraisal rating (i.e. ¢isalts-to-evaluations connection) and (b) the
extent to which appraisal rating resulted in cornipp@toutcomes like pay or promotion (i.e.
the evaluation-to-outcome connection) as the materchinants of perceptions of fairness.
For evaluations to be perceived as fair, it is thesessary that both the action-to-results

connection and the results-to-evaluations conneetie optimized.
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As all characteristics of PM systems discussed alawe expected to optimize either
the connection between actions and results andier connection between results and
evaluations (cf. DeNisi and Pritchard 2006), we estpall those characteristics of PM
systems to positively effect perceptions of evatuafairness, which in turn is expected to be
positively related to PM system effectiveness.

Hypothesis 5a: The frequency of formal performance reviews, the duration of formal
performance reviews, the frequency of informal performance reviews, performance
review focus, and the perceived level of involvement in PM are all positively related
to the level of perceived evaluation fairness.

Hypothesis 5b: Perceived evaluation fairness is positively related to PM system
effectiveness.

Hypothesis 5¢: Perceived evaluation fairness mediates the relationships  between
the number of formal performance reviews, the duration of formal performance
reviews, the frequency of informal performance reviews, performance review focus,
and the perceived level of involvement in PM and PM system effectiveness.

METHOD

Sample

Data was gathered from 3.192 Belgian employeesfilled out a web-based survey

that was published on the website of a well-knoveekly free job advertising magazine.

Insert Table 1 About Here
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Table 1 shows the characteristics and backgroundhef respondents and the
organizations the respondents are employed at. Mlest notable employee sample
characteristics are a balanced split in terms afdge and considerable variety in age,
educational level, functional experience and ségio¥We also note that about 85 % of the
sample consists of clerical, professional and neiddhnagement employees. Looking at the
organizations the respondents are employed ateee $airly balanced distribution in terms
of company size. 69 % of the employees are fromagei organizations, of which 33 % are
listed on the stock market. Finally, we also asikledut the age and gender of the supervisors
of our sample respondents. The table indicatestB&¥ of the supervisors were male and
that 21 % of the respondents had a supervisor wlyounger than 36 years old, 22 % had a
supervisor between 36 and 40 years old, 36 % betwéeind 50 and 22 % indicated to have
a supervisor who is aged over 50.

In the following, we first report on how we opeaatalized our independent variables
(i.,e. PM system characteristics), the mediator alde (i.e. fairness) and the dependent
variable (PM system effectiveness). Subsequenthexygain how we analyzed the data and
tested our hypotheses.

Measures

Formal performance reviews. The number of formal performance reviews was
measured by the open-ended question ‘How often flanaliscussed your performance with
a person from your organisation that was ordered your organisation? (e.g.,
appraisal/development/evaluation review)'. The tdaraof formal performance reviews was
assessed by the open-ended question ‘What wase¢haege duration of those reviews'?

Informal performance reviews. The frequency of informal performance reviews was
measured by the question ‘How often have you dssdigour performance with a superior
in an informal manner (for example, after departralemeetings with your supervisor, during
a move, during an informal lunch or drink, your sapsor who unplanned drops by at your
desk, ...)’ on a nine-point Likert scale ranging frdaily to once per year.

Employee participation. Employee participation was measured by Arnold l&t a
(2000) five items of participative decision makiog a five-point Likert scale ranging from
absolutely disagree to absolutely agree (e.g. rpgrsisor encourages work group members
to express ideas/suggestions) and had an integiiebitity of .93 (Cronbach’s).

14



Performance review focus. Performance review focus was measured by twogdoiet
scales that assess the focus of performance reviewsone focal point to another (during
the (appraisal) reviews with my supervisor, thaubis on (1) results/development; (2) what |
must do/how | do my work(Dewettinck 2008) and had iaternal reliability of .63
{Cronbach’'sa).

Perceived fairness. Perceived fairness was measured by two items Bpaint scale
assessing evaluation fairness (e.g. up till nowperyormance has been evaluated fairly). The
two items of evaluation fairness had an internklipdity of .90 (Cronbach’s).

PM system effectiveness. As the formal and informal performance reviews tre
delivery moments of the PM process, we assume thetivational effect to function as a
proxy for PM system effectiveness. Based on Denekis (2008) indicator of PM system
effectiveness, nine 5-point scale items were usedssess PM system effectiveness (see
Appendix 1). The ten items had an internal relighdf .93 (Cronbach’s).

Analyses

Measurement properties were assessed by examimntattor structure underlying
the items and the correlations between constrilites.hypotheses were simultaneously tested
in a structural model, using maximum likelihoodimsttion in AMOS (Arbuckle and Wothke
1999). Frequency of formal and informal performanegews and duration of the formal
performance reviews were inserted into the moddlirgle indicators. The other constructs
in the model (focus, participation, fairness antecfveness) were represented by latent
constructs with each of the variables as indicat@nsging from two indicators for fairness to
9 indicators for PM system effectiveness). Usingu@ural Equation Modelling (SEM) has
several advantages. First, it provides a systentadisis for evaluating the ‘fit' of the
hypothesized model to data based oiR-atatistic, incremental fit indices (e.g. non-nedn
fit index, comparative fit index) and other indiceg of absolute fit including Root Mean
Square Error of Approximation (MacCallum and Aus2i®00). Second, it provides control
over measurement error that can constitute ovgresent of the observed variance and that

often introduces substantial bias in estimatedceffand hypothesis testing (Ping 2001).
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According to Baron and Kenny (1986), a variablections as a mediator when it
meets the following conditions: (a) variations iavéls of the independent variable
significantly account for variations in the presuhmaediator, (b) variations in the mediator
significantly account for variations in the depemtdeariable, and (c) when controlling for the
relationships between the independent variable taedmediator and for the relationship
between the mediator and the dependent varialpee\dously significant relation between
the independent and dependent variables is no dosgmificant, with the strongest
demonstration of mediation occurring when this pigttizero (Baron and Kenny 1986, p.
1176). They further propose that, to test for miwoiie one should estimate the three
following regression equations: first, regressihg tnediator on the independent variable;
second, regressing the dependent variable on tepé@ndent variable; and third, regressing
the dependent variable on both the independentiblariand on the mediator. Separate
coefficients for each equation should be estimated tested (Baron and Kenny 1986, p.
1177). We followed their recommendations in ourlgses and tested two structural models:
one with only the direct effects between the cherétics of PM systems on PM system
effectiveness and one model in which indirect éffébrough evaluation fairness were also

specified.

RESULTS

Table 2 reports the mean scores, standard desadiod correlations between the key
constructs and control variables in our model. &abkhows the underlying factor structure
of the latent constructs in our model. Although sowf the correlations between key
constructs are significant, the exploratory facoalysis indicates a clear factor structure.

The four factors together explain 73 % of the var&in the data.

Insert Table 2 and 3 About Here
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Direct effects model

To test hypotheses 1-4 in accordance with BaronkKamnthy's (1986) procedure to
test mediating effects, we first assessed a stalctoodel with direct relationships between
PM system characteristics and PM system effects®n&he regression weights, standard

errors and model fit statistics are presented ivl€T4.

Insert Table 4 About Here

In terms of overall fit, Table 4 reveals the foliog fit statistics:y2 = 2 166.32, df =
198, p <.001, GFI = .94, NNFI = .94, CFI = .95, R&A= 0.056 (90% CI = 0.054 to 0.058).
Despite the significant chi-square that indicatéesci of fit, the relative fit indicators exceed
.90 and the absolute fit indicators suggest thatéisiduals are acceptable (< .07) and tightly
distributed (cf. 90 % confidence interval of RMSEA0.054 to 0.058). Consistent with this,
the parsimony fit indicator, NNFI, exceeds .90,i@ating that the model has adequate over-
identifying restrictions for parsimony. Based oresh statistics and the fact that the chi-
square statistic easily obtains significance whempde size is large, we conclude that the
direct effects model provides an adequate fit éodhta.

Table 4 further shows a small but significant pesiteffect between the number of
formal performance reviews and PM system effecegsn(B= .05p< .01), thus confirming
hypothesis 1a. We also found a positive relatigndlgtween duration of formal performance
reviews and PM system effectiveness (B= .03, .01). Thus, Hypothesis 1b is also
confirmed. In line with Hypothesis 2, we found thla¢ frequency of informal performance
reviews was positively related to PM system effestess (B= .09p< .01). Performance
reviews that focus more on employee developmeng associated with higher levels of PM
system effectiveness than performance reviewsftitats more on performance evaluations
(B= .25, p< .01), thereby confirming hypothesis 3. Finallye Yound a positive relationship
between the level of participation and PM systefeativeness (B= .47%< .01), providing
strong support for Hypothesis 4.
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M ediation model

The results of the mediation model that we useeamine if fairness functions as a
mediator in the relationship between PM systemaxttaristics and PM system effectiveness
are presented in Table 5. The fit statistj& £ 2 315.13, df = 232, p <.001, GFI = .94, NNFI
=.94, CFIl = .95, RMSEA= 0.053 (90% CI = 0.051 t63b) indicate that the model provides
an adequate-to-good fit to the data. In line witlpbthesis 5a the regression weights indicate
that all PM system characteristics are positivellated to evaluation fairness. Small effect
sizes were found for the number of formal perforogareviews (B = .04, p < .01), the length
of formal performance reviews (B = .04, p < .01} &ne frequency of informal performance
reviews (B = .07, p <.01) on evaluation fairndssmge effect sizes were found for PM focus
(B = .21, p <.01) and participation (B = .48, p0&) on evaluation fairness. Furthermore, the
regression weights showed that evaluation fairnespositively related to PM system
effectiveness (B = .44, p < .01), thereby lendimgport to Hypothesis 5b.

The finding that all independent variables are fhady related to the mediator
variable and that the mediator variable is pody§ivelated to the independent variable
indicate that the relationship between PM systearatdteristics and PM system effectiveness
is mediated by evaluation fairness. However, theatlirelationship between the independent
and the dependent variable in the mediation modetls to be taken into account as well in
order to know if it is a full mediating effect (mheelationships between the PM system
characteristics and PM system effectiveness that wignificant in the direct effects model
are no longer significant in the mediation model)aopartial mediating effect (when the
significance of relationships between the PM systeharacteristics and PM system
effectiveness has decreased but remained sigrficdable 5 shows that the direct
relationships between the number of formal perforceareviews (B = .03, p < .01), PM
system focus (B = .16, p < .01), participation (B26, p < .01) and PM system effectiveness
in the mediation model are still significant, whiailes out the option of a full mediating

effect.
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However, as all effect sizes of the relationshiptween these PM system
characteristics and PM system effectiveness inntlegliation model are smaller than the
effect sizes regarding the same relationships éndinect effects model (with effect size
differences varying fromAB= .02 for the relationship between the number aifmial
performance reviews and PM system effectivenegsBto .21 for participation), our results
indicate that evaluation fairness partially mediatiee relationship between the number of
formal performance reviews, the frequency of infalrperformance reviews, PM system
focus, and participation and PM system effectivenethereby partially supporting
Hypothesis 5c. Finally, Table 6 shows that the malh model provides a better fit to the
data than the direct effects model.

Insert Table 6 About Here

DISCUSSION

The current cross-functional study among 3 192 eygads of Belgian organizations
advances our understanding of the relationship &etwPM systems and their effectiveness
in two ways. First, we build on empirical evidenit@at shows that PM practices enhance
individual performance, but in such a way thatsitciear what the contribution of each
individual PM practice is. PM and — more generdiRM research to the effectiveness or
consequences of different HRM systems has reliedilynan composite measures of HRM
practices (cf. Pritchard et al. 2008). Recently samthors (Wall and Wood 2005; Paauwe
2009) have argued that such a systems approashsfadkt in verifying the added value of
individual practices. Our finding that performanexiew focus and employee participation
strongly relate to perceptions of evaluation fasshand PM system effectiveness and that the
frequency of informal performance reviews is moreorgyly related to PM system
effectiveness than the frequency of formal perfarogareviews suggests that the manifest
expressions of PM have more impact on PM systeac®feness rather than the more latent
characteristics of PM systems. Phrased differemty, results indicate that perceptions of
evaluation fairness and PM system effectivenessnameh more effected by the more

informal aspects of PM systems than by the moma&and structural elements.
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As these more informal aspects are shaped by thes of the PM system (i.e. the
supervisor or manager), these results lend credenitee model of Den Hartog et al. (2004)
who proposed that front-line managers mediate ffects of PM practices on employee
perceptions and attitudes. Furthermore, it proviflether support for Kikoski's (1999)
argument that performance reviews are the delir@gnents of PM.

Second, with its embeddedness in expectancy, ghg and control theory this
study progresses our theoretical understandinghe@fdiynamics underlying the relationship
between characteristics of PM systems and PM sysfi#gativeness. A general critique of
much PM research — but also of HRM research —adabk of grounded theory and theory
development (DeNisi and Pritchard 2006; Buchner720@ur study provided indirect
evidence of the applicability of the three aforetimred theories of motivation to PM
research.

Before we turn to our suggestions for further reseaand to the managerial

implications of our findings, we will discuss thmitations of this study.

Study limitations

We used a cross-sectional, single-source reseaesigrd This enabled us to
investigate employee perceptions of PM system cleriatics and effectiveness on a large
scale, across organizations and industries andntiaa® it possible for us to build on and to
advance the current state of academic researchManSBch a design has however also
limitations. First, although we build on theoreticesights that suggest causality, longitudinal
designs are needed for an empirical assessmenheofptoposed causal relationships.
Secondly, common method variance may have biased vdlidity of the structural
relationships, although the anonymous and indepenugure of the survey reduces the risk
on such bias as compared to a survey that is pexinioy and offered in the organization
where the respondents are employed (Spector 2608)system effectiveness could have
been assessed by HR or line managers (and possibtyby quantifiable data) instead of by
employees themselves, but our aim was to assesmpaet of the PM delivery moments,
which, we believe, should be assessed by employagthermore this design offered the
possibility to cover many different types of workemd PM practices, thereby enhancing the

generalizability of the findings.
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Finally, we took a narrow approach to fairness bguking solely on evaluation
fairness because conceptually it could be cleartydirectly linked to our model. A study of
Narcisse and Harcourt (2008) identified what wenedi evaluation fairness together with
outcome fairness (i.e. the extent to which evatumatiyield compatible outcomes) as the main
determinants of employee perceptions of fairnesPhh. Future research is needed to
investigate how these two types of fairness aratedlto the more general and established
measures of procedural, interactive and distrileufsstice (see e.g. Cropanzano, Bowen and
Gilliland 2007).

Theory development and avenues for further research into PM

In this study, three theories on employee motivatghowed to be useful in
developing specific hypotheses and gaining a bettederstanding into PM system
effectiveness. Expectancy theory provided solidugt to introduce and explore the
mediating role of fairness perceptions to link Pkhqtices and PM system effectiveness.
Goal-setting theory enabled us to link informalexgp of PM systems (such as the frequency
of informal reviews and participation) to PM systetffiectiveness. Finally, control theory
provided a rationale for the hypotheses on thdivelamportance of informal versus formal
PM reviews and for the relevance of PM review fotubetter understand the drivers of PM
system effectiveness. The applicability of thdsties for the conceptual part of our study
suggests their usefulness to develop more spexificrelevant hypotheses in order to further
enhance our understanding of PM dynamics in orgdioizs. One specific suggestion relates
to the possible useful role of expectancy theonyfdaher theorizing in linking PM to reward
management. We believe that insights into evaloatooutcome linkages could be a useful
starting point.

Our study also advances PM theory by delineatiegniediating role of fairness in
the relationship between PM practices and PM sysedfactiveness. This opens up
opportunities for further examinations into how theader concept of justice affects the
relationship between PM practices and PM systeatgvieness.

Finally, as our sample mainly consisted of clericpfofessional and middle
management employees, generalization of our firgdirgquires other empirical studies
involving different target samples. Furthering msights into PM dynamics for higher level

managers seems a very useful avenue in this respect
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Managerial implications

This study also has some noteworthy implications P& in practice. First, our
findings indicate that PM system effectiveness lsarimproved by raising the frequency of
formal and informal performance reviews and bydadsaty employee participation into PM.
Part of the reason for this is that more frequemM Rviews and stronger employee
participation tend to lead to a higher perceiveninéss. Also, our study suggests that
emphasizing the developmental side of PM will iase its effectiveness in terms of
improving employee performance. This is an impdrfamding as several studies confirm
that the result-oriented side of PM rather thandéeelopmental side tends to be emphasized
in daily PM practice. Recent studies (Dewettinbk&, Rao 2009) indicate that organisations
and managers still predominantly perceive the piynaurpose of the PM process to be
performance evaluation and control rather than eyga development.

More generally, our study confirms the crucial rofeline management in shaping
PM within the organization. Thus debates on howhange formal characteristics of PM
systems should be complemented with discussior®wanto maximally involve and support
line management into PM activities. Questions orw htm create buy-in from line
management are difficult to answer, but for sure ey in developing PM systems that

maximally improve performance at the employee agamizational level.

Conclusion

Three major conclusions can be drawn from thisysthidst, expectancy theory, goal-
setting theory and control theory have been fouseful for understanding the relationship
between PM practices and PM system effectivenessorfsl, the manner in which PM
practices are shaped and executed appear to beialgpemportant for PM system
effectiveness, which implies that the role of tiree Imanager is crucial for effective PM.
Third, fairness has been identified as a partiatiater of the relationship between PM
practices and PM system effectiveness. While sornghese findings provide rather
straightforward implications for practitioners whisg to improve their PM system, other

findings reveal a clear need for further reseamth this important and intriguing HR field.
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APPENDIX 1

PM system effectiveness items

. Fully
The performance reviews .... di
isagre Fully agres

Motivate me o mi o o m
Cause me to function better m m o m o
Clarify the expectations regarding my functioning o o o O |
Enhance my self-esteem o i o i o
Contribute to my professional development m m o O O
Provide me with more insight in my personal

. . O O o O O
contributions and added value
Have a clear effect on how comfortable | feel in my 0 0 o g O
job
Have a clear effect on my performance | | o i o

Provide me clear insight in my career opportunities mi o o o m



FIGURE 1

Expectancy framework on performance improvement

Performance improveme |

| Actions }—L{ Result: }—L{ Evaluation }—L{ Outcome }—L{ Satisfactiol |
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TABLE 1

Sample characteristics and background

Variable and category %?  Variable and category %?

Gender Years in organization
Male 48  0<Z 31
Femali 52 25 29

Age (in years) 6-10 20
<25 14 11-15 8
26-30 24 16-20 5
31-35 19 >20 8
36-40 14 Type of organization
41-50 20 Private 69
>50 9 Public 26

Education Othel 5
Primary 1 Listed on stock market
Secondar 18 Yes 33
College 48 No 67
University 31 Number of employees

Functional level <10 8
Blue-collar 8 10-49 18
Clerical 21 50-199 19
Professional 40 200-499 13
Middle management 24 500-999 11
Senior manageme 6 1000 32
Top manageme 1 Gender of supervisor

Functional experience Male 73
0<2 18 Female 27
2-5 26 Age of supervisor
6-10 25 <25 1
11-15 13  26-30 6
16-20 8 31-35 14
>20 10 36-40 22

41-50 3€
>5C 22
2N = 3192.
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TABLE 2

Means, standard deviations and correlations amongonistructs ®

Variable M SD 1 2 3 4 5 6 7 8 9 1C
1. Age supervist 4.4¢ 121
2. Job experience 296 1.5309

3. Job level employee 396 1024 -13
4. Freq. formal reviews 1.83 1.96.10 -.02 -.08
5. Length formal reviews 45.2239.3 -.08 -.19 -.03 .13

6. Freqginformal reviews 4.2¢ 25t -0t -0¢ -0¢ .1¢ .12

7. Focus 280 87 -04 -03 -09 .08 .08 .21

8. Participation 339 96 -08 -14 -11 .13 .192 .4.35

9. Fairness 3.00 1.18.02 -08 -12 .14 .16 .33 .33 .55
10. Effectiveness 305 90 -08 -0O7 -17 .17 .1@7 ..37 .57 .62

N =3192. Construct mean and standard deviatioacbas average mean and standard deviation of
observed items’ raw score per construct

b correlations > .046, p < .001
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TABLE 3

Factor structure of key constructs

Factor

1 2 3 4
Participationl .788
Participation2 .944
Participation3 .886
Participation4 915
Participation5 .786
Focusl .863
Focus2 .606
Fairnessl -.116 1.014
Fairness2 .952
Effectivenessl .630 .205
Effectiveness - .697 .143
Effectiveness @ .648 .107
Effectiveness ¢ .634 .184
Effectivenessb 734
Effectiveness6 715
Effectiveness?7 .843 -.254
Effectiveness8 .939 -.213

Effectiveness9 .660

Extraction Method: Principal Axis Factoring.
Rotation Method: Promax with Kaiser Normalization.




TABLE 4

Estimated parameters and fit statistics for the diect effects model

Dependent Variable
PM
effectiveness
Independent Variable B (S.E.) t-value
Age supervisor .01 (.01) 1.00
Job experience employee -.08 (.01) 8.00
Functional level employee .01 (.01) 1.00
# formal performance reviews .05 (.01) 5.00
Length formal performance reviews .03 (.01) 3.00
Frequency informal performance reviews .09 (.01) 9.00
Focus .25 (.02) 12.50
Participation 47 (.02) 23.50
R = .47

In bold =p < .01
Fit-statisticsy’= 2166.32, df = 198 (p < 0.001), GFI = 0.94, NNF0.94, CFI =
0.95, RMSEA = 0.056 (90 % CI = 0.054 to 0.058).
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TABLE 5

Estimated parameters and fit statistics for the stactural model

Dependent Variable

Fairness P.M
effectiveness

Independent Variable B(S.E.) t-value B (S.E.) t-value
Age supervisor -.04 (.01) 4.00 -.01(.01) 1.00
Job experience employee -.05 (.01) 5.00 -.06 (.01) 6.00
Functional level employee -.01 (.01) 1.00 .00(.01) o0.00
# formal performance reviews .04 (.01) 4.00 .03 (.01) 3.00
Length formal performance reviews .04 (.01) 4.00 .01 (.01) 1.00
'r:ersi‘g‘\j\zncy informal - performance (.02)  3.50 .06 (.01) 6.00
Focus 21(.02) 1050 .16 (.02) 8.00
Participation .48 (.02) 24.00 .26 (.02) 13.00
Fairness 44 (.02) 22.00

R = .40 R = .59
In bold =p < .01

--- = relationship not hypothesized / specified
Fit-statisticsy*=2315.13, df = 232 (p < 0.001), GFI = 0.94, NNF0.84, CFI = 0.95,
RMSEA = 0.053 (90 % CI = 0.051 to 0.055).
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TABLE 6

Comparison of the fully and partially mediating models

x2 df Ay? Conclusion

Baseline model: Fully mediating model 2813.3 240

2315.1 232 498,2 Significantly better fit than

Alternative model: partially mediating model baseline model
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