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Attitudes of Transit Empioyees Toward

Merit Pay

K. Dow S5cott, MICHAEL ]. VEST, FREDERICK S. HILLS, AND STEVEN E. MARKHAM

Merit pay programs are the most widely used financial
Incentive program among urban mass transit systems. An
attitude survey was conducted at a large transit system to
determine how employees perceived the merit pay program
in which they participated. Employee attitudes toward the
merit pay system were mixed. Their perceptions of the
accuracy of the performance evaluation were quite nega-
tive. However, employees as a whole favored a system in

which pay increases are not based on seniority and are not
general increases.

The declining growth rate of productivity in the United States
relative to other nations is a matter of increasing concem in
both the private and public sectors. Productivity, or the effi-
ciency with which goods and services are produced, represents
a means of maintaining economic growth, retaining foreign
markets, reducing unemployment, and controlling inflation.
Because the cost of labor is a major factor in the production of
goods and services, increasing the output of human resources is
a major element in reversing productivity decline. In view of
the economic realities of our times, Americans are finding that
a commitment to quality in addlition to quantity is essential. To
be unresponsive to this issue will ensure further erosion of the
marketplace and even tighter resource constraints. Because
urban mass transit provides direct service to the public and
because it represents a major cost to state, local, and federal
governments, it receives close public scrutiny when scarce
resources are allocated.

In response to these pressures for increased productivity and
better quality of service, private and public sector organizations
are reexamining the use of financial incentive programs. A
financial incentive in the generic sense is any program in which
pay is contingent on individual or group performance. Unlike
wages and salaries that are payment for satisfactorily perform-
ing a particular job (termed “position pay™), incentive pay is
determined by how well the employee does on one or more
performance criteria, usually judged in tetms of quality and
quantity of performance. These performance criteria may in-
clude supervisor appraisal of employee behavior or goal ac-
complishment, overall unit profits and earnings, realized labor
cost savings, number of units produced, growth in sales, and so
forth. Incentive pay is designed so that an irxlividual's pay may
increase or decrease over time on the basis of that person’s
performance or contribution to the organization’s productivily.

A survey conducted by the Conference Board (1) found that
over 90 percent of the responding companies used a merit pay
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program. A survey of the transit industry by Scott and Deadrick
(2) found that merit pay was the most popular financial incen-
tive program among transit authorities, with 30 percent of
respondents reporting they had a merit pay program. There
were numerous variations of merit pay plans, each of which
evolved as organizations tailored the program for their own
use. This wide adaptability of the plan has contributed to its
populanty.

Financial incentive programs are not as common in the
public sector, generally because of political barriers and such
limiting factors as civil service policies and procedures. Much
of the public sector employment policies are controlled by
legislation and regulation, and thus the freedom to institute
innovative employment programs has been limited. However,
recent public sector interest in such programs may be attributed
to the belief that the use of financial incentive programs such as
merit pay plans represents an innovative strategy that can help
contain costs and show taxpayers that high performance and
productivity are of value to government.

Merit pay programs award pay increases to employees on the
basis of their level of performance for a specified time period.
Ment pay programs are designed to pay different amounts to
individuals, depending on the degree of performance. In a
typical merit pay program, the overall merit budget is estab-
lished by top management and is based on either the past
financial performance of the organization, expected future per-
formance, or ability to pay. The merit budget is designed to
reward only those employees who have performed at a high
level during the past period. This is not a general increase that
enables the organization to maintain competitive wages relative
to the labor market or a cost-of-living adjustment to protect
employees from inflationary pressures,

The overall merit budget is then divided among the organiza-
tion’s various departments, usually on the basis of a percentage
of each unit’s labor costs in wages and salaries. For example, if
one department had 15 employees whose wages and salaries
totaled $400,000 annually, a merit budget of 5 percent would
be $20,000. Thus this department head would receive $20,000
to distribute among deserving and eligible employees through
the individual supervisors. Under most merit pay plans, the
merit reward represents a permanent increase in the employee’s
salary and thus represents a permanent increase in the organiza-
tion’s total labor costs.

Some method of measuring individual performance is re-
quired for ment increases. Performance evaluations or ap-
praisals are conducted periodically and are usually supervisory
judgments as to the level of employee performance. Be-
haviorally anchored rating scales (BARS), management by
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objectives (MBO), and graphic rating scales represent methods
of measuring individual performance (3).

Because an employee’s merit increase becomes a permanent
part of the employee's pay, distortion in the compensation
system may occur. To retain an equitable relationship among
the jobs and the employees holding those jobs, the compensa-
tion structure usually specifies pay ranges for each position.
Once the person reaches the top of the pay range, he or she
cannot receive another merit pay increase unless the pay struc-
ture i3 adjusted upward (¢). The midpoint of the pay range
refiects the level at which an average, fully trained employee
should perform (2).

RESEARCH ON MERIT PAY

An extensive review of the theoretical and empirical literature
on merit pay was conducted. Although space limitations pre-
clude a detailed treatment of this large body of literature, a brief
review of representative articles is provided to identify em-
ployee attitudes critical to successful merit pay programs and
thus establish a basis for the scales used in this study.

A review of the literature uncovered 94 articles on merit pay.
A majority of these articles were simply descriptive or concep-
tual in nature. At best, these descriptive articles suggest rules of
thumb that outline certain conditions that must be present if
merit pay is to elicit improved job performance. In these
articles, it is suggested that for money to motivate improved
job performance:

* Money must be a reward valued by employees (5, 6).

» Money must be valued highly relative to other rewards
(7). [Although money may be important to an individual, it
may not be the primary motivating force. For example, an
individual may be more highly motivated by the nature of the
work itself or need for affiliation then by money (8).]

e Workers must perceive that pay is tied to performance
(9, 10).

* Employees must believe that effort will lead to successful
job performance (5, 11).

* Pay increases must be large enough to be meaningful
(11-13).

* Employees must perceive that performance can be and is
accurately measured (11, 14).

¢ High levels of trust are necessary if merit pay programs
are 1o be accepted by employees and have the intended motiva-
tional effects (6, 12).

¢ Good communication is essential to successful merit pay
programs (9, 15).

Only 16 articles empirically evaluated the effects of merit
pay programs in use. Selected empirical studies are discussed
in the following paragraphs. One important study by Marriott
(16) focused on employee attitudes about merit pay plans. The
most important finding was that the firm’s performance ap-
praisal system did not distinguish among workers’ levels of
performance, and most employees were dissatisfied with the
pay program.

In a study of 31 engineers and 33 nonprofessional workers,
Giles and Barrett (17) investigated the relationship between
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merit increases and individual satisfaction. Their findings indi-
cated that each additional dollar increase in merit pay had
additional value to employees. Greene and Podsakoff (I8)
conducted a field study in which a merit system was discon-
tinued in a plant. The satisfaction of the higher performers
greatly decreased, whereas the low performers became more
satisfied and more productive. In a study of 1,165 nonsuper-
visory, white collar employees, Kopelman et al. (79} examined
the linkage between performance and rewards for various merit
pay programs. It was found that having a wide range of avail-
able rewards increases overall performance. Strong linkage
between performance and rewards resulted in high
achievement.

The literature reviewed suggests that pay must be linked to
performance if money is to motivate improved job perfor-
mance. However, the fact that pay is linked to performance is
no guarantee that employees will perceive this to be the case.
Employee perceptions of performance appraisal faimess and
accuracy should be positively related to employee perceptions
that pay is linked to performance, a precondition for successful
merit pay programs. In this study, employee perceptions of the
performance evaluation system and the merit pay plan are
examined.

RESEARCH METHODOLOGY
Research Location

A large number of transit authorities were considered for the
current research project. Site selection criteria included (a) a
merit pay program that had been functioning 2 years or more,
(b) a large organization that would yield sufficient sample size
to perform the required statistical analyses, (c) a performance
appraisal system that quantified individual performance scores,
(d) the availability of pay and performance data for a 2-year
period, and (¢) the transit authority’s expression of strong
support for the research study and willingness to commit em-
ployee time to the study.

On the basis of the evaluation of a number of potential
candidates, a large transit authority located on the West Coast
was chosen as the research site for this project. This transit
authority has over 3,000 employees, approximately 1,000 of
which participate in the merit pay plan. During Fiscal Year
19841985, this transit authority maintained a fleet of over
1,000 buses and carried in excess of 200,000,000 passengers.

Performance Appraisal System

This transit authority has a merit pay policy that requires that a
performance evaluation be completed annually for every non-
union employee. By policy, these annual evaluations are to be
completed by supervisors during the month of June each year.
The evaluation requires the supervisor to examine the work
habits of employees (i.c., attendance and punctuality, safety,
and observance of rules and regulations) and employee perfor-
mance on job-related tasks. The supervisor is required to com-
bine this information into an overall judgment of performance.
Individuals are awarded a performance evaluation along a



Scott et al.

five-point continuum including (a) unsatisfactory, (b) needs
improvement, (c) competent, (d) superior, and (e) outstanding.

Merit Pay System

The merit pay system used in this research is similar to the
general merit pay systems described previously. Merit pay
increases at this transit authority were based on an individual’s
performance evaluation score and position in the wage struc-
ture. No general pay increases were given, and in only a few
cases were structural adjustments made to an individual’s pay.
There were structural changes in the pay ranges associated with
the pay structure. Pay ranges were adjusted upward 8.5 percent
in 1983, 3.5 percent in 1984, and 4.0 percent in 1985. It is again
pointed out these were not general increases given to em-
ployees but were simply changes in the pay range, that is,
changes in the amount an individual could potentially eam. To
move up in the pay range, an individual must still get merit
increases based on performance. The merit increases averaged
7.8 percent for 1983, 5.5 percent for 1984, and 5.2 percent for
1985. Employees receive the merit increase on July 1 each
year.

Data Collection

On the basis of the review of the merit pay literature, a ques-
tionnaire was designed to measure employee perceptions of the
merit pay process, the performance appraisal process, and other
work-related issues critical to successful merit pay programs.
This questionnaire was administered to nonunion employees
who were eligible for merit pay increases. The Likert-type
questions and responses are listed in Tables 1-6. Employees
were presented with a statement with which they could strongly
agree (SA), moderately agree (MA), somewhat agree (7A),
somewhat disagree (?D), moderately disagree (MD), or
strongly disagree (SD).

The questionnaires were pilot tested at a transit authority
located on the East Coast. Following the pilot questionnaire
administration, a debriefing was held in which participants
were asked to comment on any potential problems with the
questionnaires. On the basis of information obtained in the
pilot study, several small changes were made in the question-
naires {0 improve clarity and employee understanding.

A research team from Virginia Polytechnic Institute and
State University administered the questionnaires. Employees
were notified by memoranda from the personnel department of
the transit authority and were requested to attend one of the
scheduled sessions to fill out the questionnaires. Eighteen 1-hr
sessions were scheduled; although participation was not man-
datory, it was strongly encouraged.

Sample Characteristics

Of the 1,425 employees eligible to participate in the study, 842
completed the employee questionnaire for a participation rate
of 59 percent. The sample consisted of white collar and super-
visory nonunion employees who were eligible to participate in
the merit pay program. The age of respondents ranged from 26
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to 67, with a mean of 44.8 years. Length of service of respon-
dents ranged from 1 to 44 years, with an average tenure of 13.5
years. Some 78 percent of the respondents were male, and 22
percent were female. A wide variety of ethnic backgrounds was
represented in the sample. Some 26 percent were black, 55
percent were Caucasian, 7 percent were Asian or Pacific is-
landers, and 13 percent were Hispanic. Respondents also ex-
hibited a varied educational background, with 8 percent havin g
high school diplomas, 43 percent having some college, 21
percent having a college degree, 11 percent having some grad-
uate work, and 15 percent having a master’s degree or higher.
Only 1 percent of the respondents had less than a high school
diploma.

Importance of Pay

To assess the value that respondents attached to pay, individ-
uals were asked to rank the importance of seven different job
characteristics. The average rank assigned to the seven job
characteristics in order of importance (1 was most important)
was 2.4 for wages or salary, 3.2 for type of work, 3.3 for job
security, 3.4 for opportunity for promotion, 3.9 for recognition
for good work, 4.3 for working conditions, and 5.3 for friendly
coworkers. Of the seven job characteristics investigated,
money was on average the most valued reward among study
participants,

Attitudes Toward Performance Evaluation

Performance evaluations are a vital part of merit pay systems
because it is the performance evaluation that drives the recom-
mendation for a merit increase for an employee. A series of
questions was asked to try to understand how employees feel
about the performance evaluation process. One of these ques-
tions asked the employee to indicate how satisfied they were
with their last performance appraisal (Table 1, Question 1).

The most startling observation about the results of this ques-
tion is that employees appear to fall into two extreme groups.
There is a substantial proportion (21 percent) who are highly
satisfied with their last performance evaluation; however, there
is also a substantial proportion (28 percent) who are highly
dissatisfied with their performance evaluation. Clearly, em-
ployees are sharply divided in their attitudes toward satisfac-
tion with their performance evaluations.

Further insight into employees’ attitudes about the perfor-
mance evaluation process can be gleaned from two additional
questions that were asked. One of these questions asked if
employees felt their last performance review was consistent
with actual job performance (Table 1, Question 2). As with
satisfaction with the performance evaluation, employees are
strongly divided in their attitudes toward the accuracy of the
evaluation process. Some 21 percent strongly agree that their
last review is consistent with actual performance, whereas 28
percent strongly disagree with the statement.

A second way to ask the same question is to ask employees
to react to whether their evaluation was too high or too low
(Table 2, Question 3). Consistent with earlier questions, it is
again apparent that employees are about equally split between
those who think their performance evaluations were about night



TABLE 1 SATISFACTION WITH PERFORMANCE APPRAISAL

Frequency of Responses®
Question SA MA ?A M MD SD NA
1. 1 am very satisfied with the last 174 144 103 72 18 228 30
performance evaluation I received.  (21%) (17%) (12%) (9%) (%) (28%) (4%)
2. My last performance evaluation was 172 143 105 80 72 229 32
consistent with my job perfarmance.  (21%) (17%) (13%) (10%) (9%) (28%) (4%)
SPercentages do not add 10 100% because of roundoff error,
TABLE 2 ACCURACY OF PERFORMANCE APPRAISAL
Much  Much
Too Too About Too Too
Question High High Right Low Low
3. Compared to your actual level of 5 10 363 348 75
performance, do you beliecve your (1%) (1%) (45%) (43%) (9%)
performance rating was:
@Percentages do not add to 100% because of roundoff error.
TABLE 3 FEEDBACK
- Frequency of Responsecs? T
Question SA MA 7A ™ MD SD NA
4. I received enough feedback concerning 148 158 163 134 100 121 10
the quantity of my output on the job. (18%) (19%) (20%) (16%) (12%) (15%) (1%)
5. 1 am provided with sufficient feedback 154 167 163 145 38 113 6
on the quality of my work. (13%) (20%) (20%) (17%) (11%) (14%) (1%)
%Percentages do not add to 100% because of roundoff error.
TABLE 4 MERIT PAY
T Frequency of Responses?
Question SA MA A D MD SD NA
6. Merit increases accurately reflect an 58 63 107 131 111 356 10
individual's job performance. (%) (%) (13%) (16%) (13%) (43%) (1%)
7. This organization gives pay increases 53 79 151 116 117 302 12
on the basis of job performance. %) (10%) (18%) (14%) (14%) (GB6%) (%)
8. My last pay increase was consistent T 99 107 118 108 296 34
with my job performance. O%) (12%) (13%) (14%) (13%) (35%) ‘%)
9. 1 was very disappointed with the 190 82 125 133 112 125 69
size of my last pay increase when | (23%) (10%) (15%) (16%) (13%) (15%) (3%)
think about what other employees
receaved.
10. I am very satisfied with the last merit 63 114 124 115 105 274 43
increase I received. 8%) (14%) (15%) (14%) (13%) (33%) (%)

@Percentages do not add to 100% because of roundoff error.

TABLE 5 SUPERVISOR ALLOCATION OF PAY INCREASES

Question

Pay Increase Factor

Average

11. The purpose of this question is to find out what you think were
the most important factors determining your last pay increase.
Please rank the five items listed below according to how important
you think they were to your supervisor in determining your last
individual pay increase. Place a 1 by the item you feel was most
important, a 2 by the item you consider the second most important,
and 30 on.

My ﬁicnasl;ip with the :upervTIm.
My length of time with the s

My length of time with the organization.
My performance,

My economic need.

3.3
26
2.6
1.7
4.2
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TABLE 6 EMPLOYEE PREFERENCE FOR ALLOCATION OF PAY INCREASES

Frequency of Responses?

Question

SA MA ?A D MD SD NA

12. In my job, all employees should get the 205
(25%)

the same percentage pay increase.

13. To be fair, everyone in my job should 167
get the same percentage pay increase.

14, Pay increases should be based primarily 51
on length of service. (6%)

15. In my job, the largest pay increases should 37
go to the most senior employees. (4%)

(20%)

38 76 132 95 262 10

(7%) (%) (16%) (11%) (31%) (1%)
50 74 135 98 297 10
(6%) (9%) (16%) (12%) @(36%) (1%)
63 105 165 118 331 3

(8%) (13%) (20%) (14%) (40%) (0%)
41 66 176 120 387 9

%) (8%) (1% (14%) 46%) (1%)

%Percentages do not add to 100% because of roundoff error.

(45 percent) and those who think that their performance evalua-
tions were 100 low (43 percent).

Still another way to obtain insight into employees’ attitudes
toward the performance evaluation process, in general, is to ask
employees if they receive enough feedback from their super-
visor. Two such questions were asked; one dealing with quan-
tity of output, and another dealing with quality of output (Table
3, Questions 4 and 5). Employees are also strongly split over
the amount of feedback they received about both the quantity
and quality of their output. Over half of the employees tend to
agree that they receive enough feedback, but a substantial
minority (over 40 percent) tend to disagree that they receive
adequate feedback.

The information on employee attitudes toward the perfor-
mance evaluation process suggests that a sizable minority is
dissatisfied with the appraisal system. Further, that sizable
minority appears to believe that they do not receive adequate
feedback in terms of quantity or quality of output.

Attitudes Toward Merit Increases

Employees were asked whether or not merit increases, in gen-
eral, were linked to performance level. This question was asked
of employees in two different ways, as indicated in Table 4,
Questions 6 and 7. The responses to these two questions
provide startling results: 72 percent of the employees disagreed
with the statement that merit increases accurately reflect an
individual’s job performance. Further, 43 percent strongly dis-
agreed. Employee responses to Question 7 in Table 4 reflect
similar patterns of responses, indicating that employees
strongly disagree with the assertion that merit raises reflect job
performance.

Employees were also asked if their last pay increase was
consistent with their performance (Table 4, Question 8). On the
basis of the responses, it is clear that most employees disagree
with the statement that their last increase was reflective of job
performance. Some 62 percent disagreed to one degree or
another with the statement. Further, 35 percent strongly dis-
agreed with the statement, whereas only 9 percent strongly
agreed with the statement.

The questions discussed so far have asked the employees to
give their opinions about merit increases and performance. Yet
another way for employees to assess their merit increase is to
ask them to think about their merit increase relative to other
employees (Table 4, Question 9). Interestingly, there is not the

same kind of consistency of results when employees compare
their own raises to those of other employees. In fact, employees
are highly dispersed all the way from strongly agree (those who
are disappointed with their raises) to strongly disagree.
Finally, employees were asked to share their attitudes about
satisfaction with their last merit increase without specifying a
relationship to performance or how other employees came out
in the pay increase process (Table 4, Question 10). Some 59
percent of the employees expressed a degree of dissatisfaction
with their last merit increase and one-third of the employees
strongly disagreed that they were satisfied with their pay raise.
These responses suggest that something may be wrong with the
merit pay system because such a large proportion of employees
are so dissatisfied with the merit pay increases they received.

Supervisor Decision Rules for Pay Ralses

Earlier employee opinions indicate that there is considerable
dissatisfaction with their last pay raises. The responses also
indicate that employees do not feel their last performance
evaluation reflected their true performance level. It is therefore
worth exploring what criteria employees felt their supervisors
used in making pay increase decisions. Question 11 in Table §
poses this issue to employees. The results in Table S are
surprising, considering that employees are so dissatisfied with
their performance appraisals an pay increases. Respondents
were asked to rank which factors were most important for
determining pay increases (the smaller the number, the higher
the ranking). The data suggest that employees do believe that
supervisors used performance as the most important criterion in
making pay increase recommendations.

Employees’ Criteria for Pay Increases

One of the most important questions that needs to be answered
when auditing merit pay systems is the following: “Do em-
ployees want pay to be based on individual merit?"” Unfor-
tunately, obtaining the answer to such a question is not easy
because to disagree with the concept of merit is about as
popular as disagreeing with motherhood and apple pie. There-
fore, the method used was to ask a series of other questions,
which appear in Table 6 along with employee responses. Ques-
tions 12 and 13 in Table 6 ask if all employees should get the
same pay increase. Most employees strongly disagree with this
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statement. Questions 14 and 15 in Table 6 ask employees if
they would like to have pay increases based on seniority.
Again, the data indicate there is strong disagreement with using
seniority for granting pay increases. Further, employees believe
that supervisors use performance to make pay increase deci-
sions (Table 3, Question 11). However, they apparently think
the supervisors’ evaluations are biased because they do not
agree that their performance is reflected in their performance
evaluation (Table 1, Question 2; Table 2, Question 3) or their
merit pay increases (Table 4, Questions 6—8). These data sug-
gest the need to train supervisors in performance evaluation

and the need to better articulate how the merit pay program is
administered.

CONCLUSIONS

The employee attitudes reported here suggest some interesting,
albeit paradoxical, conclusions. First, employees at this transit
authority definitely believe in merit pay as a concept. This
attitude is reflected in the fact that they want their performance
to be the basis for their pay increases. The strength of this
association is also reflected in their rejection of both equal pay
raises and seniority as possible pay increase criteria.

Second, these employees for the most part believe that their
supervisor used past performance as a criterion for making pay
increases. In other words, in the employee’s mind it was perfor-
mance, and not favoritism or other criterion, that their super-
visor used in allocating pay increases.

However, this merit pay system is not functioning as effec-
tively as it might because there is extreme dissatisfaction over-
all with the merit pay system, indicated by the 60 percent who
express some degree of dissatisfaction with their merit in-
crease. Several possible causes may be contributing to this
dissatisfaction. A most probable cause is that employees dis-
agree with their supervisor’s assessment of their performance.
This disagreement is reflected in the fact that the supervisor’s
rating of an employee’s performance is frequently not consis-
tent with the employee’s own perceptions of his or her perfor-
mance. It is also reflected in the fact that a sizable group of
employees do not think that feedback from their supervisors is
adequate, Furthermore, a strong correlation existed between
satisfaction with merit increase and satisfaction with perfor-
mance evaluation (r = 0.675, p < 0.0001). Thus, although
employees believe in the merit pay concept, the merit pay
program at this property is breaking down because of what the
employees perceive as an inaccurate performance evaluation
system.

A second possible explanation for the paradoxical nature of
these data is simply that the size of the pay increase was so
small that employees did not see it as reflective of their true
performance. In any event, employees did not believe that the
system rewards their performance. This fact undermines the
entire concept of a merit pay system.

Finally, these data suggest that more work needs to go into
raining supervisors in conducting performance evaluations.
The data suggest that supervisors need to do a better job of
providing feedback to employees on the quantity and quality of
their work. Frequent and accurate feedback allows the em-
ployee to know how he or she stands in the eyes of the
supervisor at all times. Further, if the employee and supervisor
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then come to see the employee’s performance in the same
way,the satisfaction level with the performance evaluation pro-
cess should increase. Such training will therefore result in a
more effective merit pay program that should in turn result in
higher employee and transit property productivity.

The results obtained in this research are generalizable to a
variety of orgamzations. The research site invoived in this
study has a merit pay and performance appraisal system similar
to those found in other public and private sector organizations.
In fact, the research site was selected to ensure that the merit

pay and performance appraisal systems were representative not
only of other transit authorities but of industry in general.

Furthermore, numerous researchers have compared public

and private sector employees with respect to reward prefer-
ences. Nowlin (20) compared factors that motivate public and
private sector managers and concluded that money is a reward
highly valued by both public and private sector managers.
Newstrom et al. (21 ) compared reward preferences in a sample
of 354 employees from business organizations and a city gov-
emment. Results indicated that both public and private sector

employees attached equal importance to pay as a reward. As
such, in general, there is a great deal of similarity in reward
preferences among public and private sector employees.
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