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Despite fundamental conflicts with their culture and traditional management practices, pay for per-
formance has emerged as an ascendant compensation method in Korean companies within the recent
decade. The current research attempts to explain the phenomena, relying on institutionalism and
motivation theories. The research develops instrumentality perception as an index of legitimacy at the
level of individual employees, and explores whether aspects of a company adoption of pay for performance
influence employees instrumentality perception. With a multilevel frame of data from 635 individual
employees from 30 companies in Korea, results are, in general, congruent with the premises of institu-
tionalism. Factors such as proportion of employees under the pay-for-performance system, proportion of
individual performance as a determinant of the pay mix, and industry adoption rate influence employees’

perception of instrumentality. Discussion and implications of the results are included.
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| . Introduction

Issues of behaviors of participants and the
wider context in which such behaviors occur
have resided as the main theme of organiza-
tional sociology, and this is especially the
case with institutional theory (Scott, 2001).
Even though institutionalism does not preclude
individual or collective interests in explaining
specific organizational and societal phenomena
(DiMaggio, 1988), the theory is originally
rooted in the predominance of institutional

pressures embedded in observed changes in
the organization field. Why do companies adopt
similar management practices, and why do
scattered organizations resemble one another?
To these questions, institutionalism responds
that it is due to institutional pressures (Di-
Maggio & Powell, 1991). Compared to the
straightforward and well supported answer,
however, how individual employees at the
micro level respond to the institutional pressure
has rarely been examined: how do employees
respond to a new practice, especially when
the practice conflicts with their existing values?
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How does the diffusion process occurring at
the company level influence employees per-
ception?

Pay for performance in Korean companies
provides a very suitable case to explore such
research questions. The outburst of the pay-
for-performance system in Korean companies
is quite notable. In 1997, only 3.6% of Korean
firms with more than 100 employees used
the system, but the proportion has risen to
37.5% in 2003 (Korea Ministry of Labor,
2003). The pay system is in fundamental
conflict with traditional Korean cultural
values and management practices (Hofstede,
1991 Kim, Park & Suzuki, 1990), and strong
resistance was reported when the pay system
was first introduced in representative cong-
lomerates in Korea, such as Samsung and
Doosan (Bae & Rowley, 2001). Despite the
suspicions, however, data indicate that the
new pay system has grown at a rapid rate,
and, moreover, recent studies suggest that
the pay system works to enhance Korean
employees’ motivation (Chang, 2003, 2001).
That is, the new pay system that is mar-
kedly
practices and values, may, in fact, work to

in conflict with their traditional

motivate employees. What is in the black
box? Relying upon institutional theory, the
current research attempts to explain this
phenomenon, and to explore the links bet-
ween scenes at the company level and stories
at the individual level.
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Il. Management Practices Diffusion
and Employees’ Perceptions

Originally rooted in the open systems theory
of highlighting the importance of the wide
context or environment (Scott, 2001), insti-
tutionalism has been ramified upon diverse
spheres, not only in the sophistication of
the dynamic politics in changes but also in
the applications in a wider empirical settings
and agenda. Regarding the dynamic politics
embedded in organizational changes, going
beyond a mere diffusion of certain organi-
zational forms, the issue is highlighted as to
why organizations respond differently to
seemingly similar institutional pressures
(DiMaggio, 1988; Oliver, 1991 Scott, 2001).
Regarding the width of the applications, on
the other hand, scholars have benefited
from the theory in attempts to explain pheno-
mena in diverse management areas such as
strategy diversification (Haveman, 1999),
incentive systems (Eisenhardt, 1988), family-
friendly issues (Goodstein, 1994: Ingram &
Simons, 1995: Milliken, Martins, & Morgan,
1998), and employee resistance at the work-
place (Pradas & Pradas, 2000).

As to the second sphere of ramification, to
which the current research belongs, the main
premise is the diffusion of a management
practice, i.e., organizations with considerable

diversity in approach and form in the initial
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stage are vulnerable to the inexorable push
and institutional pressures toward homogeni-
zation, and such practice becomes a const-
raining process that forces units to resemble
(DiMaggio & Powell, 1991). As
reflected in the famous metaphor of the ‘iron

others

cage (DiMaggio, 1988), humans become po-
werless and inert in the face of inexorable
social processes. The homogenization process
is captured by isomorphism, or the process
that forces one unit in a population to re-
semble other units that face the same set of
environmental conditions. DiMaggio and Powell
(1991) further assert three facets of isomor-
phism: coercive, normative, and mimetic,
wherein managers compulsively conform to
rules or regulations (coercive), may look for
norms or acceptable solutions held in their
field (normative), or may model their organi-
zations after other organizations in the
industry (mimetic).

The homogenization premise is especially
valid in instances of diverse management
practices in explaining diffusion of compen-
sation practices, because adopting a pay
system is clearly up to environmental or
institutional pressures (Eisenhardt, 1988).
Compensation practice in Korean companies
in the last decade clearly supports the idea
of isomorphism. In the 1990s, there existed
a trend to transform companies toward per-
formance-based management from traditional

seniority-based compensation. These attempts
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to survive in the competitive environment
have been identified as the New Human
Resource Management trend (NHRM). Ho-
wever, the economic crisis and the IMF
bailout have strikingly hastened the change.
The efficacy of seniority pay systems has
been seriously questioned and there has
been increasing interest in more flexibility
and performance in the pay mix (Bae &
Rowley, 2002). Companies in Korea have
been under severe pressure to transform
their systems of management, especially
their compensation practices, to adapt to
performance-based management.

The institutional theory asserts that adop-
tion of a management practice is a reflection
of external pressures more than a result of
efficiency, and, indeed, the pay-for-performance
system has been adopted at a rapid rate
among Korean companies without any proven
effect on firm performance or employee mo-
tivation. Moreover, the institutional theory
insists that by virtue of their size and
visibility, pressures for isomorphism and re-
quirements for social legitimacy are parti-
cularly salient in large organizations (Good-
stein, 1994). Empirical studies demonstrate
that family-friendly policies, for instance,
are more often utilized in larger companies
(Goodstein, 1994: Ingram & Simons, 1995).
Statistics on the diffusion of pay for per-
formance among Korean companies also show

consistent trends: a report by the Korea
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Ministry of Labor (2002) provides information
that 87.5% of companies with more than
5000 employees have adopted the system, a
notable contrast to 26.0% in the case of
companies with 100 and 299 employees.

In addition, industry type has been regarded
as a factor that explains differential in-
stitutional pressures. For instance, studies
by Goodstein (1994), Ingram and Simons
(1995), and Miliken, Martins and Morgan
(1998) prove the effect of industry type on
the adoption of family-friendly policies in
the way that service industries tend to
adopt more policies than do traditionally
male-dominated industries, such as manu-
facturing. Statistics on the pay-for-performance
practice in Korean companies provide informa-
tion consistent with these premises. The Korea
Ministry of Labor report (2002) shows that
the adoption rate of the pay-for-performance
system in Korean companies differs by in-
dustry type: finance and insurance industries
show the highest rate (53.3%), while the
lowest rate (10.8%)

transportation and warehousing industries.

is reported in the

Central to the institutional theory is the
assumption that humans have a preference
for certainty and predictability (DiMaggio,
1988), and the isomorphic process rules out,
to some extent, potential uncertainties of a
firm in a field because isomorphism demons-
trates the social fitness of an organization
as well as organizational conformity to insti-
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tutional demands (Deephouse, 1996: DiMag-
gio & Powel, 1991: Goodstein, 1994: Meyer
& Rowan, 1977). Therefore, institutionalization
implies that people conform to taken-for-
granted ways of doing things and processes
(Eisenhardt, 1988). Legitimacy results from
conforming to the isomorphic phenomena,
and, accordingly, status is conferred by in-
ternal and external actors. This means that
a legitimate organization is defined as one
whose values and actions are congruent with
other actors values and expectations in the
society (Deephouse, 1996: Pfeffer & Salancik,
1978).

As DiMaggio and Powell (1991) assert, si-
milarity to other organizations or confor-
ming to conventional customs can make it
easier for organizations to transact with
other organizations, to attract career-minded
staff, and to be acknowledged as legitimate
and reputable. Therefore, as organizations
achieve similarity and legitimacy in the
external environment, they can gain func-
tional consequences as the labor force may
also perceive such practices as more accep-
table and legitimate. That is, legitimization
can also occur inside the company, or among
members (Meyer & Rowan, 1977).

The belief that employees perception is
influenced by diffusion at the institutional
and company level is also supported in the
information processing approach
(Salancik & Pfeffer, 1978). This approach

social
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asserts that the social environment provides
a direct construction of meaning by providing
socially acceptable beliefs and attitudes,
and that, therefore, individuals develop at-
titudes and beliefs as a function of the
information available in the social environ-
ment. The approach further supports that,
in such social environments, individuals
beliefs and norms will be influenced by salient
information regarding the necessity or taken-
for-granted status of the new practice.
Enriched by the institutionalism, the premise
is that as more and more companies in the
industry adopt a management practice, em-
ployees in the industry tend to be exposed
to a social atmosphere in support of the
practice as an industry norm. In this sense,
the level of implementation in a company
may enhance the level of internalization of
employees such that employees tend to take
certain practices for granted and to attach
symbolic meanings to the practices as the
company implements them (Kostova, 1999).

How do members perceive legitimacy of
the newly adopted practice? It may occur in
diverse facets/forms. For instance, Kostova
(1999) identified this process of achieving
internal legitimacy as internalization. She
explains that internationalization is charac-
terized by a strong belief in and acceptance
of a practice’s goals and values and a wil-
lingness to exert considerable effort for the
implementation of the practice. Institution-
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alism asserts that legitimacy of norms and
practices indicates acceptance as a “taken-
for-granted status,” which increases with the
diffusion of the practice (DiMaggio & Powel,
1991: Ingram & Simons, 1995), and inter-
nalization means that the diffusion enhances
employees acceptance of certain practices as
taken for granted. House and colleagues
(1995) also suggest that groups of individuals
tend to collectively construct shared interpre-
tations of an ambiguous reality, and thus
through the process of collective sense
making, individuals and organizations may
show homogeneity of common beliefs and
values for certain events and practices.
Instrumentality perception of the employees,
or the belief that the newly adopted practice
will actually contribute to gaining the in-
tended outcomes may be regarded as one
profile of such internalization. If an individual
believes that an object leads to desired
consequences, that employee will shape a
positive attitude toward it and thus show
enhanced job performance (Sheridan, Slocum
& Min, 1975; Vroom, 1964: Wanous, Keon
& Latack, 1983). Empirical proofs exist that
the instrumentality concept can be utilized
to explain employee attitudes at the workplace.
For instance, a study shows that employees’
union instrumentality perception significantly
influenced their behaviors toward the union
such that employees tend to express a higher

propensity to unionize or make a positive
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union vote when they perceive greater
instrumentality of the union in attaining
outcomes such as higher wages and job
security (DeCotiis & LeLouarn, 1981). This
instrumentality concept was originally develo-
ped in the expectancy theory (Vroom, 1964),
but has been proven to be cross-culturally
valid (Matsui & Terai, 1975).

Application of this concept to the case of
the new pay system in Korea tenders a
consistent issue. The report by Korea Mini-
stry of Labor (2002) shows that companies
adopt the pay-for-performance practice mainly
to enhance firm performance, motivate em-
ployees, and recruit and retain capable
employees. Therefore, the instrumentality
perception in the case becomes how em-
ployees perceive the instrumentality of the
new pay system in achieving these objectives.
Those who
higher levels will better accept the values

perceive instrumentality at
and goals of the new pay practice.

Overall, organizations tend to become
homogenized in diffusing a certain mana-
gement practice, as do members beliefs
regarding the practice. As to the institutional
factors, institutional studies reveal diverse
factors. Among company-specific factors, the
pay structure varies across companies (e.g.,
Eisenhardt, 1988), and thus, employees per-
ceptions may be influenced by the diverse
facets of the pay structure. The first is the

proportion of employees under the pay-for-
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performance system in a company. Companies
can report that they adopted the new system
even though the employees who are paid
under the system are indeed very few, or
only employees in certain areas are covered
by the pay practice. Moreover, employees
can be more sensitive to the proportion of
employees whose compensation depends on
individual performance than to whether the
practice is merely adopted or not, as a com-
pany policy. For instance, they may not care
if the pay-for-performance practice is mainly
managed for high-level managers. Therefore,
the proportion of employees under the pay-
for-performance system in a company, or
the width of the pay system coverage, seems
to be an appropriate institutional factor that
influences employees perception. Therefore,
it was hypothesized that,

Hypothesis: Institutional factors will influence
employees instrumentality perception of the
pay-for-performance system such that

1. as the proportion of employees under the
pay system in the company increases,
employees instrumentality perception

will increase.

The next factor is related to the strength
of the pay-for-performance practice. Very
few companies in Korea that have adopted
pay-for-performance use it for the entire
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portion of the pay mix. The report by the
Korea Ministry of Labor (2002) shows that
about 90% of the companies that have
limit the
variable portion up to 50%. Therefore, the

adopted pay for performance

proportion of individual performance as a
determinant of the total compensation can
be an institutional factor that influences the
perception of pay practice among employees.
Therefore, it was hypothesized that,

2. as the proportion of individual perfor-
mance as a determinant of the compen-
sation level increases, employees in-
strumentality perception will increase.

In addition, the year that the company
adopted the pay system may be an in-
stitutional factor. Considering that pay for
performance is quite at odds with their
traditions and cultural values, employees
under the pay system for a longer time may
become institutionalized, with the resultant
collective sense making that occurs enabling
the practice to become taken for granted. In
a similar vein, it is also noted that, as
organizations become mature, macro-level
variables (e.g., company-level factors) will
have more influence on micro-level variables
(e.g., individual-level factors) (House et al.,
1995). Therefore, the year the company
adopted the pay system, or the length or
maturity of the pay system in the company,
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may influence employees perception of the
system. Therefore, it was hypothesized that,

3. as the company has utilized the pay
system for a longer time, employees
instrumentality perception will increase.

Finally, industry adoption rate (e.g., how
many companies in the industry have adopted
the practice) can be an institutional factor
that influences employees instrumentality
perception. The existing studies supported
the effect of adoption rate in an industry on
the decision of a company (e.g., Goodstein,
1994) (e.g., as more organizations within
the sector adopt a practice, the greater pres-
sure an organization faces to adopt the
practice). This institutionalization process
can be expanded to the case of individual
employees. That is, employees in an in-
dustry with a high adoption rate may be
exposed to more information of the need to
adopt a new practice, and thus shape posi-
tive perceptions. The mechanism is sup-
ported by the networking theory. According
to the theory, informal network can be
easily developed beyond the boundary of the
company and can be expanded to colleagues
in the same field. Through the informal
networking, information is diffused and in-
dividuals are influenced by the opinions and
information held by the community (e.g.,
Granovetter, 1973: Morrison, 2002). Therefore,
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it was hypothesized that,

4. as the proportion of the companies in
the industry using the pay system
instrumentality

increases, employees’

perception will increase.

ll. RESEARCH METHODS

3.1 Data Collection

The current research utilizes a multilevel
research design. I collected data from HR
managers, individual employees, and a secon-
dary resource. HR managers were asked
about company pay-for-performance practices
as well as company background information,
while individual employees were asked about
their perceptions and attitudes. The 2002
report of the Ministry of Labor was used as
a secondary data source to collect informa-
tion on the average adoption rate of the
pay-for-performance system across diverse
industries.

I collected data from 635 individual em-
ployees from 30 companies in Seoul, Korea,
from August 2002 to January 2003. The
sample consists of 11 companies (250 indi-
viduals) in manufacturing, 6 companies (149
individuals) in banking/finance, 10 companies
(164 individuals) in service industries, 1
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company (34 individuals) in construction,
and 2 companies (38 individuals) in con-
sulting industries. A total of 1,010 indi-
vidual questionnaires were distributed and
652 individual questionnaires were collected,
representing a 64.6% response rate. Ex-
cluding 17 insufficient individual responses,
635 individual questionnaires were used for
the analysis.

Questionnaire items were first translated
and then re-translated by a third person
into English: finally, the re-translated items
were compared with the original expressions
to examine the validity of the translation.
Moreover, a group of Korean Ph. D. candi-
dates with work experience in the HR area
of Korean companies discussed each translated
item to avoid any misunderstanding caused
by cultural differences.

3.2 Variable Measurements

Instrumentality perception of pay-for-
performance Individual employees were asked
the degree to which they believe the pay-
for-performance system will contribute to
(1) selecting capable employees, (2) reta-
ining capable employees, (3) enhancing in-
dividual performance, and (4) enhancing firm
performance. Each question was measured
on a seven-point Likert scale. Factor analy-
sis revealed that these responses were clus-
tered as one factor, and a reliability test
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showed an alpha coefficient of .81. There-
fore, an average was taken to reflect em-
ployees instrumentality perception.

Proportion of employees under the pay-
for-performance system in the company
The variable was measured to reflect the
scope of the pay system coverage in the
company. All the sampled companies re-
ported that they had already adopted the
pay-for-performance system. I further asked
HR managers about the proportion of the
employees whose compensation reflects the
pay-for-performance system. The proportion
ranged from 28% to 100%.

Proportion in pay mix 1 asked HR mana-
gers the proportion of individual performance
in determining the total amount of an
employee's compensation. In order to solicit
more valid responses, 1 asked them to fill out
proportions of each of the mix components
including seniority, individual performance,
team performance, and organizational per-
formance so that responses to these factors
totaled 100%. Then, I used the proportion
written for individual performance as the
variable.

Year adopted 1 asked HR managers in
which year the company had adopted the
pay-for-performance system. The variable
was then calculated by subtracting the year
from 2003.

Industry adoption rate The variable was
collected from the 2002 report of the Korea

FYSAT H34A ®M3Z 20054 68

Ministry of Labor. The report provides pro-
portions of companies within each industry
that have adopted the pay-for-performance
system. The adoption rate of the industry
that each sampled company belongs to was
coded as proportions.

Control Variables Five individual demo-
graphic variables were statistically controlled:
age, tenure, education, gender, and position.
Tenure was coded by the months in the
current organization. Education was coded
as “high school graduate” (1) up to “graduate
school and above” (4). Gender was dummy-
coded (male 0 and female 1), and position
was measured by the level of the position in
the company, starting from clerk (coded 1),
and ending with general manager (coded 5).

In addition, two company variables were
controlled in the analyses. The first was the
size of the company, measured by the
number of total employees. The next control
variable was the age of the company. I
asked the HR manager when the company
was established. The age of the company
variable was then calculated by subtracting
the year from 2003. These two variables
have been regarded as significant institu-
tional factors affecting the isomorphic process
(Eisenhardt, 1988: Judge & Zeithaml, 1992),
and thus need to be controlled in the
analyses.
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IV. RESULTS

Descriptive statistics and correlations among
the variables at the two levels are shown in
(Table 1. Notable results at the individual
level are significant correlations of instrumen-
tality perception with age (r=.09, p<.05),
education level (r=.08, p<.05), and position
level (r=.13, p<.01). The results indicate that
as employees get older, are more educated,
and are promoted to higher levels, they tend
to perceive greater instrumentality of the
pay-for-performance system.

Moreover, at the firm level, positive cor-
relations are found between firm size and
firm age (r=.52, p<.01) as well as between

firm age and proportion of employees under
the pay system (r=.40, p<.05). These results
imply that as the firm becomes older, it
becomes not only bigger in size but also tends
to utilize the pay-for-performance system
for a larger portion of employees.

The current research examines the effects
of institutional factors (collected from HR
managers) on employees instrumentality per-
ception (collected from individual employees).
This is a multi-level model, and the Ordinary
Least Squares regression is not appropriate
in this case because of the individuals nested
in companies. Therefore, the Hierarchical
Linear Model (HLM, hereafter) was used to
examine the research hypotheses. The HLM
is a two-stage strategy; in the first stage,

(Table 1) Descriptive Statistics and Pearson Correlations among the Variables

Variables Means  s.d. 1 2 3 4 5 6

Individual Level

1. Gender 1.24 .43 11.00

2. Age 31.72 5.19 |-.45" 1.00

3. Tenure 71.36 54.91 |-.25"*  .69** 1.00

4. Education 2.78 68 |-.23* .20** -.05 1.00

5. Position 2.19 1.14 |-.31** .64*™  51** 21* 1.00

6. Instrumentality perception | 5.59 .85 |-.05 .09 .05 .08* .13** 1.00
Firm Level

1. Company size 5230 10234 }1.00

2. Company age 21.27 15451 52" 1.00

3. Year adopted 6.66 6.45 |-.06 .18 1.00

4. Proportion of employees 79.38 26.51 | .12 40* .16 1.00

5. Proportion in pay mix 39.62 250014 .13 13 -.03 12 1.00

6. Industry adoption rate 40.18 5.86 [-.18 .29 17 .23 13

*p<.05 *p<.0l

n=619 at least for individual level and n=30 for firm level.
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relationships among level-1 variables (i.e.,

individual-level variables) are estimated
separately for each higher-level unit (i.e.,
for each company), and in the second stage,
the higher-level

predict the intercepts (main-effect model)

variables are used to
and slopes (cross-level interaction) found at
the first stage (Hofmann, Griffin & Gavin,
2000). In the current research design, all
the predictors at the individual level were
treated as control variables, and the inde-
pendent variables were all at the company
level. Therefore, only the main-effect model

was examined. In addition, due to the signi-
ficant differences in scales, all the company-
level variables were standardized before
being entered in the analyses.

Results show that,
variables, size of the company (B=.12, p<

among the control

.05) shows a positive effect on employees’
instrumentality perception, indicating that
employees in large companies tend to per-
ceive the pay-for-performance system as more
instrumental in attaining the intended pur-
poses. Among the independent variables, pro-
portion of employees in the company under

(Table 2) Hierarchical Linear Modeling Results for Instrumentality Perception®

Variables Instrumentality Perception
Leve;gle -.07 (.00)
Gender -.12 (.04)
Tenure .01 (.00)
Education 08 (.06)
.\ .28 (.00)
Position
b
Level 2 . 1o%
Company size 06
Company age 01
Year Adopted .16"
Proportion of employees ’ 09*
Proportion in pay mix '1 40
Industry adoption rate '
Model Deviance 1608.34
Level 1 Variance .60
Level 2 Variance 2.86(9.14)°¢

** p<.01 * p<05

® N (companies) is 30. Entries are estimations of fixed effects with robust standard errors, and estimations of

variance components are in the parentheses.
® Level 2 variables are all standardized,
¢ Chi-square values are in the parenthesis.
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the pay-for-performance system (B=.16, p<
.01), proportion in the pay mix (B=.09, p<.05),
and industry adoption rate (B=.14, p<.01)
enhance employees instrumentality perception.
Therefore, all the hypotheses except the
case of the year adopted were supported.
The results, in general, seem to support
the impact of institutional factors on em-
ployees” perception of instrumentality. That
is, employees under strong (as reflected in
the proportion in the pay mix) and wide (as
reflected in the proportion of employees
under the pay system) utilization of pay for
performance tend to perceive an enhanced
level of instrumentality of the pay system.
DiMaggio and Powell (1991) explain the
three possible mechanisms of isomorphism,
and an attempt was made to further ex-
amine the mechanisms of the spread of the
pay system. I asked HR managers, “Out of
the three to five major competitors, how
many companies do you think have adopted
the pay-for-performance-system?” Then I
calculated the proportion of the competitors
that already have adopted the pay system.

Eunmi Chang

This was intended to measure the perception
of the company regarding the isomorphism
within the industry.

A correlation analysis was attempted to
examine whether this perceptual isomorphism
correlates with implementation of the pay
system in the company. Results in {table 3)
show positive correlations with proportion in
pay mix (r=.38, p<.05) and also with proportion
of employees (r=.36, p<.05). These results
imply that as the company perceives that
more competitors have adopted the pay
system it tends to implement the pay system
at a wider (as reflected in the proportion of
employees under the system) as well as a
stronger (as reflected in the proportion of
individual performance in the pay mix) level.
Considering that pay for performance is not
regulated by law, and also that the report
by the Korea Ministry of Labor (2002)
shows companies responding to not-yet-visible
effects of the pay system, such correlations
suggest the possibility of a mimetic isomor-
phism of the pay system. Namely, when
companies adopt the new pay system, they

(Table 3) Pearson Correlations with perceptual isomorphism

Variables 1 2 3 4 5
1. Perceptual isomorphism 1.00
2. Year adopted -.07 1.00
3. Proportion of employees .36" .16 1.00
4. Proportion in pay mix .38* -.02 17 1.00
5. Industry adoption rate .04 12 .15 .20 1.00

p<.05 *p<.01 n=30
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are essentially copying what competitors are
doing (DiMaggio & Powell, 1991). This is a
possibility, and further research is surely
needed to examine the mechanisms in a

more comprehensive way.

V. DISCUSSION

The current research attempted to explain
the spread and consequences of the pay-
for-performance practice in Korean companies
using institutionalism and motivation theo-
ries. Relying on the two approaches, the
current research developed hypotheses that
institutional pressures such as adoption and
utilization of pay for performance will in-
fluence employees perception that the new
pay system is instrumental in achieving the
intended purposes. Using a multilevel frame,
the current research found results that, in
general, are supportive of the propositions
from institutionalism. Specifically, proportion
of employees under the pay-for-performance
system, proportion of individual performance
as a determinant of the pay mix, and
industry adoption rate tend to shape insti-~
tutional pressures toward employees instru-
mentality perception. That is, employees in
an industry with a higher adoption rate
showed a stronger belief that the pay-for-
performance practice would contribute to

AASATT H34A ®M3ZE 20054 6%

enhancing individual and firm performance.
Moreover, employees of a company in which
pay for performance is more widely and
strongly utilized among the workforce, sho-
wed a higher level of this belief.

It is notable that many of the existing
institutional studies on HR practices focus
on diffusion of certain practices (e.g., family-
friendly policies) (Eisenhardt, 1988: Goodstein,
1994: Milliken, Martins & Morgan, 1998),
while the consequences of such isomorphic
phenomena (e.g., effects on employee at-
titudes) are largely untouched. Some exceptions
include research by Judge and Zeithaml
(1992), which showed that the isomorphic
phenomenon of board involvement was as-
sociated with enhanced firm performance.
Incorporating both institutionalism and moti-
vational theories, the current research ex-
amined the consequences of isomorphism in
pay for performance and showed that the
practice may enhance employees belief in
the instrumentality of the new pay system.
Even though institutionalism insists that
adoption or spread of management practices
is an isomorphic process, which does not
reflect an efficiency criterion, findings of the
current research imply that as the isomor-
phic process develops and matures, certain
(though not all) management practices may
be internalized among the members.

Moreover, it is notable that, among the 30
sampled companies in the current research,
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only five companies report that they adopted
the pay-for-performance system before the
IMF bailout. and 11 companies adopted the
system in 1998 when the crisis became
visible. Considering the tremendous impact
of the economic crisis on every aspect of
Korean management as well as taking into
account the impending requirements from
foreign investors to give up the tradition of
seniority-based management and lifetime
employment. the data seem to support that
the diffusion was intensified by the IMF
bailout.

Do the results of the current research in-
dicate that diffusion of the pay practice
acquires indicates gaining more efficiency
and thus enhancing firm performance? The
answer so far seems to be ‘not always.”
Scott (1987) insists that a late adopter of
the new system may be in an advantageous
situation insofar as gaining legitimacy, but
at the same time, the company may lack
rational self-interest compared to early
adopters. As for the instrumentality perception
of employees, late adopters, compared to
early adopters, may enjoy an enhanced level
of instrumentality perception among their
employees at the starting stage, but this
tendency may not reflect the articulated
belief systems of ‘rational individuals but
rather means that “individuals’ have become
merely institutionalized (Simon, 1997). In
the latter case, the effectiveness or con-
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sequences may become unpredictable because
beliefs of the institutionalized employees are
vulnerable to changes as they accumulate
functional or dysfunctional experiences. That
is, employees instrumentality perception,
originally influenced by the institutional
factors, will not be free from functional ef-
ficiency, as they accumulate counter information.

The reconciliation of isomorphism of a
practice without a functional purpose and
internalization of the practice by members
as a reflection of a rational choice seems to
be an issue that needs further research. In
a similar vein, Galaskiewicz (1991) noted
that the dynamics of interactions between
facets on different levels (e.g., macro vs.
micro) may be better analyzed along diverse
stages, and House and colleagues (1995)
proposed that the effects of company factors
on individual aspects might vary with the
passage of time. Therefore, the differential
effects of firm isomorphism on employees
perceptions as well as the changing aspects
of the seemingly rational perception of em-
ployees as they experience inconsistent results,
may be better understood when a multi-
stage model is applied.

The main contribution of the current research
seems to be that it utilized institutional
variables such as isomorphism and legitimacy
and motivational constructs such as instru-
mentality to explain the outburst and the
effects of the pay-for-performance practice.
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Such a multilevel analysis in explaining im-
plementation of management practices should
allow for a more thorough understanding of
the process and the effects of management
transfer (House at al., 1995: Kostova, 1999),
and the current research upholds the as-
sertion. In addition, a potential contribution
of the current research seems to be that it
has conceptualized the internalization aspect
of the pay-for-performance system based on
conventional motivation theory. Internali-
zation may be developed as diverse profiles
(e.g.. affective perception as in Kostova, 1999),
but in the case of compensation practice,
the instrumentality concept seems to be
appropriate because it focuses on whether
the pay system achieves the intended ob-
jectives of utilizing human resources and
enhancing performance.

VI. Limitations and Suggestions for
Future Research

Reviewing premises of management practices
transfers in multinational corporations, Kostova
(1999) suggested a country's institutional
profile could serve as an alternative to a
culture-based approach in measuring country-
level effects. At the employee level, the
current research suggests motivational profiles
of employees as an alternative to relying on
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their cultural values. Internalization of prac-
tices seems to be a matter of individual
acceptance, which is not necessarily deter-
mined by traditional cultural values. This
premise seems to be especially valid in the
case of examining the attitudes of employees
in developing countries such as Korea, because
reactions from employees are reported to be
inconsistent with their cultural values in
certain situations (Chang, 2002). The current
research, however, neither measured nor
controlled for cultural values. Studies with
a more sophisticated design are required
before any specific conclusion about the
differential effects of cultural values and
individual acceptance is made.

Relying upon the premises of isomorphism,
the current research is limited in that it did
not examine the specific facets of the pay
system developed by companies. Considering
the increasing importance of strategic reac-
tions of companies in responding to insti~
tutional pressures (e.g., Goodstein, 1994:
Oliver, 1991), the issue of how to develop
the new pay system needs to be brought
into focus. In particular, future research
needs to examine employees attitudes as
consequences since employees are influenced
by a variety of practices at the workplace
rather than exclusively by a single practice
(Chang, 2003). Employees instrumentality
perception may be influenced by the specific
design of the pay system as well as other
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related aspects, such as the effectiveness of
performance appraisal practice, job training
opportunity, and the process of communi-
cation among members. Future research will
need to examine these strategic reactions of
the company as well as differential res-
ponses from the individual employees in a
more comprehensive way.
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