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Sammanfattning 
Problem: Trots att prestationsmätningssystem i företag i hög grad har till funktion att mo-
tivera de anställda, används i liten grad eller inte alls motivationsteori som utgångspunkt för 
att studera användandet och implikationerna av prestationsmätningssystem. Utgångspunk-
ten för det identifierade problemet är det begränsade teoretiska perspektivet som använts i 
tidigare studier av utformandet av prestationsmätningssystem i företag, när man utes-
lutande utgått ifrån agentteori. Vi anser att de rådande antagandena som utgör grunden för 
resultaten i teoretisk och empirisk forskning av prestationsmätningssystem är ett hinder för 
mer effektiv styrning i företag. Därav ställer vi frågan huruvida agentteori ensamt är solid 
nog som teoretisk referensram för att fånga de komplexa beteendemässiga aspekterna av 
prestationsmätningssystem? Eller leder ett inkorporerande av motivationsteori till en ökad 
förståelse av användandet av prestationsmätningssystem i företag? Svaret har viktig praktisk 
betydelse för alla företag som karakteriseras av agentproblem. Detta för oss till frågan: För 
utvärdering och belöning av anställda i syfte att värde maximera företaget, vilka är de kriti-
ska aspekter att beakta vid utformandet av prestationsmätningssystem?  

Syfte: Syftet med uppsatsen är att öka förståelsen av användandet av prestationsmät-
ningssystem i banker. Detta Till skillnad från tidigare studier inom ämnesområdet är syftet 
att vidga den teoretiska utgångspunkten, genom att i hög grad inkludera motivationsteori 
vid analysen av prestationsmätningssystem. Vidare har resultaten av studien för avsikt att ge 
indikationer, ur ett värde maximerande företagsperspektiv, på de kritiska aspekterna av ut-
formandet av prestationsmätningssystem.      

Metod: Empirin till uppsatsen är insamlad efter en kvalitativ metod. Vi har genomfört per-
sonliga intervjuer med våra respondenter i de båda företagen, vidare bygger våra slutsatser 
på abduktion som ansats. 

Slutsats: Utifrån resultaten av vår studie är det givet att det inte finns något absolut svar på 
hur prestationsmätningssystem ska utformas i organisationer, eftersom det måste situation-
sanpassas efter många olika faktorer. Men utifrån fyra anledningar har vi kommit fram till 
att användningen av ett enda atomistiskt övergripande prestationsmått, tillsammans med ett 
vinstandelssystem, är att föredra då alla anställda belönas lika. 
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Abstract 
Problem: Although performance measurement systems (PMSs) in firms to a large extent 
regard motivation of the employees, motivation theory is rarely used as framework to study 
the use and implications of PMS. The starting point of our identified problem is the narrow 
theoretical framework used in prior research of formulation of PMS in firms, when only re-
lying on agency theory. We consider the present conceptions used as a foundation for the 
results in theoretical and empirical research of PMS are a barrier for more efficient govern-
ance control in firms. Therefore we ask if agency theory alone solid enough as a framework 
to capture the complex behavioural aspects of PMS? Or does an incorporation of motiva-
tion theory extend the understanding of the use of PMS in firms? The answer has got im-
portant practical implications for all firms characterised by the separation of ownership and 
control. This brings us to the question: When evaluating and rewarding employees, which 
aspects are crucial to consider when formulating PMS in order to maximise the value of the 
firm? 

Purpose: The purpose of this thesis is to extend the understanding of the use of PMSs in 
banks. Contrary to prior research in this field, our purpose is to extend the conceptual 
framework by incorporating motivation theory extensively when analysing the use of PMS. 
In addition the results of this study are intended to give practical indications from a firm 
value maximizing perspective of which aspects that are crucial when formulating a PMS.  

Method: A qualitative method has been chosen to collect empirical data to our study. We 
have conducted interviews with our respondents working in the two banks. Moreover from 
our theoretical and empirical the conclusions are drawn in line with the approach of abduc-
tion.   

Conclusion: From what we have seen in our study there is no absolute answer, since there 
are many contingencies which affects how a PMS should be adapted to an organisation. 
However, due to four numbers of reasons we have come to the conclusion that the use of 
one atomistic measurement system, together with a profit-sharing system, is to prefer 
where all employees are rewarded equally.  
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1 Introduction 
This chapter provides an introduction to the chosen topic as well as a discussion of the identified problem. 
Moreover the purpose and limitations of the thesis are presented. There is also an overview of the thesis’s 
disposition.  

1.1 Introduction 
Already 1776 Adam Smith argued that it can not be well expected that managers of other 
people’s money should watch over it with same anxious vigilance as partners in a private 
firm frequently watch over their own (Cannan, 1937). The presumed conflict of interests 
between the owner and employees in firms is known as the agency problem and is part of 
agency theory.  

Jensen and Meckling (1976) laid the foundation of modern agency theory, with focus on 
the problems rooted in separation of ownership from control. The basis of the theory is 
that separation of ownership and control implies costs, agency costs. These costs occur due 
to the different goals of interests that might arise when the owner, the principal, is con-
tracting someone, an agent, to perform a certain task on his or her behalf. For several dec-
ades the agency problem and the costs which follow have been attempted to be minimised 
in different ways. There are principally two underlying control strategies to align the inter-
est of the principal and the agent (Thompson, 1967).  

One way to resolve the problems due to the separation of ownership and control is for the 
principal to monitor the agent’s actions. However, this is both costly and difficult, some-
times it is even impossible for the principal to fully verify what the agent is actually doing. 
The second design that can be used is to bind the behaviour of the agent to the goals of the 
principals by incentives. Still incentives such as bonuses are obviously also costly and addi-
tionally dysfunctional behaviour can emerge by suboptimation of the agent.  

None of the designs are claimed to be optimal, but research suggests that the characteristics 
of the agent’s task should determent which approach that should be used to reduce the 
agency problem (Ouchi, 1979). Among others Eisenhardt (1985) put forward that if a task 
to a large extent is programmed, and consequently the work process is easy to observe, 
monitoring should be the control design. Moreover if the outcome of the agent’s effort is 
easy to measure bounding with an incentive system should be applied. Adapting these two 
primarily ways in organisations to induce agents to behave in a firm value-maximising way 
is quite a general problem in modern firms characterised by the separation of ownership 
and control, furthermore the problem exists in every organisation and at practically every 
management level (Bol, 2004). Due to the prevalence of this issue different forms of 
bounding has received considerable attention in both the theoretical and empirical account-
ing literature in general and the design of performance measurement systems (PMS) in par-
ticular. Prior empirical research has in different ways examined the determinants and con-
sequences of incentive systems, most of which are applications or tests of agency theory 
(Indjejikian, 1999). For example Larcker (1983), Healy (1985), Wallace (1997) and Banker, 
Potter and Srinivasan, (2000) use agency theory to examine the effects of incentive systems 
on managerial performance. Similarly Lambert and Larcker (1987), Sloan (1993), Bushamn, 
Indjejikian and Smith (1996) and Ittner, Larcker and Rajan (1997) study the choice of per-
formance measures using an agency theory framework. Generally the results of these stud-
ies are in line with the predictions of agency theory. In recent years many organisations 
have tried to develop more comprehensive PMS to provide managers and employees with 
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information to assist in managing their firm’s operations in a better way (Malina & Selto, 
2001; Ittner, Larcker & Randall, 2003) For instance comprehensive PMS has been used in 
techniques such as the balanced scorecard (Kaplan & Norton, 1996). 

1.2 Problem Discussion  
However, despite the conceptual framework of the balance scorecard there are limited 
studies how PMS actually should be formulated and adapted in organisations (Malina & 
Selto, 2001). Moreover, as put forward by Ittner and Larcker (1998) there are limited em-
pirical research that examines the behavioural consequences of PMS. Naturally there are 
many contingency factors specific for each individual firm determining how incentive sys-
tems should be designed, but we believe that there might be certain significant characteris-
tics regarding the formulation of PMS which would be of value for both theoretical and 
empirical research. Moreover prior research regarding this issue has to a large extent relied 
on the predictions of agency theory, derived from the economic literature which relies on 
relatively narrow underlying assumptions of human behaviour (Perrow, 1986). On the 
other hand motivation theory, originated from the psychological literature concentrates on 
various theories regarding human nature in general and motivation in particular. Motivation 
theory concerns the factors that push or pull human beings to behave in different ways. 
For example, there is often a gap between an individual’s actual state and a desired state, 
motivation can be used to reduce this gap. Motivation induces individuals in a specific way 
towards different goals (Clegg, 1984). Notably research has been undertaken for example 
by, McGregor (1960) with theory X and Y, Herzberg (1966) with two factor hygiene the-
ory, Vroom (1964) with the expectancy theory, the justice theory by Greenberg (1987) and 
the goal-setting theory by Locke, Shaw and Saari (1981). 

Although PMS to a large extent regard motivation of the agent, motivation theory is rarely 
used as framework to study the use and implications of PMS. Except the limitations and 
identified shortcomings of agency theory we believe that by including motivation theory 
the behavioural understanding of PMS on individuals can be extended. The agency prob-
lem can never be totally eliminated, similar there is no absolute optimal PMS, but agency 
costs can be reduced more or less, which to a large extend depends upon how a PMS is de-
veloped. Hence, by incorporating motivation theory and to a larger extend account for be-
havioural aspects we believe that the use of PMS can be done in a more optimal way in a 
firm value maximizing perspective. Identification of certain significant characteristics re-
garding the formulation of (PMS) is of interest for both theoretical and empirical research.       

The starting point of our identified problem is the narrow theoretical framework used in 
prior research of formulation of PMS in firms. We consider the present conceptions used 
as a foundation for the results in theoretical and empirical research of PMS are a barrier for 
more efficient governance control in firms.  

1.3 Research questions 
Is agency theory alone solid enough as a framework to capture the complex behavioural 
aspects of PMS? Or does an incorporation of motivation theory extend the understanding 
of the use of PMS in firms?    

Which conceptual approach is right to extend present results in the incentive literature? 
The answer has got important practical implications for all firms characterised by the sepa-
ration of ownership and control. This brings us to the question: When evaluating and re-
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warding employees, which aspects are crucial to consider when formulating PMS in order 
to maximise the value of the bank?  

 

 

Figure 1: A visualization over the exchange and relationship between the agent and principal 

 

Above is visualization over the exchange and relationship between the agent and the prin-
cipal in terms of an employee contract. The contract between the principal and the agent 
depends on the exchange between the two parties. The agent is assumed to be loyal since 
the employment gives security in form of a regular payment. The productivity from the 
agent affects the residual gain which then makes it possible for the principal to give remu-
neration and to create welfare for the agent.  

Agency theory assumes that there is a constant conflict of interest between the principal 
and agent and it is the asymmetry of information between the two parties that is the source 
of the agency problem. The overall purpose of agency theory is to describe the optimal 
contract between the principal and the agent. A PMS structure can enhance the creation of 
this contract. However, is it difficult to find the best way to distribute and measure the ex-
change between the principal and agent since the agency problem can never be totally 
eliminated.  

Previous studies have only tried to explain the way to an optimal contract by using the 
agency theory, derived from economical literature. Hence, we believe that by incorporating 
motivation theory from the psychological literature the formulation of a PMS can be done 
in a more efficient way in a firm value maximizing perspective.  

1.4 Purpose  
The purpose of this thesis is to extend the understanding of behavioural implications of the 
use of PMSs in firms. This will be done by examine the formulation and use of PMS in two 
major banks in Sweden. Contrary to prior research in this field, our purpose is to extend 
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the conceptual framework by incorporating motivation theory extensively when analysing 
the use of PMS. The results of this study are intended to give indications from a firm value 
maximizing perspective of which aspects that are crucial when formulating PMS in firms 

1.5 Delimitations 
Agency theory has been applied in different settings, often exploring the relationship be-
tween shareholders and senior management (Greenwood, 2003). However in this study we 
limit ourselves to investigate the agency relationship between the CEO and the remaining 
levels of employees. Hence, we will examine the formulation and use of PMS from an in-
tra-organisational perspective in the two banks. We limit ourselves to examine the behav-
ioural implications of the use PMS. We assume that it is known for the reader how PMS 
work in organisations, thus we will not explain that further except for a brief outline of the 
two general ways to adapt a PMS structure which are linked with an incentive. This is pre-
sented in appendix 2.   
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This chapter provides an introduction to the chosen topic as 
well as a discussion of the identified problem. The purpose 
and limitations of the thesis are also presented. 

 

Here we outline two different theoretical perspectives in re-
spect of PMS. That is agency theory from the economic lit-
erature and motivation theory from the psychological litera-
ture.  

 

In this chapter we will present what scientific method we 
have chosen to reach our purpose and why we have applied 
a qualitative, abductive study. We will also describe how we 
will perform our interviews with the two studied banks. 

 

Here we introduce the reader to previous done studies of 
agency theory in respect of PMS and other incentive struc-
tures. 

 

In this chapter we present our findings from our empirical 
research. This will be presented by segmenting the informa-
tion from the two banks, accordingly to the structure of the 
theoretical framework. 

 
Here we will connect our empirical research to the theoreti-
cal framework in order to perform an analysis. This analysis 
will later form our conclusions. 

 
Finally we will present our conclusions, which will be based 
on our analysis.  Furthermore, suggestions for further studies 
will be outlined. 
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2 Theoretical Framework 
In this chapter we outline two different theoretical perspectives in respect of PMS. That is the agency theory 
from the economic literature and the motivation theory from the psychological literature. The latter concep-
tual framework will be illustrated by five different motivation theories.  

Agency theory is frequently used in previous studies concerning the use of PMS. However, 
previous studies have been limited by relying only on an economical perspective even if it 
in many studies would have been relevant to also consider a psychological perspective.  

With our choice of conceptual framework we would like to broaden our study in order to 
come up with a more significant solution to our identified problem. We believe that the 
different perspectives of the motivation theory will be a good complement to the agency 
theory though it extends the frame for explanations. To use both the economic and the 
psychological perspectives provide us with an enlarged trustworthiness   for our 
conclusions. We will start by presenting agency theory.  

 

Theory The chosen theories’ usefulness to analyse critical 
aspects of PMS 

 

2.1 Agency Theory 

 

2.3 Theory X and Y  

 

2.4 Expectancy Theory  

 

2.5 Justice Theory  

 

2.6 Goal- Setting Theory 

 

2.7 Pay and Motivation  

 The agency theory is used to examine and explain the conse-
quences of information asymmetry between the agent and the 
principal.        

The theory looks into the different ways of motivate the principal, 
you can either “push” or “pull” the agent to act in the principal’s 
interests.  

The theory investigates the relationship between an agent’s expec-
tations on the principal’s behaviour and the agent behaviour if the 
expectations are fulfilled/not fulfilled.  

The justice theory gives an answer to the reactions of an agent if 
the person feels that she/he has been treated wrong/right by the 
principal. 

The goal – setting theory explains the behaviour of the agent as 
an effect of the absence or the presence of goals in an organisa-
tion 

 The theory investigates the relationship between pay and motiva-
tion – it gives an explanation to the importance or unimportance 
of pay and an agent’s motivation 

Table 1: An overview of the conceptual framework 

 

 

2.1 Agency theory 
Jensen and Meckling (1976) laid the foundation of modern agency theory, which is part of 
economic theory. Agency theory has been developed from two roots, the positivistic view 
and the principal-agent perspective. The positivistic view focuses on the relationship be-
tween the owners, represented by the board, and top management of mainly large public 
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corporations, while the principal-agent view has mostly been concentrated on an intra-
organisational perspective and the relationship between top management and employees 
within firms (Jensen, 1983). Onwards when we refer to agency theory we refer to the prin-
cipal-agent view, since that perspective is in line with the purpose of this thesis. 

Agency theory focuses on the problems rooted in separation of ownership from control. 
However, agency problems exist at all levels in firms, and do not only exist between the ac-
tual owner and employees. An agency relationship can be seen as a contract under which 
one person, the principal, engage another person, the agent, to perform a certain task on 
his or her behalf. In a firm agency relationship arise when the employer, the principal, dele-
gates decision authority to an employee, an agent (Jensen, 1993). The basis of the theory is 
that separation of ownership and control implies costs, agency costs. In the agency rela-
tionship both parties want to maximize their utility and the pleaders of agency theory argue 
that there is good reason to believe that the agent will not always act in the best interest of 
the principal. Hence, these costs occur due to the conflicts of interests that arise when the 
owner, the principal, is contracting someone, an agent, to perform a certain task on his or 
her behalf. For instance agency costs are argued to arise when the owner delegates manage-
rial responsibility to its agents (Eisenhardt, 1989). This delegation exposes agents at every 
level in the firm to a risk which they are not fully compensated for. Thus the uncompen-
sated risk gives agents incentives to shirk or take other actions in order to obtain additional 
compensation (Jensen & Meckling 1976). There would not be a problem if the principal 
could monitor and control the agent completely, but there are too high costs associated 
with that which would outweigh the benefits of having someone employed (Shleifer & 
Vishny, 1997).  

However, agency costs can be reduced by internal control mechanisms. Examples of inter-
nal control mechanisms used to align the agents interests with those of the principal are 
performance incentives, board of directors, budget, decision hierarchies and different sys-
tems of cost control (Eisenhardt, 1989). Although agency costs can be reduced, they can-
not be eliminated since there are still costs associated with internal control mechanisms. 
We will now outline the three different costs which together constitute the total agency 
cost. Monitoring costs include the costs for formal internal control mechanisms, which all 
have the common purpose to influence the agent’s actions. The cost to have a computer-
ized cost control system is an example of a monitoring cost. In some situations the princi-
pal could pay, bonding costs, to the agent in order to guarantee that the agent will take ac-
tions that is beneficial for the principal. For instance, bonding costs could be performance 
based salary or commission. In spite of these costs, conflicts between the agent’s decision 
and decisions that would maximize the principal’s utility will arise since it is quite impossi-
ble to completely eliminate all conflicts of interests. Costs that arise from the loss of wel-
fare are called residual loss. The costs associated with monitoring, bonding and residual 
loss constitute the total agency cost (Jensen, 1983). As illustrated in figure 2.1 the more 
owners the firm has got, the larger are the total agency costs. This is because the dispersion 
of ownership gives incentives for each principal to free ride in there monitoring role, since 
they do not get full return from their costly monitoring effort. Moreover, many owners are 
associated with large firms, where it is easier for each agent to avoid responsibility and 
shirk.   

Common for internal control mechanisms is that they are dependent upon the information 
which exists between the principal and the agent. Information is often very costly or hard 
to collect for the principal and therefore asymmetry of information between the principal 
and the agent can occur. Asymmetry of information can lead to problems of opportunism, 
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whereby the informed person benefits at the expense of the person with less information 
(Jensen, 1983). The two major types of opportunistic behaviour are moral hazard and ad-
verse selection, which are explained further down together with two other notions part of 
agency theory.  

 

 

Figure 2: Relationship between the number of owners and agency costs adapted from Jensen and Meckling 
(1976, p. 344) 

 

 

 

 

  

 

 

 

2.2 Agency theory in respect of PMS  
We have now seen to the fundamental features of agency theory and how agency costs 
arise. Let us now see more specific what agency theory tells us about PMS and compensa-
tion contracts in firms. As made out before, agency theory explains how conflicting inter-
ests can be brought into equilibrium. More specifically, agency theory portrays the relation-
ship between two parties, the principal and the agent, where the agent acts for, on behalf of 
or as a representative of the principal (Ross, 1973). When the agent is not motivated or 
forced to perform the actions that maximizes the principal’s wealth, the agency problem 
will thereby result in a residual loss. One way to mitigate these losses for the principal is to 
design a compensation contract that reduces the agency problem by aligning the interests 
of the principal with that of the agent. In this context contract is meant to be interpreted 

Total Agency Costs 

Number of owners in the firm 
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very broadly. It may refer to a formal document, to an implicit contract or to some penalty-
reward system (Baker, Gibbons & Murphy, 1994). Disregarded of how this compensation 
contract is formulated, some kind of PMS is to a different extent the underlying measure-
ment for the outcome of the contract. Moreover, it is the formulation of those PMS which 
are the focus of this study. The principal purpose of agency theory is to describe the “op-
timal contract” between the principal and the agent under these conditions (Rees, 1985). 
The most important factor in this process is the amount of information possessed by both 
parties. When it is possibly for the principal to monitor the agent’s actions perfectly, no in-
formation asymmetry problem exists. If that is the case, employing a forcing contract that 
penalizes dysfunctional behaviour can solve the agency problem. Moreover, risk sharing 
and effort levels will be optimal, while the only cost associated with the agency problem 
will be the monitoring costs (Holmström, 1979). However, in most situations perfect in-
formation of the agent’s actions is either impossible or prohibitively costly. In these situa-
tions asymmetry of information will occur, the agent will have better or finer information 
than the principal in respect to the actions of the agent. The prediction of agency theory is 
then consequently that the principal will not use a forcing contract that penalizes undesired 
behaviour, but will instead write a compensation contract that links the agent’s reward to 
the performance of the agent. This is argued to motivate the agent to increase the perform-
ance, since increased performance will raise the remuneration for the agent. Thus, accord-
ing to agency predictions, performance-based compensation contracts should be used in 
situations characterized by information asymmetry. Several researchers have studied the 
most typical agency relationship, the relationship between executives and shareholders, and 
have observed a link between performance and pay (Ittner and Larcker 1998; Larcker, 
1983; Murphy, 1999; Smith and Watts, 1982). However, not all observed compensation ar-
rangements are that consistent with classical agency theory predictions. In many occupa-
tions, performance-based compensation schemes are not used. Instead, firms pay equal 
salaries within the same job types (Baker, Jensen and Murphy, 1988). Moreover, researchers 
in the psychological literature such as Deci and Ryan (1991), argue that the lack of per-
formance-based compensation contracts can be explained by the fact that financial rewards 
destroy intrinsic motivation. According to Deci and Ryan (1991, introducing pay for per-
formance schemes could consequently be counterproductive, since they argue that motiva-
tion could be less instead of more intense. That idea is more in line with motivation theory 
which we will see to later, rather than traditional agency theory assumptions.         

Some economists, like Kerr (1975), argue that financial incentives work too well. Firms 
may chose not to use pay for performance, as the benefits of increased incentives do not 
offset the costs of dealing with the problems caused by individual performance-based 
compensation contracts. Kerr (1975) states that, contrary to the assumptions made by clas-
sical agency theory, value-maximizing behaviour is often too complicated to be estimated 
accurately by straightforward objective measures. Moreover dysfunctional effects of PMS 
are well known Kerr (1975). Healy (1985) among others shows that the behavioural effects 
of introducing a compensation contract are not necessarily positive. In a study by Healy 
(1985) some empirical evidence suggests that earning-based bonus plans induce executives 
to select accounting procedures that maximize their bonus, rather than are in the best of 
the firm.  Hence, if firms decide to link compensation to a PMS despite these limitations, 
negative side effects should be expected. Furthermore, a central, and debated, assumption 
of agency theory is that individuals are solely motivated by self-interest and are also work 
averse. Moreover, agency theory as well assumes that the principal is risk neutral, while the 
agent is risk adverse (Holmström, 1979). Hence a complication with the use of PMS is that 
linking pay to performance transfers risk to the agent. Since the principal is risk-neutral, 
while the agent is not, pay linked to a PMS takes away an efficient risk sharing. This occurs 
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since pay for performance moves risk from principal to agent as outcome measures are im-
perfect indicators of the agent’s effort, given that PMS provide some information about the 
agent’s effort but are contaminated by uncontrollable random events (Holmström, 1979). 
Consequently, the agent can no longer be certain to be appropriately rewarded for the ef-
fort provided. Thus the principal will have to compensate the agent for the additional risk 
which is added, which makes incentive pay more costly. This together with the other results 
in prior research shows that the formulation of PMS is complicated.  

Moreover, Holmström and Milgrom (1991), for example, argue that in some situations the 
principal will prefer to pay fixed wages even when good, objective output measures are 
available for some of the agent’s activities. They show that in a multi-task environment 
where activities make competing demands on the agent’s time and attention, it might not 
be desirable to provide incentives on quantifiable tasks, when competing activities are diffi-
cult to measure. Lazear (1989) argues that in situations where cooperation is important, pay 
equality might be efficient as reduces uncooperative behaviour. Hence, many empirical ob-
servations and advancements in agency theory show that it is not easy to capture all the 
complex behavioural aspects of PMS and compensation based contracts in firms. We have 
now looked at what agency theory can tell us about the use of compensation based con-
tracts and PMS in firms. Below illustrated in table 2 are definitions of central concepts of 
agency theory and examples of how they can emerge in relation to PMS. 

 

 

Central concepts of agency 
theory 

Definitions How they can emerge with 
PMS 

Moral hazard  Takes place when an informed 
person takes advantage of a less 
informed person through an un-
observed action. If the agent be-
lieves to be underestimated and 
underpaid he or she will have 
greater incentives to act opportun-
istic. Moral hazard could also oc-
cur when the agent acts in a ne-
glectful way because the manager, 
the principal, cannot detect what 
the employee is actually doing 
(Akerloff, 1972).   

For instance an employee, an 
agent, can work on personal as-
signments during working hours, 
or in other ways lower his or hers 
effort. This is possible when there 
is a lot of asymmetry of informa-
tion between the principal and the 
agent and when the underlying 
measurement of a PMS is not pre-
cisely enough to identify the effort 
of each employee.  

Adverse selection  Opportunism characterized by an 
informed person’s benefiting from 
dealing with a less informed per-
son who does not know about the 
unobserved characteristic of the 
informed person’s information 
(Eisenhardt, 1989).  

An employee, an agent, may claim 
to have certain skills when hired 
and adverse selection arises due to 
the fact that the employer, the 
principal, cannot completely verify 
the agent’s skills at the time of hir-
ing or while the employee is work-
ing.  

Shirk Shirking can be seen as an exten-
sion of the problem with moral 
hazard, when an agent is avoiding 
to putting in as much effort as one 
can expect (Nilakant & Hayagre-
eva, 1994).  

Takes place when an employee, an 
agent, deliberately does not fulfil 
his or hers job descriptions. Again 
the possibility to shirk depends 
upon the possibilities of the prin-
cipal to monitor and measure the 
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outcome of an agent’s effort. 

Free ride  The person who free ride benefits 
from the actions of others without 
paying for the effort (Akerloff, 
1972). 

For instance a group member who 
gets a reward for a successful pro-
ject, while the person in fact has 
not put in as much effort as the 
rest of the team.    

Table 2: How central concepts of agency theory can emerge with PMS 

In order to get an understanding of the behavioural implications of the use of PMSs, we 
need interview questions which can capture the experiences of our respondents. The con-
cepts of agency theory and many aspects around PMS are embedded in organisational life, 
and not always easy to explicitly measure. Below in table 2-3 are questions which will be 
used to examine different subcomponents of derived from agency theory. These questions 
will used to get an understanding of the behavioural implications of the PMS in each or-
ganisation in respect of agency theory. Before we move over to see what motivation theory 
can tell us about the use of PMSs in organisations we will in the next section put forward 
some criticism towards this agency theory. 

     

Agency theory’s main 
components 

The main components di-
vided into subcomponents re-
lated to PMS 

Examples of questions used to examine the sub-
components of the theory 

Asymmetry of informa-
tion 

Between you and superiors  

 

 

Between you and the remaining 
levels in the hierarchy 

• Do you feel that your superiors are aware of 
what you do and do not do at work? 

 

 

• Do you feel that you know what your col-
leagues are doing and not doing?   

Shirking An agent is avoiding to putting 
in as much effort as one can ex-
pect  

• Have you ever felt that it was not very im-
portant to aim at and work for one of the 
organisation’s strategically issue?  

The connection be-
tween information and 
reward  

Superior’s “normal” evaluation  

 

Evaluation of extra effort 

• Do you consider that the information that 
you superiors have got about you is reflect-
ing the reward you obtain? 

• If you perform more than is expected of 
you, do you then feel that you are rewarded 
more?    

 

 

No optimal PMS-
contract  

 

 

 

PMS-negative side effects-
generally 

 

PMS-negative side effects-
personally 

 

PMS-negative side effects-
generally 

• Have you ever experienced that someone, 
due to the PMS, has conducted an action 
which is not in line with the overall goals of 
the organisation?    

• Have you ever felt that your effort at work 
has been neglected? 

• Do you think that employees who at some 
point do not put in as much effort in a job 
task as they should do, are fairly rewarded 
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for that?     

Table 3: The relationship between the agency theory and the interview questions 

2.3 Criticism of agency theory   
Perrow (1986) criticized agency theory for being excessively narrow and having few testable 
implications since the theory rarely tries to explain actual events. Hirsch et al. (1987) argue 
that economics is dominated by a single paradigm, price theory, and a single view of human 
nature, self-interest. In this sense agency theory can be said to be rather deterministic in its 
view of human nature. Hirsch et al. (1987) argue that relying too heavily on economics with 
its restrictive assumptions such as efficient markets and its single-perspective characteristics 
is to risk doing poor research. Similarly Eisenhardt (1989) recommend using agency theory 
with complementary theories. Eisenhardt (1989) argues that agency theory is valid, but still 
presents a partial view of the world, and also ignores a good bit of the complexity of or-
ganisations. Moreover Eisenhardt (1989) put forward that additional perspectives can help 
to capture the grater complexity in organisations. Also, many of the studies conducted with 
agency theory in respect of PMS focus on a single reward, since agency theory only ac-
counts for one contract between the agent and the principal. However, this contractual re-
lationship neglects many situations in which there are multiple rewards. For example, top 
management usually is compensated in many ways, such as promotion, stock options and 
salary. As put forward by Perrow (1986) multiple rewards can easily cause difficulties op-
erationally in empirical studies, but they do mirror real life. Never the less, the richness and 
complexity of agency theory would be enhanced if researchers would consider this broader 
spectrum of possible contracts (Perrow, 1986). We will now move to the psychological lit-
erature and see to different motivations theories in respect of PMS.   

2.4 Motivation Theory 
There is now single universally accepted definition of motivation, however the word itself 
gives some clues. A motive is a person’s reason for doing something. Moreover, motivation 
concerns the factors that push us or pull us to behave in certain ways. 

Motivation is made up of the components; direction - what a person is trying to do, effort - 
how hard a person is trying, and persistence - how long a person continues trying. These 
components should always be remembered and it is also important to be aware of that a 
person is always motivated to do something. For example, if a person tries hard and long to 
avoid work – the person is practising a motivated behaviour. Further, it is easy to make the 
mistake of thinking that motivation is only important determinant of work performance. 
Other factors, such as ability, quality of equipment and co-ordination of team members’ ef-
forts also affect performance. Moreover, research on motivation occasionally uses persis-
tence as the outcome of interest. More often it uses effort, and more often again, perform-
ance. But, as mention before, performance depends on other factors as well and therefore 
it is important to focus on what people choose to do rather than their overall work per-
formance (Arnold, Cooper & Robertson, 1998). 

Within motivation theory there exist many different approaches. However, we have incor-
porated then motivation theories which are in line with the purpose of this thesis. The re-
mainder of the theoretical framework is organised as follows, theory X and Y by McGregor 
(1960), expectancy theory by Vroom (1964), Justice theory by Greenberg (1987), goal-
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setting theory by Locke, Shaw and Saari (1981) and finally we have included the perspective 
on pay put forward by Herzberg (1966).  

2.5 Theory X and Y 
Some authors have collectively identified three broad “common-sense” approaches to mo-
tivation which are endorsed by different individuals  or even by the same individual at dif-
ferent times (Arnold et al. 1998). McGregor (1960) termed two of the three theories that 
are essentially uncovering a general perspective on human nature. 

Behind every managerial decision or action are assumptions about human nature and 
human behaviour. One of the most deep rooted assumption has it origin from the 
punishment of Adam and Eve for eating fruit of the Tree of Knowledge, if they ate a fruit 
they would be banished from Eden into a world where they had to work for a living 
(McGregor, 1960).  

McGregor’s theory X is based on the assumption that the average human being has an 
inherent dislike of work and will avoid it if he can. Consequently, most people must be 
controlled, directed and threatened with punishment to get them to put forth adequate 
effort toward the achievement of organisational objectives. Moreover, is the dislike of work 
so strong that even the promise of a reward is not generally enough to overcome the 
problem. People will accept the rewards and demand continually higher ones, but these 
alone will not produce the necessary effort. Only the threat of punishment will be effective. 
Further, prefers the human being to be directed, wishes to avoid responsibility, has 
relatively little ambition and it wants security above all. If the management fail in directing 
their employees, punish and reward them into their control, people will pursue their own 
goals, which are invariably in conflict with those of their work organisation (McGregor, 
1960). 

Theory Y is in conflict with theory X since, for example, the assumptions of theory Y are 
dynamic rather than static. They indicate the possibility of human growth and development 
and they stress the necessity for selective adaptation rather than for a single absolute form 
of control (McGregor 1960).  

Theory Y explains that the average human being does not inherently dislike work. 
Depending upon controllable conditions, work may be a source of satisfaction and will be 
voluntarily performed or a source of punishment and will be avoided if possible. Moreover, 
the external control and the threat of punishment are not the only means for bringing 
about effort toward organisational objectives. The employee will exercise self-direction and 
self-control in the service of objectives to which the person is committed. Commitment to 
objectives is also a function of the rewards associated with their achievement. Further, 
theory Y says, in contrast to theory X, that avoidance of responsibility, lack of ambition, 
and emphasis on security are generally consequences of experience and not inherent 
human characteristics. People also seek independence, self-development and creativity in 
their work. They can see further than immediate circumstances and are able to adapt to 
new ones. They are also fundamentally moral and responsible beings who, if treated as 
such, will strive for the good of their work organisation (McGregor, 1960).  

None of the approaches above can be forced on all people all of the time. Indiscriminate 
use of any could have problematic results since the two approaches could be said to 
present two extremes, whereas reality often lays somewhere in between. Hence, although 
each of these approaches finds some expression in theories of motivation, the match 
between theory and common sense has to be treated carefully (Arnold et al. 1998).  



  

 17

Below, we will illustrate how we capture the context of the theory. In the table we state the 
main compnents of the X and Y theory and also the subcomponents. Further, we give 
some examples of questions that are relevant to the enlighten subcomponents. 

 
The X and Y 
Theory’s Main 
components 

The main components divided into subcom-
ponents related to PMS 

Examples of questions used 
to examine the subcompo-
nents of the theory 

Different perspec-
tives on the human 
behavior 

 

 

 

 

 

Different perspec-
tives on how to affect 
the human behavior 

Theory X is based on the assumption that the av-
erage human being has an inherent dislike of work 
and will avoid it if he can (McGregor, 1960). 

Theory Y explains that the average human being 
does not inherently dislike work. Depending upon 
controllable conditions, work may be a source of 
satisfaction and will be voluntarily performed 
(McGregor, 1960). 

 

Theory X states that people must be controlled, 
directed and threatened with punishment to get 
them to put forth adequate effort toward the 
achievement of organisational objectives 
(McGregor, 1960). 

 

Theory Y states that the commitment to objec-
tives is a function of the rewards associated with 
their achievement (Mc Gregor, 1960). 

• Do you believe that 
work is just something 
absolutely necessary 
that you have to do for 
a living? 

 

• Do you see your work 
as a source to satisfac-
tion? 

 

• Does the threat of a 
punishment (for exam-
ple loosing the job) 
motivate you to do a 
better performance? 

 

• Does the promise of a 
reward (for example 
the salary, bonus) in-
crease your motivation 
to work? 

Table 4: The relationship between theory X and Y and the interview questions 

2.6 Expectancy Theory 
The expectancy theory concentrates on the process and aims to explain how people choose 
which of several possible courses of action they will pursue. Vroom (1964) saw this choice 
as a cognitive, calculating appraisal of the following three factors. First expectancy (E), if I 
tried, would I be able to perform the action I am considering? Secondly instrumentality (I), 
would performing the action lead to identifiable outcomes? Finally valence (V), how much 
do I value those outcomes? 

Vroom (1964) proposes that expectancy and instrumentality can be expressed as probabili-
ties, and valence as a subjective value. He also suggests that force to act is a function of the 
product of expectancy, instrumentality and valence. Consequently, he says that V, I and E 
are multiplied together to determine motivation (Vroom, 1995). This would mean that if 
any of the components was zero, overall motivation to pursue a certain task would be zero. 
If correct, VIE theory would therefore have important implications for managers wishing 
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to ensure that employees are motivated to do there work duties. Performance measurement 
systems are one way to fulfil the three conditions that need to be satisfied (Arnold et al. 
1998).  

However, there are some weaknesses with the theory and some researches have shown that 
the theory does not work when any of the outcomes have negative valence (Leon, 1981). 
According to Leon (1981) behaviour is better predicted by adding the components rather 
than multiplying them and other studies which have not measured expectancy, or have 
combined it with instrumentality have accounted for effort or performance better than 
studies which assessed expectancy and instrumentality separately. As an answer to this criti-
cism Schwab et al. (1979) stated that there is a nagging suspicion that expectancy theory 
over intellectualizes the cognitive processes people go through when choosing alternative 
actions. Moreover one should also notice how little attention the VIE theory pays to ex-
plaining why an individual values or does not value particular outcomes. Further, does the 
VIE theory propose that we should ask how much people value something, but we should 
not bother to ask why they value it. According Arnold et al. (1998) that is an illustration of 
VIE theory’s weakness and concentration on process, rather than on content.  

 

The Expectancy 
Theory’s main 
component 

The main components di-
vided into subcomponents re-
lated to PMS 

Examples of questions used to examine the sub-
components of the theory 

Focus on the process 
that concentrates to 
explain how people 
choose the actions they 
will pursue 

Expectancy 

 

Instrumentality 

 

Valence 

• If you try, do you believe that you can per-
form the action that you are considering? 

 
• Would performing the action lead to identi-

fiable outcomes? 
 

• How much do you value those outcomes? 
 

Table 5: The relationship between expectancy theory and the interview questions 

2.7 Justice Theory 
The justice theory is similar to expectancy theory in the way it focuses on the cognitive 
processes which govern a person’s decision whether or not to expend effort. However, in 
contrast to expectancy theory it suggests that people are motivated to obtain what they 
consider fair return for their efforts rather than to get as much as they can (Arnold et al. 
1998). 

Greenberg (1987) is one who has developed the theories of organisational justice. A dis-
tinction is made between distributive justice and procedural justice. The former concerns 
whether people believe they have received or will receive fair rewards. The latter reflects 
whether people believe that the procedures used in an organisation to allocate rewards are 
fair (Greenberg, 1987). For example, is the reward system impartial? Does it take into ac-
count all of the appropriate information? Consequently, if people believe that they are 
poorly paid relative to people doing similar jobs in other organisations, they may perceive 
distributive injustice. But, if they at the same time believe that their employer is making 
available as much reward as possible, and that operating systems to distribute them is fair, 
then they may perceive procedural justice. Their satisfaction with pay would probably be 



  

 19

low, but their commitment to their employer might well be high (McFarlin & Sweeney, 
1992). 

In recent years has the role of justice become more apparent. Downsizing and other 
changes that have occurred in many organisations have resulted that many employees have 
felt that their “psychological contract” has been broken and some people feel a strong 
sense of injustice about this. To the extent they can, they are likely to reduce their contribu-
tion to their employer both in terms of their own work performance and other “good citi-
zen” behaviours such as helping others and attending functions on behalf of their employer 
(Parks & Kidder, 1994). 

Procedural justice plays a big part in determining reactions to a broken psychological con-
tract, and so does a person’s perception of the reasons why the organisation fail to live up 
to the persons expectations. It is also likely that people’s perception of what is fair are 
heavily influenced by self-interest, so you or I tend to believe that we are less fairly treated 
than other people think we are (Daly & Geyer, 1994). 

 

The Justice 
Theory’s main 
component 

The main components di-
vided into subcomponents re-
lated to PMS 

Examples of questions used to examine the sub-
components of the theory 

The theory suggests 
that people are 
motivated to obtain 
what they consider 
fair return for their 
efforts rather than to 
get as much as they 
can (Arnold et al. 
1998). 

 

Distributive justice concerns 
whether people believe they have 
received or will receive fair re-
wards (Greenberg, 1987).   

 

Procedural justice investigates 
whether people believe that the 
procedures used in an organisa-
tion to allocate rewards are fair 
(Greenberg 1987). 

• Do you think that you receive or will receive 
fair rewards for your performance? 

• Have you ever felt that you have been treated 
unfair in the judgement of your performance, 
compared to your colleagues? 

 

• Is your organisation using a fair procedure to 
allocate the rewards? 

• Do you feel that your organisation’s PMS is 
fair? 

 
 

Table 6: The relationship between the justice theory and the interview question 

2.8 Goal- Setting Theory 
A goal is what an individual is trying to accomplish. It is the object or aim of an action, the 
concept is similar in meaning to the concepts of purpose and intent (Locke, Shaw & Saari, 
1981). 

As shown in Figure 2.2 Locke et al. (1981) claim that the characteristics of a goal and atti-
tudes towards it are thought to be influenced by incentives, self-perceptions, attitudes and 
manner in which goals are set. In turn, those goal characteristics and attitudes are thought 
to determine behavioural strategies, which lead to performance within the constraints of 
ability. Knowledge of results is thought to be essential to the further refinement of behav-
ioural strategies.  
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Figure 3: A visual model over the fundamentals in the goal-setting theory, adapted from Arnold, Cooper & 
Robertson (1998, p. 257) 

 

Locke and Latham (1990) have been reviewing the goal-setting theory and most of their 
conclusions fully or substantially support the goal-setting theory. They state that difficult 
goals lead to higher performance than easy goals, as long as the goals have been accepted 
by the person that is trying to achieve them. This follows from the fact that people direct 
their behaviour towards goal achievement, consequently difficult goals produce more effec-
tive behaviour than easy ones. Further, they say that specific goals lead to higher perform-
ance than more general goals. Specific goals seem to create a precise intention which helps 
people to shape their behaviour with precision. Feedback is essential if the full perform-
ance benefits of setting difficult and specific goals are to be achieved and the beneficial ef-
fects of goal setting depend partly on a person’s goal commitment, that is, a person’s de-
termination to try to achieve it, and unwillingness to abandon or reduce it. 

Locke and Latham’s (1990) findings establish the core of the goal-setting and make it one 
of the most consistently supported theories in work an organisational psychology (Arnold 
et al. 1998).  

Locke et al. (1981) stated that financial incentives can indeed enhance performance. This 
occurs through raising goal levels, or through increasing commitment to a goal. Further, 
ability also affects performance and the goal setting is very clear about how managers can 
enhance the performance of their employees. However, there is some criticism towards the 
goal-setting theory. Goals which reflect quality of work is rarely set in goal setting research. 
Yet in many people’s work, quality is more important than quantity. Moreover, in reality 
jobs often have conflicting goals, achieving one goal may mean neglecting another. This 
could complicate or even undermine the application of goal setting. The theory also fo-
cuses on goals for individuals and assesses performance of individuals, whereas in the real 
world, group-goals and group-performance often matter more (Austin & Bobko, 1985).  

  

The Goal- Setting 
Theory’s main 

The main components di-
vided into subcomponents re-

Examples of questions used to examine the sub-

Participation in goal setting  

(self perceived ability)  

Financial Incentives 

Goal Commitment 

Goal Acceptance 

Goal Difficulty 

Goal Specificity 

Direction  

Intensity 

Persistence 

Strategies 

Ability 

Performance 
Knowledge of 

Result 
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components lated to PMS components of the theory 

Difficult goals lead to 
higher performance 
than easy goals, as long 
as the goals have been 
accepted by the person 
that is trying to achieve 
them (Locke and 
Latham’s, 1990). 

 

 

It is a fact that people direct 
their behaviour towards goal 
achievement. (Locke and 
Latham’s, 1990). 

Specific goals seem to create a 
precise intention which helps 
people to shape their behaviour 
with precision. (Locke and 
Latham’s, 1990). 

Feedback is essential if the full 
performance benefits of setting 
difficult and specific goals are to 
be achieved (Locke and 
Latham’s, 1990). 

 

• Do the goals that are determined by your or-
ganisation influence your behaviour? 

 
• Do you think that a difficult goal increases 

your motivation and your performance than 
an easier goal or unspecified goal like “do 
your best”? Why? Why not? 

 
• Do you believe that your organisations cur-

rent PMS help you to focus on the goals of 
your work role? 

 
• Do you think that feedback from your em-

ployee is essential for improvement of your 
work performance? 

 

Table 7: The relationship between the goal - setting theory and the interview questions 

 

2.9 Pay and Motivation 
Pay is used in many attempts to increase motivation. Performance based pay is when 
linking pay directly to work performance of individuals, and it used in many organisations.  

In expectancy theory, pay will be an effective motivator to the extent that it is desired by 
the person, and he or she can identify behaviours that will lead to high payment, and that 
he or she feels capable to perform those behaviours. From the organisational justice per-
spective, people will be concerned if their pay is a fair reward relative to the rewards re-
ceived by others. They also value a fair procedure of allocating pay.  

The goal-setting theory involves goals that are defined in terms of a person’s behaviour and 
accomplishments, but not pay. However, if there is a very clear link between behaviour and 
pay, then specific, difficult goals defined in terms of earnings may be motivating. On the 
other hand, when pay is an indicator of how well a person is doing compared to others, it 
encourage a performance goal orientation rather than a learning goal orientation and that 
can be seen as a negative thing (Arnold et al. 1998). 

Herzberg (1966) put forward that factors like the company, the company’s policy and ad-
ministration, working conditions, interpersonal relations, salary, status, supervision and se-
curity do not lead to higher motivation but without them there is dissatisfaction, this is 
known as the hygiene factors. Moreover Herzberg’s concepts involve what people actually 
do at their job. Herzberg (1966) has found in studies that what motivates people to work is 
for example variety, responsibility, interesting work tasks or challenge rather than pay 
(Herzberg, 1966). This has led to a broad distinction between intrinsic motivation and ex-
trinsic motivation. The former is based on intrinsic rewards to the task itself, and the latter 
concerns rewards that are separate from, or extrinsic to, the task. Pay falls into the latter 
category (Deci & Ryan, 1980). However, more recent studies shows that pay can enhance 
intrinsic motivation if the level of pay provides a person with information about his or her 
competencies (Arnold et al. 1998).  
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Pay and Motivations 
main components 

The main components di-
vided into subcomponents re-
lated to PMS 

Examples of questions used to examine the sub-
components of the theory 

Pay is used in many at-
tempts to increase mo-
tivation (Arnold et al. 
1998). 

Pay is an effective motivator 
since it is desired by the worker 
(Arnold et al. 1998). 

 

• If pay was in direct link to your work per-
formance would you work harder? Do you 
believe it would be effective in your organi-
sation? Possible? 

Herzberg (1966) fo-
cuses on what people 
actually do at their 
work. 

Herzberg (1966) has found that 
what motivates people to work 
is for example variety, responsi-
bility, interesting work tasks or 
challenge rather than pay. 

• Are there other factors than pay that moti-
vate you more to do a better work? (Ex. Va-
riety, responsibility, challenge, interesting 
work tasks?) 

 

Table 8: The relationship between pay and motivation and the interview questions 
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3 Scientific approach 
In this chapter we will outline our scientific view and illustrate what method and research approach we have 
chosen.  

3.1 Theory of science - positivism 
Within theory of science there are two main approaches that divide the society of research 
in two main parts, positivism and hermeneutics (Eriksson & Wiedersheim-Paul, 1999). 
Thurén (2002) claims that the two perspectives, are both extremes to each extent and be-
tween them there is a continuum of perspectives. 

According to Patel & Davidson (2003) the pleaders for positivism rather believe in absolute 
knowledge. They want to build positive and correct knowledge and with this you then build 
secure science. Positivism sees that we humans have two sources of knowledge, what we 
can perceive with our senses and what we can calculate with our logic mind. These quanti-
tative facts should as far as possible through logic mathematics be tested statistically to 
generate general conclusions. The logic truth has nothing to do with the empirical truth 
and instead it is related with our intelligence and the way we use the language (Thurén, 
2002). The difference between empirical and logic truth is that you never for certain know 
if an empirical truth really is true. The senses can let you down, but positivism claim that 
the logic rules always can be trusted. (Thurén, 2002). However in the field of social sciences 
positivism has been criticised for its lack of insight into the larger picture. As a result a new 
paradigm has emerged, that of hermeneutics (Wiedersheim-Paul & Eriksson, 1991). 

In contrast, the hermeneutic approach sees science as a way of interpreting and is a scien-
tific method where you study, interpret and try to understand elementary reasons for hu-
man existence. Hermeneutic represents a qualitative understanding and interpreting system 
and a research role that is open, subjective and engaged in the studied object (Thurén, 
2002). Through the spoken and written language you can interpret what humans really 
want to say. Moreover actions are also interpreted in this context. The hermeneutic scien-
tist makes an approach towards the research unit with a subjective mind (Patel & David-
son, 2003). 

The purpose of this thesis is to extend the understanding of the use of PMSs in firms. This 
will be done by collecting data from four interviews based on questions from existing theo-
ries. The results of this study are intended to give indications from a firm value maximizing 
perspective of which aspects that are crucial when formulating PMSs.  

As said before the positivistic and hermeneutic perspectives are both extremes to each ex-
tent and between them there is a continuum of perspectives. Similar our study has no dis-
tinct connection with only one of these approaches, but the positivistic approach is most in 
line with the purpose of this study.  

 

3.2 Applied method - a qualitative study  
In order for a study to be trustworthy, it is important that the chosen research method is 
suitable for the identified problem and the purpose of the thesis (Holme & Solvang, 1997). 
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Central for this is to decide what kind of data that is needed in order to study the problem, 
primarily whether a quantitative or a qualitative method is to be used (Walliman, 2001).          

The quantitative method is more formalised and structured than the qualitative approach. 
Quantitative method is to a higher extent controlled by the researcher, and gives less room 
for each studied object in the study, since the method of data selection generally is based 
on a wide number of observations, but with limited information taken from each (Holme 
& Solvang, 1997). Empirical data is often gathered by systematic and structured observa-
tions with the help of surveys (Jarlbro, 2000).   

A qualitative method is characterised by closeness to the studied object. The method aims 
for understanding, and therefore seeks a large amount of information about few observa-
tion units (Holme & Solvang, 1997). A common way to collect data in a qualitative study is 
by interviews. The main purpose with a qualitative interview is to make sense of the re-
spondents’ thoughts and feelings, the respondent’s experience and how the respondent 
looks at the surrounding world (Trost, 1997). This can be achieved by using unsystematic 
and unstructured observations, for example interviews without fixed answer alternatives, in 
order to see a deep perspective. The qualitative method puts interest for unordinary, unique 
or biased information, where the theorist often observes from the inside of the object, be-
ing aware of how the observer is affecting the result presented (Patel & Davidson, 2003).  

The purpose of this thesis is to extend the understanding of the use of PMS in firms. In 
order to do so we have to capture and understand the complex behavioural aspects which 
individuals experience by PMS. Contrary to prior research in this field, our purpose is to 
extend the conceptual framework by incorporating motivation theory extensively when 
analysing the use of PMS. The results of this study are intended to give indications from a 
firm value maximizing perspective of which aspects that are crucial when formulating 
PMSs.  

Hence, we believe that closeness to the studied object using unsystematic and unstructured 
observations is a good way to achieve that. By using qualitative interviews we can better 
understand the thoughts and feelings of the respondent, and use their individual’s experi-
ence of behavioural implications of PMS in firms. Due to the characteristics of the purpose 
of this thesis we consider a qualitative method to be most suitable for the study. Hence, we 
will conduct qualitative interviews for a deeper understanding fewer observation.  

With the choice of method, it follows limitations (Trost, 1997). A crucial balance for the 
theorist conducting a qualitative study is to observe from the inside and at the same time be 
aware of how empirical facts are affected by the observers pre-understanding and own 
views, in order to draw trustworthy conclusions (Holme & Solvang, 1997).   

3.3 Relating theory and empirical facts - abduction 
There are mainly two different ways to relate theoretical and empirical facts when drawing 
conclusions, the deductive or inductive approach (Thurén, 2002). Induction is built on em-
pirical facts and deduction on theoretical logical facts. However, there is also a third way to 
relate theoretical and empirical facts, abduction (Alvesson and Sköldberg, 1994). 

When following the deductive approach the path of proving is followed. With general prin-
ciples and existing theories conclusions are drawn about observed objects, from existing 
theories empirical data is tested (Patel & Davidson, 2003). With an inductive approach the 
starting point is empirical facts, wherefrom conclusions are drawn. The researcher sees a 
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pattern among observed objects and presents an argument how those observations are 
generally valid also in another context (Thurén, 1991). Abduction can be described as a 
combination of the two earlier mentioned approaches. The starting point for abduction is 
empirical facts similar to induction, but the approach does not reject existing theories and 
is thereby closer to deduction. Except being a combination of the two earlier mentioned 
approaches, abduction adds new aspects. The empirical applicability develops meanwhile 
empirical and theoretical facts are related to each other, and theory gets adapted and devel-
oped. Moreover, different from induction and the deductive approach, abduction to a lar-
ger extent includes and emphasises understanding (Alvesson & Sköldberg, 1994).       

Followed by the purpose of this study, we will compare agency theory and motivation the-
ory with our empirical findings in regard of PMS. Findings we will collect from two similar 
banks, but with different PMS structures. With the base of the two theory views, we will 
analyse the empirical findings from our respondents individual experiences of PMS identi-
fied in the two banks. In this way we will examine which aspects that is crucial to consider 
when formulating PMS in order to maximise the value in firms. Moreover, we recon in 
previous studies that the agency theory did not capture all the crucial aspects of PMS, 
therefore we will examine whether an incorporation of motivation theory extends the un-
derstanding of the use of PMS in firms. A model will visualise the important aspects of 
PMS and a suggestion for theoretical development will be presented. Hence, our starting 
point with the empirical facts about PMS in practice but also relying on existing theories 
makes abduction the suitable approach to describe our methodological proceeding. More-
over, the adding aspect of our underlying purpose to extend the conceptual framework 
makes this approach strongly representative for our study. Below figure 4 visualises how 
this study relates theoretical and empirical facts in line with abduction.     

 

 

Figure 4: A concretization of the study's abductive approach 

Theory 

Model 

Empirics 

Agency 
Theory Motivation 

Theory 

Observations in      re-
spect of PMS 

Theoretical Developments 

• Limitations of Agency 
theory 

• Added aspects from 
Motivation theory 

Crusial aspects of PMS 

Research process 



  

 26

4 Methodology 

As a result of our scientific approach we will in this chapter show how we have applied the method opera-
tionally.  

4.1 Literature studies 
The purpose of the literature studies is to gather information about our stated problem 
area. We have used various search methods to find relevant literature related to our subject. 
Since a number of articles from a cost management seminar in Brussels were the starting 
point of this thesis, they have also been the starting point of our search for literature.  

Guided by the reference lists in those articles we located possible literature within the sub-
ject. Additionally, we used databases such as ABI, JSTOR, Science Direct, LIBRIS and 
Ebrary to search for specific journals and books. This extended search gave access to aca-
demic reports from other universities and from well-respected academic journals. More 
important was that we found additional literature at other universities not available at the 
library in Jönköping. 

Further during the search process we also got some insight of which authors that are rele-
vant to search for in this specific area. This was useful since there is often a specific group 
of researchers that is highly respected within a specific area. By searching with the guidance 
of their reference lists, a lot of relevant information could be found.    

4.2 Sample  
The purpose of this thesis is to extend the understanding of behavioural implications of the 
use of PMSs in firms. In order to find a well developed PMS, large organisations have to be 
examined. In the Swedish service sector, banks represent larges organisations, among those 
Handelsbanken is known for it’s specially design PMS “Oktogonen”. To be able to make a 
comparison of how employees perceive different forms of PMS, we find it important to 
study another similar organisation, but with a different PMS structure. Den Danske Bank is 
a large bank active at the Swedish market, using a more traditional PMS structure. The rea-
son for studying two banks with different PMS is because we want the organisations to be 
as similar as possible, but having their PMS to be the isolated diverging variable.    

In order to understand the use of PMS, we have to study in-depth the complex exchanges 
that occur among employees and PMS. According to Saunders, Lewis and Thornhill (2003) 
it is possible to collect more detailed information by focusing on a smaller sample. More-
over, they put forward that the size of the sample all depends on what information that is 
needed to fulfil the purpose of a study. Posed by the limited scope of a master thesis we 
find it sufficient to study two firms, Handelsbanken and Den Danske Bank. With a larger 
sample it can follows more consistent results, but in respect of the purpose with this thesis 
we find that we can get trustworthy results with this sample. Fundamental facts about he 
two banks can be found in Appendix 3 and 4.  

Each of the respondents in the two banks is representing three different positions in the 
bank and at two different levels. This gives us the possibility to see if there are different 
perceptions about the PMS at different levels in the organisation. For example, the bank 
cashier working with customer service on a more basic level may not believe that he or she 
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has the ability to affect their situation as much as a person in middle management or senior 
management positions. Moreover we found it more relevant to focus our study on the per-
sonnel working at a branch office, since the general PMS in each bank is adapted for the 
majority of employees who are working at any of the branch offices, rather than for them 
who are working at the head office. In next section follows more details about our respon-
dents.   

4.3 The respondents  
When planning the interviews it can be difficult to decide how many persons to interview 
(Bell, 2000). At Handelsbanken we intend to interview two people. A bank cashier and a 
manager. Similarly at Den Danske Bank we intend to interview two people,a bank cashier 
and a manager. The selection of the respondents is done with the background of their dif-
ferent positions in the bank, and hence their different perspective on their bank’s PMS.  

The two banks are similar in the way that they are both full service banks acting both na-
tional and international. The organisations have almost the same structure but they are still 
representing two different PMSs. Handelsbanken is known for their profit-sharing system, 
Oktogonen, whilst Den Danske Bank, contrary to Handelsbanken, does not have any spe-
cific and clearly stated PMS. The difference gives us the possibility to investigate if there is 
any certain PMS structure that is to prefer. 

In order to obtain a wider perspective in each bank we have chosen to interview one per-
son in a middle manager position and one person with no managerial responsibility. Since a 
bank office contains of rather few levels of hierarchy these two positions is the most repre-
sented category in the bank and that can be seen as an advantage in our study. A disadvan-
tage might be that the respondents do not represent any managerial responsibility over 
bank office level. Especially in Den Danske Bank may the perceptions between the em-
ployees be different since they do not use any profit-sharing system. Furthermore, we have 
a limited perspective of the organizational life in the two banks since they are only repre-
sented by one bank office each.  

Once again with more respondents representing more levels in the bank the study can fol-
low more consistent results, but in respect of fulfilling the purpose of this thesis we find 
that we will gather enough empirical material with our four respondents to reach trustwor-
thy results from our study.  

4.4 Interviews 
There is no given way how to conduct qualitative interviews, since qualitative methods de-
rived from hermeneutics is not a uniform phenomenon (Patel & Davidson, 2003). How-
ever, although different authors within methodical literature argue for different approaches, 
the two aspects of interview techniques are in general level of standardisation and how the 
questions are structured. 

4.4.1 Interview technique 
According to Trost (1997) it is important to make the person being interviewed to open up 
and feel free to tell what the person knows. Hence, when designing the questions for the 
interviews a crucial balance must be made between low degree of standardisation and struc-
ture, in order to have the respondent to really answering the questions, but on the other 
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hand have the questions enough standardised and structured so that reliability is maintained 
in the study.        

By standardisation is meant to what extent the interviewer controls the shape of the ques-
tions and the order of them. Completely un-standardised questions are used when the in-
terviewer comes up with the questions and order of them during the interview. Entirely 
standardised interviews are often used when the purpose is to compare the answers.        

The structure of the questions applies to what extent the respondent is free to interpret ate 
the question and thereby what answer to give (Ekström. & Larsson, 2000).  

Since the purpose of this thesis is to capture and understand the complex behavioural as-
pects which individuals experience from PMS, a low degree of standardisation is needed. 
This technique helps us to understand the behavioural implications of the use of PMS in 
the two firms. 

Keywords within the main problem areas in the interview guide will be sent to the respon-
dents by email two days in advance before the interview. The purpose is to give the re-
spondents a possibility to prepare their answers. By doing so the answers are of more valid 
information since there has been time for the respondents to consider different aspects of 
the questions (Trost, 2002). All interviews will take place in the office were the respondents 
work. This provided a relaxed atmosphere for the respondent, at the same time as we will 
get the possibility to feel the atmosphere in the firm. Each interview is estimated to take 
between 1 hour up to 2 hours if needed.  

As put forward earlier a sensitive part of qualitative interviews is the objectiveness of the 
empirical data. The purpose of the interview is to capture a certain aspect of real life. The 
complicating matter is that the answers given by the respondent is what that person chose 
to tell, which can be far from an objective description of the real circumstances. Moreover, 
the interviewer is to interpret ate the information given, in order to provide an analysis. At 
this stage it can be questionable how close the date is to real life, thus interview material 
can be questioned as primary data (Lundahl & Skärvad, 1992).    

Since we want the interview material to be as close as possible to real life, we will both re-
cord and take notes of the respondent’s stories during our interviews. Thus, we have our 
own version of the story with us from each interview. However, we will transcribe all inter-
views exactly as recorded before starting the analysing process, in order to reach a closer 
connection to real life circumstances with a higher objectivity as a result. In this way we try 
to present the empirical data in this thesis as close as we can to the respondent’s experi-
ences. Still as put forward by Patel and Davidson (2003) there is a difference of spoken and 
written language, which will affect the transcribed material. Moreover, the translation from 
Swedish into English will add certain subjectivity to the interview material.  

4.4.2 Design of interview guide  
The interview guide that will be used during all interviews consists of questions derived 
from central parts of each section of the theoretical framework. The complete interview 
guide is located in the end of this thesis, see appendix 1. A problematic issue is how to 
measure the answers given by the respondents. The concepts of agency and motivation 
theory and aspects around PMS are embedded in organisational life, hence it is not always 
easy to explicitly measure the phenomena identified in the theories. However, the issue of 
the validity of the study will be discussed further down in this chapter.  
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Although we know that all our respondents may not have full information about all ques-
tions in the interview guide, we used the same questions for all our respondents. This will 
be done since we find it interesting to hear each respondent’s thoughts about the PMS 
structure which perhaps are not naturally related to their specific job task. Moreover, by 
doing so the gathered empirical data can be organised in a more clear way when the analy-
sis is to be conducted. The aim with the interview guide is to first start out with open ques-
tions in order to create a relaxed atmosphere. Moreover, our questions are formulated in a 
way where we want to avoid pointing out a specific direction for the discussion by using 
terminology from the theories. One thing we will focus on is to ask for examples when our 
respondents say something interesting, since it is easier to make clear comparisons between 
respondents’ different answers when they are referring to practical examples from real life 
(Darmer & Freytag,1995).  

4.4.3 An example of the design of the interview guide 
Below is an example from section 2.7 of the technique we have used when designing the 
interview guide. The main component in the example has been identified in the justice the-
ory and further has the component been divided into subcomponents based on the identi-
fied concepts. In the justice theory the most important concepts are distributive justice and 
procedural justice. In order to identify the two concepts in the banks we have formed the 
questions.     

 

                

The Justice 
Theory’s main 
component 

The main components di-
vided into subcomponents re-
lated to PMS 

Examples of questions used to examine the sub-
components of the theory 

The theory suggests 
that people are 
motivated to obtain 
what they consider 
fair return for their 
efforts rather than to 
get as much as they 
can (Arnold et al. 
1998). 

 

Distributive justice concerns 
whether people believe they have 
received or will receive fair re-
wards (Greenberg, 1987).   

 

Procedural justice investigates 
whether people believe that the 
procedures used in an organisa-
tion to allocate rewards are fair 
(Greenberg 1987). 

• Do you think that you receive or will receive 
fair rewards for your performance? 

• Have you ever felt that you have been treated 
unfair in the judgement of your performance, 
compared to your colleagues? 

 

• Is your organisation using a fair procedure to 
allocate the rewards? 

• Do you feel that your organisation’s PMS is 
fair? 

 
 

Table 9: An example of how the interview questions are linked to our theoretical framework 

4.4.4 Data collection and data processing 
The whole conversation during the interviews will be recorded on a tape recorder. We will 
also take notes during the interview to remind ourselves of interesting statements discussed 
by the respondent. The primary data will then be transcribed into an interview text. The 
text will be written in the exact words that are used in the interviews. Ejvegård (1993) says 
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that qualitative studies with a big text material may take both time and a lot of work, but 
the strength with this method is that misinterpreting of the original information is avoided 
when performing the analysis. 

4.5 The analysing process  
All through the thesis we aim to have a clear structure, in order to make it easy for the 
reader to follow the study. In the theoretical framework each central part of the theories we 
use are outlined in separate sections. Each of these sections then come back in the chapter 
with empirical findings where our observations from reality have been sorted related to the 
theory.   

The first step in the analysing process will be to read through all the interviews and at the 
same time mark the transcribed material with different colours in regard of the different 
theoretical sections. According to Trost (1997) this is a recommended way to more accu-
rate organise the information before conducting the analysis. Moreover, this can be reward-
ing since there might be minor answers related to a specific question, in many parts of the 
interview. Next step in the analysing process will be to lift out the text from each interview, 
and sort them to each related section of the theory. At this point the text will be translated 
from Swedish into English.  

The final step of the analysis will be to compare the theory with the empirical data, in order 
to give indications from a firm value maximizing perspective of which aspects that are cru-
cial when formulating PMS in firms. Our conclusions will be drawn in line with an abduc-
tive approach and than presented in a following chapter. Below is a visualization of our 
analysing process. 

 

 

Figure 5: A visualization of the analysing process 
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4.6 Validity and Reliability 
Validity generally refers to whether the study measures what it is supposed to measure 
(Trost, 1997). However, validity in the context of a qualitative study has got a different 
meaning. According to Patel and Davidson (2003) validity in a qualitative study refers to 
how the entire research process has been conducted. Accordingly, validity in a qualitative 
study is not just related to the data collection, but more that all parts of the study are co-
herent. The reliability of a quantitative study illustrates whether the method of measure-
ment makes the study stable without being exposed for uncontrolled chance (Eriksson & 
Wiederheim-Paul, 1999). Similarly, reliability has got a different meaning in a qualitative 
study. According to Patel and Davidson (2003) reliability in a qualitative study should be 
seen in the light of the unique situation at the time for the study. Moreover they argue that 
the important aspect with a qualitative study is to capture and interpret ate the uniqueness 
of the studied situation. Hence, asking a person the same question repeated times and then 
get different answers is seen as low reliability in a quantitative study, but does not have to 
be in a qualitative study if the question captures the unique in the studied situation. It is 
more important to identify and get an understanding of the distinctiveness of the studied 
object. As put forward by Patel and Davidson (2003) this makes the concept of reliability in 
a qualitative study to become close to the meaning of validity. Thus, since the two concepts 
are interconnected in the context of a qualitative study, reliability is generally not accounted 
for.  

Validity in a qualitative study is connected to the ability the authors have to argue for their 
interpretations of their study and how well this can be communicated to the reader. In or-
der to facilitate this we have focused to have a clear structure throughout the process of 
our thesis for two reasons. First, to put out a clear argument and make it easy for the reader 
to follow the study. Secondly, and most important, we want to conduct a coherent line of 
reasoning in order to end up with trustworthy conclusions. Our approach to achieve this is 
to have a clear logic link between theory, empirical data and the analysis. As put forward by 
Thurén (2002) a good qualitative study is characterised by logic, where the different parts 
of the study can be related to a meaningful entirety. However, as noticed by Trost (1997) 
the sensitive part of a qualitative study is the collection of data. To maintain trustworthi-
ness for our thesis we have handled the empirical data cautious from when it was collected 
during the interviews until final analysis.  

In a qualitative study based on interviews it is crucial how the questions are formulated and 
how the interviews are conducted (Ejvegård, 1993).  Since the aspects of agency theory and 
motivation theory we want to test, to a large extent are embedded implicitly in human be-
haviour, we see the formulations of interview questions as critical for the quality of our 
thesis. According to Ejvegård (1993) the researcher must know exactly what the measure 
stands for, but on the other hand the question cannot be too open either, then it will not 
measure relevant information and valid answers will not be given. According to Lekwall & 
Wahlbin (1993) the validity of interview questions can be increased by having them evalu-
ated by other people and then revise them, which will be done by experienced researcher at 
Jönköping International Business School. Moreover, to receive a more reliable answers 
during our interviews, key words from the questions related to each problem area will be 
sent to the respondent two days before the interviews take place, this give them time to 
think and prepare, and prevents impulsive and less relevant answers from the respondents 
(Thurén, 2002). 

When the respondents’ answers are to be used in the study, it is easy that the researcher af-
fects the content of the data received from the respondent (Esaiasson, 2003). Moreover it 
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may be tempting for the one who does the transcription to formulate sentences and in 
other ways “organise” the spoken language (Patel & Davidson, 2003). Hence, the collection 
of primary data will be performed through recording all interviews on tape recorder and 
then transcribed exactly as they were performed.       

According to Patel and Davidson (2003) a theoretical triangulation provides a manifold to 
the analysis of qualitative data. Different theoretical perspectives can be used to illuminate 
different angels of the studied phenomenon. By providing a theoretical framework from 
both agency theory and different motivation theory in respect of PMS, we can be able to 
make a better and more modulated analysis, which is the basis for trustworthy conclusions.  

To generalise from qualitative studies is often seen as problematic (Thurén, 2002). Accord-
ing to Patel and Davidson (2003) there are two factors which contribute to what extent the 
results of a qualitative study can be generalised. First, the results are more valid to apply to 
a wider population, if the studied sample is chosen systematically. Secondly, a qualitative 
analysis can result in understanding of a certain phenomenon, and what differences this 
phenomenon shows in contrast to its context. Generalisation can then be done to other 
similar situations and contexts. In our study we try to pursue this by following both as-
pects. The chosen banks were thoroughly selected in regard of being representative banks 
in Sweden. Moreover, by conducting the study on two banks with different PMS structures 
we can better get an understanding of the behavioural implications of the use of each PMS 
in the two banks, and thereby give some indications of which aspects that are crucial when 
formulating PMS in firms in general.  

As put forward by Patel and Davidson (2003) there is no determined single method how to 
conduct a qualitative study, it is therefore important that the authors clearly describe for the 
reader how the study has been made. Thus, in order to conduct a valid qualitative study, 
our main methodological aim will be to focus on maintaining a clear logic structure of our 
thesis.  

However, this study is posed by several limitations. First, the result of the study relies on 
limited empirical data. The empirical data has been collected from four interviews repre-
senting only one bank office of each bank. There is a possibility that our observation does 
not reflect the actual organisational life of the two banks. Moreover is the study limited to 
two different organisations.Thereby performing another study might obtain other empirical 
findings and another conclusions In our study has Handelsbanken’s Oktogonen been a 
proxy for profit sharing systems, however Oktogonen is an example of a very successful 
profit-sharing system, and it is not certain that other profit-sharing system would be equally 
successful. 

Nevertheless, the fact that Handelsbanken has had higher profitability than the average of 
the competing banks the last thirty years shows that the concept of Handelsbanken is suc-
cessful. This can be due to many reasons, Oktogonen might be one of them.  
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5 Previous Studies 
In this chapter we introduce the reader to previous studies of agency theory in respect of PMS and other in-
centive structures. 

5.1 Presentation of previous studies 
We will now give a brief outline of previous studies related to our studied subject and our 
identified problem. When considering previous studies within the area of PMS we have 
found some interesting papers presented in December 2004 at the European Institute for 
Advanced Studies in Management Research Conference, Brussels, Belgium. The advantage 
of the four articles we present is that they are indeed new, and a disadvantage is that they 
are not yet published. Hence, one could argue that the lack the same trustworthiness which 
articles have, that are published in well known academic journals. However, the conference 
at the European Institute for Advanced Studies in Management is a forum where the latest 
progress in cost management is presented, thus we consider these previous studies to indu-
bitable relevant.  

Moreover, the previous studies which we include in this chapter have to a large extent been 
selected on their merit of being the latest PMS-research. A consequence which then fol-
lows is that the may not be seen as very strongly related to the study which we are conduct-
ing. However, due to the fact that we are deliberately applying a new conceptual approach 
towards a more extensive understanding of PMS, there are to our knowledge no other pre-
vious study which is very similar to our. The intention of the presentation of the previous 
studies in this chapter is to show the contribution of the latest research within PMS. To il-
lustrate from which starting point we will extend the understanding of behavioural implica-
tions of the use of PMSs in firms.     

Before relating the previous studies to our identified problems we will present an overview 
of the articles in table 5.1. The table shows four different columns representing “Author”, 
“Purpose”, “Method” and “Conclusion”. The table gives a brief view of the results of pre-
vious studies. Thereafter we will discuss each study in relation to our identified problem.  

Author Purpose Method Conclusion 

Motejka, M., Merchant, A.K 
& Van der Stede, A.W (2004). 
Performance measure choice and 
target setting in loss-making firms.  

 

 

 

 

Author 

Examine the choice 
of performance me-
asure s and perform-
ance target difficulty 
in CEO’s annual bo-
nus plans in loss-
making firms. 

 

 

 

Purpose 

A quantitative study 
made on 469 loss-
making firms and 295 
profitable firms. Em-
pirical proxies; number 
of consecutive loss-
years and percentage 
of shares owned by the 
CEO. 

 

Method 

The likelihood of using non-
financial or individual per-
formance targets is higher in 
loss-making firms than in 
profitable firms and the likeli-
hood is increasing in the 
number of consecutive years. 
The likelihood of a bonus 
payout is increasing in the 
number of consecutive loss-
years. 

Conclusion 

Gibbs, M., Merchant, A. K., 
Van Der Stede, A. W. & Var-
gus, E. M. (2002). Causes and 

Investigate in what 
situations firms make 
greater or lesser use 
of subjectivity when 

A quantitative study on 
526 department man-
agers in 250 automo-
bile dealership. In or-

Subjectivity is present in all 
type of work. It reduces the 
employee risk and increases 
the alignment of interest be-
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Effects of Subjectivity in incentives awarding bonuses, 
and examine the ef-
fects on employee 
pay satisfaction from 
the use of subjectiv-
ity. 

der to provide an em-
pirical examination of 
the existing agency 
theory.  

tween the employee and the 
firm. It is most important in 
complex work environments. 

Bol, C. J. & Moers, F. (2002). 
Information asymmetry and Per-
formance Measurement and reward 
Systems: A field study cooperative 
banks.  

From an agency per-
spective, investigate 
the impact of the in-
formation asymmetry 
on the adoption and 
implementation of 
performance meas-
urement and reward 
system for General 
Directors of Coop-
erative Banks. 

A quantitative study of 
one cooperative bank’s 
260 local banks. 

The results indicate that in-
formation asymmetry in-
creases the probability of 
adopting a performance-based 
compensation and that it has a 
non-linear effect on the incen-
tive weights applied in this 
system. The authors also pro-
vide evidence of the relation-
ship between performance 
targets and the power of in-
centives.  

 Hall, M. (2004). The effect of 
comprehensive performance meas-
urement systems on role clarity, 
psychological empowerment and the 
managerial performance.  

Examine the associa-
tion between com-
prehensive perform-
ance measurement 
systems and manage-
rial performance.  

Quantitative study of 
83 strategic business 
unit managers. 

Comprehensive PMS are posi-
tively correlated with manage-
rial performance through the 
intervening variables of psy-
chological empowerment and 
role clarity.  

Table 10: Previous studies 

 

5.2 Discussion of previous studies  
Matejka, Merchant and Van Der Stede (2004) focus on the choice of performance meas-
ures and the difficulty in performance target in CEO’s annual bonus plans in loss- making 
firms. They predict that loss-making firms tend not to set aggregate financial, earnings-
based, targets at negative levels. Instead they tend to use individual performance and non-
financial measures that increase the likelihood of a bonus payout, and hence, help address 
both short-term, motivation and retention concerns. Further they point out that designing 
executive bonus plans entails balancing several potentially conflicting objectives. When de-
ciding on performance targets in annual bonus plans of loss-making firms there is a conflict 
between short-term motivation, long-term motivation and retention of executives. After 
studied 469 loss-making firms and 295 profitable firms Matejka et al. (2004) have found 
evidence that loss-making firms are more likely to use non-financial or individual perform-
ance measures and that the likelihood is increasing in the number of consecutive loss-years. 
They have further found evidence that loss-making firms are more likely to include achiev-
able non-financial or individual targets in their bonus plans. Matejka et al. (2004) explain 
this with the firm’s retention concerns and the importance of providing short-term incen-
tives to motivate value- enhancing activities. Further, the authors find evidence that loss-
making firms relying solely on aggregate financial performance measures are significantly 
less likely to pay a bonus than loss-making firms using also non-financial or individual per-
formance measures. This indicates that the firms that rely solely on aggregated performance 
measures are by far the least likely to pay bonuses. This is consistent with firms’ reluctance 
to set negative earnings targets and underscores the importance of providing long-term in-
centives to avoid losses.  Moreover, a bonus payout is increasing in the number of consecu-
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tive loss-years and decreasing in the percentage of shares owned by the CEO. Further, does 
the likelihood of paying a bonus decrease with the percentage of shares owned by the CEO 
and increase with the number of consecutive loss-years. This suggests that the retention 
concern alone have an effect both on the choice of performance measure and the perform-
ance target difficulty in loss- making firms.  

The reluctance to set negative earnings targets also implies that firms do not pay bonuses 
for reducing losses, meeting non-financial or individual targets are more likely to be associ-
ated with future earnings rather than current ( Matejka et al., 2004).  

The study by Matejka et al. (2004) shows upon the complexity of formulating PMS and 
how the actual formulation of a PMS affects individuals. Still the theoretical framework 
used to capture the empirical data, is agency theory. We believe that by incorporating vari-
ous motivation theories a better understanding of the behavioural affects of different PMS 
can be achieved.    

According to Gibbs, Merchant, Van Der Stede and Vargus (2004) are subjective bonuses 
used to complement perceived weaknesses in bonus awards based on quantitative perform-
ance measures. The authors have empirically examined when firms make greater or lesser 
use of subjectivity in awarding bonuses and the effects of the use of subjectivity on em-
ployee satisfaction. Gibbs et al. (2004) found that the use of subjectivity bonuses is posi-
tively related to the extend of departmental interdependencies, the extent of investments in 
personnel training, the presence of a departmental loss and the extent to which the 
achievability of the formula bonus is both difficult and leads to significant consequences if 
not achieved. In contrast, is subjective bonuses negatively related to the degree to which 
formula bonuses exhibit a short-term focus. Gibbs et al. (2004) also found evidence that 
subjectivity is used to reduce employee risk. Subjective bonuses seem to be substituting 
formula bonuses, as subjective bonuses are much larger where formula bonuses are not 
used. Further, are the subjective bonuses larger in departments that report a net loss, as 
well as in situations where performance targets are more difficult to achieve and where 
there are severe penalties for failing to achieve those targets. Subjectivity is present and im-
portant in all type of works on all levels, since the incremental effects of the determinants 
of subjective bonuses appear to be economically significant. Subjective bonuses are posi-
tively associated with pay satisfaction when the manager has longer tenure at the dealership, 
subjectivity reduces employee risk and increases the alignment of interests between the 
employee and the firm (Gibbs et al., 2004). 

The study by Gibbs et al. (2004) shows that dysfunctional behaviour easy can occur if a 
PMS is not carefully designed in line with the overall strategy of an organisation. Subjectiv-
ity is the focus of the study, however the theoretical framework consists only of agency 
theory. Again we believe that the conceptual framework of agency theory is not enough to 
capture the behavioural implications of the use of PMS in organisations.  

Bol and Moers (2002) use a number of agency predictions in a relatively controlled setting 
for a study of the reward system for CEOs of a Cooperative Bank. The bank, that the 
study is based on, has a well developed PMS that gives a clear link between pay and per-
formance. The system is output-based and it links part of the compensation of the General 
Directors to concrete performance measures. The reward system is based on the central 
values of the bank; Customer value, Employee Value and Financial Stability, the PMS 
translates these values into distinct performance measures. The PMS also leaves some 
room for adjustments to local preferences. Each local bank can design their own “per-
formance contract” and choose the performance indicators that best fit their circum-
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stances. The independent local banks have the choice to decide if they would like to adopt 
and implement the reward system in the organisation or not and 67 % of the banks have 
chosen to do so. The result of the study indicates that information asymmetry increase the 
probability of adopting a performance-based compensation system and that it has a non-
linear effect on the incentive weights applied in this system. The result further indicates 
that performance indicators that are costly from an incentive contracting point of view are 
used less than those that are costless, and that indicators with approximately the same in-
formation content are used as substitutes. The study also gives evidence of the relationship 
between performance targets and the power of incentives (Bol & Moers, 2002). 

5.3 This thesis in respect of Previous studies 
The study by Bol and Moers (2002) shows upon strong support for traditional agency the-
ory predictions. However, this study as well as the three other previous studies, plus the 
majority of many other studies of PMS are carried out with a quantitative methodological 
approach. The purpose of our study is to extend the understanding of behavioural implica-
tions of the use of PMSs in banks. When doing this we believe a qualitative approach is 
more appropriate. Agency problems and the psychological factors which motivate indi-
viduals are both rooted in fundamental behavioural aspects, hence we believe the most 
suitable way to study in-depth and capture the complex behavioural aspects which indi-
viduals experience by PMS is by closeness to the studied object (Patel & Davidson, 2003). 
Thus, contrary to previous related studies we will conduct a qualitative study.  

The other previous studies presented above all have an agency perspective to explain the 
use of PMS in an organisation. However, Hall (2004) has taken a step further when he uses 
a psychological perspective to provide empirical evidence regarding the behavioural conse-
quences of comprehensive PMS. Instead of focus on the relation between comprehensive 
PMS and organisational performance Hall (2004) examines the association between com-
prehensive PMS and managerial performance. Hall (2004) is among the first to provide 
empirical evidence regarding the behavioural consequences of comprehensive PMS. The 
result shows that comprehensive PMS is indirectly related to managerial performance 
through the intervening variables of psychological empowerment and role clarity. More-
over, this suggests that cognitive and motivational mechanisms help to explain the effects 
of management control systems on work performance. Comprehensive PMS is positively 
associated with all four dimensions of psychological empowerment; meaning, competence, 
self-determination and impact.  The result shows that the provision of more comprehen-
sive performance information provides more relevant and specific feedback to managers, 
which enhances their psychological empowerment and gives them useful information to 
improve their performance. Hall (2004) also found that comprehensive PMS was positively 
associated with goal clarity and process clarity. This is consistent with arguments that more 
comprehensive performance information can improve role clarity by making specific goals 
and appropriate behaviours associated with a work role. Further, does the study indicate 
that organisations can help clarify managers’ work roles by developing comprehensive PMS 
to convey more effectively strategic and operational information to managers (Hall, 2004). 

Hall (2004) in his study is among the first to provide empirical evidence regarding the be-
havioural consequences of comprehensive PMS. However, although some psychological 
aspects are accounted for, this is done rather superficial. Contrary to prior research in this 
field, the purpose of this thesis is to extend the conceptual framework by incorporating 
motivation theory extensively when analysing the use of PMS. In addition the results of this 
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study are intended to give indications of which aspects that are crucial when formulating 
PMS in firms.   
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6 Empirical Findings 
In this chapter we present our empirical findings. This will be presented by segmenting the information from 
the two banks accordingly to the order which the theoretical framework was presented. Our aim with this 
form of presentation is to facilitate for the reader to follow the reasoning which finally leads to our conclu-
sions. Some fundamental facts of Handelsbanken and Den Danske Bank and their PMS structure are 
presented in appendices 3 and 4. Appendix 2 holds a brief outline of the two general ways to adapt a PMS 
structure which are linked with an incentive.      

6.1 Agency theory 
Handelsbanken: When we asked about the strengths of the bank Ingemar Wernborg, as-
set manager, formulated the following: “Handelsbanken has been a strong bank for about 100 
years, over time the bank has changed its organisational structure from centrally controlled to be decentral-
ised, that is part of our success. The head of each bank office have a lot of freedom to run the office as long 
as the office is profitable. We can choose our self what activities we want to focus on, thereby lots of freedom. 
The head of each bank office can also allow credits to quite high amounts, therefore we can also make quick 
decisions. We are flexible for decisions, and I think this is the right way to work, because for instance, what 
do the people in Stockholm know about our customers? We have the best knowledge about our customers, 
therefore can we make the best decisions about the customer. Only figures do not give the whole pictures, 
there are also other things in between”. And when we asked for weaknesses he answered: “Some-
times it is good that decisions are made at a central level, otherwise there is a risk that each bank office is 
run as if it would be someone’s private firm, which is not good. Except tha,t I can not really point out any 
other weaknesses” (I.Wernborg, Personal communication, 2005-04-26).  

Ann – Charlotte Jansson, that works with private customers with no supervising responsibil-
ity on the same question answered: ”The strength is the way we work with our customers and that we, 
employees, have a customer responsibility. We are trying to focus on the customers need and we try to let the 
customer tell us what they want for kind of services and products. And from that we provide each customer 
with the service and products that is suitable for just that individual person. Of course there are weaknesses, 
they are difficult to think of right now but one aspect is that you sometimes feel that you do not have enough 
time to focus on the things you would like to, there are other things that must be done before. We have too 
many customers on each employee, consequently the lack of time is a weakness but I do not know if it is just 
a weakness specific for Handelsbanken” (A.C.Jansson,Personal Communication, 2005-04-29).  

On the question what kind if internal control systems which exists Wernborg replied: 
“There is no budget, because it does not work. You never know what will happen when you are making the 
budget, so that is taken away. There are board of directors on different levels in the organisation, a central 
board for the whole bank and also a board for each region. There is no real measurement of performance for 
individuals, instead we see to the group, the profits for our bank office. Each month each bank office is care-
fully compared with other offices, this is done instead of having a budget, therefore more or less all activities 
are followed-up. For instance, volumes, number of accounts opened, amount of sold funds, and other things. 
However, the main issue is the profits of the bank office, this measurement is part of our profit-sharing sys-
tem Oktogonen. Each bank’s profit is evaluated against the average profit of the region and the whole 
bank. So there is always an issue whether we are above or below the average. This creates a form of competi-
tiveness among all employees, since we are all the time compared to the average. We want to be better than 
them and they want to be better than us, which are a strong drive for everyone in Handelsbanken. I think 
this is quite an intensive drive, much better than having a budget. The follow-up is done by the head of the 
each office, which is then evaluated on the regional level” (I. Wernborg, Personal communication, 
2005-04-26). 
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From what we have understood the profit-sharing system of Oktogonen is perceived as 
very positive among the employees at Handelsbanken. Through Oktogonen the employees 
have got 10, 1 % of the votes in the central board of Handelsbanken, thereby are the em-
ployees the largest owners of the bank. This is Wernborg’s ideas about this: “If another bank 
would try to buy Handelsbanken, we, the employees, could stop that, since the board would not get full ma-
jority. It feels good as an employee since it is possible to influence the big decisions in the bank, the employees 
together are a power to count with in the bank” Then he added: “In some way maybe it is this spirit which 
has made us to be above average of the Swedish banks since 1972, this is something unique. But now we 
feel the pressure sine the rest are coming closer, they are starting to cut their costs. There is a strong competi-
tion” (I.Wernborg, Personal Communication, 2005-04-26).    

However, Jansson did put forward some negative aspects of Oktogonen: ”Our PMS system, 
Oktogonen feels like it so far away, you younger you are the longer it will take until you obtain any money 
from Oktogonen. For me is it about fifteen years until I can use the money that are invested in Oktogonen 
and that does not really feel encouraging for working more, it had been different if there where a reward that I 
knew I could get every year than it would have played a greater role. And it is even worse for young people 
that have to wait even longer for their rewards. You do not know how things are when you are sixty 
(A.C.Jansson, Personal Communication 2005-04-29). 

According to our respondents, the demands from the environment are set on Handels-
banken by the customers. They want good advises, good products and good prices. They 
said that they were constantly under these demands. And if they would not be competitive 
on these issues, it would show in the figures. Jansson explains her view of what is impor-
tant to become a competitive actor on the market:” Of course, knowledge and skills, and then 
prices on our services. I experience today that the prices is very important especially since I am working with 
loans. The customers are gathering information from the different banks and they are trying to get as low in-
terest on their loans as possible. Today, the customers are very focused on the interest on their money, how-
ever we are trying to change that focus to a focus on the personal relationship between the bank and the cus-
tomer instead” (A.C.Jansson,Personal Communication, 2005-04-29). 

On the question whether the Oktogonen is stimulating these demands, Wernborg an-
swered; “Since we have to perform better than the other banks we think about these issues constantly. I 
myself was working in the Swedish, Skånske banken, and when I came to Handelsbanken it was obvious 
that Oktogonen means a lot in the bank, it has meant a lot for the progress of the bank. It is this cost-
consciousness. For instance when we travel from Jönköping to Stockholm, we can have a 1st class ticket on 
the train if we like. But, the employees here travel in 2nd class by their own will, it does not really matter if 
they serve breakfast in 1st class. If you travel 1st class the ticket price is about 2400 SEK, but if you travel 
2nd class, you can get a ticket for less than 1000 SEK. This kind of cost-consciousness is natural for the 
employees of Handelsbanken, and new people who come to the bank adapt themselves to this way of think-
ing. Similarly, we have no fancy offices. Look at the carpet, that needs to be changed, but our culture makes 
us to postpone that kind of things. But important, this cost-consciousness must not turn into stupidity. We 
need new machines and technology which is up to date, this kind of things we do not save upon”.  

On the question: Do you believe that right performances are rewarded if you look from the 
best of the organisation, Jansson answered the following:” It is a very hard question, I cannot an-
swer it right know. Oktogonen gives a personal advantage for the employed, now that I have some money to 
obtain from Oktogonen I do not have to think of saving for my retirement and my pension. If I compare the 
small sum of money that I am able to save for my retirement and than the money that I will get from Ok-
togonen than my savings is nothing. So it is a personal advantage that I appreciate now.  

Jansson thinks it is difficult to give examples on important strategies in the bank: “What the 
board of directors are planning for the future are we, as employees, not that aware off. I can only identify the 
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strategies for our bank office, of course are those strategies affected by the people in charge of the organisation. 
We try to have our own strategies and goals here at this office even if there are some main goals that we have 
to follow. The goals and strategies can differ from office to office, but it is more that we can affect the ways of 
reaching some goals than set our own. Oktogonen and the strategies work in the same directions since the re-
ward from Oktogonen are based on how profitable we are compared to other banks, the strategies is all about 
making money”(A.C.Jansson,Personal communication 2005-04-29). 

On the question whether our respondents’ superiors know what they are doing they re-
sponded: “The organisation is not that big, so you can not hide at a bank office. The one who knows 
what I am doing is the head of this bank office, at the level of the region-bank the also know what I know, 
but the do not really know what each one in the cashier is doing. Each unit is very independent. I can slack 
sometimes, because I have worked here for so long so the have now real control of me. I have accomplished 
quite good results and established a good name for my self, people know that I know my job tasks, and then 
you can slack a bit. It is always good to have a good reputation, and it is the same with banks. We get new 
customers because we have a good reputation, reputation is indeed important now when the competition is 
strong. I think it is the personal relationship which is the mean of competition between the banks” 
(I.Wernborg, Personal communication, 2005-04-26).    

On the same question Jansson answered: “Yes, my closest superior knows what I am doing 
since he is working with the same tasks and we are sitting rather close to each other. But a 
person working on another department with something else does not know what I am doing 
on a daily basis or what problems we are facing or which affairs we are dealing with. But my 
superior has a good knowledge, also since we have weekly meetings for our group“ 
(A.C.Jansson, Personal communication, 2005-04-29). This information is then discussed 
when the superior is judging the performance: “We have meetings there we can negotiate 
about our salary but before that we have a” plus – meeting” where we discuss the previous 
year and the plans for the future. This is something that not always are working the way you 
thought it should but nothing is perfect (A.C.Jansson, Personal Communication, 2005-04-
29).  

This is Wernborg’s view of individual PMSs: “In some banks there are PMS which measures every-
thing each employee does, but here we look at the whole picture. A bank office is not that big, you know if 
there is someone who tries to avoid their job tasks, their friends will notice. Everyone have to do their part, 
it is not possibly to slack. I am against individual PMS, there have been discussion, but I think it is better 
to help each other. If I do not have time to do something someone else will help me, and then I help them 
back. With individual PMS I think that people would engage in activities which are profitable for them 
selves but not necessarily for the bank. If there would be a full measurement of a PMS on all activities I 
think that would lower the overall profit” (I.Wernborg, Personal communication, 2005-04-26).  

“On the question whether a bank office which often shows upon good results are rewarded 
in any way, Wernborg answers: “No, we are not given any more money /…/ we are known to be very 
cost-consciousness, there are no extravagances in spending money. That means that we make good profits, 
and good disposes till Oktogonen, of course we could travel and have food for these money, but then the dis-
poses to Oktogonen would be less” (I.Wernborg, Personal communication,  2005-04-26).  

On the question whether colleagues in the bank can feel that it is unfair that everyone in 
Handelsbanken get disposed the same amount of money each year to Oktogonen Ingemar 
replies:” I think we are a bit indoctrinated, so for the moment being I do not think there is no one who is 
unhappy with the system that every employee gets the same amount disposed to Oktogonen. I think this is a 
positive part of Oktogonen. Why should a manager get a bigger part a bonus than someone working as a 
cashier for instance?” Then he adds: “For instance in SEB (Svenska Enskilda Banken) the 500 persons 
of top management have got a bonus program with stock options. Should I as an employee do the work and 
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then it is my boss who collects the money? I would get mad. Here at Handelsbanken, the one in charge of a 
bank office which is really profitable gets a promotion instead /…/ I think it works in this way that the 
pressure from the rest gets so heavy that everyone have to do their best. I believe that everyone wants to do a 
good job, the individual feels better when doing a good job rather than sitting and being an old prejudice” 
(I.Wernborg, Personal communication, 2005-04-26). Jansson is of the same opinion – she 
believes that Oktogonen is a good way of allocating rewards. “I think that it is good that every-
one, no matter if you are CEO or a bank cashier, you get the same amount of money. It is many people that 
have positions where they cannot do businesses that is profitable for the bank, but still are their jobs very im-
portant, therefore that is very good that everyone obtain the same reward” (A.C.Jansson, Personal 
Communication, 2005-04-29).  

Oktogonen has been blamed to cause low turnover of personnel within Handelsbanken, 
since people want to stay in the bank and collect their part of Oktogonen when they turn 65. 
To this issue Wernborg responds that this is nothing which Handelsbanken has recognised 
but there might be some old prejudice in the organisation. He continues to say that it is up 
to the management to educate or replace them (Wernborg, Personal communication, 2005-
04-26). Jansson is of another opinion: “A disadvantage can be that if you apply for another job and  
still would like to work within finance and banking than Oktogonen make you think over your decision a 
couple of  times more, consequently the changing of employees is affected in a negative way. (A.C.Jansson, 
Personal Communication, 2005-04-29).   

Den Danske Bank: When we asked about the strengths of the bank Ingmarie Elmqvist, 
private customer advisor, formulated the following: “We have good personal contact with our cus-
tomers, high level of engagement. After The Swedish Smålandsbanken was bought by Den Danske Bank, 
the close and personal relationship has been kept with the private customers while joint venture has given the 
bank increased “financial muscles” to attract more company customers”. And when we asked for 
weaknesses she answered: “Sometimes I feel that we have limited central marketing resources, which 
sometimes makes it difficult to profile the local banks” (I.Elmqvist, Personal communication, 2005-
05-02).   

Peter Bardh, chief for the private department commented the same question the following 
way: “Smålandsbanken, and the bank as a whole has a very clear business idea. From the beginning we 
focused on the idea that ”a smaller bank makes you to a more important customer”, this is not how it looks 
today, instead we have an attractive challenge in our idea and you have to be very accurate when you do the 
segmentation of the potential customers and very careful with which customers you work with. It is better to 
gain one bigger and more profitable customer than several smaller, less profitable. When you have fewer, 
more profitable, customers you have time for the clients in another way, there are for example room for 
drinking coffee. Our segment of customers are people that are in need of qualified consulting, and the rela-
tion with the customer is very important, so the strength is that we can deliver quick decisions, we know our 
customers very well and there are more than one in the bank who knows the customer, consequently if I am 
gone, you are still known by my colleagues” (P.Bardh, Personal communication 2005-04-26). 
Bardh further says:” The organisation in general is so flat that we are rather close to people that have the 
authority to take important and large decisions – as an employee you can affect the decisions that is going to 
be taken (P.Bardh, Personal communication 2005-04-26). 

On the questions of weaknesses, Bardh (2005) cannot think of any. “It is not too hierarchic and 
not too flat, if you have too many CEOs and too much hierarchy, there is a risk that people get locked up 
on positions, it is better to have more discussions in the organisation instead. One weakness is that in a 
smaller bank fewer people work with one area and if that person is away – how do you talk to them? There 
are more key persons in our bank, than in a larger bank and that is a weakness. But on the other hand 
that can also be a strength since you know the key persons better and you gain a good network in the bank” 
(P.Bardh, Personal communication 2005-04-26). 
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On the question what kind if internal control systems which exists Bardh replied: “We are 
working towards a budget and stated goals both for the bank as a whole and for each bank office. Each of-
fice has then goals and a budget for each department, for example we on the private side have our own 
budget and goals. Further, we have different kinds of incentive systems were the offices are compared with 
each other. This year the bank gave us stocks in Den Danske Bank as a reward to everyone and then there 
were some bonuses that were given to the offices that were in the top compared to other offices. A board of di-
rectors do we have one for each bank office, we have one for Smålandsbanken and in our case we have the 
same board of directors as the office in Värnamo, but otherwise there is a different board for each office” 
(P.Bardh, Personal communication 2005-04-26). 

Bardh (2005) does not think that any of the internal control systems is more important 
than the other: “they go” hand-in-hand”, if you fulfil the budget that is for sure connected to the PMS. 
The bank has individual salary negotiations, where you look into what you as an individual has performed, 
and than it is very positive that the budget is fulfilled. Everyone received this year the same amount of stocks 
in Den Danske Bank as an reward but then it was different rewards to those offices that have performed 
the best. The comparisons between offices are made in form of different business ratios” (P.Bardh, Per-
sonal communication 2005-04-26). 

On the question, do you believe that right performances are rewarded if you look from the 
best of the organisation, Bardh responded: “It is important to understand that everyone is a part of 
the banks performance. If you play in a team, you do not make any goals if the quarterback does not make 
a good job, for example give you the ball and support you- teamwork is very significant. You can also have 
a discussion about how general the PMS should be. Either it should be very general, as in for example 
Handelsbanken, where everyone gets the same, in our bank we are more rewarded depending on what the 
group have performed. The other alternative is to have the PMS just based on the individual performance” 
(P.Bardh, Personal communication 2005-04-26). 

Elmqvist replied: “I do not think that the present reward system is good in this bank. In other banks if 
they show upon a good profit everyone are rewarded with the same amount of money, something which I 
think strengthen the whole organisation /…/ If the bank is doing well it is not only depending on the 
CEO and top management, everyone in the bank is contributing in some way, therefore it is important that 
everyone gets the same share of the profit /…/ In this bank the best gets most, thus rewards are given to 
the one who is selling the best or doing some other individual achievement. And also a part of this extra re-
ward is allocated by the managers, so it also depends upon your communication with your boss whether you 
are going to receive a reward. Some people are working well without notice while others make sure that their 
work is being noticed. If then the boss likes someone more there can be big differences in salary after a while, 
since it is the boss who decides about the extra bonus but also about the raise in the individual salaries.” 
Then she continues: “It is important that it is a good match between the customer and the person from 
the bank. For instance one person might be good at selling products, but then needs more back up with ad-
ministration tasks, and then someone has to help out with those. I think that if personal budgets are used, 
the flexibility decreases since everyone is expected to perform according to certain measures. And also in 
many decisions when choosing between different customers I use my intuition. For instance when I meet a 
customer for the first time I might get a feeling that something is wrong, if I was directed by a budget I might 
neglect that feeling just to reach up to a certain measurement. I think personal budget would bring about to 
much of a short time perspective, while it is the long term perspective which is important for the bank” 
(I.Elmqvist, Personal communication, 2005-05-02).  

Bardh (2005) gives some examples of important strategies in the bank: “How should the pri-
vate department profile themselves towards the customers? Should we be even clearer with the message that 
we just want the profitable and the very wealthy customers that have big volumes of money and as a result of 
that, have fewer customers or should the bank have a broad customer base to lean on? To which segment of 
customers do we offer our services? And this is questions for both the private customer department and the 
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department that is working with companies. Further, questions like, how much should we work with the 
personal relationship to the customer and which services should we provide through the Internet? Shall we 
continue to expand and establish offices in the country or not? However the most important strategy we dis-
cuss is which segment of customer do we offer our services? How should we make the most money? Conse-
quently, the strategies goes “hand-in-hand” with the PMS since it is about making money” (P.Bardh, 
Personal communication, 2005-04-26). 

According to Elmqvist the strategic issues for the bank right now is to increase the number 
of company customers, to get more profitable customers. When we asked her if there are 
any incentives from top management to achieve this, Elmqvist answered: “For the time being 
different campaigns are used from time to time in the bank when top management want to stimulate differ-
ent activities. There has been a kind of profit-sharing system before, but there where so many parameters 
which made the system to complicated and was later on abandon” then she added: “It does not work in 
the way that, if you do this you get 1000 SEK. In our organisation it is all depending on that people are 
dedicated to their task after best ability, so if top management sets up a goal we do our best to achieve that. 
If you have good management the goal will be accomplished. I am here to do my best, and to do that I work 
for the goals which are good for the bank, which then is good for me and for the customers. Off course it is 
nice to get a reward after I have done something good, but it is not an incentive to work” (I.Elmqvist, 
Personal communication, 2005-05-02). 

According to Elmqvist the absolutely most important demand which is set on us from our 
customers is the price on our products. But moreover the relationship between the cus-
tomer and the bank and also that the needs of the customer are being seen and satisfied by 
the bank. Moreover, Bardh was also talking about the importance of fulfilling the custom-
ers’ demand: “The bank that best can fulfil the customers’ needs is the most competitive bank, then of 
course plays the price a role but it is more important to be able to fulfil the customers’ needs. The needs are 
changing over time consequently you have to have the ability to change and adapt your service and products 
so it always is in line with what the customer is demanding. You also have to be very good at relations and 
to give the customer attention” (P.Bardh, Personal communication, 2005-04-26). 

On the question whether Elmqvist thinks that the existing PMS structure is encouraging to 
meet the demands set by the customers, she answers: “I do not think so; the measurement systems 
are about to change, but right now I would not say that the present system is the finest” Bardh believes 
that the competitions between offices and the individual PMS helps the bank to be com-
petitive and to live up to the demand from the market: “You have to make the customers satisfied 
and work for a long perspective. You cannot just rely on prices, the relationship have to be taken into ac-
count. And then of course you have to continuing to make good business, and work with profitable custom-
ers” (P.Bardh, Personal communication, 2005-04-26).  

When we asked Elmqvist how she would formulate the bank’s PMS, she replied after a 
while: “I have not really thought about that, but I believe a good coach, leader, is the key factor, if you get 
entrusted, than everyone work as best. Moreover, we have recruited good co-workers, I do not think that 
there is anyone here who does not want to work, if someone at a point feels a bit low, a goad coach will sup-
port and help that person” Bardh said the following: “The PMS system have to be very clear in its 
structure, maybe it would be more clear if everyone obtain the same reward and then you reward the individ-
ual performance in another way, with individual salary negotiations. It is not an easy question to answer” 
(P.Bardh, Personal communication, 2005-04-26).  

On the question whether our respondents’ superiors know what they are doing they re-
sponded: “Yes, my superiors do know what I am doing in the bank and I am to a large extent aware of 
what my colleagues are doing and not doing” (I.Elmqvist, Personal communication, 2005-05-02). 
“My superiors does not have a daily knowledge of what I do or not but if I do anything good I let them 
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know, but yes they are aware of what I am working with and how and that information and awareness 
plays a part when they are judging my performance”  Bardh further explain that the organisation is 
very open:” We have an open organisation with many discussions and then of course you can have differ-
ent opinions on who is working  the most and who is worth to obtain most reward for his or hers perform-
ances and sometimes your beliefs are in line with the reality and sometimes not, but that is how it is” 
(P.Bardh,Personal communication, 2005-04-26). 

To the question if our respondents were rewarded with something additional if they 
achieved something extra, the answers where: “I am rewarded for the position which I am recruited 
to. There is no direct correlation between my performance and my pay, since it is about getting the unit 
working. If one day a colleague is ill, my job situation allows me to go in and support that person, if I was 
here on provision I would not have done that. The bank office has to work, and a chain is not stranger than 
its weakest piece” Then she added: “I think that everyone is trying to do their best, off course some are 
more active than others but then that can always be explained, for instance that the person for the moment 
being has got fewer customers. There is no one who is doing nothing” (I.Elmqvist, Personal communi-
cation, 2005-05-02). Bardh’s view on the same issue was the following: “Yes of course, but it is 
more important how your performance is in a long perspective. It can be a person that works and get a very 
profitable and important customer, but how has he worked to get in contact with this customer? Was it a 
coincidence? Has he worked a lot on the person to get him or her as a customer? That is just one happening, 
but you have to see in a longer perspective to really see how this person is workings. But of course, an in-
creasing of your performance is rewarded. You also have to take into account that maybe many persons feel 
that they have been working hard and when it comes to the time when the reward is going to be obtained you 
get disappointed since your colleagues are going to share the reward. Disappointment does not come from 
what you is rewarded with it comes from what you believed you should obtain and did not” (P.Bardh, 
Personal communication, 2005-04-26). 

If there is someone that does not do a good job, Bardh believes that the person will be 
properly salaried in the long-run;” Yes, in the end this person will be correctly rewarded, but of course, 
sometimes you can be irritated on this person and that is not just because the person is getting a salary for a 
job he or she is not doing, it is also about doing a good job. If you have a ship with a number of sailors, no 
matter of what position and reward you get,  you should do your best and if you are not doing your best 
someone have to let you know” (P.Bardh, Personal communication, 2005-04-26). 

6.2 Theory X and Y 
Handelsbanken: Sometimes you feel that your work is just something absolutely neces-
sary that you have to do for a living and sometimes it is amusing to work. “When you have 
worked for 30-40 years you feel that your job has become a bit of a routine, I do not believe that there are 
people who always think that their job is fun” (I.Wernborg, Personal communication, 2005-04-
26).Jansson is of the same opinion: ”Yes, sometimes I feel that it is just a necessary thing I have to 
do. If you should be so wealthy that you did not have to work, it is not that I would not do anything but; I 
would maybe do a little bit of everything. I believe that everyone thinks the same, I do not believe that the 
dream world where everyone just loves their work is existing” (A.C.Jansson, Personal Communica-
tion, 2005-04-29). 

On the questions: Does the promise of a reward increase your motivation to work? Does 
the threat of a punishment motivate you to do a better performance? Which have the 
greater impact, the “stick or the carrot”? We got the following answers; “for instance, knowing 
that our bank office where the best in selling a certain product, is motivating. I believe that it works as a 
drive to see that we have accomplished something together. It is difficult to make everyone to participate, but 
it is important (I.Wernborg, Personal communication, 2005-04-26). Further, Wernborg says: 
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“You can never get fired in Handelsbanken because you are lazy. Only if you exceed one’s authority and 
thereby violate the law, you can get fired. If someone is not doing a good job in a certain position, that person 
might get placed in another position”. He continues, “no one in Handelsbanken has been dismissed, not 
even during the hard years of 90-century when other banks where dismissing personnel”. Furthermore 
Wernborg states “during the same years when for instance the Swedish banks Nordea and Götabanken 
received 60 billion SEK in support from the government, Handelsbanken where paying tax to the govern-
ment” (I.Wernborg, Personal communication, 2005-04-26). Jansson is of another opinion 
and thinks that there is not much of a “carrot” in Handelsbanken to aim for: Even if I have 
been doing a really good performance the past year I cannot be sure of that it will give me more money when 
I am negotiating my salary” (A.C.Jansson, Personal Communication, 2005-04-29). Jansson fur-
ther says that she has never felt a threat from her employer:” No, I have never felt that. If you 
get sacked then it is because you have done something illegal or something very wrong when performing your 
working tasks, otherwise you do not get fired. It is more likely to get fired when the company needs to save 
money, but that can happen to all organisations. We have never experienced any layoffs here” 
(A.C.Jansson, Personal Communication, 2005-04-29). Furthermore, Jansson believes that 
the carrot is the most important motivator since the whip would only have a negative ef-
fect. Wernborg thinks that the “carrot” is better than the “stick” but he says that the 
strongest motivator is “the appreciation when doing a good job” (I.Wernborg, Personal communi-
cation, 2005-04-26). 

Wernborg is rather satisfied with his work and sees it as a source to satisfaction 
(I.Wernborg, Personal communication, 2005-04-26). Jansson answers both yes and no: “If I 
am satisfied at my work and if it is going on as usual, then the job is ok. But it is the spare time that gives 
my life a meaning since I can do the things that I would like to. However, I always would like to do a good 
job, even if you not always do that little extra to increase your performance, but you always want to do a 
good job – not a bad one. The days you do not feel that you have ambition to do your best it does not matter 
that we have Oktogonen to think off“ (A.C.Jansson, Personal Communication, 2005-04-29). 

Den Danske Bank: On the question if the work is just something absolutely necessary 
you do for your living, Bardh answered following;  

“No, not here, 10 of us that are working here have been working at this office from its beginning and we 
are really living for this. It is definitely more than just a job. But, you have to have a distance to your work 
as well so that you not are a bank man day and night. We are very engaged and that is also a reason why 
you should choose us before another bank, we take responsibility for our work” (P.Bardh,Personal 
communication 2005-04-26). Elmqvist is of the same opinion, and answered very clear and 
shortly; 

“No, in my type of job it is important to like the job you are doing” (I.Elmqvist, Personal communi-
cation, 2005-05-02). 

Does the promise of a reward increase your motivation to work? “If I know that I am doing a 
very good performance and if I then can se the result when I obtain my salary, yes of course” (P.Bardh, 
Personal communication, 2005-04-26). Elmqvist is of another opinion and answers: “No” 
(I.Elmqvist, Personal communication, 2005-05-02). 

Does the threat of a punishment motivate you to do a better performance? Which have the 
greater impact, “stick or the carrot”? We obtained the following answer:” It does not work like 
that in Sweden, so no. And I believe that a” carrot” gives more motivation than a” stick”, as a CEO you 
have to get people to do their best anyway. If you, as a worker, do not believe that your work is amusing 
then you can try to motivate people with carrots and sticks and it does not affect those people at all, you have 
to think that what you are doing is fun! The carrot is just a way to increase the performance just a little bit 
more” (P.Bardh, Personal communication, 2005-04-29). Elmqvist says that a threat of get-
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ting fired would have an opposite effect on her and it would make her to resign. Further-
more, she explains her answers with following words:” We have a quite open climate, so the 
managers are to a large extent taking account of the employee’s opinions. We almost have a feeling that we 
own the firm ourselves, therefore we want the bank to develop as good as possible” (I.Elmqvist, Personal 
communication, 2005-05-02). 

Bardh, experience that his work is a source to his ”well-being” and he believes that anyone 
in the bank office will answer the same:” The satisfaction in closing a deal with a customer and do a 
good affair is very satisfying and if someone is noticing your job, as we do here in the house, it makes you feel 
even better. But, of course, there have been days were your ambition have been lower, however is it  a bit of 
professionalism in that too, when you do not feel for going to the gym but you do it anyway. You should try 
to have as high lowest level as possible” (P.Bardh, Personal communication, 2005-04-29). 

6.3 Expectancy Theory 
Handelsbanken: Both Wernborg and Jansson think that the lack of time make you unable 
to perform all the actions you are considering; “Time is a limiting factor, but on the other hand if 
you have too much time nothing gets done. So I think the best thing to maintain a good productivity is to 
have quite a lot of things to do” (I.Wernborg, Personal communication, 2005-04-26) “I simply 
does not have the time I want to” (A.C.Jansson, Personal Communication, 2005-04-29). 

To the question: Would performing the action lead to identifiable outcomes we got the fol-
lowing answers;  

“There is a PMS under construction which quite precisely can measure what the employees are doing, but it 
is not linked to any reward system, not yet” (I.Wernborg, Personal communication, 2005-04-
26).Jansson further says: “Yes, I can. You feel really satisfied when customers appreciate you as a per-
son and your job, and that is worth more than the financial result, that is just a number” (A.C.Jansson, 
Personal Communication, 2005-04-29). 

Wernborg feels in his position that he in a good way can influence his work, but not how it 
is rewarded (I.Wernborg, Personal communication, 2005-04-26). Jansson, on the other 
hand, feels that she cannot influence her working situation (A.C.Jansson, Personal Com-
munication, 2005-04-29).   

When we asked the question: Do you believe that your organisation lives up to your expec-
tations? Why or Why not? Wernborg answered that he believes that Handelsbanken lives 
up to his expectations. “It is said that Handelsbanken is a bit boring, but we always deliver a steady 
profit and this suits me well, perhaps there could be more employees” (I.Wernborg, Personal commu-
nication, 2005-04-26).Jansson has another opinion: “I am sometimes disappointed that we do not 
reach out to our customers. The bank is not putting so much effort into marketing. The risk is that people 
do not see us as an option. They do not know what we stand for since we are too anonymous” 
(A.C.Jansson, Personal Communication, 2005-04-29). Further, Jansson says that routines 
and data systems could be improved and that there is too much administration 
(A.C.Jansson, Personal Communication, 2005-04-29).  

Den Danske Bank: If you try, do you believe that you can perform the action that you are 
considering? “Yes, but sometimes I feel that the lack of time stops you from working with some things as 
much as you want to and that leads to a not so good result as you had hoped for. Those times you feel that it 
is not funny. You have done a task but you know that you could have performed it better. It makes you to 
do some priorities” (P.Bardh, Personal communication, 2005-04-29). Elmqvist believes that 
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she can solve her job tasks in a satisfying way (I.Elmqvist, Personal communication, 2005-
05-02).  

On the question whether you can se the results after you have finished a job task the re-
spondents answer: “Right now there are no good measuring tools to estimate the profitability of our cus-
tomers. But I always estimate that myself, so I know how much time I can put down on that customer” 
(I.Elmqvist, Personal communication, 2005-05-02). “Yes, on most of the things, if you for example 
mail something from the bank to a customer it is not always you know the customers reaction. If I for ex-
ample, send a letter to the customer, or if I have a customer meeting or a customer lunch I can do that a 
good job or not such a good job and sometimes you do not know, since you do not get any response upon your 
work from the customer. Some things are more obvious – if we agreed after a negotiation then you can see 
the result” (P.Bardh, Personal communication, 2005-04-29). 

Both Bardh and Elmqvist feel that they can affect their working situations and take impor-
tant decisions. “Yes I can influence my environment at work; it is not very often we are given orders“ 
(I.Elmqvist, Personal communication, 2005-05-02). 

On the question if the bank lives up to your expectations, Bardh answers following: “Yes, I 
believe so. The bank gives you possibilities to develop. If you really want to the bank is helping you. There 
are possibilities to move to different positions at different places. But it is also up to you as an employee to let 
the bank know that” here I am and I am good at this and I want to become that”. Further Bardh, be-
lieves that some things can be changed to the better: “There are always things to do. But I believe 
that the employees at Smålandsbanken have the best bank job in this town. If we do not talk about money, 
but look at the freedom in our work and what we work with we have definitely the best working situation 
and that I am sure of” (P.Bardh, Personal communication, 2005-04-29). Elmqvist sometimes 
feels that: ”Top management in Denmark has got different values and ides, than what I perceive that our 
customers are demanding”. She also believes that less administration is a way of improving the 
situation in the bank“ (I.Elmqvist, Personal communication, 2005-05-02).  

6.4 Justice Theory 
Handelsbanken: From a justice perspective, Wernborg feels that he has a fair reward for 
his effort in the bank, but then he also accounts for his part of Oktogonen, although it is 
not a very big amount of money since he has not been working in the bank from the be-
ginning of establishment of Oktogonen (I.Wernborg, Personal communication, 2005-04-
26).Jansson is not of the same opinion, she does not feel that she is fairly rewarded 
(A.C.Jansson, Personal Communication, 2005-04-29).  

Jansson gives a bit unclear answer on the question if the organisation is using a fair proce-
dure to allocate the rewards: “It is difficult to measure how high salary the employees should obtain, if 
that should be possible – then the bank always have to know exactly how much a certain performance is 
generating in financial return – but that system you do not want either. It is difficult to measure and found 
out what reward that is suitable” (A.C.Jansson, Personal Communication, 2005-04-29). Fur-
ther,Jansson does not feel that she has been unfairly treated compare to her colleagues, but 
in general she feels that she would like to have a higher reward for her work (A.C.Jansson, 
Personal Communication, 2005-04-29). 

Wernborg responded a bit different on the same questions: “I like our system, it is the employees 
who do the actual work. Ok, a manager can push the employees hard, but it is the employees who do the 
work. I would get angry if the managers would get higher bonuses than the employees working on the floor” 
(I.Wernborg, Personal communication, 2005-04-26). 
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Earlier when there was another office manager, which did not go along very well with 
Wernborg, he did feel unfairly threaten in the salary negotiations. “Then I was really disap-
pointed since I felt that I had done a good job” (I.Wernborg, Personal communication, 2005-04-
26). 

On the question: If the right performances are rewarded Jansson replied: “Since, I do not 
know my colleagues salaries it is hard to say but I believe that you get rewarded depending on how much 
money you gain to the bank. You are not rewarded because the customers like you as a person. It is also de-
pending on what position you are in, if you have a job that is not generating any financial results to the 
bank, it is harder to get a proper salary for your work”  (A.C.Jansson, Personal Communication, 
2005-04-29). 

When Handelsbanken is promoting employees they look into things like ambition, and the 
ability to do good affairs for the bank (A.C.Jansson, Personal Communication, 2005-04-
29). 

Den Danske Bank: On the question, do you believe that you obtain a fair reward for your 
performance Bardh answered: “Yes, I have to say that otherwise am I a bad negotiator. However, you 
always want more but that is how all people work. You have to be contented but not satisfied” (P.Bardh, 
Personal communication, 2005-04-29). Elmqvist agrees: “I think my wage for my job is fair, I 
like my job and is paid quite well” (I.Elmqvist, Personal communication, 2005-05-02).  

Bardh believes that the bank’s way of allocating the rewards has developed towards a more 
fair process: “There are a lot of discussions of this, but yes, since it has developed towards a more individ-
ual way of allocating the rewards and the rewards are negotiated with the nearest supervisor and it is no 
longer as general, you have a chance to negotiate about your salary which you did not do before. Now it is 
up to your closest supervisor and he/she also has the possibility to see how you actually work. But, it is a 
very difficult question to answer. For example, I as a manager for the private side obtain a sum of money 
that I am going to allocate on my employees. The bank has guidelines and has negotiated with the trade- 
union and determined a percent, that that the salaries should increase with. The other money that I get to 
allocate, the employees have to negotiate for, I can if I want to, give everything to one person. This is how it 
works on every level in the bank” (P.Bardh, Personal communication, 2005-04-29). Furthermore 
Bardh says that it is difficult to answer the question about unfairly treatment compare to 
your colleagues. “You, do not know what your colleagues obtain for salary, so it is hard to tell. But, if 
you have a straight forward CEO he will explain why, you for example, does not get anything extra maybe 
you already have a high salary or other people have done a better job. But on the question if I ever have felt 
unfairly treated I have to say yes, it has been times during all these years that you have felt that you earned 
more. But, on the other hand you always want more” (Bardh, 2005). 

Elmqvist’s comment the matter in the following way: “When there are special campaigns within 
Den Danske Bank, the competitions are between the bank offices. I have felt that the bank offices in bigger 
cities have had an advantage, the measurements have not been adapted bank office with different size. So I 
do not think they have been very fair. Also I think that these campaigns are too much short time oriented. 
Although, I have never felt that I have been unfairly treated when the bank has allocated the different re-
wards” (I.Elmqvist, Personal communication, 2005-05-02).   

Bardh, also believes that right performances are rewarded in the bank; “The bank is rewarding 
the right positions. All positions are important. If you for example work as a bank cashier you can do a 
good or bad job in that position and that goes for all positions” (P.Bardh, Personal communication, 
2005-04-29). 

What does the bank take into account when they promote employees? “It depends on what po-
sition it concerns, the most important is the personality and if you are suitable for just that position. It al-
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ways comes back to your personality and ambition, it is not just about financial results even if it is  for sure 
related” (P.Bardh, Personal communication, 2005-04-29). 

6.5 Goal-Setting Theory 
Handelsbanken: Wernborg talks generally about goal–setting and says the he wish for 
more explicit goals at work” (I.Wernborg, Personal communication, 2005-04-26). Jansson 
does not think that the occurrence of goals make her focus more on her working tasks, 
“No, I try to do my best anyway “(A.C.Jansson, Personal Communication, 2005-04-29). 

On the question: Do the goals that are determined by your organisation influence your be-
haviour, we got the following answers: “Yes, of course. When you are going to set the prices on the 
services I am selling I know that I have to gain a certain return otherwise it is not a good business. We 
should always earn anything on every affair we do” (A.C.Jansson, Personal Communication, 2005-
04-29). “The goal is the overall picture, at the end it is the profit that counts, that is a guarantee that our 
activities is well functioning (I.Wernborg, Personal communication, 2005-04-26).   

Furthermore both Wernborg and Jansson believe in lower goals than higher when aiming 
for an increased performance: “I believe that it is better to put lower goals so that employees feel good 
when they exceed the goal” (I.Wernborg, Personal communication, 2005-04-26). “The goals cannot 
be too high, because than you just feel that it is impossible to get there. It has to be realistic otherwise you 
give up from the beginning” (A.C.Jansson, Personal Communication, 2005-04-29). 

Handelsbanken is, at present, using group oriented goals, but there is a discussion of using 
more individual goals in the bank (I.Wernborg, Personal communication, 2005-04-26).    

Jansson and Wernborg, both believe that response on your effort is important: “Yes, the 
daily response is very important. It does not have to be an organised meeting; it is enough with just a little 
response in your daily work” (A.C.Jansson, Personal Communication, 2005-04-29). 

Den Danske Bank: Do you believe that the PMS system makes it easier to focus on the 
goals as a supervisor for the private side? No, I do not think so. We know what we want and we 
know our goals, and we know that we would like to earn as much money as possible and the customer 
should be satisfied. We work in a long perspective and we want to have a good return on our capital. All 
these things we think of anyway, the PMS system does not make it any different (P.Bardh, Personal 
communication, 2005-04-29). 

Further, Bardh believes in higher goals than in “do your best” goals. “I believe that you will 
perform better if you know how” high you are going to jump”. If you should jump high jump without bar, 
you should probably jump lower than if you had a bar. The bar will do that you increase your performance 
just to make it. I definitely believe that you increase your performance if you have something to reach for” 
(P.Bardh, Personal communication, 2005-04-29). Elmqvist is of another opinion and states 
that: ”I do not need any kind of goals, give me a good coach and I will do a great job” (I.Elmqvist, Per-
sonal communication, 2005-05-02).   

On the question if the goals given by the employer affect the actions of the employee, 
Elmqvist replied: “When a goal is given to focus on a specific product I do not focus on that product to 
100 %, I continue to work in a structured way which in the long run will create a balance among our dif-
ferent products, but perhaps I give priority to the customers who are after that type of products. I have seen 
cases where people totally focus on the product which is set up with a goal, and then have to put in double ef-
fort to later balance up with other products” (I.Elmqvist, Personal communication, 2005-05-02). 
Bardh believes that sometimes are goals from the bank in conflict with each other: “It can 
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occur when the bank has a goal to make affairs with certain returns on capital and than we at this office do 
an affair that does not live up to the demands from the bank as a whole but it is still a good affair for our 
office” P.Bardh, Personal communication, 2005-04-29). 

Elmqvist and Bardh agreed when they answered the question about the importance of re-
sponse to your work: “Everyone has to  feel that they are needed, consequently it is important to see 
each other” (P.Bardh, Personal communication, 2005-04-29). 

6.6 Pay and Motivation 
Handelsbanken: On the question if your salary was directly related to your performance, 
for example how much volumes your customer have, would you sell more and try harder, 
we got the following answers: “Yes, if I obtained the reward more directly. However, if the bank 
should have that system is the risk that we loose our focus on the customers needs and just work for making 
money and that will be negative in the end” (A.C.Jansson, Personal Communication, 2005-04-29). 
Wernborg is of another opinion and do not think that he would work more. Further he 
does not believe that that type of system would work, since everyone would focus on their 
own tasks instead of working for the best of the whole organisation (I.Wernborg, Personal 
communication, 2005-04-26). 

Are there other factors than pay that motivate you more to do a better work? “Responsibility, 
variation, challenges and the atmosphere at your office. If you have colleagues that you go along with and 
have a good atmosphere you do a better job” (A.C.Jansson, Personal Communication, 2005-04-29) 

Wernborg does not have any other reward than pay and he believes it is rather easy to be 
promoted within the organisation if you are prepared to move (I.Wernborg, Personal 
communication, 2005-04-26).  

Den Danske Bank: On the question if your salary was directly related to your perform-
ance, for example how much volumes your customers have, would you sell more? We got 
the following answers from our respondents at Den Danske Bank: “Yes, I think so, but the 
question is what consequences it will generate in the bank as a whole? But in some areas it would probably 
be very effective. In others it would be almost impossible. I cannot really answer if it will work or not, but I 
believe that there most be some advantages, why should insurance salesman have provisions based salaries 
otherwise” (P.Bardh, Personal communication, 2005-04-29). Elmqvist does not believe it 
would work (I.Elmqvist, Personal communication, 2005-05-02).   

Except for salary there are other things that affects if you do a good job or not for example 
Bardh believes that responsibility is one factor; “I believe that many people feel that responsibility 
makes you encouraged to make a good job. Also challenges and of course confirmation is the three things 
that I think is important (P.Bardh, Personal communication, 2005-04-29). Moreover, Elm-
qvist think that responsibility is important and also a given confidence by your superiors 
(I.Elmqvist, Personal communication, 2005-05-02).   

The respondents from Den Danske Bank do not get any reward except for their salaries 
(I.Elmqvist, Personal communication, 2005-05-02 & P.Bardh, Personal communication, 
2005-04-29).    

The possibilities for being promoted within the bank is good: “If you have the ambition and if 
you are able to move from a place to another you have great opportunities to move further to higher positions 
(P.Bardh, Personal communication, 2005-04-29).   
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Finally the respondents had some comments to the issue about internal control system and 
PMS. “The questions are difficult and the critical point is just if it should be individual or group perform-
ances that should be rewarded. However, I think it should be very clear how you reward something 
(P.Bardh, Personal communication, 2005-04-29).   

“Take Handelsbanken for example, they are very proud of their Oktogonen, but on the other hand they 
renovate their buildings every twenty year while other banks do it every third years. They focus on the money 
which they are going to receive when they are 65. I enjoy the life quality which I am having right now, for 
instance these beautiful buildings. Elmqvist continues: “A negative aspect with how our wages are set in 
this bank, is that the one who is noticed most gets more money. And since the outcome of the salary negotia-
tions are secret, the boss never has to explain for instance why my colleague has got 5000 SEK more in sal-
ary. Moreover, since the amount of money which the boss can allocate each year differ, I can never be prom-
ised a certain amount extra in salary for next year if we agree that I should accomplish certain tasks. 
Therefore I think the whole idea with individual salaries is going missing”  (I.Elmqvist, Personal 
communication, 2005-05-02).     
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7 Analysis 
Here we will connect our empirical research to the theoretical framework in order to perform an analysis. 
This analysis will later form our conclusions. 

7.1 Agency theory 
The fundamental thought within agency theory is that the delegation of responsibility ex-
poses all agents at every level in the firm to a risk which they are not fully compensated for. 
Thus the uncompensated risk gives agents incentives to shirk or take other actions in order 
to obtain additional compensation (Jensen & Meckling 1976). 

On the question whether colleagues in the bank can feel that it is unfair that everyone in 
Handelsbanken get disposed the same amount of money each year to Oktogonen Wern-
borg replied: “I think it works in this way that the pressure from the rest gets so heavy that everyone has 
to do their best. I believe that everyone wants to do a good job, the individual feels better when doing a good 
job rather than sitting and being an old prejudice” (I.Wernborg, Personal communication, 2005-
04-26).  

Agency theory predicts that the more owners the firm has got, the larger are the total 
agency costs. This is because the dispersion of ownership gives incentives for each princi-
pal to free ride in there monitoring role, since they do not get full return from their costly 
monitoring effort. Moreover, many owners are associated with large firms, where it is easier 
for each agent to avoid responsibility and shirk. In the two large firms Handelsbanken and 
Den Danske Bank it has been seen that the decentralisation of the organisation with the 
quite independent bank offices lead to a decrease in asymmetry of information. Thus, 
agency problems and thereby the agency costs in the two large firms become reduced due 
to the size and autonomy of each bank office. This has been evident in both banks. The is-
sue which all our respondents have been quite unanimous about in general and the respon-
dents at Handelsbanken in particular are that everyone in the bank knows what the rest of 
the colleagues are doing and not doing. On the question whether Elmqvist’s superiors 
know what she is doing she answered: “Yes, my superiors do know what I am doing in the bank 
and I am to a large extent aware of what my colleagues are doing and not doing” (I.Elmqvist, Personal 
communication, 2005-05-02). Similarly Wernborg at Handelsbanken stated: “The organisation 
is not that big, so you can not hide at a bank office” (I.Wernborg, Personal communication, 2005-
04-26).  

Despite agency costs, the level of information asymmetry has got important implications 
for the PMS structure. Common for internal control mechanisms is that they are depend-
ent upon the information which exists between the principal and the agent. Information is 
often very costly or hard to collect for the principal and therefore asymmetry of informa-
tion between the principal and the agent can occur. Asymmetry of information can lead to 
problems of opportunism, whereby the informed person benefits at the expense of the 
person with less information (Jensen, 1983). An obvious risk with a profit-sharing system is 
free riding, since all employees get the same bonus none regarding of their effort and pro-
ductivity.   

From our findings in this study it does not occur to be a lot of asymmetry of information 
in the two banks among the different levels of employees. We would say that this gives two 
implications when considering the adoption of the PMS structure. First it decreases the 
negative sides with the risk for free raiding of having a profit-sharing system. Secondly it 
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reduces the benefits of having a comprehensive monitoring system to control the actions 
of the employees, since the people working in the bank are already to a large extent con-
strained by the characteristics of the work environment at the bank office. Moreover, the 
principal purpose of agency theory is to describe the “optimal contract” between the prin-
cipal and the agent under these conditions (Rees, 1985). And the most important factor in 
this process is the amount of information possessed by both parties. When it is possibly for 
the principal to monitor the agent’s actions perfectly, no information asymmetry problem 
exists. If that is the case, employing a forcing contract that penalizes dysfunctional behav-
iour can solve the agency problem. Furthermore, risk sharing and effort levels will be opti-
mal, while the only cost associated with the agency problem will be the monitoring costs 
(Holmström, 1979). Since the most important factor which determines the “optimal con-
tract” between the principal and the agent is the amount of information possessed by both 
parties, this is for us in this study also the factor which has got the largest impact on our 
conclusions about how to structure a PMS.   

Some economists, like Kerr (1975), argue that financial incentives work too well. Firms 
may chose not to use pay for performance, as the benefits of increased incentives do not 
offset the costs of dealing with the problems caused by individual performance-based 
compensation contracts. Kerr (1975) states that, contrary to the assumptions made by clas-
sical agency theory, value-maximizing behaviour is often too complicated to be estimated 
accurately by straightforward objective measures. Moreover dysfunctional effects of PMS 
are well known Kerr (1975). This prediction of agency theory seems to be well-founded ac-
cording to our respondents. Elmqvist at Den Danske Bank stated: There is no direct correlation 
between my performance and my pay, since it is about getting the unit working. If one day a colleague is ill, 
my job situation allows me to go in and support that person, if I was here on provision I would not have 
done that. The bank office has to work, and a chain is not stranger than its weakest piece” (I.Elmqvist, 
Personal communication, 2005-05-02). Similarly Wernborg at Handelsbanken agreed: “A 
bank office is not that big, you know if there is someone who tries to avoid their job tasks, their friends will 
notice. Everyone have to do their part, it is not possibly to slack. I am against individual PMS, there have 
been discussion, but I think it is better to help each other. If I do not have time to do something someone else 
will help me, and then I help them back. With individual PMS I think that people would engage in activi-
ties which are profitable for them selves but not necessarily for the bank. If there would be a full measure-
ment of a PMS on all activities I think that would lower the overall profit” Moreover he added: “Our 
insurance sellers are not on provision, I see that as something good. When selling a product it is important 
that that product fits to the customer, rather than selling the product which gives the highest commission to 
the seller” (I.Wernborg, Personal communication, 2005-04-26). We find this confirmed nega-
tive effect of individual performance-based compensation contracts also to be a strong 
support for profit-sharing systems where employees are rewarded collective, equally. For 
given reasons, this kind of incentive does not cause the same competitiveness between the 
colleagues but as in this case between different bank offices. Hence, the competition is 
lifted from the individual level to a unit level, which instead of value-decreasing suboptima-
tion creates synergy effects within the unit. This is how Wernborg puts it:” Each bank’s profit 
is evaluated against the average profit of the region and the whole bank. So there is always an issue whether 
we are above or below the average. This creates a form of competitiveness among all employees, since we are 
all the time compared to the average. We want to be better than them and they want to be better than us, 
which are a strong drive for everyone in Handelsbanken. I think this is quite an intensive drive, much better 
than having a budget. The follow-up is done by the head of the each office, which is then evaluated on the re-
gional level” (I.Wernborg, Personal communication, 2005-04-26). 

A complication with the use of PMS is that linking pay to performance transfers risk to the 
agent. Since the principal is risk-neutral, while the agent is not, pay linked to a PMS takes 
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away an efficient risk sharing. This occurs since pay for performance moves risk from prin-
cipal to agent as outcome measures are imperfect indicators of the agent’s effort, given that 
PMS provide some information about the agent’s effort but are contaminated by uncon-
trollable random events (Holmström, 1979). Consequently, the agent can no longer be cer-
tain to be appropriately rewarded for the effort provided. Thus the principal will have to 
compensate the agent for the additional risk which is added, which makes incentive pay 
more costly. 

As put forward through the concepts of risk sharing within agency theory, the use of re-
wards linked to a PMS transfers more risk than what agents normally might be willing to 
carry. A positive side with a profit-sharing system is that limited risk is transferred to each 
individual through the collective incentive scheme, but still both the employee and the or-
ganisation can enjoy the positive effects of a PMS. Moreover, the structure to have the re-
sources in the profit-sharing system in a foundation with ownership in the actual firm 
makes the employees both owners and part of the decision making of the firm. As Wern-
borg at Handelsbanken puts it: “If another bank would try to by Handelsbanke, we the employees 
could stop that, since the board would not get full majority. It feels good as an employee since it is possible to 
influence the big decisions in the bank, the employees together are a power to count with in the bank” 
(I.Wernborg, Personal communication, 2005-04-26).   The employee has got the option to 
receive a reward for good performance and the organisation receives more effort from the 
employees without having to pay an overprice due to any additional risk.  

From a firm value maximising perspective a PMS has the function to reduce agency costs. 
The total agency cost constitutes of the costs associated with monitoring, bonding and re-
sidual loss (Jensen, 1983). Monitoring costs include the costs for formal internal control 
mechanisms, which all have the common purpose to influence the agent’s actions. In some 
situations the principal could pay, bonding costs, to the agent in order to guarantee that the 
agent will take actions that is beneficial for the principal. For instance, bonding costs could 
be performance based salary or commission. In spite of these costs, conflicts between the 
agent’s decision and decisions that would maximize the principal’s utility will arise since it is 
quite impossible to completely eliminate all conflicts of interests. Costs that arise from the 
loss of welfare are called residual loss. 

According to our finings totally agency costs are reduced when using a profit-sharing sys-
tem. Given that the bounding cost is the same with a profit-sharing system like Oktogonen 
and with a comprehensive PMS like the balance scorecard. Meaning that the employer 
would in total pay the same amount of money eider disposed in a profit-sharing system or 
as a total amount paid to all employees’ individual bonuses. In this case the monitoring cost 
would be slightly less for the profit sharing system since the system is only relying on one 
measurement, which would anyway be generated through the information from the finan-
cial accounting which is required by legislation. Moreover, the administration, time and cost 
to evaluate each employee in respect of the parameters of the PMS would be avoided. 
However, most important and in line with our empirical findings, conflicts of interests but 
specially suboptimation by the members of the organisation would be less. Thus, the incen-
tive for every employee to be cost-conscious in order to increase the dispose to the com-
mon profit-sharing system, reduce the loss of welfare in the organisation and thereby the 
residual loss for the company. Hence, from our empirical findings and under the given job 
characteristics for employees working in a bank, we believe that a profit-sharing system re-
duces totally agency costs more than a comprehensive PMS measuring the performance of 
each individual.           
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Agency theory’s main 
components 

The main components 
divided into subcom-
ponents related to PMS

Handelsbanken Den Danske Bank 

Asymmetry of informa-
tion 

Between you and superi-
ors.  

 

 

Between you and the re-
maining levels in the hier-
archy. 

Due to the size of a bank of-
fice, it seems apparent that the 
employees know quite well 
what their colleagues are doing 
and not doing. Superiors knew 
more about their colleagues 
lover in the hierarchy, than 
what them knew about their 
superiors.        

At Den Danske Bank the em-
ployees appeared to be well 
informed about what was 
happening in their organisa-
tion. Also in this case it is rea-
sonable that it is the size of 
the organisation which causes 
a perceived level of asymmetry 
of information.       

Shirking An agent is avoiding to 
putting in as much effort 
as one can expect.  

In the two Banks it has been 
seen that the decentralisation 
of the organisation with the 
quite independent bank offices 
lead to a decrease in asymme-
try of information, and thereby 
also shirking.  

The people working at Den 
Danske Bank emphasised 
their participation in the de-
velopment of their bank of-
fice. According to our re-
spondents this    involvement 
makes people motivated to do 
their best. 

The connection be-
tween information and 
reward  

Superior’s “normal” 
evaluation.  

Evaluation of extra effort.

The respondents felt fairly re-
warded during normal circum-
stances, as long as they had a 
good personal relationship 
with their superior. It did not 
exist any ind. rewards.  

The general impression was 
that employees where fairly 
rewarded. During certain 
campaigns employees where 
rewarded according to the 
goal of the campaign. 

Table 11: The relationship between agency theory's main components and the empirical findings 

7.2 Theory X and Y 
McGregor’s (1960) theory X is based on the assumption that the average human being has 
an inherent dislike of work and will avoid it if possible. Consequently, most people must be 
controlled, directed and threatened with punishment to get them to put forth adequate 
effort toward the achievement of organisational objectives. At Den Danske Bank we found 
limited indications in line with theory X. The employees are satisfied with their work and 
feel committed and dedicated to what they are doing.  

At Handelsbanken we did get some indications that their job was sometimes seen more as 
just a profession. As Jansson put forward: ”Yes, sometimes I feel that it is just a necessary thing I 
have to do. If you should be so wealthy that you did not have to work, it is not that I would not do anything 
but; I would maybe do a little bit of everything. I believe that everyone thinks the same, I do not believe that 
the dream world where everyone just loves their work is existing” (A.C.Jansson, Personal 
Communication, 2005-04-29).  

Moreover as predicted by theory X, is the dislike of work so strong that even the promise 
of a reward is not generally enough to overcome the problem. People will accept the 
rewards and demand continually higher ones, but these alone will not produce the 
necessary effort. Only the threat of punishment will be effective (McGregor 1960). In the 
two banks no threats of punishments will be effective. “You can never get fired in 
Handelsbanken because you are lazy. Only if you exceed one’s authority and thereby violate the law, you 
can get fired. If someone is not doing a good job in a certain position, that person might get placed in another 
position” (I.Wernborg, Personal communication, 2005-04-26). To work under a threat of a 
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punishment will only have a negative effect, as Elmqvist put it: “A threat of getting fired would 
have the opposite effect and it would make me to resign” (I.Elmqvist, Parsonal communication, 
2005-05-02).  

The promise of a reward is, as said in the theory, in many situations not enough. The 
apprehension is that if you do not enjoy your work it does not matter if you have a reward 
to think of or any type of “carrot”. The “carrot” is definitely a stronger motivator than the 
“stick” but the appreciation of doing a good job is seemed to be appreciated more: ” I 
believe that a” carrot” gives more motivation than a ”stick”, as a CEO you have to get people to do their 
best anyway. If you, as a worker, do not believe that your work is amusing then you can try to motivate 
people with carrots and stickss and it does not affect those people at all, you have to think that what you are 
doing is fun! The carrot is just a way to increase the performance just a little bit more” (P.Bardh, 
Personal communication, 2005-04-29).    

Theory Y is in conflict with theory X since, for example, the assumptions of theory Y are 
dynamic rather than static. They indicate the possibility of human growth and development 
and they stress the necessity for selective adaptation rather than for a single absolute form 
of control. Theory Y explains that the work may be a source of satisfaction and will be vol-
untarily performed. Moreover, the external control and the threat of punishment are not 
the only means for bringing about effort toward organisational objectives. The employee 
will exercise self-direction and self-control in the service of objectives to which the person 
is committed. Commitment to objectives is also a function of the rewards associated with 
their achievement. (McGregor, 1960). We found support for the dynamic theory Y in both 
organisations. Especially in Den Danske Bank do the employees feel committed to their 
work. One reason could be that many of the employees have been working at Smålands-
banken since the bank office was founded. One of the respondents at Den Danske Bank 
even expressed a feeling that they own the firm. However, this can very well just be some-
thing specifically at Smålandsbanken, since that office is newly established by the ones who 
are working there. We do not have any evidence that this behaviour is apparent in the 
whole organisation.  

Moreover, has Den Danske Bank a rather open organisation where self-control and self-
direction is widely emphasised: ”We have a quite open climate, so the managers are to a large extent 
taking account of the employees opinions. We almost have a feeling that we own the firm ourselves, therefore 
we want the bank to develop as good as possible” (I.Elmqvist, Personal communication, 2005-05-
02). Further, is the impression that Den Danske Bank has more dedicated and satisfied 
employees. They take responsibility for their work and they see their profession as a source 
to their well – being. Den Danske Bank has succeeded in obtaining personnel that feel 
strongly committed without using “carrots” or “sticks”. 

The cost-consciousness is not that obvious and their working environment is amusing. 
“Take Handelsbanken for example, they are very proved of their Oktogonen, but on the other hand they 
renovate their buildings every twenty year while other banks do it every third years. They focus on the money 
which they are going to receive when they are 65. I enjoy the life quality which I am having right now, for 
instance these beautiful buildings (I.Elmqvist, Personal communication, 2005-05-02) “I believe 
that the employees at Smålandsbanken have the best bank job in this town. If we do not talk about money, 
but look at the freedom in our work and what we work with we have definitely the best working situation 
and that I am sure off” (P.Bardh, Personal communication, 2005-04-29)! 
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The X and Y 
Theory’s 
Main 
components 

The main components di-
vided into subcompo-
nents related to PMS 

Handelsbanken Den Danske Bank 

Different per-
spectives on 
the human 
behavior 

 

 

 

 

 

Different per-
spectives on 
how to affect 
the human 
behavior 

Theory X is based on the 
assumption that the average 
human being has an inher-
ent dislike of work and will 
avoid it if he can 
(McGregor, 1960). 

Theory Y explains that the 
average human being does 
not inherently dislike work. 
Depending upon controlla-
ble conditions, work may be 
a source of satisfaction and 
will be voluntarily per-
formed (McGregor, 1960). 

Theory X states that people 
must be controlled, directed 
and threatened with pun-
ishment to get them to put 
forth adequate effort toward 
the achievement of organisa-
tional objectives (McGregor, 
1960). 

Theory Y states that the 
commitment to objectives is 
a function of the rewards as-
sociated with their achieve-
ment (Mc Gregor, 1960). 

In Handelsbanken we found 
some evidence slightly in line 
with theory X. If the employees 
did not have to they would 
probably not be at their work. 
They do not dislike their work 
and to an extent they see it as a 
source to satisfaction.  

 

 

 

 

 

As in Den Danske Bank is the 
opinion that a threat will only 
have a negative affect. The 
promise of a reward increases 
the motivation to do a good 
job. 

 

Theory X is not supported; 
the bank has employees that 
believe their profession is 
more than just a job. They 
definitely believe that their 
work is a source to satisfac-
tion and they see an impor-
tance of enjoying what you 
do. Theory Y is supported.   

 

 

 

A threat would not be en-
couraging to do a better per-
formance. The employees at 
the bank feel that they are a 
part of the organisation and 
strive for the best of it, 
given “carrots” or not. 
However, is the common 
opinion that the promise of 
a reward is more motivation 
than a promise of a pun-
ishment.    

 

 

Table 12: The relationship between theory X and Y’s main components and the empirical findings 

 

7.3 Expectancy Theory 
The expectancy theory concentrates on the process and aims to explain how people choose 
which of several possible courses of action they will pursue. Vroom (1964) saw this choice 
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as a cognitive, calculating appraisal of expectancy (E), if I tried, would I be able to perform 
the action I am considering? Instrumentality (I), would performing the action lead to iden-
tifiable outcomes? Valence (V), how much do I value those outcomes? 

The common opinion for the human resources is that the only thing that is preventing 
them from doing a good work is the lack of time. However seems the importance of a sys-
tem that can measure the financial result to be low; “You feel really satisfied when customers ap-
preciate you as a person and your job, and that is worth more than the financial result, that is just a num-
ber” (A.C.Jansson, Personal Communication, 2005-04-29). The common opinion agrees 
with Jansson, that appreciation from the customer and superiors are valued more than the 
financial result.  

Vroom (1964) proposes that expectancy and instrumentality can be expressed as probabili-
ties, and valence as a subjective value. He also suggests that force to act is a function of the 
product of expectancy, instrumentality and valence. Consequently, he says that V, I and E 
are multiplied together to determine motivation (Vroom, 1995). This would mean that if 
any of the components was zero, overall motivation to pursue a certain task would be zero. 
If correct, VIE theory would therefore have important implications for managers wishing 
to ensure that employees are motivated to do there work duties (Arnold et al. 1998). Our 
findings are not strongly in line with the theory of Vroom. The two organisations have em-
ployees that are motivated even if some of the values are rather low or even zero. Den 
Danske Bank does not even have a measuring tool for estimating the profitability of the 
customers. However, sometimes can the outcome be identified in the positive response 
from the customers and that is valued even more. The lack of time seems to be the critical 
aspect to consider, the motivation to do your best is sometimes absent when the employees 
feel that the time aspect limit themselves to do a good performance. They will than have to 
do priorities and those priorities may not be in line with the best of the organisation. This 
also supports the criticism of Arnold et al. (1998) that the VIE theory’s weakness is the 
concentration on the process, not on the content.  

 

The Expectancy 
Theory’s main 
component 

The main components 
divided into subcom-
ponents related to PMS

Handelsbanken Den Danske Bank 

Focus on the 
process that con-
centrates to ex-
plain how people 
choose the actions 
they will pursue 

Expectancy 

 

 

 

Instrumentality 

 

Valence 

The critical aspect is the lack of 
time and the excess of admini-
stration. Handelsbanken does 
not always live up to the em-
ployees expectations, profes-
sionally.  

The employees can identify the 
outcomes of their perform-
ances.  

The acknowledgment from cus-
tomers are appreciated more 
than the financial results 

 

The lack of time prevents the em-
ployees of doing their best. The 
organisation does fulfil their ex-
pectations.  

 

Some of the results can be identi-
fied; there are no good measuring 
tools to estimate the profitability 
of the customers.  

The acknowledgment from cus-
tomers are appreciated more than 
the financial results 

 

Table 13: The relationship between expectancy theory's main components and empirical findings 
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7.4 Justice Theory 
The justice theory is similar to expectancy theory in the way it focuses on the cognitive 
processes which govern a person’s decision whether or not to extend effort. However, in 
contrast to expectancy theory justice theory suggests that people are motivated to obtain 
what they consider fair return for their efforts rather than to get as much as they can 
(Arnold et al. 1998).  

Greenberg (1987) is one who has developed the theories of organisational justice further. A 
distinction is made between distributive justice and procedural justice. The former con-
cerns whether people believe they have received or will receive fair rewards. The latter re-
flects whether people believe that the procedures used in an organisation to allocate re-
wards are fair (Greenberg, 1987). With a slightly hesitation the respondents admitted that 
they where rather satisfied with their rewards. In Handelsbanken, the personnel were of the 
opinion that the salary and the coming return from the Oktogonen together made them 
pleased with their current pay. As the money that the employees will obtain from Ok-
togonen is so significant, the amount is however depending on how long you have been 
employed, it even allow the employees to not worry about saving for their retirement. Your 
salary in Den Danske Bank depends on how skilled you are when it comes to negotiating, 
since the negotiating is done with your closest manager the advantage would be that it is 
possible for the supervisor to see how the employee actually work and consequently should 
the employee be fairly rewarded. A disadvantage may be that it all depends on one person, 
if you do not get along with your supervisor it may be negative when it comes to negotiat-
ing the salary no matter how good the employee perform. Further, has the supervisor the 
authority to reward just one person with a large sum of money if he would like to.  

The question about procedural justice is hard to investigate since both organisations have 
secrecy around the rewards and the negotiations of the salaries. However there is a differ-
ence between Den Danske Bank and Handelsbanken. The employees at Handelsbanken 
are very pleased with the current system where the salaries are negotiated individually and 
the bonus from Oktogonen is the same no matter if you are the CEO of the organisation 
or a bank cashier. Wernborg express his opinion; “I like our system, it is the employees who do the 
actual work. Ok, a manager can push the employees hard, but it is the employees who do the work. I would 
get angry if the managers would get higher bonuses than the employees working on the floor” (I.Wernborg, 
Personal communication, 2005-04-26). 

Den Danske Bank, who does not emphasise a profit-sharing system, sometimes fails in al-
locating their bonuses in a fair way. The rewards are often depending on different cam-
paigns where the offices are compared with each other. Elmqvist explains; “When there are 
special campaigns within Den Danske Bank, the competitions are between the bank offices. I have felt that 
the bank offices in bigger cities have had an advantage; the measurements have not been adapted bank office 
with different size. So I do not think they have been very fair. Also I think that these campaigns are too 
much short time oriented. Although, I have never felt that I have been unfairly treated when the bank has 
allocated the different rewards” (I.Elmqvist, Personal communication, 2005-05-02).  Even in 
Den Danske Bank the employees believe that every position in the organisation is impor-
tant. Therefore, we believe that a profit-sharing system is the most optimal way to form a 
PMS system from a justice perspective.  

 

The Justice 
Theory’s main 
component 

The main components di-
vided into subcomponents re-

Handelsbanken Den Danske Bank 
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lated to PMS 

The theory suggests 
that people are 
motivated to obtain 
what they consider 
fair return for their 
efforts rather than to 
get as much as they 
can (Arnold et al. 
1998). 

 

Distributive justice concerns 
whether people believe they have 
received or will receive fair re-
wards (Greenberg, 1987).   

 

 

 

Procedural justice investigates 
whether people believe that the 
procedures used in an organisa-
tion to allocate rewards are fair 
(Greenberg 1987). 

Depending on position in 
the organisation the em-
ployees seem to have dif-
ferent opinions; in a 
managing position it ap-
pers that you believe that 
you are correctly re-
warded, otherwise not. 

Handelsbanken use a fair 
procedure according to 
their employees. How-
ever, since, there is se-
crecy around the salaries 
the respondents found it 
difficult to answer the 
question. 

Den Danske Bank has 
succeeded with making 
their employees con-
tended with their re-
wards.  

 

Since the allocating of the 
rewards is developing to 
become very individual – 
the employees believes 
the procedure is rather 
fair. Since, there is se-
crecy around the salaries 
the respondents found it 
difficult to answer.  

Table 14: The relationship between justice theory's main components and the empirical findings 

7.5 Goal-Setting Theory 
A goal is what an individual is trying to accomplish. It is the object or aim of an action, the 
concept is similar in meaning to the concepts of purpose and intent (Locke, Shaw & Saari, 
1981). 

Locke and Latham (1990) state that difficult goals lead to higher performance than easy 
goals, as long as the goals have been accepted by the person that is trying to achieve them. 
This follows from the fact that people direct their behaviour towards goal achievement, 
consequently difficult goals produce more effective behaviour than easy ones. Some find-
ings at Den Danske Bank support the theory: “I believe that you will perform better if you know 
how” high you are going to jump”. If you should practising high jump without a bar, you should probably 
jump lower than if you had a bar. The bar will make you increase your performance just to make it. I defi-
nitely believe that you increase your performance if you have something to reach for” (P.Bardh, Personal 
communication, 2005-04-29). Consequently, is the presence of goals increasing the motiva-
tion of the employees and stating high goals are something successful according to Bardh. 
In an organisation like Handelsbanken where the bonus is only based on the final result, 
the employees asked for a clearer goal structure. However, unlike Den Danske Bank, the 
employees foresee a difficulty of having too high goals since the consequences could be 
that the employees give up from the beginning. Wernborg express his thoughts as follows: 
I believe that it is better to put lower goals so that employees feel good when they exceed the goal” 
(I.Wernborg, Personal communication, 2005-04-26). This is in conflict with the opinion of 
Locke and Latham (1990) but Wernborg does not dismiss the importance of setting goals. 
Handelsbanken has a clear goal:”Do your best – achieve a high result – and you will be re-
warded from Oktogonen”, however is Wernborg still asking for a clearer and more specific 
goal structure. Specific goals seem to create a precise intention which helps people to shape 
their behaviour with precision. Feedback is essential if the full performance benefits of set-
ting difficult and specific goals are to be achieved and the beneficial effects of goal setting 
depend partly on a person’s goal commitment, Locke et al. (1981).  

We have found that a PMS formed with a profit sharing system still need to form goals that 
gives guidance to the employees. It is important to make the employee aware of which as-
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pects that is crucial to consider when it comes to perform a high result. Further, help goals 
the employees to work in the right and same direction and gives them an incentive to stay 
focus. In line with Locke et al. (1981) is the respondents agreeing over the importance in 
making the employees feel appreciated and needed. Jansson and Wernborg, both believe 
that response on your effort is important; “Yes, the daily response is very important. It does not 
have to be an organised meeting; it is enough with just a little response in your daily work” (A.C.Jansson, 
Personal Communication, 2005-04-29).  

There is some criticism towards the goal-setting theory. The theory focuses on goals for 
individuals and assesses performance of individuals, whereas in the real world, for example 
in our investigated organisations, group-goals and group-performance often matter more 
(Austin & Bobko, 1985). However, our findings support the existence of goals, independ-
ent if they are individual or stated for a whole group.  

The Goal- Setting 
Theory’s main 
components 

The main components di-
vided into subcomponents re-
lated to PMS 

Handelsbanken Den Danske Bank 

Difficult goals lead to 
higher performance 
than easy goals, as long 
as the goals have been 
accepted by the person 
that is trying to achieve 
them (Locke and 
Latham’s, 1990). 

 

 

It is a fact that people direct 
their behaviour towards goal 
achievement. (Locke and 
Latham’s, 1990). 

Specific goals seem to create a 
precise intention which helps 
people to shape their behaviour 
with precision. (Locke and 
Latham’s, 1990). 

Feedback is essential if the full 
performance benefits of setting 
difficult and specific goals are to 
be achieved (Locke and 
Latham’s, 1990). 

The absences of clearly 
stated goals are ques-
tioned.  
 
 There is a fear that unreal-
istic goals will make the 
employees give up from the
beginning.  

 

Response is something that 
is widely appreciated.  

The rather clear goal 
structure is appreciated in 
the organisation.  

Higher goals are better 
than general “do your 
best” goals. You higher 
the goal the higher you try 
to reach.  

It is important to feel 
needed and appreciated; - 
response is something that 
not should be underesti-
mated.  

Table 15: The relationship between the goal-setting theory's main components and the empirical findings 

7.6 Pay and Motivation 
Pay is used in many attempts to increase motivation. Performance based pay is when linking 
pay directly to work performance of individuals, and it is used in many organisations (Ar-
nold et al. 1998). From our experience a system where pay is in direct relation to the per-
formance does not occur within the banks and the question is met with sceptics:” The ques-
tion is what consequences it will generate in the bank as a whole? But in some areas it would probably be 
very effective. In others it would be almost impossible. I cannot really answer if it will work or not, but I be-
lieve that there most be some advantages, why should insurance salesman have provisions based salaries oth-
erwise” (P.Bardh, Personal communication, 2005-04-29). The study shows that the employees 
would probably work more but none of our respondents believe it would work in an organi-
sation like a bank, since everyone will just focus on their own tasks. Elmqvist at Den Danske 
Bank said: There is no direct correlation between my performance and my pay, since it is about getting the 
unit working. If one day a colleague is ill, my job situation allows me to go in and support that person, if I 
was here on provision I would not have done that. (I.Elmqvist, Personal communication, 2005-05-
02).  
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In expectancy theory, pay will be an effective motivator to the extent that it is desired by 
the person. From the organisational justice perspective, people will be concerned if their 
pay is a fair reward relative to the rewards received by others (Arnold et al. 1998). The 
problem in the two banks are that the salaries are secret, the employee does not know how 
much their colleagues are rewarded and therefore it is difficult to have an opinion if the al-
location process is fair and if you, as an employee, are fairly rewarded. Elmqvist’s explains: 
“A negative aspect with how our wages are set in this bank, is that the one who is noticed most gets more 
money. And since the outcome of the salary negotiations are secret, the boss never has to explain for instance 
why my colleague has got 5000 SEK more in salary. Moreover, since the amount of money which the boss 
can allocate each year differ, I can never be promised a certain amount extra in salary for next year if we 
agree that I should accomplish certain tasks. Therefore I think the whole idea with individual salaries is go-
ing missing” (I.Elmqvist, Personal communication, 2005-05-02).   

Except individual based salaries Handelsbanken has the profit-sharing system Oktogonen. 
Even if everyone receives the same reward and there is a risk for ”free riders” the profit-
sharing system is very appreciated..Wernborg: “A bank office is not that big, you know if there is 
someone who tries to avoid their job tasks, their friends will notice. Everyone have to do their part, it is not 
possibly to slack. I am against individual PMS, there have been discussion, but I think it is better to help 
each other. If I do not have time to do something someone else will help me, and then I help them back. With 
individual PMS I think that people would engage in activities which are profitable for themselves but not nec-
essarily for the bank. If there would be a full measurement of a PMS on all activities I think that would 
lower the overall profit” (I.Wernborg, Personal communication, 2005-04-26). The employees see 
the importance in every position and do not feel that they are unfairly rewarded. Even at 
Den Danske Bank we found that the employees see the bank-job as a team work. ”The bank 
office has to work, and a chain is not stronger than its weakest piece”  (I.Elmqvist, Personal communi-
cation, 2005-05-02). 

Our findings suggest that it can be effective to link the pay directly to the performance, 
however it would not work in a complex organisation as a bank. The employees believe the 
success of a bank is teamwork and  they see the importance in every position, no matter if 
the position is directly or indirectly bringing revenue to the bank. Further, if there is no wor-
ries for ”free riders” or ”shirking”, the organisation does not significantly suffer from in-
formation asymmetry and the individual salaries should reflect the persons actual perform-
ance. Jansson explains: “I think that it is good that everyone, no matter if you are CEO or a bank cash-
ier, you get the same amount of money. There are many people that have positions where they cannot do busi-
nesses that is profitable for the bank, but still are their jobs very important, therefore it is very good that eve-
ryone obtain the same reward” (A.C.Jansson, Personal Communication, 2005-04-29).  

Herzberg (1966) put forward that factors like the company, the company’s policy and ad-
ministration, working conditions, interpersonal relations, salary, status, supervision and se-
curity do not lead to higher motivation but without them there is dissatisfaction, this is 
known as the hygiene factors. Moreover Herzberg’s concepts involve what people actually 
do at their job. Herzberg (1966) has found in studies that what motivates people to work is 
for example variety, responsibility, interesting work tasks or challenge rather than pay 
(Herzberg, 1966). This has led to a broad distinction between intrinsic motivation and ex-
trinsic motivation. The former is based on intrinsic rewards to the task itself, and the latter 
concerns rewards that are separate from, or extrinsic to, the task. Pay falls into the latter 
category (Deci & Ryan, 1980). 

Our findings suggest that the intrinsic motivation is very important, responsibility, chal-
lenge and confidence from your supervisor is some factors that are appreciated in the two 
organisations. At Den Danske Bank the respondents pointed out that pay is not everything. 
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“I believe that the employees at Smålandsbanken have the best bank job in this town. If we do not talk 
about money, but look at the freedom in our work and what we work with we have definitely the best work-
ing situation and that I am sure off” (P.Bardh, Personal communication, 2005-04-29)!  

Pay and Motivations 
main components 

The main components di-
vided into subcomponents re-
lated to PMS 

Handelsbanken Den Danske Bank 

Pay is used in many at-
tempts to increase mo-
tivation (Arnold et al. 
1998). 

Pay is an effective motivator 
since it is desired by the worker 
(Arnold et al. 1998). 

 

The general opinion is 
that performance based 
pay  will not be effec-
tive. 

The general opinion is 
that performance based 
pay  will not be effec-
tive.  

Herzberg (1966) fo-
cuses on what people 
actually do at their 
work. 

Herzberg (1966) has found that 
what motivates people to work 
is for example variety, responsi-
bility, interesting work tasks or 
challenge rather than pay. 

Responsibility, varia-
tion, challenge and 
the atmosphere at the 
office is crucial for 
the motivation.  

Responsibility, challenge 
and confirmation are 
identified to motivate 
people rather than pay.  

Table 16: The relationship between pay and motivation's main components and the empirical findings 
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8 Conclusions 
In this chapter we present our conclusions, which will be based on our analysis.   

The purpose of this thesis is to extend the understanding of the use of PMSs in banks. 
Contrary to prior research in this field, our purpose is to extend the conceptual framework 
by incorporating motivation theory extensively when analysing the use of PMS. In addition 
the results of this study are intended to give practical indications from a firm value maxi-
mizing perspective of which aspects that are crucial when formulating a PMS.  

Given by the purpose of this study, we will below in table 17 present  both our theoretical 
and practical conclusions. Table 17 first show a summary of our analysis from our empiri-
cal findings. The summary are segmented in respect of the theories part of our theoretical 
framework. In the second row we put forward the four practical conclusions, which can be 
seen as critical aspects when formulating a PMS. In the last row we present two theoretical 
conclusions which we have reached from incorporating motivation theory in our study. 
The practical and theoretical conclusions are further discussed after table 17. Moreover, 
our conclusions of this study are visualised in figure 6. How the four practical conclusions 
are interlinked in the agency relationship is shown with the number 1 to 4 in the model. 

 

 Agency 
Theory 

Theory X 
and Y 

Expectancy 
Theory 

Justice 
Theory 

Goal-
setting 
Theory 

Pay and 
Motivation 

Summary of 
Analysis 

Limited 
asymmetry 
of informa-
tion and 
free-riding  

Our re-
spondents 
were not 
work-averse, 
“stick“ de-
creases mo-
tivation 

Lack of 
time, some-
times diffi-
cult to 
measure 
profitability 

Important 
that rewards 
are distrib-
uted with 
justice 

Clear goals 
and good 
feed-back is 
essential 

Intrinsic re-
wards such 
as apprecia-
tion and 
good re-
sponse is 
important   

Practical   
Conclusions 

1, Free-riding was 
not very evident 
with the profit-
sharing system 

2, The profit-
sharing system en-
hanced a long-
term perspective 

3, Individual evalua-
tion was not offset 
by the profit-sharing 
system   

4, The profit-sharing 
system created a feel-
ing of belongingness 

Theoretical 
Conclusions 

1, Agency theory is rather narrow 
minded and deterministic in its view 
of human nature 

2, Motivation theory incorporated as a conceptual 
framework adds important aspects which extends 
the knowledge of PMS   

Table 17: How our conclusions are linked to the analysis 

 

An overall conclusion from the results of this study, is that there is no definite general an-
swer of how a PMS should be adapted, since there are many contingencies affecting how a 
PMS structure should be formulated in an organisation. But given by the context of our 
study, we have come to the conclusion that it is preferably to use a profit-sharing system 
with one measurement to evaluate and then reward the organisation equally. From our 
analysis and behind our conclusions are the following: 

1. First, the most important factor which determines the optimal contract between the 
principal and the agent is the level of asymmetry of information, as a consequence 
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this is the factor that has got the largest impact on our conclusions about how to 
structure a PMS. The risk for negative effects of a collective measurement, the risk 
for free riding, is from our findings not very evident in the organisational context 
of this study. Of course this assumption has to be seen in the setting where our 
study has taken place. The free-riding problem may be a greater issue in other or-
ganisations, this might be more evident in larger organisations. But, in a work envi-
ronment of a bank office according to our empirical findings, the size of the or-
ganisation does not facilitate shirking and free riding.    

2. Secondly, the use of one single performance measurement enhances a long-term 
perspective among the employees. With many different performance measurements 
tided to incentives there is a risk for employees to take short term actions just to 
please the system and thereby get an increased reward, which may not be for the 
best of the organisation in the long run. From our findings it is apparent that 
evaluation and rewards on individual basis have a large risk to be followed by 
suboptimation and other harming activities for the organisation.  

3. Thirdly, besides the organisations which we have studied it is rather common that 
salaries are negotiated on individual basis in banks in Sweden. Hence, with this 
common way to determine the basic salary of employees in the banking sector, 
there is a chance for management to give individual more or less subjective signals 
of how they perceive the performance of each individual. Thus, the way which 
many bank organisations today set their salaries would be an opportunity to add the 
individual perspective when using a PMS structure dependent on one single per-
formance measurement.  

4. Finally, the idea to judge the performance of an organisation upon one single 
measurement dependent upon the aggregated effort of all employees creates syn-
ergy-effects. Moreover, the employees in Handelsbanken are the largest owner and 
represent 10,1 % of the votes of the bank, consequently do they have a great op-
portunity to influence important decisions and prevent eventual hostile takeovers, 
this additionally creates a feeling of belongingness among the employees. 

However, when analysing the data from the respondents with the psychological perspective 
incorporated, it becomes clear that a well functioning organisation needs more than a well 
adapted PMS structure. Motivation, appreciation and other intangible factors are of great 
importance to get satisfied employees. Moreover, from our empirical findings we have 
found that only one common goal, like profitability, can to a certain extent create unity and 
cooperation within the organisation, like the cost consciousness. However, this common 
goal can become unclear as a guideline for each individual in their daily work. 

We have found that a PMS formed with a profit-sharing system, in line with goal-setting 
theory, still need to form goals that gives direction to the employees. It is important to 
make the employee aware of which aspects that is crucial to consider when it comes to per-
form a high result. 

We will now move over to the results of this study which has got theoretical implications: 

1. First, we find that the criticism towards agency theory put forward by Perrow 
(1986) seems, according to our empirical findings, to be indeed relevant. Agency 
theory is rather narrow minded and deterministic in its view of human nature. For 
instance the assumption of agency theory that all human beings are selfish and 
profit-maximising, does not conform to reality. Furthermore, human nature is more 
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complex than something which performs effort in return of reward, for given rea-
sons these aspects have to be accounted for in order to adapt a well-functioning 
PMS. Therefore, from our believes, is agency theory not solid enough to alone con-
stitute the theoretical framework when analysing the use of PMS.  

2. Secondly, and interlinked with the limitations of agency theory, we believe that our 
findings have shown that studying PMS without a motivation perspective from the 
psychological literature does lack important aspects of human nature and underly-
ing ideas of human performance. Given the characteristics of the limitations of 
agency theory we would argue that the conception of the psychological literature 
can partially compensate for, but also improve the applicability of agency theory. 
For example, agency theory explains in a good way the level of information, risk-
sharing and risks of free-riding between the principal and the agent. However, the 
psychological literature contributes with the concepts, such as intrinsic motivation, 
the importance of justice in remuneration and performance-goals and other aspects 
of rewards but financials. From our findings as visualised in figure 6 an efficient 
PMS structure interlinks and accounts for the exchanges that occur between the 
principal and the agent. Asymmetry of information and conflict of interest are the 
two major obstacles between the principal and the agent. In order to mitigate these 
problems our findings indicate that it is not only enough with an extensive PMS 
structure but also human motivation and human need s have to be accounted for. 
Thus, in order for a PMS structure to be efficient the psychological aspects are evi-
dent. Hence, we have the recommendation for further research in this field to in-
corporate motivation theory form the psychological literature, in order to extend 
the knowledge of PMS in the future. 

 

Figure 6: An agency relationship in respect of PMS 
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9 Final Discussion 
We will now put our result in a wider context and reflect over findings which have come forward from our 
study, but are yet not related to the purpose of this thesis. Moreover we will propose suggestions for further 
research.. 

From our observations of the two banks the employees seemed to be more satisfied at Den 
Danske Bank. One reason might be the cost-consciousness that a profit-sharing system 
causes. For example is the environment more amusing in Den Danske Bank. In contrast 
renovations and improvements of the work environment at Handelsbanken is something 
which is saved upon. The cost-consciousness is apparent everywhere in the organisation.  

A positive side with a profit-sharing system is that limited risk is transferred to each indi-
vidual through the collective incentive scheme, but still both the employee and the organi-
sation can enjoy the positive effects of a PMS. Moreover, the structure to have the re-
sources in the profit-sharing system in a foundation with ownership in the actual firm 
makes the employees both owners and part of the decision making of the firm. However, 
some of the employees at Handelsbanken consider the long-term perspective of Ok-
togonen’s remuneration to be something negative which does not reward the effort they 
are performing at present. Thereby, could the incentive structure of Oktogonen have a less 
motivating effect than an instant reward. 

In our conclusion we have focused on how to adapt a PMS structure on employees already 
working in the organisation. We believe that of great importance is also the recruitment. 
The new people who are brought into the organisation, are their personal goals aligned 
with those of the organisation? Does the person share the same values which are shared 
within the organisation? If these kind of issues are clarified already in the recruitment proc-
ess, people with goals and values more in line with the culture of the organisation can be 
chosen. Thus, it is reasonable that a more careful screening process, and thereby more 
costly, during the recruitment procedure will reduce the later potential problems and costs 
associated with conflicts of interest between the principal and the agent. PMS is an impor-
tant component in the complex aim to maximise performance and thereby output in or-
ganisations. A well functioning PMS must be tailor made to fit each unique organisation, 
but we believe that our propositions can be of generally contribute when formulating PMSs 

9.1 Suggestions for further research 
One proposition which follows from our research is to do a quantitative study regarding 
profit-sharing systems on companies listed on the Swedish stock exchange. An investiga-
tion could be made, for example, on different line of businesses to find out if there is any 
connection between profit-sharing system and profitability.  

Furthermore, we suggest a longitudinal replication of our study in order to reach a more 
consistence results. 
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Appendix 1: Interview guide 
 

Inledande frågor 

Kan du börja med att berätta lite om företaget och om din funktion på företaget? 

Vad anser du är företagets styrka? 

Vad anser du är företagets svaghet? 

 

Prestations mätningssystem 

Har företaget interna styrmedel, t.ex. prestationsmätning, budget eller styrelse? 

Hur pass viktigt tycker du att prestationsmätningssystemet är i relation till de övriga interna 
styrmedlen? 

Kan du beskriva företagets prestationsmätningssystem och hur det är kopplat till något in-
citament för de anställda? 

Vilka krav upplever du ställs från omvärlden för att företaget skall vara konkurrenskraftigt? 

Känner du att företagets rådande prestationsmätningssystem främjar dessa krav?  

Upplever du utifrån verksamhetens bästa, tycker du att rätt arbetsinsatser premieras av det 
befintliga prestationsmätningssystem?  

Fördelar med det befintliga prestationsmätningssystem? 

Vilka är nackdelarna med det befintliga prestationsmätningssystemet? 

 

Agentteori 

Kan du ge exempel på viktiga strategiska frågor i företaget? 

Känner du att företagets prestationsmätningssystem bidrar till att du i högre grad verkar i 
riktning med företagets strategi? 

Känner du att din/dina överordnade är informerade av vad du gör och inte gör? 

Upplever du att den informationen avspeglar sig i hur de bedömer din arbetsinsats?  

Upplever du att du vet vad dina medarbetare gör och inte gör? 

Om du gör en arbetsinsats som är utöver det som förväntas av dig, känner du då att du blir 
mer belönad? 

Har du upplevt att företagets prestationsmätningssystem har bidragit att någon gjort något 
som inte varit i linje med företagets övergripande mål?   

Har du någon gång känt att din arbetsinsatts blivit förbisedd?  
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Tycker du att anställda på företaget, som i något läge inte gör en fullt så bra arbetsinsats, 
blir rättvist belönade utifrån den arbetsinsatsen? 

 

X och Y teorin 

Upplever du att jobba är bara något ”nödvändigt ont” som måste göras för att man ska 
överleva? 

Ger löftet om olika ersättningar dig motivation till att öka din prestation på jobbet?  

Ger hotet om att bli ”bestraffad”, till exempel att få sparken, dig motivation att öka din 
prestation på jobbet? 

Vad tror du bäst ökar arbetsinsatsen hos människor/de anställda i banken, ”piska” eller 
”morot”?  

Har några av dina egna personliga mål i konflikt med de mål som din organisation har? 

Upplever du ditt jobb som en källa till ditt eget välbefinnande? 

Har du någonsin känt att din ambition att göra ett bra jobb varit liten eller obefintlig? Var-
för? 

 

Expectancy theory 

Upplever du att du kan utföra samtliga arbetsuppgifter som du är tilldelade på ett till-
fredsställande sätt?  

Efter att ha gjort din arbetsinsats kan du identifiera och se resultatet? 

Hur högt värderar du dessa resultat?  

Känner du att du kan påverka och vara med och bestämma din arbetssituation och hur den 
ska belönas? 

 

Justice theory   

Tycker du att du får en rättvis ersättning för din arbetsinsats? 

Upplever du att din organisation använder sig av en rättvis process när de allokerar ut 
ersättningarna? 

Har du någon gång känt dig orättvist behandlad vid bedömning av din arbetsinsatts, jäm-
fört med dina arbetskamrater?   

Känner du att rätt prestationer blir belönade? 

Vad hos de anställda premieras i företaget vid befordran?  

Vad hos de anställda permieras vid befordran? 

Är det utifrån dina värderingar det rätta som värderas hos de anställda vid befordran?  
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Lever din arbetsgivare/organisation upp till dina förväntningar? Varför? Varför inte? 

Känner du att din arbetssituation skulle kunna förbättras på något sätt? På vilket sätt? 

 

Goal setting theory 

Upplever du att företagets befintliga prestationsmätningssystem bidrar till att du tydligare 
kan fokusera på målen i din arbetsroll? 

Påverkar målen som din arbetsgivare sätter upp ditt agerande? 

Upplever du att högt ställda mål ökar din motivation till att göra ett bra jobb än enkla ”gör 
ditt bästa” mål?  

Har du upplevt att något mål som din organisation ställt varit i konflikt med eller har för-
summat något annat ställt mål?  

Använder sig din organisation av grupp orienterade mål oftare än individuella, personliga 
mål? 

Tycker du att en respons på din arbetsinsats är viktig för att du ska kunna förbättra din ar-
betsinsats? 

 

Pay and motivation 

Om din ersättning var i direkt proportion till hur mkt du presterade – skulle öka din presta-
tion?  

Tror du att ett sånt system skulle vara effektivt i din organisation?  

Skulle det fungera? 

Är det något annat än ersättning som påverkar dig mer till att göra ett bättre jobb? Ex. Ar-
betsvariation, ökat ansvar, intressanta arbetsuppgifter och olika nya utmaningar.  

Har du någon ersättning för din arbetsinsats utöver din månadslön? 

Vad i din ersättning från företaget värdesätter du högst? 

Hur anser du att möjligheterna är för att avancera inom företaget? 

Upplever du dig ha tillfredställande inflytande över ditt ansvarsområde? 

Upplever du att din arbetsinsatts “syns”? Kan du ge exempel? 

Har vi uppfattat det rätt att…? 

Har du något mer att tillägga som du känner är relevant för intervjun, utifrån de 
områdena som vi berört? 
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Appendix 2: A brief outline of the two general PMS 
structures  
Either a PMS can see to the overall performance of the organisation, using one single 
measurement without linking rewards to how each individual employee contributes to the 
total performance. For instance if profitability is the overall measurement, all activities in 
the organisation contributes with the measurable cost and revenue. The employees are re-
warded equally depending upon the performance of the whole organisation. A profit-
sharing system is an example of a PMS with this structure.  

  

Figure 7: An Atomistic PMS structure - e.g. Profit - sharing system 

Or the PMS can be built upon a number of parameters which than measures all activities in 
the organisation. The employer is able to identified how each employee performs according 
to these parameters, and the employee is individually rewarded in proportion to their per-
formance. The balanced scorecard is an example of a PMS with this structure. 

 

Figure 8: A Holistic PMS structure - e.g. Balance Scorecard 

Important to note is that there are PMSs with a balanced scorecard which are linked to col-
lective incentives, and different kinds of profit-sharing systems which divide the profit in-
dividually dependent on the individual performance. However, the two PMS structures 
presented above are two general ways to adapt a PMS. We have done this outline in order 
to clarify for the reader what we actually mean when we present our analysis and conclu-
sions regarding the critical aspects when formulating PMS in firms.     
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Appendix 3: Handelsbanken  
Year of establishment: 1871 

Balance sheet total: 1 349 090 million SEK     

Number of employees: 9226  

Net Profit: 13 056 million SEK   

Profitability: 15, 8 % 

(Figures from 2004, Handelsbanken Group)  

Handelsbanken is an universal bank with focus on Scandinavia. They are also a large actor 
on the insurance market since they own the  life insurance companies SPP and Handels-
banken- Liv.  A customer who walks into the bank can get full service of financial prod-
ucts. 

Handelsbanken has a special profit- sharing system called Oktogonen. Depending on the 
net profit and the profitability the employees are rewarded equally from Handelsbanken 
every year. The bonuses are put into a foundation,Oktogonen, which administer the money 
for the employee. Oktogonen invests in different securities and through Oktogonen owns 
the employees 10.1% of the shares in Handelsbanken. The employees control 10.1% of the 
votes and are the largest owner.  Further are two persons from the Oktogonen board 
members at the central board of Handelsbanken.  

Oktogonen’s total capital is 20 billion SEK. The amount rewarded is depending on the re-
sult of Handelsbanken, 2004 each employee received 44 000 SEK and 2003 67 000 SEK 
into Oktogonen. If the employee have been in the organisation, no matter position, since 
Oktogonen was founded 1972 the employee will gain approximately 5,5 million SEK from 
Oktogonen starting from your age of sixty.  
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Appendix 4: Den Danske Bank 
Year of establishment: 1871 

Balance sheet total: 2 543 041 million SEK     

Number of employees: 16 235   

Net Profit:  12 918 million SEK 

Profitability:  17,4 % 

 (Figures from 2004, Den Danske Bank Group) 

 

From the beginning was Den Danske Bank a small bank named Östgöta Enskilda Bank. 
Östgöta Enskilda Bank discussed the question of expansion and bank offices with local 
names were established. Since the bank had the right connections and could employ the 
right people on the right positions they started the first seperat unit in Värmland 1994. 
1997 bought Den Danske Bank Östgöta Enskilda Bank from Fredrik Lundberg. Lundberg 
made a good deal and Östgöta Enskilda Bank gained a powerful owner. 

The bank is a full –service bank, that is working local with a strong authority were the 
important decisions can be made at bank office levels. The bank is not a niche bank and it 
is not to be compared with the smaller banks. 

Den Danske Bank’s incentive program consists of options on Danske Bank’s shares, ”em-
ployee-shares” and bonus in form of money. The reward is based on an evaluation of the 
employees’ performances and it reflects Den Danske Bank group’s result, customer satis-
faction and other parameters that are crucial for the bank’s profitability. The question of 
PMS is discussed and under restructuring. At present is Den Danske Bank developing a 
more sophisticated measurement system where all activities and volumes of each employee 
will be measured. Similarly in the near future budgets divided down on each personnel will 
come into practice. For the moment being each employee is being measured on their vol-
umes of different products and level of deposit and lending of money, but the main focus 
is on the monthly profitability of the specific bank office as a unit.  


