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Abstract 

Many organizations use global incentive systems without recognizing the suitability to for-

eign subsidiaries' local cultures. Applying incentives to employees in foreign subsidiaries 

without considering culture's impact on incentive system effectiveness may dilute the incen-

tives' effectiveness. The majority of  the incentive system literature is based on Anglo-Saxon 

notions of  incentive system effectiveness and employee motivation. And assuming that cul-

ture impacts incentive system effectiveness, the Anglo-Saxon notions may be inapplicable 

in a non-Anglo-Saxon context. This study uses a sequential exploratory mixed method to 

explore culture's impact on incentive systems, and to analyze the applicability of  Anglo-

Saxon incentive system literature to non-Anglo-Saxon cultures. The study develops a five-

dimensional incentive system framework that, together with a literature review of  Swedish, 

Japanese, and South Korean culture, interprets empirical findings. Empirical findings from 

Swedish organizations operating in Japan and South Korea are used to form hypotheses 

and a basis for qualitative interviews with representatives from the Japanese and South Ko-

rean subsidiaries. Sweden, Japan, and South Korea are strongly represented on the global 

market with multinational organizations covering a wide range of  industries. Together they 

constitute a large portion of  global business, and are good representatives for business in 

Europe and Asia. The study's results establish that culture should be considered an impor-

tant determinant of  incentive system effectiveness, and that the Anglo-Saxon literature may 

be too insular to be applied outside Anglo-Saxon countries. 
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1 Introduction 

Globalization has evolved into one of  the most common buzzwords of  our time. Many 

authors agree that globalization is a difficult term to define (e.g., Boyd-Barrett, 1997; Ro-

bertson, 1992; Scholte, 2000). But Scholte (2000) argues that the most common perception 

of  globalization seems to be one that is very closely related to 'internationalization' - that it 

involves extending something worldwide, for example a business. 

One of  the most important building blocks for an organization to become successful, glo-

balized or not, is to have a functioning management control system. When put in an inter-

national context, creating an effective and efficient management control system becomes 

more complicated because the characteristics of  the international setting need to be recog-

nized. One of  the most integral parts of  a management control system is a well-

functioning incentive system that can motivate employees to high performance levels (Mer-

chant and Van der Stede, 2007). If  a company expands its business globally using the same 

mindset as it does domestically, there will probably be less reaping of  the benefits that glo-

balization entails. Cultural traits are reflected also in the business environment and require 

careful consideration when designing management control systems.  

Studies on national culture's impact on incentive systems are an almost unexplored area of  

research. This study explores the prevalence and the manifestation of  cultural adaptation 

of  incentive systems in Swedish subsidiaries in Japan and South Korea (hereafter referred 

to as Korea). Sweden is strongly represented on the global market with multinational or-

ganizations covering a wide range of  industries, which makes it a good representative for 

organizations in central Europe and the Nordic countries. Korea and Japan have for a long 

time been important locations for foreign investments, and today Korean and Japanese 

multinational organizations are widely established on the European and North American 

market. Together, the Swedish, Japanese, and Korean multinational organizations are a very 

significant portion of  global business. Yet cultural impact on management control systems 

in this very large area of  global business has not been explored. This study explores one 

portion of  this area, Swedish management in Japan and Korea. 

Most of  the literature on incentive systems is written by Anglo-Saxon authors and based on 

Anglo-Saxon notions about motivation and management. Because of  this insularity of  the 
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incentive system literature, this study also analyzes the incentive system literature's applica-

bility on an international level.  

1.1 Background 

At the same time as globalization has gained prominence, there have also been significant 

developments in communication technology. Boyd-Barrett (1997) argues that the recent 

development of  increased communication possibilities has been a facilitator for globaliza-

tion. An upsurge in globalization occurred almost parallel with the rise of  the internet 

which has extended to most locations in the world. These recent improvements in com-

munication technology have facilitated international communication and the free flow of  

information. It is now possible to manage a production facility in India from a headquarter 

in Indiana. Because of  the increased globalization of  business it is therefore crucial to have 

a cultural perspective. 

In the book When China Rules the World, Jacques (2009) emphasizes the issue of  using a do-

mestic mindset internationally. According to Jacques, a common belief  is that when coun-

tries develop and modernize they also westernize, which is not true, especially when it 

comes to the East Asian nations like China, Korea and Japan. Jacques (2009) argues that if  

businessmen in the west keep looking at the East Asian economies, or any other non-

western economy, with western eyes, a deep understanding is likely to not be achieved and, 

consequently, implementation of  managerial ideas are unlikely to be successful in the long 

run. 

It has recently been reported that the Japanese economy has been surpassed by the Chinese 

economy and is now ranked as the world's third largest economy (Kollewe, 2011). Al-

though Japan is being overshadowed by China and has dropped to the third spot at the 

moment, Japan is still a huge market that attracts foreign investment. Entering the Japanese 

market, though, is not the easiest of  tasks and much has been written about the challenges 

(e.g., Czinkota and Kotabe, 2000; Johansson, 1986; Maguire, 2001; J. C. Morgan and J. J. 

Morgan, 1991). Emphasis circulates mostly around cultural issues and how to adapt or cir-

cumvent them. Common characteristics of  Japan are gender inequality, hierarchy, and team 

work (Peltokorpi, 2006).  

Korea is another East Asian country with a similar culture and economic system to Japan. 

The Korean market is one of  the fifteen largest economies (International Monetary Fund, 
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2010) and it has been argued that it is a difficult market to penetrate for foreigners (Chang, 

2000; Chaponnière and Lautier, 1995). Chang (2000) argues that, like Japan, Korea's na-

tional culture is also characterized by collectivism and hierarchy. Japan and Korea are good 

representatives of  the East Asian market, both being democracies and the only two East 

Asian countries that are represented in OECD. 

For a Swedish company in the Japanese or Korean market, the Japanese and Koran cultural 

traits are likely to pose problems because the Swedish culture is colored by egalitarian val-

ues and people are more prone to take individual initiatives (Holmberg and Åkerblom, 

2001). 

1.1.1 Historical Background of Sweden, Japan, and K orea 

Over time all countries develop shared values, norms, and beliefs – a national culture – and 

the culture will eventually permeate the society at large, including the business environ-

ment. Different national cultures can be closely related but also differ to great extents, 

which is why a global consciousness is essential for multinational organizations to flourish. 

The Swedish, as well as the Japanese and Korean business environments, are influenced by 

their nations' past history and present societal characteristics, and understanding and res-

pecting each others' cultural persona is paramount for implementing an effective and effi-

cient incentive system. 

This section serves as a brief  guide to the historical developments in Sweden, Japan, and 

Korea that have come to define parts of  their respective business environments. Further 

on, in section 2 Review of  Culture Literature, a more profound and contemporary description 

of  the countries' cultural characteristics is presented. 

1.1.1.1 Sweden 

Sweden established international trade relations at a very early stage; during the Viking Age 

trading links were developed with the Byzantine Empire and the Arab dominions. Because 

of  small domestic markets, Swedish organizations have had to expand internationally, and 

today a huge part of  Swedish exports are made by Swedish-owned multinational organiza-

tions (Holmberg and Åkerblom, 2007).  

Swedish culture has been heavily influenced by the Social Democratic Party and the popu-

lar women and labor movements during the late 19th century and the 20th century. It was 

during this time period that the notion of  Folkhemmet (The People's Home) was envisioned. 
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The idea was to create a nationwide community in which economic and social justice 

should prevail, and in which equality, co-operation, and helpfulness were defining virtues 

(Holmberg and Åkerblom, 2007; Lundberg, 1985). Even though this notion of  the welfare 

state might not hold the same footing as it once did, it has left an imprint on the Swedish 

culture. For example, the prevalence of  labor unions, the health care policy, and the pro-

gressive tax system could be argued to have been influenced by this idea of  a welfare state 

(Holmberg and Åkerblom, 2007). 

1.1.1.2 Japan 

Much of  the influence on Japanese national culture can be traced back to the country's 

geographical location. Japan is a group of  islands located in the Pacific Ocean. Its separa-

tion from the Asian mainland has resulted in few outside threats and a relatively isolated 

development. Japan's topography, containing many mountains, has also impacted the cul-

ture because it has forced people to live closely together due to lack of  habitable space. 

The climate has also been a contributing factor; during the rainy periods people had to 

work together in order to achieve high production. The climate, together with the living 

situation, prompted team work and collectivism. The sense of  collectivism also led to oth-

er traits of  the Japanese culture such as the fear of  ostracism. The fear of  being excluded 

from a group has made Japanese people adapt their own opinions to that of  a group in 

order to create a comfortable sense of  harmony (Befu, 1965; Davies and Ikeno, 2002; 

Upham, 1987).  

Because of  the collectivistic thinking it became natural for Japanese to follow the elders 

because they were perceived to have superior experience, wisdom, and power, which can 

also be seen in today's social hierarchy where seniority is rewarded (Befu, 1965; Peltokorpi, 

2005). Also springing out of  collectivism and fear of  ostracism is the ambiguity that per-

meates Japan. In order not to say anything that would fall outside the borders of  what is 

acceptable, Japanese people usually speak ambiguously. This ambiguity often poses prob-

lems in negotiation situations with foreigners because Japanese people try not to explicitly 

decline an offer but tries to find a roundabout way. This ambiguity could be confusing for 

westerners who prefer plain talk (Adair, Brett, and Okumura, 2001; Alston and Takei, 

2005; Davies and Ikeno, 2002). 

1.1.1.3 Korea 

Today Korea is one of  the fifteen largest economies in the world (International Monetary 

Fund, 2010), and has together with China and Japan formed a triad of  newly risen eco-
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nomic superpowers in Asia. But the state of  being an economic superpower is a relatively 

newfound one. Looking back as recently as fifty years ago, Korea was poorer than nations 

like Liberia and Zimbabwe, which makes the transformation into an economic superpower 

even more impressive. While some people label the transformation 'a miracle', former pres-

ident Park Chung-Hee and current president Lee Myung-Bak prefer to accredit the trans-

formation to the people's commitment to seeing the nation stand on its own feet (Shim, 

2010a). 

Some of  the traditional cultural traits that have been argued to have played an important 

part as to why Korea managed to transform its economy into one of  the largest so rapidly 

is Korea's sense of  collectivism, respect for hierarchy, authority, and seniority, and the clear-

cut gender roles (Choi, 2010a). Choi (2010a) argues that although these traditional values 

were important during the rebuilding of  the post-war Korea, their importance is now stea-

dily weakening as the Korean economy is becoming more and more entrepreneurial. Choi 

(2010a) argues that some of  the traditional values in Korea are in direct conflict with some 

of  the values commonly identified with entrepreneurship (e.g., individualism, creativity, and 

autonomy). Slowly, corporate bosses are accepting characteristics such as individualism and 

creativity as important elements in running a business. 

1.2 Research Issues 

National culture’s impact on the effectiveness of  incentive systems is an area of  research 

that has received rather limited attention. According to Chenhall (2003), there have been 

relatively few studies investigating national culture’s impact on management control sys-

tems compared to other contextual variables such as organizational structure, size, and con-

temporary technologies. However, whether national cultures have an impact on incentive 

system effectiveness or not is a justifiable question to ask. Culture can differ a lot between 

countries. According to Keeley (2001), organizations often use global incentive systems 

throughout their locations around the world without recognizing the suitability to local cul-

tural norms and values. Using an incentive system that is unadapted to local culture may 

pose difficulties. Incentives can vary a lot in effectiveness depending on where in the world 

they are used. For example, group incentives are more likely to be effective in a culture in 

which collectivism is strong rather than in an individualistic culture. To create a well-

functioning incentive system it is therefore important to consider local cultural characteris-

tics. Desatnick and Bennett (1978) even argue that it is as important as the financial and 
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marketing aspects, and that the primary cause for multinational organization failing to enter 

a foreign market is the lack of  cultural understanding in human resource management 

(cited in Keeley, 2001).   

In this study, in order to explore culture’s impact on incentive systems, Swedish organiza-

tions with operations in Japan and Korea have been asked about their opinions on cultural 

adaptation of  incentive systems. As have been mentioned previously, Sweden, Japan, and 

Korea are countries with well-developed economies and stable political systems, and are 

also countries where many foreign investments are placed, which make them good repre-

sentatives for exploring culture’s impact on incentive systems. The Swedish economic sys-

tem and culture is, by and large, representative of  the other Nordic countries’ economic 

systems and cultures (Nordström and Vahlne, 1992; see Appendix 3). The Japanese and Ko-

rean cultures serve as a good contrast to the Swedish culture which makes the cultural in-

fluence on incentive systems easier to distinguish. Also, because of  the stable economical 

environments and their statuses as political democracies, Japan and Korea are good centers 

for international business. 

Based on the above arguments the following research question is posed: 

RQ1: Should culture be considered an important determinant of  incentive 

system effectiveness? 

By assuming that culture has a significant impact on the effectiveness of  incentive systems, 

the relevancy of  the current incentive system literature should be questioned. The majority 

of  the literature discussing incentive systems, motivation, and performance is based on An-

glo-Saxon ideas of  what makes an incentive system effective, what motivates people, and 

how to elicit excellent performances. By recognizing culture as having an impact on incen-

tive system effectiveness, most of  the existing incentive system literature may be more or 

less inapplicable to countries that are not Anglo-Saxon. Exploring the impact on culture of  

incentive systems through Swedish organizations with operations in Japan and Korea 

enables an analysis of  the applicability of  the Anglo-Saxon incentive system literature on 

non-Anglo-Saxon cultures. 

Based on the above paragraph the following research question is posed: 

RQ2: Is the Anglo-Saxon incentive system literature applicable to non-Anglo-

Saxon cultures? 
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2 Review of Culture Literature 
This chapter presents the essential cultural characteristics of  the Swedish, Japanese and Korean cultures. By 

identifying cultural characteristics it is possible to explain what motivates employees in Swedish, Japanese, 

and Korean organizations, and, subsequently, to establish whether culture impacts incentive system effective-

ness or not. 

2.1 Culture 

Culture is a complex area that cannot sufficiently be defined in words or numbers (Chen-

hall, 2003). Chenhall (2003) argues that cultural characteristics have become increasingly 

important for organizations to consider when designing management control systems. The 

reason that culture has become increasingly important is the increased globalization and 

many organizations' tendencies to establish themselves outside of  their own domesticity. 

Chenhall (2003) further argues that there have been relatively few studies investigating na-

tional culture's effect on management control systems compared to other contextual va-

riables; e.g., organizational structure, size, and contemporary technologies. 

Although contingency theory, which says that business success is contingent on environ-

mental and situational factors (e.g., Salzmann, 2008), has focused mostly on factors other 

than national culture as management control system contingencies, there have been a few 

studies on the subject. 

Newman and Nollen (1996) found that business performance is better when there is a 

stronger congruency between management practices and national culture. For example, 

they found support for the notion that emphasis on individual employees' contributions is 

likely to benefit individualistic countries while in collective countries it is more likely to 

have a reverse effect. Newman and Nollen (1996) argue that to run a successful business, 

managers have to adapt their practices to the cultural norms and values present at the loca-

tion of  business. They also stress that there is no one best management philosophy but 

that it is dependent on how an organization manages to adapt to another country's cultural 

traits. 

When it comes to how culture affects incentive systems, Kerr and Slocum (1987) argue that 

incentive systems express and reinforce the values and norms that is organizational culture. 

In their study, Kerr and Slocum (1987) identify two different types of  organizational cul-
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tures. The clan culture is prevalent in organizations with hierarchy-based incentive systems, 

and characteristics are long-term mutual commitment, tacit understanding, team work, and 

history and tradition. The second organizational culture type is market culture. Market cul-

ture is prevalent in organizations with performance-based incentive systems, and characte-

ristics are contractual relationship, independence, and self-interest. Kerr and Slocum (1987) 

emphasize that neither one of  these cultures and incentive systems is superior to the other 

but argue that effectiveness is dependent on the strategy of  the organization.  

Jackson (2002) argues that national and regional cultural values are important determinants 

of  the effectiveness of  incentive systems and motivational factors. He argues that incentive 

systems based on pay and performance often work best in individualistic cultures and that 

they are inappropriate in cultures with high collectivism, power distance, and hierarchies 

like for example Japan. 

Even though culture is difficult to define, there have been attempts to create taxonomies of  

national culture (e.g., Bardi and Schwartz, 2001; Inglehart, 2005; Peterson, Schwartz, and 

Smith, 2001). The earliest taxonomy is Hofstede’s (1980) cultural dimensions. The first of  

Hofstede's (1980) dimensions were (1) power distance, (2) uncertainty avoidance, (3) indi-

vidualism, and (4) masculinity. Later (5) long-term orientation was added as the fifth di-

mension (Hofstede, 1991). 

There has been a lot of  criticism against Hofstede's five cultural dimensions (e.g., Basker-

ville, 2002; Dorfman, Hanges, House, Javidan, and Sully de Luque, 2006; Fang, 2003; 

McSweeney, 2002) about for example the inclusion of  the fifth dimension, that he equates 

culture with nation, that he labels certain traits as masculine and feminine, and that the data 

are obsolete.  

Another taxonomy called the GLOBE project (Brodbeck, Chhokar, and House, 2007) 

builds from Hofstede's five cultural dimensions but extends them to nine dimensions; (1) 

performance orientation, (2) future orientation, (3) assertiveness, (4) power distance, (5) 

humane orientation, (6) institutional collectivism, (7) in-group collectivism, (8) uncertainty 

avoidance, and (9) gender egalitarianism. The aforementioned dimensions were developed 

after two pilot studies of  a 735 items questionnaire were answered by middle managers (Ja-

vidan, 2004a).  
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Here follows an explanation of  the nine cultural dimensions.  

• The 'Performance Orientation'-dimension measures the degree to which an organi-

zation or society encourages and rewards group members for performance im-

provement and excellence.  

• The 'Future Orientation'-dimension measures the extent to which individuals in or-

ganizations or societies engage in future-oriented behaviors such as planning, in-

vesting in the future, and delaying individual or collective gratification. 

• The 'Assertiveness'-dimension measures the degree to which individuals in organi-

zations or societies are assertive, confrontational, and aggressive in social relation-

ships.  

• The 'Power Distance'-dimension measures the degree to which members of  an or-

ganization or society expect and agree that power should be stratified and concen-

trated at higher levels of  an organization or government.  

• The 'Humane Orientation'-dimension measures the degree to which individuals in 

organizations or societies encourage and reward individuals for being fair, altruistic, 

friendly, generous, caring, and kind to others.  

• The 'Institutional Collectivism'-dimension measures the degree to which organiza-

tional or societal institutional practices encourage and reward collective distribution 

of  resources and collective action. 

• The 'In-Group Collectivism'-dimension measures the degree to which individuals 

express pride, loyalty, and cohesiveness in their organizations or families. 

• The 'Uncertainty Avoidance'-dimension measures the extent to which members of  

an organization or society strive to avoid uncertainty by relying on established so-

cial norms, rituals, and bureaucratic practices. 

• The 'Gender Egalitarianism'-dimension measures the degree to which an organiza-

tion or society minimizes gender role differences while promoting gender equality. 

(House and Javidan, 2004, p. 11-13) 
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In the coming section, the Swedish, Japanese, and Korean national cultures are presented. 

In order to establish the extent to which Swedish organizations with operations in Japan 

and Korea adapt their incentive systems to the local culture, a review of  the most defining 

cultural characteristics is necessary. The GLOBE study's nine cultural dimensions, and 

Hofstede's five cultural dimensions are used to complement and strengthen the literature. 

2.1.1 Sweden 

Many of  the Swedish cultural characteristics are rooted in the Social Democratic move-

ment of  the early 1900s. Attempts were made to combine economic growth with democra-

cy and an extensive public sector. Emphasis was on solidarity and the notion of  the collec-

tive. Although the ideology in recent years has been thought of  as obsolete and unfitting to 

a society seeing increased globalization, many of  the movement's defining characteristics 

still permeate the Swedish society at large (Holmberg and Åkerblom, 2007; Lundberg, 

1985). 

The notion of  the welfare state envisioned by the Social Democratic Party entailed an em-

phasis on equality, solidarity, and cooperation, and visualized a society in which social and 

economic justice would prevail (Holmberg and Åkerblom, 2007). The high taxation in 

Sweden is often criticized, but also appreciated as a safety net by the people who benefit 

from it through, among other things, health care, education, and day care (DeWitt, 2006).  

2.1.1.1 Egalitarianism 

One of  the defining characteristics of  the Swedish society is its high rate of  egalitarianism 

which is shown in the GLOBE study in which Sweden scores high on the 'Gender Egalita-

rianism'-dimension (Den Hartog, Denmark, and Emrich, 2004), and also in the literature 

(e.g., Barinaga, 1999; DeWitt, 2006; Holmberg and Åkerblom, 2007; Phillips-Martinsson, 

1991; Rabe, 2000). DeWitt (2006), argues that parts of  this sense of  equality are derived 

from Jantelagen (The Jante Rule) which is deeply rooted in many Swedish minds. The es-

sence of  Jantelagen is basically that a person should not think highly of  him- or herself  or 

believe that he or she is in any way better than anyone else. Rabe (2000) believes that many 

Swedes go to great lengths in order to not fall out of  character and stick out from the 

crowd. It extends to the way they dress, their public demeanor, and their ability to graceful-

ly accept compliments. Swedes simply do not want to show any signs that could indicate 

superiority over others. Another factor that illustrates the equality in Sweden is Alle-

mansrätten (Every Man's Right) which grants each and every individual the access to the 
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Swedish countryside. Even if  it is on somebody else's property, everyone has the right to, 

among other things, pick wildflowers, and swim or travel by boat in other people's waters 

(Holmberg and Åkerblom, 2007; Rabe, 2000).  

The fact that gender discrimination is illegal in Sweden further indicates the egalitarianism 

(DeWitt, 2006). Women constitute a large part of  the Swedish workforce and are encour-

aged to be economically independent and not dependent on men to provide the “bread 

and butter” (Rabe, 2000). Another sign of  egalitarianism that is pointed out by Barinaga 

(1999) as well as Rabe (2000), is that men spend more time in the household which is espe-

cially evident the time after child birth where the men take time off  from their jobs to be 

home with the child. 

The literature (e.g., Barinaga, 1999; DeWitt, 2006; Phillips-Martinsson, 1991; Rabe, 2000) 

shows that egalitarianism also exists in organizations in which the distance between manag-

ers and employees is small, and a more casual approach to each other is prevalent. The 

small distance between employees and managers also reinforces the low 'Power Distance' 

scores in both Hofstede's (1980) and GLOBE's (Carl, Gupta, and Javidan, 2004) studies. 

The organizational hierarchies are relatively flat, and employees do not have to follow a 

predetermined path to get information. Employees and managers are not addressed with 

titles or formalities when spoken to, instead they prefer to be called by their first name or 

the more casual “you”. The sense of  belonging and concurrence is important, and there is 

no clearly defined authoritarian leader, and therefore it is also uncommon to see personal 

confrontations or emotional outbursts from leaders. Another sign of  equality at the 

workplace is that managers and employees are often seated together in a common room 

when eating lunch, and it is not uncommon to see the manager making coffee for the oth-

ers. 

2.1.1.2 Collectivism 

Closely related to the egalitarianism that permeates the Swedish mentality is the collectivis-

tic thinking. As mentioned previously, a sense of  belonging and concurrence is important 

in the Swedish society and many people fear deviations from group norms. Holmberg and 

Åkerblom (2007) believe that the existence of  strong labor unions is an expression of  the 

collectivism that promotes interdependence among groups of  individuals and puts the 

group-interests ahead of  the individual's interest. Holmberg and Åkerblom (2007) get 

backing from DeWitt (2006) who argues that the strong unionization is the reason why 

Sweden sometimes is referred to as a 'worker's paradise'. The power of  the unions is great 
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because the majority of  the Swedish employees are members. The unionization has made it 

extremely difficult to fire, demote, or change the job description of  an employee without 

just cause, and the unions are entitled to board representation in all organizations listed on 

the stock exchange. 

Holmberg and Åkerblom (2007) further argue that the high tax situation and the entailing 

safety net that it provides have influenced the Swedish collectivism. Many of  the services 

that people depend on, such as health care, education, pensions, eldercare, labor markets, 

and social insurance, are the responsibility of  the government. The high taxation is used as 

a mean to realize collective interests.  

The previously mentioned Allemansrätten, which grants access for everyone to the country-

side, together with Offentlighetsprincipen which says that all official records should be accessi-

ble for the Swedish citizens, Holmberg and Åkerblom (2007) argue are two other expres-

sions of  the Swedish collectivism. 

As discussed previously, Swedish organizational hierarchies are rather flat and managers 

and employees are treated like equals. This is a sign of  egalitarianism but also of  collectiv-

ism. The lack of  hierarchies and formalities make employees and managers equals, and be-

ing part of  a team is seen as a great security and strength (DeWitt, 2006). Therefore, in 

Swedish organizations, team work is fostered and the individual is not encouraged to show 

off. This egalitarianism can be said to be in line with the GLOBE study's findings of  Swe-

den as a country with low performance orientation (Javidan, 2004b) and with a higher hu-

mane orientation score (Bodur and Kabasakal, 2004). 

Barinaga (1999) argues that collectivism is also expressed through the propensity to un-

animously make decisions, and the positive connotation that the word 'compromise' has. In 

a society that is very collectively oriented, everyone has the right to his or her own opinion 

and everyone in a team should have a say about matters concerning the group. Swedes are 

anxious about everyone feeling participative in decision-making situations, which is why 

they often strive for group consensus. Consensus in decision-making is also why compro-

mising is seen as a good thing; in order to make everyone happy compromises have to be 

made. From an outsider's perspective, compromising can be viewed as indecisiveness, and 

together with the non-confrontational nature and the emphasis on the collective, it is very 

much in line with the GLOBE study's findings of  Sweden as a non-assertive country (Den 

Hartog, 2004). 
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2.1.1.3 Individualism 

A paradoxical finding in the GLOBE study made by Holmberg and Åkerblom (2007)  is 

that Sweden is both a highly collectivistic country and a highly individualistic country. The 

GLOBE study distinguishes between institutional collectivism and in-group collectivism. 

The high reliance on social institutions and the propensity to strive for unanimous deci-

sion-making are expressions of  the Swedish institutional collectivism. Individualism, how-

ever, is evident through looking at Swedish people's in-group behavior.  

Hendin (1964) argues that independence is a virtue that equals maturity in the Swedish so-

ciety, and that it is taught since childhood (cited in Barinaga, 1999). Barinaga (1999) argues 

that solitude is seen as something positive. Swedes value times of  solitude which suggests 

inner peace, independence, and personal strength. Herlitz (1991) argues that solitude not 

only indicates time for oneself, but also the respect for others' need of  inner peace and so-

litude (cited in Barinaga, 1999).  

The respect for others' need of  peace and solitude, among other things, Barinaga (1999) 

argues, shows that Swedes' quest for independence is not a way to only serve self-interests. 

Swedish people feel that they have a social responsibility and that their actions should con-

tribute to the society and the abstract 'other', not only to the closest family.  

Hampden-Turner and Trompenaars (1993) argue that individualism is evident in organiza-

tions in which managers have a lot of  trust in the subordinates' capacity and can thus trust 

them in performing tasks without much supervision. Hampden-Turner and Trompenaars 

(1993) argue that the individuals' quest to add to the social welfare in their actions is also 

reflected within organizations. 

The word lagom accurately reflects the balance between the collective and the individual. 

The word can be loosely translated as 'just enough', and is commonly used in everyday situ-

ations (Barinaga, 1999; DeWitt, 2006; Holmberg and Åkerblom, 2007; Phillips-Martinsson, 

1991; Rabe, 2000). Lagom is used to refer to something in-between two extremes, for exam-

ple a person should not drive a car extremely fast nor extremely slow but somewhere in-

between. 

2.1.1.4 Pragmatic and Orderly 

DeWitt (2006) argues that, to outsiders, Swedes are often considered to be compulsively 

orderly, but for the Swedes themselves orderliness only creates a sense of  security. Barinaga 
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(1999) further emphasizes Swedes' high reliance on order and planning, illustrating it with 

the commonly used idiom 'ordning och reda' which is literally translated into 'order and order'. 

According to Rabe (2000), Swedes are often well prepared before business meetings and 

prefer to skip over the small talk and go straight to the core issues. They appear a bit stiff  

and use a very sparse body language, which is in line with the Swedes' quest to be 'lagom' - 

to keep a low profile and not fall out of  character. Phillips-Martinsson (1991) argues that 

this appearance as orderly with a straight-to-the-point attitude is considered appropriate in 

Sweden, but for outsiders Swedes are perceived as stiff  and boring. Barinaga (1999) argues 

that the reliance on sequence and order goes against Hofstede's (1980) findings of  Sweden 

as a low uncertainty avoidance country and should therefore also reinforce the GLOBE 

study's idea of  Sweden as one of  the most uncertainty avoiding countries (Javidan and Sul-

ly de Luque, 2004). 

Closely related to the reliance on sequence and order to avoid uncertainty is the Swedish 

sense of  rationality (Barinaga, 1999). Daun (1989) argues that Swedes feel uneasy with any-

thing that lies beyond reason, and that only rational and pragmatic arguments are relevant, 

as opposed to emotive associations (cited in Holmberg and Åkerblom, 2007). 

This pragmatic attitude, Phillips-Martinsson (1991) argues, is the reason why foreign people 

find it difficult to get to know Swedes. Swedes avoid small talk and courtesy questions be-

cause they feel that those are just for show and that nobody really cares how they feel. Phil-

lips-Martinsson (1991) argues that this is why Swedes make a clear distinction between 

work and personal life. DeWitt (2006) argues that Swedes think there is more to life than 

work and the idea that work should dictate one's life appears totally abhorrent. 

2.1.1.5 Future Orientation 

The notion of  Sweden as a society that relies on social structures and sequences to avoid 

uncertainty, indicates that Hofstede's (1980) perception of  Sweden as a short-term oriented 

country is valid. Holmberg and Åkerblom (2007), however, argue that the rational and 

pragmatic attitude is a tool that mitigates future uncertainties and break them down to 

something predictable and manageable. Holmberg and Åkerblom (2007) argue that the re-

liance on social structures and bureaucratic practices is a way to lower the uncertainty, and 

because Sweden is highly dependent on the public sector, the uncertainty avoidance score 

is very high.  
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2.1.1.6 Summary of Swedish Culture 

To summarize, archetypical Swedes can be described as highly independent and self-

sufficient but with the society's best always in mind. Swedes want to be useful for the larger 

society and they highlight group interests rather than individual interests. They emphasize 

teamwork and strive for group consensus, and do not reward individual performance. Indi-

vidualistic behavior is not encouraged, and deviations from group norms are looked upon 

with suspicion. Swedes are highly dependent on the public sector and order and sequence, 

indicating uncertainty avoidance. Emotional outbursts are uncommon; instead Swedes pre-

fer to keep a low profile and use rationality and pragmatism to solve issues and uncertain-

ties. They appear stiff  and boring and like to keep their private life apart from work life. 

The distance between managers and employees is small, and egalitarianism and a low power 

distance permeate the society at large. 

2.1.2 Japan and Korea 

As discussed previously, all nations develop their own national culture with characteristics 

unique only to them, and this applies to Japan and Korea as well. Although it may be ill-

advised to generalize culture on a national level, the Japanese and Korean cultures share 

more commonalities than differences. According to Ashkanasy (2002), Japan and Korea are 

often grouped together with China, Taiwan, and Singapore to form a 'Confucian Asia Clus-

ter', which, according to Schuman (2009), means that Confucian values like respect for hie-

rarchy and group orientation lay the groundwork for both national cultures (cited in Shim, 

2010b). Further, Peltokorpi (2006) argues that cultural values and norms vary less in East 

Asian countries than in Western countries, which further indicates a similarity between the 

Japanese and Korean cultures. The remainder of  this section presents some of  the Japa-

nese and Korean cultures' defining characteristics, starting with the Confucian influence. 

2.1.2.1 The Influence of Confucius 

Both Japan's and Korea's national cultures derive values and ideas from Confucianism 

(Ashkanasy, 2002; Choi, 2010; Clark, 2000; Jungsook and Szerlip, 2008; Keeley, 2001; Shim, 

2010b; Shim, 2010c). Two thousand years ago, the Chinese philosopher Confucius defined 

four basic virtues that came to be strongly embedded into many East Asian minds. The 

virtues were loyalty, respect for elders and parents, benevolence, and righteousness. In addi-

tion, Confucius advocated a strict chain-of-command when it came to social hierarchies 

and relationships. On top of  the chain was the ruler who, in exchange for the peoples' 
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loyalty, was devoted to bettering the lives of  his population. In the relation between hus-

band and wife, the husband was the breadwinner and head of  the family, and the wife was 

supposed to be subordinated and faithful to the husband. In a parent-to-child relationship, 

the child should stick to blind obedience, and the parents have an obligation to care for and 

educate their children. When in old age, the parents are supposed to be taken care of  by 

their children. In Confucian culture, wisdom is said to come with age, thus the relationship 

between older and younger is much like the parent to child relationship, only it stretches 

farther than the family. Lastly, relationships between friends should be colored by loyalty, 

honesty, and benevolence (Jungsook and Szerlip, 2008). 

2.1.2.2 Collectivism 

According to Le Cheminant (2010), many Koreans accredit the recent economic success to 

the sacrifice of  individual liberty, creativity, and opportunities. Further, Le Cheminant 

(2010) argues that the Korean market is very protectionistic and that Koreans share a sense 

of  national solidarity. These three points raised by Le Cheminant (2010) further indicate 

the collectivism that permeates the Korean society. Shim (2010c) builds on the notion of  

Korea as a collectivist culture, arguing that group belonging is extremely important. Be-

longing to a group creates a form of  emotional security, and success or failures are never 

the work of  a single individual, but rather a collective effort. 

Collectivism is also an integral part of  the Japanese culture (e.g.; Jackson, 2002; Peltokorpi, 

2006; Sugimoto, 2006; Szerlip and Watson, 2001). Sugimoto (2006) argues that the hardship 

that the Japanese people have experienced throughout the years has shaped their sense of  

togetherness and “us and them” mentality.  

The collectivism can also be seen in business practices, in which group-based values are 

emphasized (Choi, 2010). In decision-making situations, for example, individuals are reluc-

tant to take on personal responsibility; instead group consensus is advocated in decision-

making situations (Haak and Haak, 2008; Jungsook and Szerlip, 2008; Keeley, 2001; Pelto-

korpi, 2006). It is also notable in the way rewards are distributed. Reward systems are often 

seniority- and group-based (Choi, 2010; Jackson, 2002; Keeley, 2001;  Peltokorpi, 2006). 

Also, the GLOBE study's findings reinforce the notion of  Japan and Korea as collectivistic 

cultures. Both Japan and Korea score high values on 'In-Group Collectivism' as well as 

'Institutional Collectivism'. In fact, together with Sweden, Japan and Korea make out the 
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top three cultures with the highest scores on the 'In-Group Collectivism'-dimension (Bech-

told, Bhawuk, Gelfand, and Nishii, 2004). 

2.1.2.3 Harmony, Face, and Benevolence 

Closely related to the collectivistic nature of  the Korean and Japanese societies are harmo-

ny, “face”, and benevolence. Great importance is put on keeping harmony within a group 

and people are willing to go to great lengths in order to prevent actions disrupting the 

harmony. Uniqueness and differences among people are accepted as natural, but it is also 

paramount to balance individuality with group needs so to not disrupt the harmony (Choi, 

2010). This behavior is also present in businesses in which the employees try to conform 

their behavior to the “right” attitudes and values in order to sustain harmony (Peltokorpi, 

2006). In striving for a harmonious atmosphere, Japanese and Koreans often give duplicit-

ous answers and circumscribe true intentions in order to avoid confrontations, which could 

be quite troublesome during business negotiations (Haak and Haak, 2008; Jungsook and 

Szerlip, 2008). Sonia (2001) argues that the conformism is notable in their behavior in the 

family, at work, and in social interactions (cited in Choi, 2010). According to Keeley (2001), 

the most important capability of  a Japanese manager is to be able to deal with relationships 

and keep up a harmonious ambiance. 

If  a person would disturb the harmonious equilibrium it would probably result in a “loss 

of  face”. According to Jungsook and Szerlip (2008), how well a person keeps and gives 

“face” is the principal measure of  a person's reputation, dignity, and status. Thus, distur-

bance of  status quo would ultimately result in a weakened reputation. 

Another defining characteristic is the benevolence of  the people, which takes on a type of  

paternalistic approach within organizations. Consideration and respect for others are key 

pillars in the society and are also reflected within business organizations (Haak and Haak, 

2008; Le Cheminant, 2010). Jungsook and Szerlip (2008) argue that large organizations of-

ten try to instill a family spirit among the employees by, for example, handing out presents 

at birthdays or visiting employees when they are sick. According to Keeley (2001), compa-

nies organize social activities such as trips, dinners, and sports days in order for the em-

ployees to better connect with each other.  

The relatively high values on the 'Humane Orientation'-dimension in the GLOBE study 

(Bodur and Kabasakal, 2004) somewhat reflect this paternalistic benevolence. But at the 

same time as Japan and Korea can be considered humane oriented cultures they also score 
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relatively high values on the 'Performance Orientation'-dimension (Javidan, 2004b). And 

Korea has one of  the highest scores on the 'Assertiveness'-dimension (Den Hartog, 2004). 

According to Javidan (2004b), performance oriented cultures emphasize results more than 

people, and value competitiveness and assertiveness. 

From a “western” perspective, one peculiar aspect of  the paternalistic benevolence is large 

companies' tendencies to recruit young and attractive female employees to the company so 

that the male employees can have an ample supply of  “marriage material”  available, just so 

that they can focus more on their work (Keeley, 2001). This tendency to recruit women for 

matrimonial purposes also depicts the gender inequalities in the business society. According 

to Peltokorpi (2006), female employees often take on submissive roles and are constantly 

blocked from career advancement; instead women are expected to abandon their career 

after marriage.  

The gender inequalities are also apparent in the GLOBE study's findings. Korea is ranked 

last on the 'Gender Egalitarianism'-dimension among the 62 cultures that participated in 

the study, and Japan can be found on the lower end of  the scale as well (Den Hartog, 

Denmark, and Emrich, 2004).  

2.1.2.4 Hierarchy, Loyalty, and Seniority 

As mentioned before, Japanese and Korean social structures are characterized by a strict 

chain-of-command influenced by Confucianism. According to Nakane (1970), the hierar-

chical structures offer comfort and relief  to the people (cited in Peltokorpi, 2006). Accord-

ing to Szerlip and Watson (2001), it is important to find one's place in the hierarchy in or-

der to communicate to people in the right way, and until that place is found people cannot 

relax. Although collectivism is strong, certain demarcations are made between social 

groups; in general, women and young people belong to the lower levels of  the social ladder, 

regardless of  whether they are talented or experienced. People at the higher levels of  the 

social hierarchy try to avoid contact with lower ranked people in fear of  blemishing their 

own status. Similarly, the people at the lower ranks try to avoid contact with the higher 

ranks because blemishing their status would be seen as a faux pas (Jungsook and Szerlip, 

2008). According to Hofstede (1980), a strict hierarchy and clear group demarcations are 

known characteristics of  a culture with high power distance scores. Looking at the findings 

in the GLOBE study, both Japan and Korea score high values on the power-distance di-

mension (Carl, Gupta, and Javidan, 2004), which is in line with the notion of  Japan and 

Korea as highly hierarchical cultures. 
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In the Japanese and Korean societies, seniority is linked to wisdom and is treated with re-

spect, and upper levels of  business hierarchies are often dominated by elderly men (Jung-

sook and Szerlip, 2008). Keeley (2001) argues that the advocacy of  loyalty is why senior 

employees are rewarded with promotions and salary increases. Seniority signals years of  

accumulated service and loyalty to the company, and it is recognized that employees mature 

with time and gather lots of  valuable experience along the way, which is rewarded in differ-

ent ways. 

Paternalism and seniority-based reward systems promote mutual commitment and loyalty 

between employees and organizations (Keeley, 2001). Belonging to large organizations sig-

nifies status, which is why many people stay loyal to their companies (Peltokorpi, 2006). 

Although both Japan and Korea rank high on a loyalty scale (Jackson, 2002), they differ in 

that Japanese employees are loyal to companies while Korean employees are loyal to their 

employer and immediate bosses (Jungsook and Szerlip, 2008). Long-term employment and 

long working weeks are examples of  loyalty in organizations (Jackson, 2002). 

2.1.2.5 Winds of Change 

Although both Korea and Japan have been firmly entrenched in these values stemming 

from Confucianism, the younger generations are more susceptible to outside influences, 

and winds of  change are starting to influence the countries' business cultures (The Econ-

omist, 2011). There is a gradual movement away from seniority-based reward systems into 

more meritocratic systems that puts more emphasis on competence, individualism, and 

performance (Jackson, 2002; Peltokorpi, 2006; Shim, 2010b). Hierarchical systems are be-

coming diluted (Shim, 2010b), Western individualism is growing stronger (Choi, 2010), and 

the general acceptance for outside influences is strengthened (Le Cheminant, 2010).  

2.1.2.6 Summary of Japanese and Korean Culture 

To summarize, the Japanese and Korean cultures share more commonalities than signifi-

cant differences. They derive much of  their mentality and ethics from the Confucian values 

of  loyalty, respect for elders and parents, benevolence, and righteousness. They are strongly 

collective and paternalistic, and any deviations or non-conformist behavior results in wea-

kened status. They are highly dependent on hierarchical systems and need to find their 

place within groups in order to get peace of  mind. The hierarchical systems disfavor young 

people and women, and favor seniority which is notable in the allocation of  rewards within 
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organizations. Harmony and a spirit of  family are instilled into organizations, which creates 

good relations between coworkers, and loyalty towards the organization.
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3 Theoretical Framework 

Chapter three presents information about management control and incentive systems, and develops a five-

dimensional incentive system framework. The framework is used to develop the survey instrument and to 

form the basis for qualitative interviews. The information within the framework is mostly based on Anglo-

Saxon literature, which later, together with the empirical findings, enables some Anglo-Saxon notions to be 

tested for their global applicability. 

One of  the most important aspects of  running a successful business is to have a well-

functioning management control system in place (Langfield-Smith, 1997; Merchant and 

Van der Stede, 2007, Simons, 1990). Management control deals with, among other things, 

making sure that a company's employees' work is in line with company objectives. If  there 

is an incongruence between employee and company objectives, an evaluation has to be 

done to find out whether the problem is due to a lack of  understanding of  the company 

objectives, incapability to perform certain tasks, lack of  motivation, or a combination of  all 

three (Chenhall, 2003; Gray and Yan, 1994; Merchant and Van der Stede, 2007; Otley, 

1999). One way of  alleviating incongruency problems is to implement a set of  manage-

ment controls. Restrictive rules, for example, might work well for some employees but oth-

ers might feel too limited by these kinds of  boundaries and feel that they do not get to act 

out their creativity (Feldman, 1989; Merchant and Van der Stede, 2007; Lens, Soenens, 

Vansteenkiste, and Zhou, 2005). 

An incentive system is one of  these management controls that differ in effectiveness de-

pending on how they are applied (Merchant and Van der Stede, 2007). According to Kerr 

(2004), incentives should be the third and concluding element, preceded by performance 

definition and performance measurements, which lead to effective management (cited in 

Merchant and Van der Stede, 2007). Performance definition involves making clear to the 

employees what objectives need to be achieved, and assigning tasks to employees. Perfor-

mance measurements are elements that organizations use to evaluate the performances of  

their employees. After these first two steps have been dealt with, an incentive system can be 

constructed (Merchant and van der Stede, 2007).  

It is usually insufficient to define key performance areas and communicate to employees 

that they will be evaluated based on their performances in those areas (Chenhall, 2003; 

Merchant and Van der Stede, 2007). For employees to feel motivated to do the work that is 
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asked of  them, they need an extra incentive such as money or extra vacation days. If  the 

employees feel that they will be rewarded from performing a certain task, they will also be 

motivated to perform the task. In the end, a mutually beneficial situation will result in 

which the company gets higher performance from its employees and the employees get 

rewarded. Motivating employees to do the tasks an organization wants them to perform is 

one of  the benefits of  using incentives (Chenhall, 2003; Merchant and Van der Stede, 

2007). But the crux of  the issue is to create an incentive system that appeals to everyone in 

the company, which is difficult because there are many incentives to offer and probably as 

many different preferences. Distinctions in preferences can be made between, for example, 

monetary and non-monetary incentives (Chenhall, 2003; Gibbs, Merchant, Van der Stede, 

and Vargus, 2009; Holmström and Milgrom, 1994; Merchant and Van der Stede, 2007; Ot-

ley, 1999). 

3.1 The Five Dimensions 
Many factors need to be considered when designing an incentive system that appeals to the 

employees within an organization. To illustrate the complexity of  an incentive system, this 

study, based on the available literature, constructs a five-dimensional framework that covers 

a wide range of  factors that impact the effectiveness of  incentives. The five dimensions are 

(1) monetary versus non-monetary incentives,  (2) fixed versus variable pay, (3) subjective 

versus objective performance evaluation, (4) group versus individual incentives, and (5) un-

ilateral versus bilateral incentive system development. 

3.1.1 Monetary versus Non-Monetary Incentives 

As discussed previously, the purpose of  incentives is to increase the motivation of  the em-

ployees, which then, hopefully, will increase their effort, and subsequently result in better 

performance. But in order to motivate employees, the right incentive must be matched with 

an individual's reward preferences. Hutson (2001) argues that the rewards that most em-

ployees yearn for usually are of  a monetary nature. The desirability for monetary rewards is 

further reinforced by Lucy, Kochanski, and Sorensen (2006) whose study on rewards shows 

that fifty percent of  the employees would leave their current job for another if  they would 

receive just a slight salary increase. 

Merchant and Van der Stede (2007) argue that an increasing number of  organizations use 

short-term incentives, especially in the United States, but also in many other countries. 

Monetary incentives can come, for example, in the form of  bonuses, salary increases, 
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commissions, and piece-rate payments. Monetary rewards can be based on individual per-

formance as well as group performance; even company performance can lay the founda-

tion for rewards. Also the measurement periods differ: performance can be measured over 

a one year period or less, but also over periods greater than a year. 

Although individuals seem to universally value money, monetary rewards are not perfect. A 

study by Kachelmeier and Shehata (1992) shows that for monetary incentives to have effect 

on employee performance, the extra money must be substantial and in relation to an indi-

vidual's economic situation. If  an employee already earns a large amount and is offered a 

relatively small bonus for performing a certain task, the employee may not be especially 

motivated. On the other hand, if  the reward is large in relation to the employee's economic 

situation, he or she may be more motivated. Similar results to those presented by Kachel-

meier and Shehata (1992) were also found in a study by  Adlis, Bebe, Jensen, and Shaw 

(2001). Bonner and Sprinkle (2002) emphasize that monetary rewards not only create posi-

tive effects on performance but in some cases they have a negative impact, and sometimes 

no clear effect at all can be discerned.  

Camerer and Hogarth (1999) argue that there is an inherent notion among economists that 

the only fuel that will get employees to perform better is money. The common wisdom is 

that no one works for free, and that high pay equals high performance. From a psycholo-

gist’s viewpoint, though, Camerer and Hogarth (1999) argue that people have intrinsic mo-

tivation. This means that they do not always need external incentives to perform well but 

that they are morally obliged to work, and that the self-actualization is incentive enough. 

They further argue that extra monetary incentives can have a desired effect, but that it is 

mostly in cases in which monotone tasks are performed. Awasthi and Pratt (1990), similar 

to Camerer and Hogarth (1999), found that tasks that require judgment, prediction, and 

recalling items from memory can result in decreased performance if  monetary based incen-

tives are used.  

The limitations of  monetary incentives are also recognized in the economic literature. Hut-

son (2001) argues that most people want monetary rewards but also points out that mone-

tary rewards can easily backfire. He argues that financial rewards are too focused on the 

present and that the long-term effect is overlooked. Hutson (2001) argues that usually it is 

not the reward per se that is valued, but that the recognition from superiors and peers is 

what is mostly valued. Hutson (2001) refers to Maslow's hierarchy of  needs in which the 

first two steps encapsulate basic human needs like food and security, the remaining three 
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steps deal with the need to develop as a human and to learn and gain self-esteem. Hutson 

(2001) argues that Maslow's hierarchy of  needs can be applied in two ways. First, em-

ployees' basic human needs have to be satisfied before designing an incentive system. Se-

condly, rewards should address the 'psychic income' needs of  an individual. This means 

that rewards should be relevant and unique to the recipient, which can result in a sense of  

acceptance, recognition, or increased self-esteem. 

Dubin (1967) divided non-monetary motivational tools into three different categories; sta-

tus, privilege, and power. Status being public acknowledgment and praise of  individual per-

formance. Privilege being closer contact with superiors within an organization. And lastly, 

power refers to the importance of  the employee's job position (cited in Cunningham, Eng-

lish, and Pruden, 1973).  

Lucy et al. (2006) also emphasize the importance of  providing rewards that are unique and 

relevant to the recipient. They also illustrate that employees do not only value money with 

their Rewards of  Work Model. The five aspects that employees value are (1) direct finan-

cial, (2) indirect financial, (3) career, (4) work content, and (5) affiliation. 

Merchant and Van der Stede (2007) also recognize the importance of  non-monetary incen-

tives and that they sometimes are more valued than monetary incentives. They further ar-

gue that because non-monetary rewards are highly valued is why organizations usually do 

not rely solely on monetary incentives and that they use perquisites like titles, bigger and/or 

better located offices, and reserved parking spots.  

There is not always a clear distinction between what is monetary and non-monetary. Money 

in itself  can work as a non-monetary incentive, resulting in higher status. Status has pre-

viously been argued as being non-monetary, but in an example like here in which money 

works as a status enhancer, the distinction between what is non-monetary and monetary is 

not as clear. But for the sake of  argument the concepts of  non-monetary and monetary are 

kept separated.  

3.1.2 Fixed versus Variable Pay 

The rewards that employees receive can be divided into fixed pay, i.e., salary; and variable 

pay, e.g., bonuses (Baumann, Brett, Reilly, and Stroh, 1996). Stiglitz (1975) argues that fixed 

pay is related to the time spent on the job. Regardless of  performance, employees will re-

ceive the same amount of  pay if  they spend equally as much time on the job. Variable pay, 

Stiglitz (1975) argues, is related to the performance of  an employee. Kuhn and Yockey 
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(2003) argue that the defining characteristic of  variable pay is that it is only given if  a cer-

tain goal is achieved and that they have to be re-earned each period. 

In recent years there has been an increase in the use of  variable pay as a percentage of  the 

total pay (Core and Guay, 2001; McMullen, Morajada, Scott, and Wallace, 2004; Merchant 

and Van der Stede, 2007). Dohmen and Falk (2006) found that variable pay leads to a sig-

nificantly higher reported employee effort than does fixed pay and Kuhn and Yockey 

(2003) argue that variable pay is paramount in order to recruit and retain employees. Mer-

chant and Van der Stede (2007) argue that the reason why organizations use variable pay is 

because of  the risk-sharing feature it entails, and the fact that they are one-time payments. 

Merchant and Van der Stede (2007) argue that because the variable pay system rewards the 

highest performing employees more than the lowest performing employees, the system en-

courages outstanding employee performance. If  an organization is experiencing low per-

formance it will most likely also show in the individual employee's performance. With a 

variable pay system organizations can thus avoid large payouts during bad times.  

A commonly used variable pay is stock options (Hall and Murphy, 2003). Hall and Murphy 

(2003) argue that the main advantage of  using stock option plans is that they align the in-

terests of  employees  with those of  the owners. If  the employees' performances are meas-

ured and rewarded based on the same thing that the owners value; i.e., stock value, the em-

ployees will act more like owners themselves. Core and Guay (2001) argue that the use of  

stock options can induce mutual monitoring among employees because they are all depen-

dent on each others’ performances if  they are to receive rewards. This further indicates that 

stock option plans make employees think more like owners. But Hall and Murphy (2003) 

argue that there is a serious limitation with stock option plans. They argue that stock option 

plans can be a highly inefficient way to attract, retain, and motivate employees. Especially 

lower level personnel are too risk averse to prefer to be paid in stock options. Core and 

Guay (2001) argue that risk averse employees do not want a big portion of  their wealth to 

be variable; risk averse employees prefer the security of  having a fixed salary. Core and 

Guay (2001) also argue that the effectiveness of  stock option plans is dependent on the 

level of  risk aversion of  the employee. 

The notion that stock option plans' effectiveness is dependent upon the level of  employee 

risk aversion can also be applied on other variable payments. Stiglitz (1975) argues that the 

reliance on variable pay such as piece rate, is greater the smaller the risks are and the small-

er the employees' levels of  risk aversion are. This notion is also reinforced by Dohmen and 
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Falk (2006) who found similar results. Kuhn and Yockey (2003), however, argue that em-

ployees are generally not avoiding variable pay because it is contingent on performance. 

They found that risk preferences depend on the nature of  the variable pay system. In par-

ticular, many individuals prefer incentives to be based on individual performance rather 

than group performance because they feel more optimistic about the likelihood of  receiv-

ing rewards when they rely on individual performance.  

The level of  risk aversion is argued to be dependent on the feeling of  control and self-

confidence (Cable and Judge, 1994; Dohmen and Falk, 2006; Kuhn and Yockey, 2003). 

Shapira (1995) argues that the reason why managers typically are not very risk averse is be-

cause they feel that they can influence the outcome (cited in Kuhn and Yockey, 2003). Fur-

ther, Miceli and Lane (1991) found that employees with high self-confidence would be 

more attracted to pay that is contingent on performance, and that employees with an ex-

ternal locus of  control would be more likely to prefer a fixed pay (cited in Cable and Judge, 

1994).  

3.1.3 Subjective versus Objective Performance Evalu ation 

One important aspect that needs to be acknowledged when designing an incentive system 

is whether employee performance evaluation should be based on qualitative or quantitative 

measures (Ittner and Larcker, 2003; Merchant and Van der Stede, 2007; Prendergast and 

Topel, 1993). Evaluations can be made based on quantitative data in which all the relevant 

measures are accounted for. The measures are then weighted and more emphases may be 

placed on certain measures that are seen as more important. Together, all the relevant 

measures make up an incentive formula (Ittner and Larcker., 2003; Merchant and Van der 

Stede, 2007).  

Although an incentive formula can account for a wide variety of  performance measures, 

there are limitations to its use. It can be extremely difficult to encapsulate an employee's 

total contribution to firm value (Baker, Gibbons, and Murphy, 1993) because all contribu-

tions are not easily quantifiable (Baker et al., 1993; Gibbs, Merchant, van der Stede, and 

Vargus, 2004; Prendergast and Topel, 1993). Baker et al. (1993) argue that objective meas-

ures; e.g., stock price, can be a useful measure to assess a CEO's contribution to firm value, 

but for lower-level employees, who have lesser possibilities to influence the stock price, it is 

a too noisy measure that cannot accurately assess their contributions.  



IMPACT OF CULTURE ON INCENTIVE SYSTEM 

28 

Another implication that comes with formula-based incentives is that performance be-

comes unbalanced (Ittner and Larcker, 2003; Prendergast and Topel, 1993). Employees 

tend to carry out several different tasks, and if  the incentive formula does not include all 

tasks, the employees will likely devote more effort to those tasks that are measured al-

though those tasks not being measured might be equally important (Prendergast and Topel, 

1993). Ittner and Larcker (2003) argue that there can be difficulties in capturing all the rele-

vant dimensions of  performance which, then, can lead to overemphasis on some objectives 

and underemphasis on others. Gibbs et al. (2004) argue that this is a common issue at ma-

nagerial levels were jobs are more complex. Managers usually direct their efforts to tasks 

that they know they are being measured on, which can lead to myopic behavior; i.e., too 

much emphasis on short-term profit and negligence of  long-term client relations.  

Formula incentives are appropriately used when quantitative performance measures are 

effective. But because formula incentives often do not account for all value-enhancing ef-

forts, they are incomplete and can distort incentives. If  a formula incentive cannot account 

for all value-enhancing efforts because they are too difficult to quantify, subjective incen-

tives can be used to mitigate distortions (Gibbs et al., 2004). 

The use of  subjective (or qualitative) measures implies that supervisors assess an em-

ployee's performance based on subjective judgments (Moers, 2005). The advantage of  sub-

jective judgments is that they can account for performance dimensions that are too difficult 

to quantify when using formula incentives (Gibbs et al., 2004; Prendergast and Topel, 

1993). According to Gibbs et al. (2004), with a subjective evaluation of  employee perfor-

mance, supervisors can exploit additional information that formula incentives cannot take 

in, which will better mirror the total contribution from an employee.  

Merchant and Van der Stede (2007), too, argue that the difficulty of  including all value-

enhancing efforts in formula incentives prompts organizations to turn to subjective per-

formance measures. They also argue that evaluating performance subjectively is a way to 

keep the contracts flexible. In the event of  changes in environmental or competitive condi-

tions, old objectives might no longer be relevant, but subjective evaluations can quickly re-

direct the employees' efforts to objectives appropriate for the new situation. Even if  an ob-

jective is not reached, a subjective evaluation can account for the amount of  effort put 

down to reach it. Finally, Merchant and Van der Stede (2007) argue that keeping the objec-

tives vague is a way to reduce an employees' propensity to engage in short-term manipula-

tions of  performance measures.  
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But subjective incentives are not free from problems. Prendergast and Topel (1993) argue 

that, because the supervisors themselves are not affected by performance evaluations, sub-

jective measures leave room for supervisors' preferences and biases. Merchant and Van der 

Stede (2007) argue that, if  supervisors are prone to favoritism in the performance evalua-

tion and employees do not trust supervisors to make fair judgments, subjective measures 

can result in demotivation among employees. Prendergast and Topel (1993) back this ar-

gument, saying that bias makes it difficult to distinguish between genuinely good perfor-

mance and supervisor favoritism. They further argue that, if  employees feel unfairly 

treated, incentives to increase effort will lose effectiveness because employees do not feel 

their effort is valued. Related to this, Gibbs et al. (2004) found that the higher the trust to 

the supervisors' judgments, the more effective are subjective incentives.  

But evaluation bias is not only due to favoritism. Moers (2005), who also found a relation 

between subjective measures and performance evaluation bias, argues that supervisors are 

more lenient in their performance evaluations when subjective measures are used. Prender-

gast and Topel (1993) argue that supervisors are lenient because they are reluctant to give 

poor ratings to the employees. The reason for this is that they either feel uneasy doing so or 

because they prefer equity in outcomes.  

Subjectively evaluating employees also means that they can try to inappropriately influence 

the supervisor for better evaluations (Gibbs et al., 2004; Merchant and Van der Stede, 

2007).  

Prendergast and Topel (1993) argue that there are some remedies to supervisor bias. Man-

agers can do their own evaluation of  employee performance and compare it to the supervi-

sor's. A rotation system can be introduced where the workers and supervisors rotate regu-

larly. Finally, one option is to tie the rewards of  the supervisor to promotion of  those sub-

ordinates he evaluates. That way the supervisor will be reluctant to give unduly praise to an 

employee because bias will ultimately affect his or her own chances of  being rewarded.  

Objective measures work best when performance is easily identifiable and quantifiable, 

subjective measures work best when performance is not as easily identifiable and quantifia-

ble, but requires a subjective eye to acknowledge all value-enhancing efforts. One common 

ground that these two methods share is that neither one of  them is perfect. Moers (2005) 

argues that a combination of  the two leads to greater effort intensity. 
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3.1.4 Group versus Individual Incentives 

Another determinant  of  incentive system effectiveness is the extent to which incentives 

are group or individual oriented. The increase of  group incentives recently has been ac-

knowledged in the literature (Nalbantian and Schotter, 1997). Nalbantian and Schotter 

(1997) argue that well crafted group incentive systems can elicit better and smarter perfor-

mances out of  employees. McClurg (2001) argues that the use of  group incentive plans, 

and rewards based on team work, can create a cooperative work environment which is 

sought after by many organizations. Using group incentives is also advocated by Merchant 

and Van der Stede (2007) who argue that because organizations are becoming increasingly 

dependent on cross-divisional cooperation, it is more appropriate to rely on group incen-

tives instead of  having rewards that focus on individual achievement.  

According to Hansen (1997), group based incentives can take the form of  either profit 

sharing or gain sharing plans. A profit sharing plan means that at the end of  a business year 

the organization shares a fraction of  the profit with the employees. A gain sharing plan fo-

cuses on more specific targets and a group of  employees are rewarded if  they succeed in 

reaching the targets.  

According to McClurg (2001), there are several factors that determine how effective a 

group incentive system is. It requires the involvement of  the affected employees. The em-

ployees need to take part in the system design because it is important to know what moti-

vates them and what kind of  rewards that appeal to them. It is also important to do follow 

ups with the employees to ensure that the system is working. Further, organizations need to 

carefully consider the in-group dynamics when making up the different work teams. 

If  group incentives are well-constructed they can create a beneficial form of  cultural con-

trol (Merchant and Van der Stede, 2007). If  employees are measured and rewarded based 

upon group performance, employee interdependence is enhanced. If  an employee is to be 

rewarded, that employee cannot depend on his or her own performance; for an employee 

to be rewarded, all parties within a group have to perform well. Because of  this interde-

pendence, employees will fall into a state of  mutual monitoring in which they encourage 

each other to work harder and try to prevent shirking employees. 

However, it has been argued that employees' propensity to shirk is larger when group in-

centives are used (Hansen, 1997; Merchant and Van der Stede, 2007; Nalbantian and Schot-

ter, 1997). These shirkers can put down very little effort into their work without being ad-

versely affected - they become free riders on their fellow employees' effort. Shirking co-



  THEORETICAL FRAMEWORK 

31 

workers, of  course, can create frustration among the employees because they will have to 

do more in order to be rewarded while they at the same time see the shirkers doing very 

little just to be given the same reward. Nalbantian and Schotter (1997) argue that the prob-

lem of  shirkers can be remedied through an employee monitoring scheme. If  the em-

ployees know that they are being monitored by superiors their propensity to shirk will low-

er for fear of  negative consequences. But for an employee monitoring scheme to be cost-

effective, the monitoring occasions must occur on a regular and frequent basis. If  the em-

ployees know that the monitoring happens once a month and is done by a lax supervisor, it 

will not affect their behavior to an extent that would be cost-effective. 

Further, Merchant and Van der Stede (2007) argue that group incentives often do not pro-

vide a direct and strong incentive for lower-level personnel because they feel that they can-

not significantly influence the performance on which rewards are based. One example, 

which has been discussed earlier in the thesis, is stock option plans. Stock option plans can 

often only be significantly influenced by the CEO or other top-level managers, but lower-

level employees' relative influence is generally too small to get them motivated. 

Just like with the previously discussed dimensions, there is no right or wrong way to go. 

Individual incentives tend to create competition and sabotage among coworkers (Hansen, 

1997), but they are also argued to be the most effective form of  incentives (London and 

Oldham, 1977). Group incentives tend to invoke a propensity to shirk (Nalbantian and 

Schotter, 1997), but are also an effective way to elicit team work (McClurg, 2001). Whether 

or not they are effective depends heavily on the circumstances. Chen (1995), for instance, 

argues that cultural settings are important. He argues that group incentives work better in 

collective societies while individual incentives work best in individualistic societies.  

3.1.5 Unilateral versus Bilateral Development of In centive Systems 

The final dimension concerns the degree of  employee participation in the design and de-

velopment of  an incentive system. In their study on employee participation's influence on 

pay plan effectiveness, Jenkins and Lawler (1981) argue that the well-functioning of  incen-

tive systems can partially be attributed to the degree of  employee participation. The study 

shows that with increased employee participation comes a more effective incentive system. 

It also shows that the relationship between employees and their organizations get better, 

and that job satisfaction, pay satisfaction, and trust in management all increase. 
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Similar results to those found by Jenkins and Lawler (1981) were also found by Kauhanen 

and Piekkola (2006) in their study that addresses determinants of  incentive systems effec-

tiveness in Finnish organizations. The findings support the notion that employee participa-

tion in incentive system design positively influences incentive system effectiveness. The in-

centives were more motivating once the employees and employer bilaterally decided the 

design than when decisions were done unilaterally by the employer. This became especially 

apparent among the employees in the research and development department, something 

Kauhanen and Piekkola (2006) believe can be derived from the complexity that kind of  

work entails. They believe that research and development employees may have a better un-

derstanding of  the proper performance measures that ought to be used, and that therefore 

their input is important when it comes to the design of  the incentive system. 

In a study of  63 incentive systems, Boyer et al. (1986) found that the scope and depth of  

employee consultation was the only factor that successfully influenced an incentive system 

(cited in Cox, 2000). Cox (2000) goes as far as saying that full employee involvement in the 

design of  an incentive system is more important for its success than aligning the incentive 

system with an organization's strategy. According to Cox (2000), consulting the employees 

may provide insight to whatever problems may exist in the incentive system in use. Em-

ployee involvement also ensures that the rewards offered fit to their preferences and that 

they are issued with appropriate timing. Furthermore, the involvement in the development 

and design itself  can induce a stronger employee commitment to an incentive system's suc-

cess. 

Being part of  the reward allocation can also be a motivation inducer for employees (Hut-

son, 2000). Hutson (2000) argues that involvement in choosing rewards makes rewards 

more memorable, which can boost employee performance long after the reward was is-

sued. Hutson (2001) makes a distinction between “sticky and “slippery” rewards, “sticky” 

rewards are those that leave a long-lasting imprint on employees, whereas “slippery” re-

wards are those that wear off  quickly. One way of  making a reward “sticky” is to let the 

employees participate in the process. An example offered by Hutson (2000) is that when an 

employee is rewarded a vacation trip he or she derives more satisfaction from it if  he or she 

is participating in the planning process because that way the reward can be better custo-

mized to personal preferences. 
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3.1.6 Summary of the Five Dimensions 

The first dimension, monetary versus non-monetary incentives, concerns the extent to 

which organizations motivate employees with monetary contra non-monetary rewards. 

Monetary rewards are the commonest kind of  rewards and the rewards that most people 

yearn for. However, monetary rewards can be impersonal and lack motivational sustainabil-

ity. Non-monetary rewards such as status and privileges are good complements to mone-

tary rewards and offer a symbolic sign of  gratitude to employees. The second dimension, 

variable versus fixed pay, concerns the extent to which organizations use variable contra 

fixed pay to motivate employees. In recent years, the proportion of  variable pay has in-

creased, and research studies show that variable pay leads to higher performance levels. 

However, it is also argued that people with high risk aversion feel reluctance towards varia-

ble pay and therefore prefer their pay to be fixed.  The third dimension, subjective versus 

objective performance evaluation, concerns the extent to which organizations base their 

performance evaluation on an incentive formula contra subjective assessments. Incentive 

formulas are effective if  the performance is easily quantifiable, but often formula incentives 

do not account for all value-enhancing efforts. To account for value-enhancing efforts that 

are difficult to quantify, subjective performance evaluation can be used. Subjective perfor-

mance measures makes the incentive system structure more flexible, and adjustments can 

more easily be done to meet environmental changes. The fourth dimension, group versus 

individual incentives, concerns the extent to which organizations use group performance 

contra individual performance as the basis for performance evaluation. Because of  the in-

crease of  cross-divisional cooperation, group incentives are becoming increasingly impor-

tant. Group incentives also have their drawbacks. Group work increase the risk for shirkers 

to get a reward without putting in the required effort, and also group work can decrease the 

possibility for lower level personnel to influence performance which rewards are based on. 

The fifth and final dimension, unilateral versus bilateral development of  incentive sys-

tems, concerns the extent to which organizations have their employees included in the de-

velopment of  the incentive system. Studies show that increased employee participation lead 

to more effective incentive systems.  
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4 Research Propositions 

Chapter four presents four research propositions that were developed based on the incentive system literature 

and the review of  Swedish, Japanese, and Korean culture. The research propositions together with the em-

pirical findings are used to address the study's research questions. 

4.1 Research Proposition One 

As has been presented in the theoretical framework, the purpose of  incentive systems is to 

increase the motivation and performance of  an organization's employees. Throughout the 

theoretical framework it is argued that the employees – the recipients of  incentives – are 

integral in making an incentive system effective. The conventional wisdom that all em-

ployees are motivated by monetary rewards (Camerer and Hogarth, 1999) is not necessarily 

true. Hutson (2001) argues that organizations need to allocate more time to incentive sys-

tem development, and advocates that incentives should be unique and adapted to its reci-

pient's preferences. And as discussed in the theoretical framework, what motivates people 

can differ on many levels, for example whether it is monetary or non-monetary incentives, 

group or individual incentives, or whether it is variable or fixed pay. 

Apart from the argument that organizations should consider employee preferences more 

closely when developing incentive systems, employee participation in the development 

process has also been advocated (Cox, 2000; Jenkins and Lawler, 1981; Kauhanen and 

Piekkola, 2006). It has been argued that full employee participation in the development 

process is more important for an incentive system to be effective than it is to align it with 

an organization's strategy and objectives (Cox, 2000). 

Based on the above arguments, organizations have to allocate more time and effort to the 

development of  incentive systems if  they are to effectively motivate the organizations' em-

ployees. Also based on the above arguments, considering employees motivational prefe-

rences and to involve the employees in the incentive system development process will en-

hance incentive system effectiveness.  

This discussion leads to the following research proposition: 

• Research Proposition 1: Are incentive systems more effective when organizations put effort 

into developing them and when employees are participating in the development process? 
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4.2 Research Proposition Two 

Whether an incentive system is appropriately adapted to local cultural norms or not ought 

to be dependent on an organization's general attitude towards cultural adaptation of  busi-

ness practices. Therefore, if  an organization operating in a foreign market deems it impor-

tant to adapt its incentive system to the local culture, the possibility is higher that the actual 

incentive system is culturally adapted. 

In the literature it is argued that when organizations use global and standardized incentive 

systems for their various operations internationally, those incentive systems are less likely to 

cater to cultural differences (Keeley, 2001). Based on this it can be argued that the more 

standards and guidelines that the Japanese and Korean subsidiaries have to comply with 

when developing an incentive system, the less likely it is that the incentive system will be 

appropriately adapted to the local culture. 

One of  the incentive system dimensions in the theoretical framework is Subjective versus Ob-

jective Performance Evaluation. One of  the arguments against using objective performance 

measures is that it is difficult to encapsulate an employee's total value-enhancing contribu-

tion (e.g., Baker, Gibbons, and Murphy, 1993). Subjective performance measures, however, 

can account for performance dimensions that are difficult to measure as well as consider 

context and unforeseen circumstances (e.g., Prendergast and Topel, 1993). Based on the 

notion that subjective performance measures can account for the context that an employee 

is measured in, it can be argued that subjective performance evaluations should recognize 

different cultural settings and behavior within them. Therefore, the more frequently subjec-

tive performance measures are used in Japanese and Korean subsidiaries, the more cultural-

ly adapted the incentive systems are. 

Based on the above arguments the following research proposition is developed: 

• Research Proposition 2: Are incentive systems better adapted to the Japanese or Korean cul-

ture the less standardized the incentive system is, when employee performance is evaluated subjec-

tively, and when organizations find it important to adapt incentive systems to local culture? 
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4.3 Research Proposition Three 

According to conventional wisdom, group incentives can elicit better performances out of  

an organization's employees (e.g., McClurg, 2001; Merchant and Van der Stede, 2007; Nal-

bantian and Schotter, 1997). For group incentives to work effectively, it is required that the 

affected employees participate in the development process of  the incentive system 

(McClurg, 2001). According to McClurg (2001) the employees need to be engaged in the 

development process of  the incentive system because it is important to know what moti-

vates them and what kind of  rewards that appeal to them.  

Based on the above arguments the following research proposition is developed: 

• Research Proposition 3: Is employee participation in the development process of  an incentive 

system necessary for group incentives to function effectively? 

4.4 Research Proposition Four 

Two other conventional wisdoms in the business environment are that monetary rewards 

are the only fuel that can motivate employees to perform better (Camerer and Hogarth, 

1999) and that variable pay leads to significantly higher employee effort than fixed pay does 

(Dohmen and Falk, 2006). However, these conventional wisdoms are based on Anglo-

Saxon research and do probably not hold true when applied to a Swedish context. Sweden 

is characterized by social and economic justice and with emphasis on solidarity (Holmberg 

and Åkerblom, 2007) which is further reinforced by the GLOBE study's findings of  Swe-

den as a country with a low performance orientation (Javidan, 2004b) and a high humane 

orientation (Bodur and Kabasakal, 2004). This suggests that Swedish people are more con-

cerned about maintaining social solidarity than about achieving excellent performances. 

Based on the above arguments the following research proposition is developed: 

• Research Proposition 4: Do the conventional wisdoms that money is the most important mo-

tivator for increased employee effort, and that variable pay encourages higher employee efforts than 

fixed pay does, hold true in a Swedish context? 
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5 Research Design 

Chapter five presents the processes and actions that were taken in order to fulfill the aim of  the study. A 

sequential exploratory mixed method is imperative to obtain the  width and depth required to achieve the 

objectives of  the study. 

The issue this thesis addresses is the impact of  culture on incentive system effectiveness. 

As discussed earlier, developing an effective incentive system requires an understanding of  

what motivates people. It is possible to discuss preferences at different levels, like personal, 

organizational, cultural, and national. What motivates people in Sweden is one thing, but 

transferring an incentive systems that works well in Sweden to a subsidiary in Japan or Ko-

rea can pose problems. In order to address this issue, a wide understanding of  the usage of  

incentive systems at the Swedish parent companies, as well as a more detailed and profound 

understanding of  its implications on the subsidiaries in Japan and Korea is necessary. A 

sequential exploratory mixed method, which includes the collection of  both quantitative 

and qualitative data (Creswell, 2003), is used in order to acquire both the scope and the 

depth required for the study. 

The first phase included the collection of  quantitative data about the nature of  Swedish 

incentive systems and the organizations’ perception of  cultural adaptation. The survey in-

strument used was based on the five-dimensional framework developed for the study (see 

section 3.1 The Five Dimensions). The respondents to the survey instrument were mostly HR 

managers or personnel with similar knowledge and insight in the organizations' incentive 

systems. The findings are compiled and analyzed statistically and formed the basis, together 

with the theoretical framework, for the qualitative interviews in phase two. 

The second phase comprised in-depth interviews with subsidiary representatives in Japan 

and Korea. As mentioned previously, the basis for the interviews were the survey results as 

well as the theoretical framework. In order to ascertain the validity of  the information ga-

thered from the interviews, multiple persons within each organization were interviewed. 

The methodology is divided into three sections; the quantitative phase, the qualitative 

phase, and the analysis. Each phase is described and explained as well as complemented 

with justifications for the chosen actions.  
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5.1 The Quantitative Phase 

This section describes the most prominent phases during the gathering of  the quantitative 

data. It describes the process from the start; beginning with how the survey population was 

chosen and ending with how the results were compiled. 

5.1.1 Choice of Population 

As mentioned previously, Japan and Korea were chosen as the targets for the thesis because 

of  the cultural differences compared to Sweden and their status as large economies in the 

world. In order to determine the population of  Swedish organizations with subsidiaries in 

Japan or Korea, the Swedish embassies in both countries were contacted. The embassies 

provided a list of  the currently active subsidiaries in each country. In Japan the number of  

subsidiaries was 108 and in Korea 56. Due to some organizations having subsidiaries in 

both countries, the combined list included approximately 130 companies.  

Because many Swedish parent companies only had a few employees or only a single sales 

representative in Japan or Korea, they were unrepresentative of  the targeted population. 

Organizations with fewer than approximately 20 employees in their Swedish headquarter 

were therefore excluded because they usually did not have incentive systems globally. Apart 

from the exclusion of  organizations due to their size, additional organizations were ex-

cluded because they no longer had any operations in Japan or Korea. Finally, some organi-

zations were excluded because they were no longer situated in Sweden. After excluding the 

unrepresentative organizations the total estimated population amounted to 96 organiza-

tions.  

5.1.2 Questionnaire Construction Process 

In order to construct a questionnaire that accurately encapsulated the most essential parts 

of  incentive systems and culture, the five-dimensional framework (see section 3.1 The Five 

Dimensions) developed for the thesis and the literature review (see 2 Review of  Culture Litera-

ture) of  culture were used as a basis. The questions for the survey were written to reflect 

and provide information about each of  the dimensions within the Swedish organizations.  

The questionnaire included 12 statements about the organizations’ incentive systems as 

well as one question that established if  they were located in Japan, Korea, or both. In order 

get as high a response rate as possible from the survey, the number of  statements in the 

questionnaire were kept to 12 in order for the respondents to answer it within five minutes. 
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The final question offered the respondents the possibility to provide additional information 

about their incentive systems as well as their perception on cultural adaptation. Also, to 

leave comments after each statement was made possible because, according to Brace 

(2008), letting an respondent fill in things that would not come through otherwise is consi-

dered a good way to keep the respondents involved in the survey (Brace, 2008). Also, al-

lowing respondents to leave extra comments can result in valuable information that ans-

wering multiple choice statements cannot provide being obtained (Malhotra, 2006). 

To answer the statements, a five point Likert scale was chosen. The answering alternatives 

ranged from 1 (I strongly disagree) to 5 (I strongly agree) with 3 being ‘I neither agree nor 

disagree’ (see Appendix 2). The Likert scale suited the purpose of  the survey because Likert 

scales are easily administered and because numerical data can be extracted and used for sta-

tistical analysis (Brace, 2008). Especially for descriptive and inferential statistics, using in-

terval data is considered appropriate (Jamieson, 2004). The decision to use a five point Li-

kert sale was made because it is the most frequently used scale (e.g., Brace, 2008; Jamieson, 

2004) and because it covered the possible attitudinal dimensions towards the statements. 

5.1.3 Pretest Phase 

In order to determine the right sequence of  the statements as well as making sure that they 

were free from any ambiguity or misunderstandings, a pretest was done. The pretesting of  

the questionnaire followed guidelines by Hunt, Sparkman, and Wilcox (1982) on how to 

conduct a pretest. The main purpose of  the pretest was to address whether or not any of  

the question flaws suggested by Payne (1951) in the article by Hunt et al. (1982) were 

present. Those flaws included (1) loaded questions, (2) double questions, (3) ambiguous 

questions, (4) inappropriate vocabulary, and (5) missing alternatives. These flaws, if  not 

dealt with, can result in biased responses. 

The pretest respondents were three international businessmen and one professor with ex-

perience in conducting quantitative research. The pretest resulted in valuable information 

regarding how to structure the questionnaire. For example, the pretests were very helpful in 

determining the length of  the questionnaire as well as getting rid of  the flaws mentioned 

above, especially ambiguous and loaded formulations which were prevalent in the first draft 

of  the questionnaire.  



IMPACT OF CULTURE ON INCENTIVE SYSTEM 

40 

5.1.4 Contacting Phase 

Before beginning the actual surveying, contact was established through sending each organ-

ization an e-mail message describing the purpose of  the survey as well as how the results 

were to be used. The e-mail messages were sent to get the organizations’ attention as well 

as to prepare them for a phone call.  

5.1.5 Pilot Test 

In order to increase the validity and reliability of  the survey, a pilot test was done. The pilot 

testing was done so to eliminate any remaining flaws of  the questionnaire and to make sure 

that the respondents understood the questions and were able to provide satisfying answers.  

The pilot test group consisted of  seven respondents, and their answers resulted in some 

rephrasings and clarifications of  the questionnaire. During the pilot tests, which were all 

done over the telephone, some aspects of  the questionnaire were not clearly understood by 

the respondents and had to be explained by the interviewers. To avoid this problem in fu-

ture surveys, a few of  the questionnaire's statements had to be rewritten. During the pilot 

tests it became evident that some of  the respondents could not provide an answer to the 

statements regarding incentive systems in Japan or Korea. In one case this problem led to 

premature termination of  the interview because the interviewee felt that he or she could 

not answer the questions. To avoid problems of  premature termination of  the interviews 

in the future, the statements regarding Japan and Korea were made optional for the res-

pondents to answer. This was made clear at the beginning of  the interviews as well as in 

the beginning of  the web-based questionnaires. 

5.1.6 Survey Administration 

The survey was administered through telephone interviews and web-based questionnaires. 

The survey was developed and administered in Sweden, and the questionnaire was original-

ly written in Swedish (see Appendix 1) and later translated into English (see Appendix 2). 

The majority of  the interviews were done through telephone interviews because it was the 

fastest way to receive responses. In the literature it is also suggested that telephone inter-

views are the most efficient way to get responses. Especially when the targeted sample is 

geographically dispersed and when dealing with businesses, telephone interviews are the 

most preferable method of  administration (Brace, 2008; Hague and Hague, 2004). It was 

also possible to answer the survey via a web-based form created through a web-based sur-
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vey tool called SurveyMonkey.com. Survey Monkey is mentioned by Creswell (2009) as a 

good tool to gather quantitative data. The possibility to answer the questionnaire via the 

web-based form was offered in order for the respondents to complete the survey them-

selves. A web-based questionnaire is considered an advantage in case the respondents are 

too busy to answer on a telephone interview (Brace, 2008). A web-based questionnaire is 

also advantageous in that it requires very little effort from the researchers and because mul-

tiple responses can be received simultaneously (Miller, 2006). The web-based questionnaire 

made it possible to get responses from people who could not have been reached by tele-

phone. The response rate from the web-based form, however, was very low and most res-

ponses came as a result of  persistent pressure through telephone calls. During the survey-

ing, it became obvious that telephone interviews were by far the most effective way of  ga-

thering responses. 

5.1.7 Interviews 

The telephone interviews were done during a two week period. During the telephone in-

terviews, the information about the survey and how it was going to be used in the thesis 

was given to the respondents. Before the questioning began, an explanation of  the Likert 

scale and how to answer to the statements was given. The interviews took approximately 

five minutes to complete. The suggestion to have the interviews as short as possible was 

received during the pretests but is also mentioned in the literature. If  the interviews are too 

long, the respondents can become fatigued and terminate the interview prematurely (Ha-

gue and Hague, 2004). The approximate length of  the interviews were also mentioned be-

cause it is suggested to increase the response rate (Hague and Hague, 2004; Miller, 2006). 

5.1.8 Data Compilation 

All responses, including both telephone and web based responses, where compiled using 

the web-based tool SurveyMonkey.com. This program enabled fast and accurate compila-

tion of  data which were exported to a spreadsheet program for further analysis.  

5.2 The Qualitative Phase 

With the qualitative interviews a deeper understanding of  previously presented issues was 

sought, something that is difficult to capture with quantitative methods according to King 

(1994). The quantitative questions focused on Swedish businesses in Sweden and was used 
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to create an idea of  how Swedish international organization with subsidiaries in Korea and 

Japan handled issues related to incentive systems.  

5.2.1 The Interview Participants 

In total, the qualitative interviews were done with five persons within three different organ-

izations’ subsidiaries in Japan and Korea. The interviewees comprised of  both Swedish ex-

patriates and Korean and Japanese local managers. The decision to have both Swedish ex-

patriates and Korean and Japanese local managers participating in the interviews was made 

in order to get different perspectives. Also, because two out of  three organizations partici-

pated with two interviewees a triangulation effect was achieved.  

5.2.2 Preparation Phase 

Before beginning with the interviews, an excerpt of  the results from the quantitative survey 

conducted in Sweden was sent to the interview participants. The reason for sending out the 

excerpt of  the results was to prepare the interview participants before the actual interviews. 

By looking at the results from the quantitative survey the interview participants got an idea 

about what the interviews were going to be about. Therefore, the actual interviews could 

be focused more on discussion and less on the interviewers explaining the survey findings.  

The interviews were semi-structured; i.e., only outlined topics and suggestions to questions 

are included (Kvale and Brinkmann, 2009). Through combining the quantitative survey re-

sults with ideas from the literature review and the theoretical framework, a basis for discus-

sion during the interviews was formed. The different discussion subjects  were grouped in 

categories and sequenced in a way that was most appropriate to each interviewee's job posi-

tion and knowledge. The decision to have the discussion points sequenced in accordance to 

the interviewees' job positions and knowledge was done in order to assure that at least the 

most crucial information was gathered in case the interviews should have to be finished 

early due to time limitations of  the interviewees. Small changes to the interview guide were 

made when new information from one interview was useful for another interview, as advo-

cated by King (1994).  

5.2.3 Contacting Phase 

Contact with the interview participants in the Japanese and Korean subsidiaries was estab-

lished with help from the Swedish headquarters. The Swedish headquarters provided 
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names and contact information to suitable interview subjects and thereafter the interview 

subjects were contacted through either e-mail or telephone.  

5.2.4 The Interviews 

The interviews were conducted mostly over the telephone except for one occasion when 

an interview was conducted via two rounds of  e-mail messaging. Each telephone interview 

was conducted by two interviewers at the same time, which made the interviews go 

smoother because when one interviewer asked a question the other interviewer could pre-

pare for the next question. During the interviews, follow-up questions were adjusted ac-

cording to how the interviews developed. By adjusting the follow-up questions, the inter-

viewers could gather information on a more profound level. 

The interviewers began the interviews by asking the interviewees to present themselves and 

explain why they chose to work for their current employer in order to establish a good rap-

port. Asking the interviewees to tell a little about themselves can be considered as an easy 

question to answer and one which the interviewees feel comfortable answering (King, 

1994).  

The e-mail interview was conducted because of  language barriers and time limitations. The 

interview subject suggested to communicate via e-mail first and then maybe follow up with 

a shorter telephone interview. Having e-mail contact was more convenient for the intervie-

wee and it enabled the interviewee to convey his or her thoughts and answers more clearly. 

All the telephone interviews were recorded which made the interviews go smoother due to 

the fact that the interviewers did not have to transcribe everything said during the inter-

view. Taking notes during an interview can be distracting to the interviewee and hinders the 

flow of  the conversation (Kvale and Brinkmann, 2009). Therefore more focus could be put 

on formulating follow up question which made the interviews more profound and mea-

ningful. Kvale and Brinkmann (2009) further say that recording the interviewee enables the 

interviewer to focus fully on the questions that are going to be asked. From these record-

ings a summary was written down and sent to the interviewees for them to confirm if  the 

interpretations were correct and if  they wanted to add anything to their previous state-

ments. By letting the interviewees verify the interviewers interpretations, important feed-

back can be provided and possible misunderstandings can be made clear (DePoy and Git-

lin, 1994/1999; Steyaert and Bouwen, 2004).  



IMPACT OF CULTURE ON INCENTIVE SYSTEM 

44 

6 Empirical Findings 

Chapter six presents and interprets the empirical findings from the quantitative survey and the qualitative 

interviews. Based on the four research propositions, four hypotheses test the impact of  culture on incentive 

systems, and the applicability of  Anglo-Saxon incentive system literature. 

6.1 Results from the Quantitative Survey 
Of  the 96 organizations in the population, 31 participated in the survey, which results in a 

response rate of  32.3 percent. The survey was conducted in Swedish and the statements 

were then translated to English (see Appendix 1 for the original Swedish questionnaire and 

Appendix 2 for the translated questionnaire). In this section the result from each of  the 

questionnaire's statements (except for question one, which was used to establish where the 

subsidiaries were located) is presented. N represents the number of  respondents. The res-

pondents could answer on a five-point Likert-scale, and  Min and Max represents the range 

of  the respondents' answers. Mean represents the average result, while Mode represents the 

most frequently chosen alternative. Std. Dev shows how dispersed the responses are, with a 

low score indicating a low rate of  dispersion in the respondents' answers. 

 

Q2: In our organization we use a well-composed incentive system 

Question N Min Max Mean Mode Std. Dev. 
Q2 31 1 5 3.90 4 1.012 

 Table 1: Survey Question 2 

The majority of  the respondents’ answers to this statement were grouped around 4-5 and 

the mean indicates that, in general, Swedish organizations perceive that they put much ef-

fort into creating a well composed incentive system. One respondent said that his or her 

organization has continuous overhauls in order to make the incentive system more effective 

and appropriate to the organizations' objectives. But although most answers were clustered 

around 4 and 5, the lower end of  the scale was also represented. For example, one respon-

dent said the incentive system was almost non-existent. 
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Q3: In our organization the employees are engaged in the shaping of  the incentive 

system 

Question N Min Max Mean Mode Std. Dev. 
Q3 31 1 4 2.06 1 1.063 

 Table 2: Survey Question 3 

The mean value from this statement indicates that, in Swedish organization, the level of  

employee participation in the development of  incentive systems is low. Many respondents 

answered that there was very little employee participation. One respondent said that there 

was no participation at all and that it is the way it should be too. But some respondents said 

that the employees participate to some extent, mostly in setting up individual goals. How-

ever, in general, most respondents thought that the shaping of  incentive systems is some-

thing for the managers to be in charge of. 

 

Q4: In our organization we use a global incentive system shaped in the headquar-

ters in Sweden. 

Question  N Min Max Mean Mode Std. Dev.  
Q4 30 1 5 3.50 4 1.383 

 Table 3: Survey Question 4  

The responses to this statement were rather varied, as evident from looking at the standard 

deviation value that was the highest in the survey. Based on the comments from the inter-

views, most organizations seem to have their incentive systems standardized to some extent 

globally. Standardized incentives are mostly used for top managers while at the lower levels 

of  the organizations the incentives are more culturally adapted. According to one respon-

dent, his or her organization uses the same general structure on their incentive system glo-

bally, but content-wise it differs depending on the local culture. One respondent said that 

everywhere except in Japan they use a standardized incentive system. And one respondent 

emphasized the importance of  adapting to local cultures by saying “we let the Swedes be 

Swedes, the Americans be Americans, and the Japanese be Japanese”. 
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Q5: In our organization hard work is rewarded with status, promotion, and recogni-

tion rather than with purely monetary rewards. 

Question N Min Max Mean Mode Std. Dev. 
Q5 31 2 4 3.06 3 0.574 

 Table 4: Survey Question 5 

“Of  course it is both,...”, a statement from one of  the respondents that seem to represent 

the view of  most participants whether their organizations use monetary or non-monetary 

incentives. A further sign of  the respondents’ unanimous view is the low standard devia-

tion value. Most respondents answered that they use a combination of  monetary and non-

monetary rewards to show their employees appreciation. One respondent described how 

monetary and non-monetary rewards are interconnected. For example, this respondent said 

that a financial reward is also a sign of  appreciation; i.e., a non-monetary reward. Another 

example was promotion which results in higher status as well as a higher salary. Answering 

alternative number three, “neither agree nor disagree” can be interpreted as a lack of  

knowledge or interest in the question. But in this case the respondents’ comments show 

that it was a conscious choice because monetary and non-monetary rewards are closely in-

terconnected. 

 

Q6: In our organization the employees' performances are evaluated subjectively ra-

ther than evaluated based on an incentive formula. 

Question N Min Max Mean Mode Std. Dev. 
Q6 31 1 5 2.71 2 1.160 

 Table 5: Survey Question 6 

The responses to this statement were also rather varied. Due to the high standard deviation 

value, the mean and mode are not representative of  the respondents’ answers to this state-

ment. Out of  the 31 respondents only 3 chose alternative three. The issue divided people 

into two groups, one leaning towards more objectivity and one more toward subjectivity, 

with very few using just one method. Even though in general most respondents answered 

that they use both evaluation techniques, most aim to be as objective as possible in their 

performance evaluations.  

One respondent described an interconnection between subjective and objective perfor-

mance evaluation. In the respondent's organization, the employees’ performances were 
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evaluated based on both objective and subjective measures. However, the subjective evalua-

tion it used had to comply to objectively set guidelines. 

 

Q7: In our organization the majority of  the incentive system is performance  based; 

that is, the result is more important than the amount of  time and effort put into 

it. 

Question N Min Max Mean Mode Std. Dev. 
Q7 31 1 5 4.06 4 1.124 

 Table 6: Survey Question 7 

The responses to this statement were clear: more than 90 percent of  the respondents ans-

wered ‘agree’ or ‘strongly agree’. The standard deviation is high because a few of  the res-

pondents answered ‘strongly disagree’ due to those organizations only using fixed salaries.   

  

Q8: In our organization group performances are encouraged above individual per-

formances. 

Question  N Min Max Mean Mode Std. Dev.  
Q8 31 1 5 2.77 3 0.884 

 Table 7: Survey Question 8 

The majority of  the respondents answered ‘neither agree nor disagree’ to this statement. 

Based on the comments during the interviews, the reason why most respondents chose 

alternative 3 is because whether an organization uses group- or individual incentives differs 

a lot depending on which department in the organization that is referred to. A few of  the 

respondents stated that individual incentives are more common for top-level employees 

while group incentives are more frequent among blue-collar workers. One respondent 

stated that it would be preferable if  group incentives were used for sales forces around the 

world. Group incentives would elicit a higher aggregate performance because it would mo-

tivate the group to work towards a common goal.  
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Q9: In our organization the rewards are adapted to the employees' individual prefe-

rences; that is, a reward is adapted to an individual's profile and values. 

Question N Min Max Mean Mode Std. Dev. 
Q9 31 1 4 1.65 1 0.915 

 Table 8: Survey Question 9 

The respondents’ reactions to this statement were similar to those reactions that statement 

number three elicited. The notion that the employees should participate in the design and 

construction of  incentive systems seemed unthinkable. A logical link can also be seen be-

tween the two statements. Because the degree of  employee participation was low it is also 

logical that the organizations do not go to any extreme lengths trying to adapt rewards to 

individual preferences. 

 

Q10:  I think that the incentive system that we use is effective; that is, it facilitates 

the organization's possibilities to achieve its goals. 

Question N Min Max Mean Mode Std. Dev. 
Q10 31 1 5 3.58 4 0.848 

 Table 9: Survey Question 10 

The mean and mode value represent the respondents' view in this statement; more than 60 

percent have answered one of  the top two alternatives, and based on the comments during 

the interviews, most respondents are pleased with their organizations’ incentive systems. 

Although they also agree that there is room for improvement, as the data indicate.   

 

Q11:  I think that the Swedish national culture is reflected in our organization's 

corporate culture. 

Question N Min Max Mean Mode Std. Dev. 
Q11 23 1 5 3.00 3 0.905 

 Table 10: Survey Question 11 

This question was difficult to answer for many of  the respondents. Out of  the 31 partici-

pants, 8 decided not to answer at all and almost fifty percent chose ‘neither agree nor disag-

ree’. Based on the comments during the interviews, most respondents chose to answer ‘nei-

ther agree nor disagree’ because they were unsure about how influenced the subsidiaries 
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were by the Swedish culture. The lack of  responses and the amount of  uncertainty indicate 

a lack of  knowledge from the respondents about the Japanese and Korean subsidiaries.  

 

Q12:  When establishing an organization abroad it is important to consider the cul-

tural norms of  the country where the establishment takes place in order to 

shape a well-functioning incentive system. 

Question N Min Max Mean Mode Std. Dev. 
Q12 27 1 5 3.74 5 1.163 

 Table 11: Survey Question 12 

Although most of  the respondents had limited experience with international business op-

erations, they were also aware of  the importance of  corporate culture. The respondents 

thought that it should be important to adapt incentive systems to local culture but they also 

emphasized the value of  having a corporate view when constructing incentive systems. 

One respondent stated that it is more important that subsidiaries all over the world comply 

with certain corporate values than that they adapt their system to the local culture. Howev-

er, most respondents advocated a balanced approach with most of  the weight put on cul-

tural adaptation. 

 

Q13:  I think that the incentive system we use is well-adapted to the cultural norms 

in Japan/Korea. 

Question N Min Max Mean Mode Std. Dev. 
Q13 23 1 5 3.39 3 0.988 

 Table 12: Survey Question 13 

“It is important to consider the cultural norms of  a country but at the same time you also 

have to hold on to your corporate profile“. This statement from one of  the respondents 

well represents and describes the data collected in the survey. Most of  the organizations 

have adapted their incentive systems to the Japanese and Korean culture within their sub-

sidiaries to some degree. But they have done it without completely letting go of  the corpo-

rate profile which still has to be evident throughout all divisions internationally. There were 

also some deviant responses, one respondent stated that the corporate profile is much too 

important, and that all divisions internationally have to conform to it. Another respondent 

said that the organization's subsidiary had completely adopted the East Asian culture. 
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6.2 Hypotheses Testing 

Based on the four research proposition (see section 4 Research Propositions) four hypotheses 

are developed and tested with multiple regression analysis. 

6.2.1 Variables 

The variables are developed based on the statements used in the quantitative survey (see 

section 6.1 Results from the Quantitative Survey) and the rationales behind the variables are pre-

sented in section 4 Research Propositions. 

6.2.1.1 Dependent Variables 

• Incentive System Effectiveness (EFFE): The level of  perceived incentive sys-

tem effectiveness. The importance of  having an effective incentive system is consis-

tently mentioned throughout the thesis. 

• Level of  Cultural Adaptation (ADAP): The perceived level of  incentive system 

adaptation to cultural norms in Japan and Korea. National cultural values have been 

argued to be important determinants of  incentive system effectiveness.  

6.2.1.2 Independent Variables 

• Level of  Development (DEVE): The perceived level of  development of  incen-

tive systems. It has been argued that having an effective incentive system requires a 

considerable amount of  time and effort allocated to the development process.  

• Employee Participation (PART): The perceived level of  employee participation 

in the development of  incentive systems. Employee participation in the develop-

ment of  incentive systems have been argued to increase incentive system effective-

ness and to be a requirement for group incentives to function effectively. 

• Globalization of  Incentive System (GLOB): The perceived extent to which or-

ganizations use globalized incentive systems. Globalized incentive systems have 

been argued to not recognize the suitability to local culture. 

• Subjectivity in Performance Evaluation (SUBJ): The perceived extent to which 

organizations use subjective performance evaluation methods. Subjectivity in per-

formance evaluations has been argued to cater for cultural context. 
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• Importance of  Cultural Adaptation (IMPO): The perceived level of  importance 

of  cultural adaptation of  incentive systems. It has been argued that the more im-

portant organizations think cultural adaptation of  incentive systems is, the more 

likely it is that incentive systems actually are culturally adapted. 

• Use of  Group Incentives (GROU): The perceived extent to which organizations 

use group incentives. Group incentives have been argued to be dependent on em-

ployee participation in order to function effectively. 

6.2.1.3 Control Variables 

• Years of  Establishment (ESTA): The number of  years that an organization has 

been established in Japan or Korea. It has been argued that the longer an organiza-

tion has been established in Japan or Korea the more culturally adapted the organi-

zation's incentive system become. 

• Number of  Employees (EMPL): The number of  employees that an organiza-

tion has. It has been argued that the number of  employees in an organization af-

fects the incentive system effectiveness. The number of  employees in an organiza-

tion is a surrogate for organizational size. 

• Organizational Revenue (REVE): The revenue for the organizations in Sweden. 

Revenue is another surrogate for organizational size.  

6.2.2 Hypotheses 

The four hypotheses are based on the four research propositions presented in section 4 

Research Propositions.  

6.2.2.1 Hypothesis 1 

Incentive systems in Swedish organizations are more effective when organizations put effort into developing 

them and when employees are participating in the development process. 

Hypothesis 1 is based upon Research Proposition 1 and is tested by using the following equa-

tion: 

EFFE = b0 + b1DEVE +  b2PART + b3EMPL + b4REVE 

where, 
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 EFFE  = The perceived effectiveness of  the organizations' incentive sys-

       tems 

 DEVE  = How well-developed the respondents perceived their organiza-

      tions' incentive systems to be 

 PART  = The extent to which the organizations' employees participate in 

      the incentive system development process 

 EMPL  = The number of employees in the organizations (Control vari-

       able) 

REVE  = The revenue of the organizations (Control variable) 

 

These are the results from the regression analysis: 

Model Summary      

Model R R Square 

Adjusted R 

Square 

Std. Error of the Es-

timate 

1 .795a .631 .570 .543 

a. Predictors: (Constant), EMPL, PART, DEVE, REVE      

Table 13: Model Summary of  Hypothesis 1 

 

ANOVAb      

Model Sum of Squares df Mean Square F Sig. 

1 Regression 12.104 4 3.026 10.276 .000a 

 Residual 7.068 24 .294   

 Total 19.172 28    

a. Predictors: (Constant), EMPL, PART, DEVE, REVE      

b. Dependent Variable: EFFE      

Table 14: Anova Table of  Hypothesis 1 
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Coefficients a      

Model Unstandardized Coefficients 

Standardized 

Coefficients t Sig. 

 B Std. Error Beta   

1 (Constant) .868 .444  1.953 .063 

 DEVE .592 .100 .749 5.920 .000 

 PART .216 .102 .266 2.128 .044 

 REVE -5.567E-12 .000 -.130 -.967 .343 

 EMPL -2.719E-5 .000 -.069 -.498 .623 

a. Dependent Variable: EFFE      

Table 15: Coefficients Table of  Hypothesis 1 

 

The r2-value of 0.631 (see Table 13) indicates that 63.1 percent of the variability of in-

centive system effectiveness is accounted for by the variables in the model. The ad-

justed  r2-value of 0.57 (see Table 13) indicates that, after accounting for the number of 

predictor variables, approximately 57 percent of the variability in incentive system ef-

fectiveness is accounted for by the variables in the model. Further, the significance val-

ue of the F-test (see Table 14) indicates that the model is statistically significant. 

Looking at the coefficient results in Table 15, both DEVE  and PART are significant va-

riables. According to the results, the level of development of incentive systems is posi-

tively correlated with the effectiveness of incentive systems. This means that the more 

time and effort an organization puts into developing its incentive system the more effec-

tive it will become. Also, the employee participation variable indicates that letting the 

employees participate in the development process of an incentive system increases the 

effectiveness of the incentive system. The control variable, although not statistically 

significant, indicates that the more employees an organization has, the less effective is 

the incentive system. 
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6.2.2.2 Hypothesis 2 

Incentive systems are better adapted to the Japanese or Korean culture the less standar-

dized the incentive system is, when employee performance is evaluated subjectively, and 

when organizations find it important to adapt incentive systems to local culture. 

Hypothesis 2 is based upon Research Proposition 2 and is tested by using the following 

equation: 

ADAP = b0 + b1GLOB + b2SUBJ + b3IMPO + b4ESTA 

where, 

 ADAP  = How well adapted to the local culture the respondents perceived 

      their Japanese and Korean subsidiaries' incentive systems to be 

 GLOB  = The extent to which the organizations use globalized incentive 

       systems 

 SUBJ  = The extent to which the organizations' employees are evaluated 

       subjectively 

 IMPO  = How important the organizations think it is to adapt incentive 

      systems to local cultures 

 ESTA  = The number of years the Japanese and Korean subsidiaries have 

      been established (Control variable) 

These are the results from the regression analysis: 

Model Summary      

Model R R Square 

Adjusted R 

Square 

Std. Error of the Es-

timate 

1 .681a .464 .310 .749 

a. Predictors: (Constant), ESTA, SUBJ, GLOB, IMPO      

Table 16: Model Summary of  Hypothesis 2 
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ANOVAb      

Model Sum of Squares df Mean Square F Sig. 

1 Regression 6.785 4 1.696 3.026 .054a 

 Residual 7.847 14 .561   

 Total 14.632 18    

a. Predictors: (Constant), ESTA, SUBJ, GLOB, IMPO      

b. Dependent Variable: ADAP      

Table 17: Anova Table of  Hypothesis 2 

Coefficients a      

Model Unstandardized Coefficients 

Standardized 

Coefficients t Sig. 

 B Std. Error Beta   

1 (Constant) 3.512 1.014  3.463 .004 

 GLOB -.201 .139 -.298 -1.444 .171 

 SUBJ .067 .152 .086 .438 .668 

 IMPO .277 .155 .373 1.794 .094 

 ESTA -.031 .018 -.334 -1.691 .113 

a. Dependent Variable: ADAP      

Table 18: Coefficients Table of  Hypothesis 2 

 

The r2-value of 0.464 (see Table 16) indicates that 46.4 percent of the variability of cul-

tural adaptation of incentive systems is accounted for by the variables in the model. The 

adjusted  r2-value of 0.310 (see Table 16) indicates that, after accounting for the number 

of predictor variables, 31 percent of the variability in the level of cultural adaptation of 

incentive systems is accounted for by the variables in the model. Further, the signific-

ance value of the F-test (see Table 17) indicates that the model is statistically significant. 
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Looking at the coefficient results from the second hypothesis in Table 18, only IMPO is 

a significant variable. This means that subsidiaries' incentive systems are more likely to 

be culturally adapted when organizations think it is important to adapt incentive system 

to local cultures. Although the other variables are not significant, the results indicate 

that when organizations use global incentive systems the subsidiaries' incentive systems 

are less adapted to the local culture. The control variable in this case, the number of 

years the Japanese and Korean subsidiaries have been established, indicate that incen-

tive systems become less culturally adapted the longer a subsidiary has been estab-

lished. 

6.2.2.3 Hypothesis 3 

Group incentives require the involvement of the affected employees in order to function 

effectively in Swedish organizations. 

Hypothesis 3 is based upon Research Proposition 3 and is tested by using the following 

equation: 

EFFE = b0 + b1PART + b2GROU + b3PART*GROU 

where, 

 EFFE  = The perceived effectiveness of the organizations' incentive sys-

       tems 

 PART  = The extent to which the organizations' employees participate in 

      the incentive system development process 

 GROU  = The extent to which the organizations use group incentives 

 PART*GROU = The interaction between employee participation and group in-

       centives; i.e., the combined effect on incentive system effect-

       iveness. 
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These are the results from the regression analysis: 

Model Summary 
  

Model R R Square 

Adjusted R 

Square 

Std. Error of the 

Estimate 

1 .450a .203 .114 .798 

a. Predictors: (Constant), PARTGRUP, GROU, PART   

Table 19: Model Summary of  Hypothesis 3 

ANOVAb   

Model Sum of Squares df Mean Square F Sig. 

1 Regression 4.372 3 1.457 2.291 .101a 

 
Residual 17.177 27 .636   

 Total 21.548 30    

a. Predictors: (Constant), PARTGRUP, GROU, PART 
  

b. Dependent Variable: EFFE   

Table 20: Anova Table of  Hypothesis 3 

 

Coefficients a   

Model Unstandardized Coefficients 

Standardized 

Coefficients t Sig. 

 B Std. Error Beta   

1 (Constant) 2.021 .953  2.121 .043 

 
PART .429 .452 .538 .948 .352 

 
GROU .415 .369 .433 1.125 .271 

 
PARTGRUP -.079 .161 -.365 -.489 .628 

a. Dependent Variable: EFFE   

Table 21: Coefficients Table of  Hypothesis 3 
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The r2-value of 0.203 (see Table 19) indicates that 20.3 percent of the variability of in-

centive system effectiveness is accounted for by the variables in the model. The ad-

justed  r2-value of 0.114 (see Table 19) indicates that, after accounting for the number of 

predictor variables, 11.4 percent of the variability in the level of incentive system effec-

tiveness is accounted for by the variables in the model. Further, the significance value of 

the F-test (see Table 20) indicates that the model is close to statistically significant. 

Looking at the coefficient results from the third hypothesis in Table 21, neither em-

ployee participation nor group incentives have significant values. Most importantly the 

interaction between employee participation and group incentives is far from being sig-

nificant, which means that the notion in the Anglo-Saxon literature that group incentives 

require employee participation to function well does not apply to Swedish organiza-

tions. 

6.2.2.4 Hypothesis 4 

Monetary rewards and variable pay do not lead to increased incentive system effective-

ness in Swedish organizations. 

Hypothesis 4 is based upon Research Proposition 4 and is tested by using the following 

equation: 

EFFE = b0 + b1REWA + b2PERF  

where, 

 EFFE  = The perceived effectiveness of the organizations' incentive sys-

       tems 

 REWA  = The extent to which the organizations reward their employees 

       with non-monetary rewards. 

 PERF  = The extent to which the organizations rely on performance 

       based incentives. 
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These are the results from the regression analysis: 

Model Summary 
  

Model R R Square 

Adjusted R 

Square 

Std. Error of the 

Estimate 

1 .241a .058 -.009 .851 

a. Predictors: (Constant), PERF, REWA   

Table 22: Model Summary of  Hypothesis 4 

 

ANOVAb   

Model Sum of Squares df Mean Square F Sig. 

1 Regression 1.250 2 .625 .862 .433a 

 
Residual 20.298 28 .725   

 Total 21.548 30    

a. Predictors: (Constant), PERF, REWA 
  

b. Dependent Variable: EFFE   

Table 23: Anova Table of  Hypothesis 4 

 

Coefficients a   

Model Unstandardized Coefficients 

Standardized 

Coefficients t Sig. 

 B Std. Error Beta   

1 (Constant) 2.374 1.018  2.333 .027 

 
REWA .188 .271 .127 .695 .493 

 
PERF .155 .138 .205 1.119 .273 

a. Dependent Variable: EFFE   

Table 24: Coefficients Table of  Hypothesis 4 
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The r2-value of 0.058 (see Table 22) indicates that 5.8 percent of the variability of incen-

tive system effectiveness is accounted for by the variables in the model. The adjusted r2-

value of -0.009 (see Table 22) indicates that, when accounting for the number of predic-

tor variables into account, the variables in the model have a negative effect on incentive 

system effectiveness. Further, the significance value of the F-test (see Table 23) indi-

cates that the model is far from being statistically significant. 

Looking at the coefficient results from the fourth hypothesis in Table 24, neither the ex-

tent of non-monetary rewards nor the extent to which organizations use performance 

based incentives have significant values. These insignificant results indicate that wheth-

er or not rewards are monetary or non-monetary and whether or not incentives are per-

formance-based or not, have no effect on incentive system effectiveness in Swedish or-

ganizations.  

6.3 Results from the Qualitative Interviews 

As mentioned previously, the qualitative interviews were based on the material gathered 

from the quantitative survey. The results from the survey were sent out to the participants 

in the qualitative interviews and discussions were held based on the findings from the sur-

vey. 

The purpose of  the qualitative interviews was to get the depth that the quantitative survey 

lacked. Information about the extent to which organizations adapt to the Japanese and Ko-

rean culture is difficult to fully capture with quantitative methods. The qualitative inter-

views provided depth and a more profound understanding of  the use of  incentive systems 

in Japan and Korea. For example, the interviews helped to depict the approach and the ra-

tionale that organizations use when developing incentive systems globally.  

The remaining part of  this section will present the interviewees and their thoughts and an-

swers to some of  the issues that were dealt with during the interviews. 

6.3.1 The Interview Participants 

The first organization (hereafter referred to as KO1) operates within the pharmaceutical 

industry and employs ten employees within the Korean subsidiary. The interviewee from 



  RESEARCH DESIGN 

61 

KO1 was a Korean who had worked for the organization's Korean distribution channel 

before being appointed to his current position as Country Manager. 

The second organization (hereafter referred to as KO2) operates within the manufacturing 

industry and employs approximately 200 people within the Korean subsidiary. Out of  

those 200 employees three are Swedish expatriates, all of  which have top positions within 

KO2. One of  the three Swedish expatriates is the CEO of  the organization and one of  the 

interview participants. Before being appointed as CEO at KO2, he had prior experience of  

international business, mostly in Europe and for the same organization.  

In addition to the CEO of  KO2, the HR director was also interviewed. The HR director is 

a Korean with prior experience of  working for non-Korean multinational organizations. 

The HR director's main responsibilities within KO2 are HR-related issues such as adminis-

tration and recruitment of  employees, conducting employee surveys, and negotiating with 

the union. 

The third organization (hereafter referred to as JA1) is also in the manufacturing industry 

and employs approximately 10 000 people in its Japanese subsidiary. In JA1 two people 

were interviewed. The first participant was a Japanese who is the General Manager of  the 

human resource management department (hereafter referred to as HRM manager) in JA1. 

The second participant was a Swedish person who works as the Compensation and Bene-

fits Manager at the Swedish headquarters of  JA1. 

6.3.2 Globalized Or Localized Incentive Systems? 

The interviewees were asked about their thoughts on using a global incentive system with 

set standards for each subsidiary to follow. The interviewees were asked if  they received 

guidelines from the headquarters about how to design their incentive systems and whether 

or not they preferred to have autonomy in the decision-making regarding incentive system.  

Both KO1 and KO2 have very few guidelines and directives from their respective head-

quarter that they have to comply with. According to the Country Manager at KO1, the only 

influence that the Swedish headquarters have on KO1's incentive system is the gross incen-

tive rate which is set by the Swedish headquarter. How the rewards are distributed is up to 

KO1 and the Country Manager to decide. According to the CEO, KO2 receives few direc-

tives from the Swedish headquarter but he suspects that more directives might come later 

when KO2 has been established longer. The HR director of  KO2 says that KO2 does fol-
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low headquarter guidelines when it comes to performance evaluation; those guidelines are 

too unspecific and KO2 have adjusted them to fit its organization. Although KO2 does not 

receive many directives from the headquarters regarding its incentive system, the CEO of  

KO2 argues that the organization's subsidiaries' incentive systems are similar all over the 

world. Because they use the same systems and manufacture the same products in the sub-

sidiaries all over the world, he thinks it is only natural that also the incentive system is simi-

lar.  

In JA1 the Swedish headquarter has developed a framework for JA1's subsidiaries to stay 

within when dealing with incentive systems, but the subsidiaries are also allowed considera-

ble autonomy. There are three general guidelines that compose this incentive system 

framework in JA1. First there is a maximum cap on the amount of  rewards that the subsid-

iaries are allowed to distribute. Second, JA1 has a well-defined list of  performance meas-

ures that have all been approved by the people who use them. And third, in order for a di-

vision or subsidiary to distribute rewards there must be profitability on a higher organiza-

tional level. The Compensation and Benefits manager of  JA1 believes that the three afore-

mentioned guidelines are enough to feel secure and to have control over the subsidiaries. 

She believes that it is best to let the subsidiaries have autonomy in their decision-making 

and let them do what they deem best. Further the Compensation & Benefits manager said 

that it is a general philosophy at JA1 to distribute responsibility far out in the organization's 

different branches, and that the wide division of  responsibilities requires a framework. 

When asked about the importance of  adapting incentive systems to local culture, the Coun-

try Manager of  KO1 said that the aim should be to have a global incentive system with set 

standards, but he also said that it is a very difficult feat to accomplish. With all countries 

having unique cultures, one unified incentive system is unlikely to be motivating to all em-

ployees, he argued. The HRM manager of  JA1 thinks that the incentive system should be 

standardized for the employees at managerial positions, but that in Japan, it is difficult to 

apply standardized incentives for general employees. The HR director of  KO2 has a similar 

view to those of  the Country Manager of  KO1 and the HRM manager of  JA1. She argued 

that because the incentives are standardized, they can encourage people in some cultures to 

take actions that are otherwise unusual, which can cause the incentives to be diluted. 

The Compensation and Benefits manager of  JA1 argued that the way an organization 

chooses to approach the issue of  global incentive systems has more to do with corporate 
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culture than national culture. Earlier in her career when she worked for an American organ-

ization, the corporate culture was very strict and straightforward with a 'one size fits all'-

attitude which also showed in the way it used incentives. She thought that it is only natural 

that the way in which incentive systems are handled in organizations is similar to the corpo-

rate culture at large. In JA1, the corporate culture is more centered on consensus decision-

making and delegation of  responsibilities. JA1 has trust in its employees' abilities and is 

careful not to have a too strict framework because that can inhibit the employees' freedom 

and autonomy. 

The Compensation and Benefits manager also mentioned that an incentive system cannot 

be handled as a separate entity but rather it should fit into an organization's entirety. She 

thinks that before organizations start developing incentive systems, they must be sure why 

they need an incentive system and make sure that it is congruent with the organization's 

overall objectives. JA1 has four reasons to use an incentive system. First of  all JA1 wants to 

send out a clear message to its employees that operating income and the cash flow are im-

portant for the organization. Secondly, it is a way of  leveling the costs over the different 

business cycles. JA1 wants to be flexible and not pay out huge bonuses during times when 

the overall result for the organization is bad. With variable pay contingent on corporate 

performance, the payouts will not be as large during bad times because the employees' per-

formances are measured based on corporate performance. The third reason to use incen-

tives is to be able to influence the employees' behavior. This is done through using perfor-

mance measures that are relevant for certain job functions and through using measures that 

the employees feel that they can influence. The fourth reason is to encourage excellent per-

formances. In JA1 this is done through using a high portion of  variable pay. 

The CEO of  KO2 argued that it is also important to adjust incentive systems to the 

growth phase of  an organization, and that a globalized incentive system might not recog-

nize that need. According to him, a newly established organization's incentives should be 

focused around growth because at that phase the organization needs to grow. But for KO2, 

which is no longer a growing organization, it is more important that the incentives are fo-

cused on encouraging optimization. The problem with a global incentive system that is 

standardized is that it might not cater for subsidiaries' needs to adjust their incentive sys-

tems to their growth phase. 
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One issue that the CEO of  KO2 argued indicates organizations' lax approach to cultural 

differences in business is that organizations often deem it unnecessary for an expatriate to 

learn the native language in Asian countries. In European countries or countries where 

people speak European languages, it is considered a must to learn the native language. 

Knowing the native language enables an expatriate to interact with customers outside the 

board rooms and without translators; therefore a better connection with customers can be 

established. Although it is not required, the CEO of  KO2 understands the importance of  

knowing the local language when doing business so he studies Korean. However, even if  

one is highly proficient in the Korean language, the hierarchical nature of  the Korean so-

ciety makes it difficult to interact casually with people of  a lower rank. Because the people 

in the lower ranks are used to talking very formal and respectful to people of  a higher rank, 

they feel uncomfortable talking casually. 

6.3.3 Incentive System Design in Japan and Korea 

The interviewees were asked to describe how their organizations' incentive systems were 

designed and developed. The interviewees were asked questions about how to best show 

appreciation for an employee's effort, how effective the incentive system was, and whether 

or not there were any room for improvements. 

6.3.3.1 Individual Incentives 

Both KO1 and KO2 are frequent users of  individual incentives. In KO1's case, the Coun-

try Manager said that the reason why KO1 use individual incentives is because it only has 

ten employees. He further argued that group incentives work best when applied to a group 

of  employees with homogenous job functions. In KO1 the ten employees have different 

work tasks and therefore individual incentives are more appropriate. 

In KO2, individual performances are also encouraged. According to the CEO, the incen-

tive system is divided into subsystems that are adapted to a specific group of  employees 

such as managers or sales personnel. According to the CEO, KO2 aims to use both indi-

vidual incentives and more general incentives. Although KO2 wants to increase the use of  

individual incentives, it is met with resistance from the labor union. Many of  the employees 

from an older generation are so accustomed to being told by the management what to do, 

they frown upon the prospect of  taking own initiatives. However, according to the CEO of  

KO2, the younger generation is more positively disposed to taking initiatives and making 

personal judgments. 
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In its quest to encourage individual performance, KO2 also uses variable pay to stimulate 

excellent performance. According to the HR manager of  KO2, Korean organizations, in 

general, use a much higher portion of  fixed pay compared to the portion that is variable. 

She argued that most Korean employees are afraid that if  a big portion of  their pay is vari-

able they will not earn as much as if  the majority of  the pay was fixed. However, the HR 

manager of  KO2 argued that variable pay is becoming increasingly common throughout 

Korean organizations, mentioning Samsung as an example. 

In JA1 the incentive system is comprised of  both individual incentives and group incen-

tives. The HRM manager of  JA1 said that it very much depends on the job function 

whether or not it is individual or group incentives. For example in JA1's kaizen activities, it 

is essential to use group incentives because teamwork is a central concept in the kaizen phi-

losophy. 

When asked about whether the use of  individual incentives could disrupt group harmony 

because one employee outshines the others, the HR director of  KO2 said that she is aware 

of  the problems that individual incentives can cause. She said that KO2 is very eager to 

keep the high performers within the organization, but at the same time KO2 does not want 

to risk disrupting group harmony. KO2's solution is to use a mix of  group and individual 

incentives. The group incentives are used to foster team work and a harmonious atmos-

phere as well as to satisfy those employees that are discouraged by individual incentives. 

The individual incentives are used to keep the competitive employees motivated and to 

avoid shirking employees. The HR director of  KO2 believes that the high performers need 

individual incentives because they feel that their performance is better reflected when they 

are evaluated individually rather than when it is based on group performance. She said that, 

although it is difficult, the aim is to keep all the employees within KO2 satisfied, which is 

why a mix of  individual and group incentives is used. 

6.3.3.2 Performance Evaluation 

Both KO1 and KO2 try to be as objective as possible when it comes to evaluating the per-

formances of  their respective organizations. According to the CEO of  KO2, the reason 

the organization wants to be as objective as possible is that it wants its system to be trans-

parent, which is more difficult with subjective evaluations. 

KO1 sets up five individual targets for each of  the ten employees at the beginning of  each 

year. At the end of  the year each employee is individually evaluated based on the targets set 
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at the beginning of  the year. According to the Country Manager of  KO1, it is very un-

common to use individual targets for performance evaluation in other Korean organiza-

tion. Most Korean organizations use a general corporate result as a common measure for 

most employees to be evaluated based upon. But the Country Manager thinks that KO1's 

performance evaluation method is preferable. He thinks that company-wide goals do not 

tell much about an individual employee's performance. If  the performance measures are 

more individualized, however, an individual employee's performance can be more accurate-

ly depicted. 

According to the Compensation and Benefits manager of  JA1, the headquarter has devel-

oped a list of  performance measures that the subsidiaries can choose from to use. In JA1, 

the employees are evaluated based on their performance and the business result.   

6.3.3.3 The Rewards 

Both in KO1 and KO2 the employees are rewarded almost exclusively with monetary re-

wards. This is confirmed by both the CEO and the HR director of  KO2, as well as by the 

Country Manager of  KO1. According to the CEO of  KO2, the Koreans' preference for 

monetary incentives might have its explanation in the Korean nation's history of  being 

poor. Many of  the currently employed Koreans experienced the poverty 50 years ago and 

also experienced the progress into a wealthy nation. Koreans are very proud of  the living 

standard of  today and are not embarrassed to show off  their wealth; in fact it is encour-

aged. Money is by far the most common way of  showing appreciation and it also stretches 

to social events such as a funeral reception, in which the socially accepted way of  showing 

one's condolences is to give the mourner some money.  

The Swedish view on money, in comparison, is quite different. The Compensation and 

Benefits manager of  JA1 said that Scandinavia is likely the most negative country in the 

world towards bonuses and monetary incentives. According to her, the idea of  monetary 

incentives has not existed in Sweden for long, likely because of  the Swedish political histo-

ry in which the idea that no one should have more than others, and that it is considered 

bad and ill-mannered to motivate someone with money, prevails. 

Although money is the most common way of  rewarding employees in KO1 and KO2, 

non-monetary rewards also exist. In KO1 all the employees go on a business trip together 

if  they reach a common goal set at the beginning of  the year. According to the CEO and 

the HR director of  KO2, the employees value being recognized by superiors in front of  
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colleagues. Contrary to common belief, Koreans are not ashamed of  success. Also, accord-

ing to the CEO, extended responsibilities for the young generation and titles and status for 

the older generation are appreciated.  

As for extra vacation days as rewards, the CEO of  KO2 said that Koreans are rather reluc-

tant to even use their full quota of  allocated vacation days. KO2 has encouraged its em-

ployees to use the full quota of  allocated vacation days but according to the CEO of  KO2 

the employees refuse to have more than a few days of  vacation. In Korea, absence from 

work is considered as being disloyal towards the company and the coworkers, and to saun-

ter around at home doing nothing can have a person confused of  being unemployed. As an 

interesting contrast to Sweden, the union in Korea opposes KO2’s attempt to encourage its 

employees use their full quota of  vacation days, arguing it is unfair that employees should 

have to use more than a few days of  their allocated vacation days. 

JA1 also uses monetary rewards. For example all employees are guaranteed a yearly bonus 

called 'shouyo'. The size of  the 'shouyo' is dependent on JA1's yearly corporate result, and 

the employees are not evaluated individually. But the Japanese employees are also motivated 

by self-development possibilities and recognition from superiors among other things.  

6.3.3.4 Employee Participation 

Just like in the quantitative survey, the level of  employee participation in the development 

of  incentive systems in KO1 and KO2 is minimal. When asked about why employees do 

not participate in the development process, the CEO of  KO2 said that it is a global stan-

dard and that it is very rare to see organizations allowing employee participation. He argued 

that an incentive system is a management control and in order to optimize performance, 

organizations need to apply a “helicopter view”, meaning they should let managers make 

just and objective decisions. The only kind of  employee participation in KO2 occurs when 

group goals are evaluated. When group goals are evaluated in KO2, the managers of  dif-

ferent employee groups participate. In general, there is very little employee participation 

when KO2 develops and constructs their incentive system. But when the HR director was 

asked about whether or not she thought it was important that employees participate in the 

developing process she believed it to be very important. She said that KO2 is currently 

working on improving its incentive system and that an important part of  that process is 

increasing the communication between managers and workers. 
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Also, in JA1, the extent of  employee participation in the development and design of  the 

incentive system is small. According to the Compensation and Benefits manager, the de-

velopment of  an incentive system is not a democratic process. The management at JA1 

create compensation packages that they deem relevant, appropriate, and reasonable. How-

ever, the Compensation and Benefits manager believes that if  employees are engaged in the 

shaping of  incentive systems, it creates a stronger employee commitment to the incentive 

systems and an eagerness to see it succeed. But for employees to be engaged in the shaping 

of  incentive systems the corporate culture need to be open and democratic in general as 

well. An organization cannot be open and communicative when it comes to the shaping of  

incentive systems and at the same time be very strict and straightforward in other activities. 

Further, she thinks that there are very few organizations that are open and democratic 

enough to let the employees participate in the development of  incentive systems. Cultures 

like the Japanese, French, and American are generally not very democratic and an incentive 

system with bilateral cooperation will not work in these countries. 

6.3.3.5 Incentive System Effectiveness and Future I mprovements 

The Country Manager of  KO1 is rather satisfied with the effectiveness of  KO1's incentive 

systems but argued that there definitely is room for improvement. He said that KO1 needs 

to develop a more objective performance evaluation instrument. At the moment, there is 

some measure of  subjectivity when evaluating the KO1 employees' performance, but KO1 

wants it to be completely objective and quantifiable measures based on numbers because it 

believes it measures performance more accurately. Also, KO1 wants to implement annual 

reviews of  the incentive system and the performance measures to ascertain that they work 

effectively. 

In KO2 the challenge right now is to fit each employee into one of  the incentive system's 

subsystems. According to the CEO, right now there are still 80 percent of  the employees 

that have not been put in a subsystem; the goal is that every employee be part of  a group 

with more specified incentives for their job function. According to the HR director, the 

problem of  having 80 percent of  the employees covered by a general incentive is that there 

is no relevant connection between their job function and the performance criteria they are 

evaluated on, which can create discontent among the employees if  they feel that they are 

not evaluated on the correct grounds. Right now KO2 is working with the union to make 

the incentive system more relevant to the employees' different job functions. 
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JA1 is working with continuous reviews of  its incentive systems. The Compensation and 

Benefits manager explains the rationale behind it: “Everything can always be improved. 

The world is changing, people are changing so we need to follow, we can't work like we did 

ten years ago”. 

JA1 is also implementing a total compensation plan which means that it is checking to see 

if  the framework is followed and if  it functions well in all subsidiaries over the world. It 

comprehends reflecting over how the proportion of  fixed and variable pay should be dis-

tributed, deciding how high the employees' pay should be compared to the market stan-

dard, how it should differentiate between different group and individual performances, and 

how much of  an employee's performance evaluation should be based on individual 

achievements and corporate results. The Compensation and Benefits manager of  JA1 said 

that especially in the Asian region, including Korea and Japan, JA1 is making a more tho-

rough review of  the incentive systems. 

6.3.4 Culture 

The interviewees were asked to answer questions about the Swedish influence in their re-

spective organization, if  there have occurred any cultural issues, and how these Swedish 

organizations differ from native organizations, among other things. 

6.3.4.1 The Swedish Influence 

In KO1 the Swedish influence is minimal according to the Country Manager. KO1 has no 

Swedes working in the organization, there are no directives regarding its incentive system,  

KO1 has a high degree of  autonomy in decision-making, and the Country Manager of  

KO1 cannot discern any Swedish influences offhand. 

Although she cannot identify it as Swedish, the HR director of  KO2 thinks that the corpo-

rate culture is different to what she had previously experienced. She thinks that the corpo-

rate culture is a good mix between Swedish (or western) values and Korean values, refer-

ring to it as a “jungyong” (a word similar to the Swedish “lagom”; i.e, taking the middle road) 

approach. Other than that, she thought that since the Swedish CEO started working for 

KO2, there has been a good atmosphere of  mutual respect and appreciation of  each other 

among KO2's employees, something which she understands can be partly explained by the 

egalitarian nature of  the Swedish culture. Also, a difference she has noticed is that the Swe-

dish management often gives rather vague and loose directions which forces individuals to 
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make personal judgments and be enterprising. Taking initiatives and making personal 

judgments is awkward for most Koreans because they are used to getting clear and detailed 

instructions from superiors about how to act. 

The CEO also agreed that KO2 has a distinct culture but he was unsure whether or not it 

should be attributed to the Swedish culture. He believes that KO2 draws some influences 

from traditional Swedish industry culture in which long-term thinking and respect for the 

individual are core concepts. The CEO also said many non-Swedes points out that KO2 is 

very Swedish but that he himself  has difficulties identifying his own culture. He also men-

tioned that the employees' strong association to its product and the fact that KO2 has 

grown organically has enabled the organization to have a similar corporate culture all over 

the world. 

JA1 has a corporate culture centered on concepts such as respect for the individual and 

consensus in decision-making. The HRM manager of  JA1 thinks there has been a lot of  

change in the corporate culture since the organization was acquired by the Swedish parent 

company. He thinks the most notable Swedish influence is that people show more respect 

for each other. According to the Compensation and Benefits manager of  JA1, JA1 wants 

its corporate culture to permeate all subsidiaries it has, and not only the incentive system. 

At the same time JA1 is aware of  the cultural differences and therefore does not just im-

pose its corporate culture on a newly acquired organization. Instead JA1 approaches new 

cultures with humility and endurance. JA1 let newly acquired organizations take the time 

they need to adjust to JA1's corporate culture.  

6.3.4.2 A Move Away from Confucian Values Towards W estern Business 
 Practices 

The CEO of  KO2 was asked to describe women's roles in Korean organizations. He be-

lieves that it is very difficult for women to have an advanced position within Korean organ-

izations. He believes that it has a lot to do with the history of  Confucian influences in the 

Korean society; in Korea men have a higher social rank than women which makes it diffi-

cult for Korean employees to accept a woman telling them what to do. The HR director of  

KO2 said that because of  this nonacceptance of  female superiors, Korean women often 

apply for jobs in non-Korean international organizations because they are willing to accept 

female employees on equal terms as male employees. Although it is difficult for women to 

advance in their job careers, the CEO of  KO2 thinks that the general trend in Korea is a 

move away from traditional Confucian values towards a more western approach to business 
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in which, for example, it is becoming more common with women in managerial positions. 

He believes that the embracing of  western values is especially apparent among the younger 

generation. Historically, the Korean work life and private life has been very closely inte-

grated, and still is, but the people of  the younger generation are now protesting saying that 

they rather spend time with their family instead of  going out drinking with coworkers every 

single day. It has become a hotly debated subject in the Korean media, and the people in 

the younger generation have been bullied by the older generation for wanting to spend time 

with their families. 

According to the CEO of  KO2, Korea, in its current situation, needs to adopt more indi-

vidualistic behavior to develop further as an economy. The Korean leaders agree that Ko-

rea cannot continue in the same vein as it did during the construction phase of  the Korean 

economy. At that time it was appropriate to have a strict ruler with clear instructions in or-

der for the country to go from poor to rich. But today Korea is a well-developed economy 

and the old days' management methods are obsolete. There need to be a more individualis-

tic management approach, and the HR director of  KO1 thinks that the use of  individual 

incentives in Korean organizations is becoming more common. She also believes that it is 

becoming more common with having a larger portion of  variable pay in employees' total 

compensation. Especially for higher positioned employees, the employees in the lower rank 

of  the hierarchy often prefer the majority of  their pay to be fixed because they fear that 

with variable pay they will lose much of  their current income. 
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7 Discussion 

Chapter seven discusses the research issues presented in the introduction of  the thesis. By juxtaposing the 

incentive system literature with the review of  the Swedish, Japanese, and Korean cultures, and the empirical 

findings a discussion around the research issues will develop. 

7.1 Cultural Adaptation of Incentive Systems 

According to Desatnick and Bennett (1978), the most important aspect for multinational 

organizations to recognize in order to be successful in a foreign market is the cultural dif-

ferences in human resource management. Although Desatnick and Bennett (1978) do not 

explicitly mention cultural adaptation of  incentive systems, an incentive system is an 

integral part of  human resource management, and adjusting it to appropriately fit with the 

local culture would logically be in line with their argument. This first part of  the discussion 

analyzes Swedish organizations' use of  incentive systems globally, whether or not culture's 

impact on incentive systems is significant, and what determines a culturally adapted incen-

tive system. 

7.1.1 Swedish Organizations' Use of Incentive Syste ms Globally 

Most of  the respondents in the quantitative survey, as well as the respondents in the qualit-

ative interviews, are aware of  the cultural differences between Sweden and Japan and Ko-

rea. However, the respondents do not put as much emphasis on adapting to the local cul-

ture as is advocated by Desatnick and Bennett (1978). Most of  the respondents advocate a 

balanced approach when it comes to implementing incentive systems in Japanese and Ko-

rean subsidiaries. At the same time as the respondents understood the importance of  not 

being too imposing with their incentive systems, they also saw a value in holding on to cor-

porate values. The Compensation and Benefits Manager of  JA1 explained the rationale be-

hind this balanced approach in JA1. She said that JA1 uses general guidelines for all of  

JA1’s subsidiaries to follow, but that other than the general guidelines, the subsidiaries are 

allowed a considerable autonomy in developing their incentive systems.  

Some of  the Swedish cultural characteristics described in the literature review are recurrent 

in the way Swedish organizations approach using incentive systems in their Korean and 

Japanese subsidiaries. In section 2.1.1.3 Individualism, Hampden-Turner and Trompenaars 

(1993) argue that one expression of  individualism in Sweden is that managers have a lot of  
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trust in their subordinates' capacity and allow them the freedom to carry out tasks the way 

the subordinates themselves deem best. In section 2.1.1.4 Pragmatic and Orderly, Sweden is 

described as a uncertainty avoiding culture with high reliance on structure and order, which 

indicates a need to control actions and behaviors. Autonomy and control can be considered 

as mutually exclusive concepts but manifest themselves in the approach to the use of  in-

centive systems in foreign subsidiaries. The need for control and structure is expressed 

through the use of  a framework containing general guidelines and a list of  performance 

measures that the subsidiaries can use. The autonomy and trust for a subordinate's capacity 

is expressed through the headquarter's allowing subsidiaries the freedom to adjust their in-

centive systems to what they deem to fit their situation. 

7.1.2 The Applicability of Incentive System Literat ure 

It is easy to see cultural differences between Sweden, Japan, and Korea but do cultural cha-

racteristics really influence the effectiveness of  an incentive system? The interviewees from 

KO1, KO2, and JA1 all agree that it would be ideal for a multinational organization to have 

a global and standardized incentive system. However, the interviewees also agree that one 

of  the main factors that is stopping a global and standardized incentive system from being 

an attainable and effective alternative is the cultural differences among countries. An incen-

tive system that motivates and directs employees to work hard and to make effective and 

desirable decisions in a Swedish organization might have a demotivating and undesirable 

effect in an organization from a different culture. Using KO2 as an example, the em-

ployees’ union was opposing KO2’s decision to implement individual incentives because 

the employees were accustomed to group incentives which did not involve taking too much 

own initiative. Koreans' disinclination to individual incentives is proof  of  how an incentive 

system cannot just simply be transferred from one country to another. In Sweden the or-

ganizational structures are rather flat (e.g., DeWitt, 2006; Rabe, 2000), and managers have a 

lot of  trust in subordinates and therefore allow them much autonomy (Hampden-Turner 

and Trompenaars, 1993). And because independence and autonomy is fostered in Sweden 

(see section 2.1.1.3 Individualism), employees are more susceptible to individual incentives. 

Japanese and Korean organizations on the other hand are hierarchical (e.g., Peltokorpi, 

2006; Szerlip and Watson, 2001), and employees are accustomed to being told what to do, 

and are therefore reluctant to take own initiatives (e.g., Haak and Haak, 2008; Keeley, 2001). 

And due to this reluctance to take own initiatives and the habitude to follow directives (see 
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section 2.1.2.2 Collectivism), Japanese and Korean employees are not as susceptible to in-

dividual incentives as Swedish employees are.  

That employees' susceptibility to individual incentives is contingent on the characteristics 

of  the employees' local culture is in line with the findings by Newman and Nollen (1996) 

that emphasis on individual performance is likely to benefit individualistic countries and 

have a reverse effect on collectivistic countries. Further, it reinforces the notion that incen-

tive system effectiveness is contingent on the level of  adaptation to local cultural norms 

and values. 

7.1.3 What Makes an Incentive System Culturally Ada pted? 

By assuming that incentive system effectiveness is contingent on the level of  adaptation to 

local cultural norms and values, the question that immediately springs to mind is 'What 

characterizes a culturally adapted incentive system?'. The results from the second hypothe-

sis (see section 6.2.2.2 Hypothesis 2) strongly indicate that organizations that find it impor-

tant to adapt incentive systems to local culture also have a higher perceived level of  cultural 

adaptation in their Japanese and Korean subsidiaries' incentive systems, which is rather un-

surprising. What is surprising, though, is that the other independent variables (i.e., GLOB, 

SUBJ, and ESTA) in the regression are not as influential.  

Even though the second hypothesis does not show firm and significant indications, the ex-

tent to which organizations use global and standardized incentive systems should not be 

ruled out as an irrelevant influence on the level of  cultural adaptation of  incentive systems. 

The figures in Hypothesis 2 suggest that the more organizations develop guidelines and 

standards that subsidiaries have to comply with when developing an incentive system, the 

less adapted the incentive system will be to local culture. Say for example that a Swedish 

organization has a policy to reward its employees with extra vacation days if  the employees 

fulfill certain goals. In Sweden extra vacation days would work fine because, as Phillips-

Martinsson (1991) argues, Swedish people have a clear separation between work and per-

sonal life, and therefore extra vacation days ought to be appealing to Swedes. But as the 

CEO of  KO2 said, in Korea the employee unions oppose extra vacation days, because not 

working makes Koreans feel disloyal towards their coworkers (see section 6.3.3.3 The Re-

wards). If  an organization was to have extra vacation days or other kind of  rewards as a 

global standard that subsidiaries have to comply with, the subsidiaries’ incentive systems 

would be less adapted to their local culture. 
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The extent of  subjectivity in performance evaluation turned out to be an irrelevant variable 

in determining what makes and incentive system culturally adapted. The argument that with 

subjective performance evaluations, one can recognize cultural context because subjective 

performance evaluations are not limited to only include quantifiable and identifiable actions 

and processes (see section 4 Research Propositions), is not supported by the results from the 

second hypothesis. An explanation to why subjectivity in performance evaluation does not 

affect the level of  cultural adaptation can be that subjectivity cannot make up for cultural 

lapses on a more fundamental level. Suppose a Swedish organization uses individual incen-

tives in a Japanese subsidiary and evaluates employees subjectively. The fundamental 

wrongdoing in this case is to use individual incentives in a culture in which group incentives 

are the norm, and just because the Japanese employees’ individual performances are subjec-

tively evaluated, the individual incentives will not become appealing to them. Also, if  sub-

jectivity in performance evaluation is to affect the level of  cultural adaptation of  incentive 

systems it requires that the person making the subjective assessment is well aware of  the 

surrounding cultural aspects. 

7.1.4 Summary 

The responses from both the quantitative survey and the qualitative interviews indicate that 

Swedish organizations recognize the cultural impact on incentive systems as being impor-

tant. But the responses also indicate that Swedish organizations find it important to hold 

on to corporate values, which is evident by looking at Swedish organizations' approaches to 

global incentive systems.  

Koreans' reluctance to receive additional vacation days exemplifies culture's impact on the 

global applicability of  incentive systems. Additional vacation days can be very motivating in 

Swedish organizations but have a reverse, demotivating effect on employees in Korea. 

The results from the second hypothesis indicate that, mainly, the perceived importance of  

cultural adaptation of  incentive systems, but also the extent to which organizations use 

global and standardized incentive systems, affect the level of  cultural adaptation of  incen-

tive systems. The use of  subjectivity in performance evaluation is not affecting the level of  

cultural adaptation because if  an incentive system is culturally unadjusted on a more fun-

damental level it does not matter if  subjective performance assessments recognize cultural 

context. 
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7.2 Is the Anglo-Saxon Literature Inapplicable Univ ersally?  

One of  the issues that this thesis addresses is whether or not the incentive system litera-

ture, which is heavily based on Anglo-Saxon ideas and written by people from Anglo-Saxon 

countries, is appropriate to apply to organizations in non-Anglo-Saxon countries. The An-

glo-Saxon and non-Anglo-Saxon cultures are different in many ways. And assuming that 

culture needs to be acknowledged when developing incentive systems, the incentive system 

literature might be inapplicable universally because it is based on Anglo-Saxon notions of  

what make an incentive system effective. This second part of  the discussion analyzes the 

applicability of  the Anglo-Saxon incentive system literature on non-Anglo-Saxon countries 

by comparing the five dimensions of  incentive systems developed in the theoretical frame-

work with the literature review and the empirical findings. 

7.2.1 Bilateral Development of Incentive Systems 

The quantitative survey (see section 6.1 Results from the Quantitative Survey) shows that the 

extent to which employees participate in the shaping of  incentive systems in Swedish or-

ganizations is rather low. Most respondents agree that developing an incentive system is 

something for the management to do. However, the first hypothesis shows a positive corre-

lation between employee participation and incentive system effectiveness. The result from 

the first hypothesis is in line with the arguments made by Jenkins and Lawler (1981), Kau-

hanen and Piekkola (2006), and Cox (2000) about how employee participation in the devel-

opment of  incentive systems increases the effectiveness of  incentive systems (see section 

3.1.5 Unilateral versus Bilateral Development of  Incentive Systems). Considering the results from 

the first hypothesis and the arguments made by the above mentioned authors, how come 

Swedish organizations do not utilize this opportunity more than they do today? Most of  

the respondents, both in the quantitative interviews and the qualitative interviews, reacted 

as if  they had never conjured the thought of  allowing the organization’s employees to take 

part in the more detailed level of  the incentive system development. In JA1 the situation is 

the same, but the Compensation and Benefits Manager of  JA1 agrees that a higher extent 

of  employee participation in the development of  incentive systems would increase the em-

ployee commitment to the incentive systems and, ultimately, also result in a higher incentive 

system effectiveness. However, she argued that today’s corporate culture does not allow for 

the democratic joint decision-making power necessary for incentive systems to be bilateral-

ly developed by both managers and employees. She further argued that especially in hierar-

chical cultures like the Japanese and Korean, joint decision-making between hierarchical 
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levels goes against the Confucian heritage in the cultures. The communication problems 

between hierarchical levels was exemplified by the CEO of  KO2. He described the hierar-

chical structure of  the Korean society as hindering him from socializing with people in the 

lower ranks of  the organization. This description of  the Confucian East Asian hierarchical 

structures is in line with Szerlip and Watson’s (2001) description of  how people belonging 

to different hierarchical levels avoid interacting with each other because of  the fear that it 

might blemish their own status. 

The above paragraph is evidence of  how the Anglo-Saxon literature cannot be universally 

applied because it does not recognize cultural differences and is too insular. In this particu-

lar case, the arguments made by Cox (2000) among others about how employee participa-

tion can enhance incentive system effectiveness is applicable to the Swedish culture but not 

to the East Asian. The fact that the Anglo-Saxon literature in this case is applicable to the 

Swedish culture should not be interpreted as if  the literature was intended to suit all cul-

tures, but rather as a pure coincidence. The reason why bilateral development of  incentive 

systems leads to more effective incentive systems in Swedish organizations is more likely to 

be because of  Sweden’s egalitarian history. According to Barinaga (1999), Swedish people 

advocate consensus in decision-making and are eager to let everyone have a say about mat-

ters concerning the group, regardless of  rank. Considering these cultural trademarks it is no 

surprise that bilateral development of  incentive systems works well in a culture where con-

sensus in decision-making is integral. Considering the hierarchical culture in Japan and Ko-

rea, it is also no surprise that bilateral development of  incentive systems does not work well 

there. This indicates that the Anglo-Saxon literature on bilateral development of  incentive 

systems is not meant to be applicable to all cultures, but rather that it was developed to fit 

the Anglo-Saxon culture. 

7.2.2 The Affinity to Money 

In the incentive system literature (see section 3 Theoretical Framework), monetary rewards are 

heavily emphasized as the most effective incentive to motivate employee effort. Hutson 

(2001), for example, argues that monetary rewards are what most employees yearn for 

when it is time to receive rewards. And a study by Lucy, Kochanski, and Sorensen (2006) 

shows that 50 percent of  the American employees would switch jobs for a slight salary in-

crease. However, the incentive system literature, advocating monetary rewards as the ulti-

mate incentive for increased employee effort, is based on Anglo-Saxon ideas. And the An-



IMPACT OF CULTURE ON INCENTIVE SYSTEM 

78 

glo-Saxon ideas about motivation and incentives are not necessarily congruent with Euro-

pean or East Asian ideas about motivation and incentives.  

The results from the fourth hypothesis (see section 6.2.2.4 Hypothesis 4) indicate that 

whether or not employees are rewarded with monetary or non-monetary rewards has no 

significant effect on incentive system effectiveness in Swedish organizations. The answers 

from the respondents in the quantitative survey further reinforce that there is no predomi-

nant use of  monetary rewards in Swedish organizations. Many respondents explained that 

to achieve incentive system effectiveness, a combination of  both monetary and non-

monetary rewards is preferable.  

An explanation to why monetary rewards are not as extensively used in Swedish organiza-

tions compared to organizations in Anglo-Saxon countries can be the Swedish egalitarian-

ism. The Compensation and Benefits Manager of  JA1 argued that Sweden probably is the 

most disinclined country towards using money as an incentive. She further argued that 

Swedes’ disinclination towards using money as an incentive has to do with the Swedish 

economical and political history which is characterized by socialist values of  solidarity and 

equality and the notion that ‘no person should have more than another person’.  

In Japan and Korea, the use of  money to motivate employees is more accepted than in 

Sweden. However, even though Japanese and Koreans use money to motivate employees 

more extensively than Swedes do, there are differences between Japanese and Korean re-

ward systems. The HRM manager of  JA1 said that in Japan, organizations reward em-

ployees with money but also that in Japan, employees are shown appreciation through of-

fering career advancement possibilities within the organizations. That a Japanese organiza-

tion offers its employees career advancement possibilities within the same organization 

comports with the description by Keeley (2001) of  Japanese organizations being paternalis-

tic and promoting mutual loyalty between organizations and employees (see section 2.1.2.3 

Harmony, Face, and Benevolence and section 2.1.2.4 Hierarchy, Loyalty, and Seniority). Considering 

the mutual loyalty between employees and organizations in Japan, it can be questioned 

whether or not an incentive system is as necessary in Japan as in other countries. According 

to Peltokorpi (2006), Japanese people derive a feeling of  pride and communion when be-

longing to an organization. Because Japanese employees feel a strong loyalty to their organ-

izations it can be argued that monetary rewards are not as necessary in Japan as in other 

countries because the intrinsic value of  belonging to an organization is incentive enough. 
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Employees in Korea are loyal to persons rather than organizations (Jungsook and Szerlip, 

2008), which makes them different from Japanese employees. The CEO of  KO2 agreed 

that Korean employees are loyal to persons rather than organizations but also said that Ko-

reans, regardless of  age, have a tendency to switch jobs as frequent as every third to fourth 

year. This tendency to switch jobs every third to fourth year indicates that Koreans are not 

as inherently loyal to their organizations as the Japanese are, and that extrinsic rewards 

therefore are more necessary in Korean organizations. That extrinsic rewards are necessary 

in Korean organizations was reinforced by the interviewees from the Swedish subsidiaries 

in Korea who all argued that money is the most appreciated reward among Korean em-

ployees. As opposed to Swedes, Koreans receive and give money for motivational purposes 

without having moral quandaries. The CEO of  KO2 argued that Koreans’ quandary-free 

attitude towards money can be explained by the fact that many of  today’s employees have 

experienced Korea’s past history of  poverty and therefore appreciates the impact capitalism 

have had on the modern Korean society (see section 6.3.3.3 The Rewards). 

The Anglo-Saxon literature argues that monetary rewards are the most effective incentives 

to increase employee motivation. But the different degrees of  affinity to money that 

Swedes, Japanese, and Koreans have further indicates that the Anglo-Saxon literature on 

incentive systems is not universally applicable. 

7.2.3 Group Incentives 

The results from the third hypothesis shows that the argument by McClurg (2001) that us-

ing group incentives require the participation of  employees, does not hold true in a Swe-

dish context.  

As have been argued by DeWitt (2006), Swedish organizations foster team work and collec-

tivism. And because team work is encouraged and already widespread within Sweden, or-

ganizations do not need to include employees in the development of  group incentives nor 

convince the employees of  the advantages of  group incentives. In contrast, individualism 

does not come as naturally and therefore employees need to be convinced of  its advantag-

es. McClurg’s (2001) argument that employee participation is required for group incentives 

to function effectively does not hold true in Sweden, however it might hold true in Anglo-

Saxon countries. Anglo-Saxon countries are generally recognized as being individualistic in 

nature and therefore team work and using group incentives might not come naturally to 

Anglo-Saxon people and thus requires the employees’ participation in making it work. 
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Japan and Korea are also characterized by collectivism (see section 2.1.2.2 Collectivism) 

which makes them similar to Sweden in that employees do not have to participate in the 

development of  group incentives. Because working in groups comes naturally for Japanese 

and Koreans, participation is not needed to make the group incentives effective. Even 

though Sweden, Japan, and Korea all are historically characterized by collectivism and use 

group incentives extensively, Swedish organizations seem to be more accepting of  individ-

ual incentives. This is evident by looking at KO2’s incentive system where individual incen-

tives are becoming increasingly prevalent. Another explanation to the increased use of  in-

dividual incentives in KO2 can be that Korea is entering a new era in which individualism 

needs to be encouraged. Choi (2010) argues that corporate executives have agreed that Ko-

rea needs to adopt a more individualistic approach to business. And the CEO of  KO2 ar-

gues that because Korea is no longer a developing country, individualistic behavior is re-

quired for the Korean economy to develop further. 

Collectivism and group work has characterized Sweden, Japan, and Korea historically, and 

therefore employee participation is not required in order to make group incentives work. 

This further reinforces that the Anglo-Saxon incentive system literature is not universally 

applicable. 

7.2.4 Fixed versus Variable Pay 

In the theoretical framework, variable pay is argued to have a strong motivational effect on 

employees (see section 3.1.2 Fixed versus Variable Pay). For example, Dohmen and Falk 

(2006) argue that variable pay leads to a significantly higher reported employee effort than 

fixed pay does. However, the study by Dohmen and Falk (2006) was done in Germany, and 

the fourth hypothesis (see section 6.2.2.4 Hypothesis 4) indicates that there is no firm evi-

dence that variable pay leads to greater incentive system effectiveness in Swedish organiza-

tions. Just as between Japan and Korea, Sweden and Germany are often presumed to have 

very similar cultures because of  geographical proximity and language similarities. However, 

even though countries share cultural similarities, the fact that ‘Hypothesis 4’ show a differ-

ent result compared to the study done by Dohmen and Falk (2006) indicates how sensitive 

incentive systems are to culture. 

Although Hypothesis 4 indicates that variable pay does not necessarily lead to high incen-

tive system effectiveness in Swedish organizations, variable pay has become increasingly 

common in KO2. According to the HR manager of  KO2, historically, Korean organiza-
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tions use high portions of  fixed pay because Korean employees feel more comfortable hav-

ing a fixed, guaranteed pay rather than a variable pay which is contingent on their perfor-

mances. But the HR manager of  KO2 also said that it is becoming more common that Ko-

rean organizations use variable pay. The same line of  argumentation that was used to ex-

plain why individualistic incentives are becoming increasingly common in Korea can also 

be applied to explain why variable pay is used more frequently in Korean organizations. 

The Korean economy is entering a new era and need to adopt a more individualistic mind-

set. With variable pay employees need to rely more on their own performances (Stiglitz, 

1975). And therefore variable pay fits in well with Korea's need of  a more individualistic 

mindset. 

Even though variable pay is not an anomaly in the Swedish and East Asian societies of  to-

day, the use of  variable pay does not have the significant effect on employee motivation 

that is often emphasized in the incentive system literature. Sweden, Japan, and Korea are 

intrinsically collectivistic, and therefore the impact of  variable pay is not as powerful as in 

more individualistic cultures. 

7.2.5 Performance Evaluation 

The results from the quantitative survey (see section 6.1 Results from the Quantitative Survey) 

show a slight predominance of  objective performance evaluation measures. And the an-

swers from the respondents indicate that even those organization that use a lot of  subjec-

tivity in their performance evaluations aim to be more objective. Also, from the qualitative 

interviews it is evident that objective performance evaluation measures are preferred over 

subjective performance evaluation measures. For example, the Swedish headquarter for JA1 

has developed a list of  performance measures that subsidiaries can choose from. The rea-

son why Swedish organizations aim to be as objective as possible in evaluating perfor-

mances can be explained by Swedes being pragmatic and orderly. DeWitt (2006) argues that 

Swedes reliance on order and structure creates a sense of  security. And Daun (1989) argues 

that Swedes are very pragmatic and feel uneasy dealing with anything that lies beyond rea-

son and rationality (cited in Holmberg and Åkerblom, 2007). Objective measures are clear 

and based on quantifiable data, and should therefore, logically, be more appealing to the 

pragmatic Swede than subjective measures which are more diffuse and based on personal 

assessments. 
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In the case of  employee performance evaluation, the Anglo-Saxon literature advocates 

both objective and subjective performance evaluation measures, arguing that that it de-

pends on whether or not performances are easily identifiable and quantifiable. However, a 

Swede’s inclination for order and pragmatism might also be of  importance when deciding 

what performance evaluation method to use. Even though identifiability and quantifiability 

are important factors of  performance evaluation, what the Anglo-Saxon literature fails to 

recognize is the impact of  culture on what performance evaluation method to choose.  

7.2.6 Summary 

The analysis of  the applicability of  the Anglo-Saxon incentive system literature shows that 

some of  the concepts are applicable to a non-Anglo-Saxon context and some concepts are 

not. Bilateral development of  incentive systems works well in egalitarian Sweden but is 

probably unsuitable in hierarchical societies such as the Japanese and Korean. Monetary 

rewards are not as influential in collectivist Sweden as in capitalist Korea. Team work 

comes naturally in intrinsically collectivistic cultures like Sweden, Japan, and Korea and 

therefore employee participation is not required to make group incentives work. Variable 

pay does not necessarily lead to higher employee motivation in Sweden while in Korea vari-

able pay is congruent with its need to adopt a more individualistic behavior to develop fur-

ther as an economy. Cultural characteristics such as pragmatism and orderliness can also 

impact the choice between objective and subjective performance evaluation methods. 
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8 Conclusion 

This study uses a sequential exploratory mixed method to explore culture's impact on in-

centive systems and to analyze the applicability of  Anglo-Saxon incentive system literature 

to non-Anglo-Saxon cultures. The empirical findings were obtained by administering a 

quantitative survey to Swedish organizations with operations in Japan and Korea, and by 

conducting qualitative interviews with representatives from Japanese and Korean subsidiar-

ies.  

Sweden, Japan, and Korea represents a relatively large portion of  the global business activi-

ty. With Sweden, Japan, and Korea having extensive multinational operations and being at-

tractive locations for foreign investments, they are good representatives of  global business 

at large. Because of  the different cultural characteristics between Sweden and East Asia it is 

possible to distinguish national culture’s influence on incentive system effectiveness. This 

study is the first of  its kind and therefore addresses culture’s impact on incentive systems 

on an exploratory level. The following are the answers to the research questions posed in 

the introduction of  the thesis: 

RQ1: Should culture be considered an important determinant of  incentive system 

effectiveness? 

Culture must be considered an important determinant of  incentive system effectiveness. 

The empirical findings support the notion that multinational organizations have to consider 

local cultural norms and values when developing an incentive system on a foreign market. 

By not recognizing the influence of  culture on incentive system, organizations risk diluting 

the effectiveness of  incentives. Transferring a well-functioning incentive system from a 

domestic market to a foreign subsidiary without considering the local culture is unwise be-

cause what motivate employees in one culture may be demotivating in another culture.  

Further, the analysis establishes that organizations’ general attitudes towards cultural adap-

tation of  business practices, and the extent to which organizations use global and standar-

dized incentive systems, are factors that influence the level of  cultural adaptation of  an in-

centive system. 
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RQ2: Is the Anglo-Saxon incentive system literature applicable to non-Anglo-Saxon 

cultures? 

The Anglo-Saxon incentive system literature should not be applied to non-Anglo-Saxon 

cultures because it is too insular and does not recognize culture’s impact on incentive sys-

tem effectiveness. The analysis shows that the Anglo-Saxon notions about incentive sys-

tems and employee motivation are mostly inapplicable to the Swedish, Japanese, and Ko-

rean cultures. And when the Anglo-Saxon incentive system literature is applicable it is due 

to coincidences rather than careful consideration of  cultural characteristics outside the 

borders of  the Anglo-Saxon countries. Therefore, when developing an incentive system, 

organizations must keep in mind that the majority of  incentive system literature does not 

recognize the impact of  culture. 

8.1 Limitations 

This is the first study that explores how culture impacts incentive systems. Because of  the 

exploratory nature of  the study the focus is on covering a wide range aspects rather than 

in-depth knowledge. And by having a wide field of  vision some minor but important as-

pects may have been overlooked. The primary limitation of  this study is the small sample 

size which limits the possibilities to make analytical inferences. 

8.2 Contribution 

This study is a culturally nuanced addition to the already existing incentive system literature. 

It serves as a reminder for all organizations operating on foreign markets that the current 

incentive system literature cannot be effectively applied without considering the cultural 

impact. It encourages organizations to question the global validity of  incentive system lite-

rature. 

8.3 Future Research 

Due to this study being the first of  its kind, the area for future research is wide open. This 

thesis studies culture’s impact on incentive system effectiveness on an exploratory level and 

future studies can go into more depth or extend or change the research parameters. Also, 

future studies can continue researching what factors determine how well adapted an incen-

tive system is to local culture. 
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The analysis of  the applicability of  the Anglo-Saxon incentive system literature is also the 

first of  its kind and a future study can either use other countries for comparison to corro-

borate or refute this study’s findings or test the applicability of  other literature within man-

agement control. Finally, future literature on incentive systems should, preferably, include a 

cultural element to describe incentive system effectiveness. 
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Appendix 1: Survey Questionnaire (In Swedish) 
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Appendix 2: Survey Questionnaire (In English) 
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Appendix 3: Psychic Distance Data 
 

 


