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Abstract

The goal of our paper is to analyze the differeniceserms of effort sensitivity to monetary
incentive schemes between nonprofit and for-prediaried workersNonprofit organizations being
more likely to be devoted to social missions, nofipworkers would be more pro-socially motivated
in their job that their for-profit counterparts. @refore, monetary incentives like performance pay
would be less effective in inducing effort in thenprofit sector as nonprofit workers are ready to
donate labour to their employers. Using workeratest sensitivity of effort to current and hypotbati
use of monetary incentives, we find a significartigher sensitivity of effort in the for-profit seec
using linear and ordered probit estimation. To aotdor the voluntary selection in sector, we apply
an instrumental variable estimation technique dredfindings confirm the existence of a positive
correlation between unobserved variables explairsagtor choice and the unobserved variables
determining the sensitivity of effort to actual bypothetical monetary incentives. Finally, using
another econometric methodology based on the itleaitted variable bias, we are able to conclude
that the relative ineffectiveness of monetary itiss in the nonprofit sector is more likely to dhee
to the intrinsic motivation of nonprofit workersatth to any other workers’ personality trait like

pessimism or optimism that could differ betweentthe sectors.
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1. Introduction

In the traditional economics paradigm, individudility is alleged to decrease with the extent of
effort at work and therefore effort may be obtainBdm workers by means of monetary
compensation. However, the growing influence ofcpsjogical theories of individual motivation has
engendered a new realm of theoretical and empiras®darch in which the motivators of employees
are far more diverse and complex than the simpl@etaoy component. Among these, intrinsic
satisfaction derived from working in particular ggpof firms and jobs or more specifically from
carrying out some specific tasks would be one pfaweource of employees’ motivation.

According to EISBROD (1988), the origin of nonprofit organizations dantraced in the need for
complementing the supply of collective goods anglises by the state. Choosing to work voluntarily
in these organizations, customarily devoted tgptioeluction of general interest services in sedtkes
education, health and care, would reveal wiratN€0IS and MLASSOPOULOS(2008) names pro-social
motivation at work. This is a type of intrinsic rattion, that is a motivation that does not depend
extrinsic rewards but on the participation to arivéty valuable per se. Therefore, nonprofit
organizations being more likely to be devoted toiomissions, nonprofit workers would be more
intrinsically motivated in their job that their f@rofit counterparts.

Differences in the extent of pro-social preferenaesworkers would be likely to influence both the
nature and the design of the incentive schemesllysigvoted to the management of employees’
effort. Indeed, when employees already experiemgielbvels of utility from the intrinsic contentac
goals of their jobs, their employer may expectlitam the required level of work effort while fuaky
their motivation through job design and/or usingHpowered monetary incentives. The goal of our
paper is to empirically investigate the degree fédotiveness of monetary incentive schemes when
workers are likely to experience pro-social moimatfrom their employment relationship. More
precisely, we will analyze the differences betwrenprofit and for-profit salaried workers in terofs
effort sensitivity to monetary incentive schemehisTstudy belongs to a growing field of research
concerning the differences in work motivation in-fmofit and nonprofit sectors.

Under this assumption, at least two predictionstmmmade about the human resources strategies
of nonprofit firms and the behaviour of their emydes. First, labour donation theory postulates that
the production of social benefits will act as a aesvfor pro-socially motivated employees who would

therefore be ready to accept lower wages and/offén higher effort at work (RestoN 1989¥. For

2 A large body of conflicting evidence has been itet@ in various countries about the extent of tregev
differentials between nonprofit and for-profit smst (see BRHM and BORKOsSKI, 2003 for a summary of
empirical findings). However, to our knowledge,edir comparison of effort levels in the two sectioas been
specifically studied in two papers onlyREGG et al.(2008) present evidence of higher level mfampensated
overtime hours in the British nonprofit and pubdiectors while BNFRANCHI and NARCY (2010b) show that



this reason, high-powered monetary incentives desigo improve employees’ performance would be
less necessary in the nonprofit sector. The thieatehodel proposed byESLEY and GIATAK (2005)
demonstrates that for the same contractual levesenisitivity of performance pay to observed
performance, workers with higher pro-social moimat will supply higher effort. Then, as
performance pay is costly for the employer, he dérease its amount at the optimum.

Second, intrinsic and extrinsic motivators are metessarily perfect substitutes to each other. As
pro-social motivation is largely built on self-deténation of employees, psychological theory has pu
forward that it is likely to be crowded out by thee of extrinsic incentives like performance pay or
close monitoring (Bcl and RrAN, 1985). Therefore, we should empirically obseivat thonprofit
employees’ effort is less likely to be sensitivatie use of performance based incentives.

The database used in this paper enabled us totigtesthis prediction directly. The empirical
analysis is based on a survey designed in the ERWSJEuropean project to investigate the link
between work patterns and job satisfaction. Thias#d is well suited for the purposes of our radear
as it contains stated behaviour reported by the&keverabout the link between incentive schemes and
effort. First, respondents are asked to report diserete scale the sensitivity of their actuabeffo
the use of monetary incentive schemes. Second,&alseyreport what the sensitivity of their effort
would be if supplementary monetary incentive schemss implemented by their employers.
Consequently, we are able to compare the relafifeeteveness of real and hypothetical monetary
incentive schemes according to the nature of thel@yer.

The paper is organized as follows. A discussiotheftheoretical and empirical rationale for
the relative effectiveness of monetary incentivéiesces in for-profit and nonprofit sectors is
presented in section 2. Section 3 is devoted tal#seription of the dataset while section 4 present
our detailed econometric strategy. Finally, secBoreports our empirical results using OLS, ordered
probit and instrumental variable estimators of difference of employee’s sensitivity to incentives
between nonprofit and for-profit sectors. Sectiomigcusses the reliability of these results while

section 7 concludes.

2. Monetary incentives systems and work motivation

The standard economist’ view of the management ofkwnotivation has been traditionally
founded on the assumption that employees weretagitito offer a high level of effort. Thereforejst
necessary for managers to design incentive scharean the level of effort is not verifiable. The
techniques that firms may use to manage effort tdsvahe desired level fall into two broad

categories: monitoring (of the chosen rhythm of kyaf the task realization, of working times and

French nonprofit workers not only accept lower wagjean for-profit workers but are also significgniibss
absent at work.



absenteeism) and monetary incentives, mainly basedbjective performance at the individual or
collective level or subjective evaluation of emmeis merit.

These incentives mechanisms lie systematically lements extrinsic to the job. However,
psychological studies have consistently demonstiratee power of intrinsic motivators in the
realization of working tasks @1 and RrAN, 1985). Hence, a new realm of economic studies has
questioned how the presence of intrinsic motivatimay be a substitute to extrinsic motivators or if
these two sources of workers’ involvement are cdibfga The goal of this section is to review the
theoretical rationale of the relative effectivene$amonetary incentives in nonprofit and for-profit

organizations and to present the related empieigialence.

2.1. Theoretical rationale for monetary incentivesionprofit organizations.

In the case of a hard but non observable work &ffloe resulting incentive problem can be solved
by making the employee’s compensation dependeatsignal of his performance correlated with the
realized effort. Principal-agent literature haseesively studied, both theoretically and empirigall
the work situations where the various monetaryntige schemes (piece rate, individual or collective
bonus, profit sharing and stock option) are likelybe efficient. RENDERGAST (1999) reviewed at
length this literature; he concludes in favour lo¢ tefficiency of incentive schemes but also raises
some of the risks associated with these.

Here, we emphasize two sorts of risks associatddavcareless use of incentive systems. The first
would be to neglect the nature of the mission ef &mployer and to import naively performance
bonuses proved to be efficient in a for-profit @xtt Public and private nonprofit organizations
producing collective goods with social benefits Bikely to attract workers intrinsically motivated
undertake a pro-social behavioure®BEY and GIATAK (2005) show that such form of motivation
may act as a full substitute for the use of monetacentives or at least reduce their importance in
total compensation. Therefore, the effort chosethbyworker driven by pro-social motivation will be
higher than the one chosen by the worker driverpéguniary motivation while the performance
bonus in his total compensation is lower. In thisdel, the reduced use of monetary incentives only
relies in the idea that in order to achieve annogtilevel of effort, the need of the extrinsic mtamg
incentives is reduced by the presence of intrinsitives of performance

A second risk would be to crowd out the existing foagile intrinsic motivation of the employees

while introducing extrinsic motivatorsREY (1997) proposed a modelled architecture to evaliate

% Auriol and Brilon (2009) extends the model of Bgshnd Ghatak incorporating a third category ofésjethe
individuals who “derive pleasure from some forndestructive or anti-social behavior”. In the presenf such
potential incumbents in the nonprofit sector, nofipemployers will still benefit from superior meation of
pro-social workers and have lower recourse to nageincentives. However, they will also need torgase
their degree of monitoring of effort and/or thegipéicant screening investment.



consequences on the employee’s productive behawfdbe use of extrinsic and intrinsic motivators.
Basically, employees chose their investment inreifomparing its relative benefits and costs. The
implementation of any extrinsic motivator drivesotwffects: a disciplining effect decreasing the
marginal cost of effort or increasing its margibehefit and a crowding-out (resp. crowding-in) efffe
on intrinsic motivation increasing (resp. decregkithe marginal cost of effort or decreasing (resp.
increasing) its marginal benefit. Therefore, acowydo the form of the extrinsic motivator and the
sources of the intrinsic motivation, the total etfen effort of the use of extrinsic motivator wikry.

It is therefore necessary to expand the basic gstsmms about behavioural reactions of employees to
various incentive systems to fully understand wtiezir efficiency is at its maximum. According to
the theory of cognitive evaluation €DI and R'AN, 1985), the feeling of self-determination is cahtr
to maintain the intrinsic motivation of individuakehile external intervention seeking to controlithe
behaviour would finally decrease it. Frey therefooacludes that the more the compensation is based
on performance, the more the effort at work is emed as controlled resulting in a reduction in
intrinsic motivation.

The crowding-out effect can also be rationalizedhi@ context of imperfect information. First, if
worker and employer have unequal information, thplémentation of monetary incentives may lead
the former to reassess his beliefs about his gualitabout the nature of his job EBABouU and
TIROLE, 2003). Interpreting the use of monetary rewasla aignal that the task is more difficult or
that his expected productivity is lower, then histivation will be weakened and so his effort. Seton
true information is not necessary to trigger a elase of the agent’s intrinsic motivation as a digha
distrust may also imply the same consequence. ¥amgle, if the salaried worker of the nonprofit
sector hypothesizes that his employer shares tne salues, ideology or goals to serve the society,
then the use of incentives can be perceived agnalsof distrust from the employerERoOLD (2010)
shows that when trust is an important dimensiothefemployment contract, it may be optimal for the
principal to leave the contract incomplete and d@¢ mse any incentives based on performance.
Finally, if nonprofit worker obtains good reputatidrom participating to activities creating social
benefits, this reputation may be spoiled by thegiged change in the value of his investment caused
by the pecuniary award @BiABou and TROLE, 2006). Consequently, using performance payments
should be less effective at inducing work effortnionprofit organizations if workers’ motivation to
contribute is partly based on self-image concerns.

Furthermore, the promise to receive a wage sup&idhe one earned by fellow workers could
affect effort in a different way in nonprofit andrfprofit sectors. EHR and £HMIDT (1999) propose a
theoretical model where individuals show aversiorwage inequity, negative as positive. Negative
inequity aversion refers to a situation where imdirals dislike to being in a worse situation thiaeitt
peers. Positive inequity aversion is the dislikdéing better off than their peers. This aversiests

on a sort of guilt feeling if the worker feels hieffsas overpaid. If participation to the nonpraiéctor



is a signal of altruistic motives, benefiting fraanhigher compensation than similar workers could

induce a lower effort donation from nonprofit workéhan from for-profit workers.

2.2. Empirical evidence

There is a relatively small body of empirical lature on the effect of monetary incentives on pro-
social motivation in the labour market. The firet ef evidence deals with the limited use of moneta
incentives in nonprofit organizations. Botho®vKIN and WEISBROD (1999) and BLLOU and
WEISBROD (2003)confirm that for-profit hospitals are more likely implement performance pay for
their managers and CEOs than nonprofit ones. AR®EVARO and BROOKSHIRE (2007) found
significant evidence that promotions based on prtidel performance are less likely in nonprofit than
in for-profit firms.

There is also some empirical evidence in supporthefidea that workers engaged in pro-social
activity cut in their effort when monetary incergssare implementedREY and G®TTE (1999) show
evidence of such crowding effect for volunteers wdtwmse to cut in their working hours when
rewarded. @GRPENTER and KNOWLES MYERS (2010) find that volunteer firefighters are drivby
altruistic and social reputation concerns but that effect of small monetary incentives lessen with
such image motivation. Public service motivatioramother form of pro-social motivation for public
sector workers. In a detailed study of the motiksatd work in the British public sector,EBRGELLIS
et al. (2010) have found that public sector worlgmié select themselves on the basis of the atiract
of intrinsic motivators. Furthermore, but only ihet higher education sector and National Health
Service, implementation of extrinsic monetary redgadeters the applicants to accept public sector
employment. Finally, Bckop and GRKA (2000) provide a direct test of the crowding otitpoo-
social motivation in the nonprofit sector. Theydimevidence that the introduction of a merit pay
system in a private nonprofit college lead to anidigant decrease in intrinsic motivation for
employees initially highly intrinsically motivated.

Some supplementary evidence can also be obtaied éxperimental studies. Using the stated
preferences of nonprofit and for-profit workers tods attributes of hypothetical job offers in the
context of a discrete choice experimengNERANCHI and N\RCY (2010a) find evidence that,
contrarily to for-profit workers, non-profit workerdo not value explicit contractual arrangements
where high effort is exchanged against job secufitey conjecture that the likely convergence of
interests between intrinsically motivated workensl aheir employer implies that the former do not
experience supplementary utility from an explicgmbnstration of loyalty from the latter. On the
contrary, the explicit loyalty offer crowds out th#rinsic motivation of nonprofit workers because
acts as an extrinsic control that changes the pgoceof the contract. In the lab, a recent expentn

by FEHRLER and KLOSFELD (2010) display evidence that the results of Bealay Ghatak summarized



above are not confirmed. In a first step, the subjevere supposed to pick up from a list of 11 non
governmental organizations (NGO) for which they agmnerate a donation proportional to their
chosen effort. These subjects were employed otvdkes of a piece rate contract. In a control group,
subjects generated a donation to a randomly chémaeth unknown) student of the University of
Zurich. The results of the experiment show thatghe no supplementary donated effort in the group
of the subjects matched with a non governmentahrorgtion. It is however worth to note that the
subjects were not able to adopt a perfectly selfishaviour and refuse to be paired with a NGO.
Therefore, it is possible that these results ase dtiven by a large proportion of subjects witlow
pro-social motivation.

Finally, the influence of wage equity on sustainiregnprofit workers’ effort has been supported by
two studies. First, EETE (2000) suggests that status and wage differemidtiat enhance extrinsic
motivation may well be incompatible with maintaigiimtrinsic motivation. Empirically, she found
significant evidence that within occupation wagepeision is significantly lower in the nonprofit
sector. Also, ENNERSTORFERand £HNEIDER (2010)find that nonprofit organizations exhibit smaller

internal wage dispersion particularly when they k@ significant share of volunteers.

3. Data and descriptive evidence

The statistical source is a broad survey desigmedhé context of the European project
EPICURUS to investigate the relationships betweerkwatterns and well-being. The questionnaire
has been carried online in six countries, namelyrark, Finland, France, the Netherlands, Spain,
and United Kingdom, and by direct interviews in &re in August and September 2004. Restrictions
both in terms of costs and time of realization lué survey limited the size of the sample in each
country’. Given that the number of observations had tarhi¢dd, it was also important to agree on a
homogenous group of individuals. Our survey samipidudes 5 463 salaried workers whose
employment is the main activity (excluding studgnenployed in all industries except agriculture
and fishery, between age of 18 to 65, with a maxmeducational level of 4 in the ISCED
International Classification of 1997.

In order to perform a strict comparison betweenpmnofit and for-profit firms within the private
sect, we have chosen to exclude all civil servantsemployees of public owned firms to perform or.
Second, we have constrained our analysis to sergieetor as nonprofit organizations only move in

this part of the economy. Considering sensitivityvork effort in similar industries circumvents the

* The number of respondents in each country waseotisply 1,011 in Denmark, 331 in Finland, 1,008 in
France, 800 in Greece, 1,007 in the Netherland$jr8&pain and 1,002 in the United Kingdom.



risk of comparisons between different types of jabd work organization in firmsn fine, our sample
of study contains 2 904 employees, 335 in the rafri@ector and 2 569 in the for-profit one.

This data base contains both objective informatibout the individual respondent, his household
and his past and current work situation and sulbgatformation like opinions about various domains
on both job and life. Among the latter, two parkeely original questions are interesting to asshes
motivational roots of nonprofit and for-profit enogkes. First, individual respondent is asked to
assess how his effort is sensitive to the actualafisnonetary incentives. Second, he is then asked
assess how he would react in terms of work effonis employer was using hypothetical monetary
incentives. The sensitivity of employees’ effort dorrent and hypothetical monetary incentives is
evaluated on an ordinal scale from 1 (very uningujtto 5 (very important).

The stated impact of the current monetary incentore employees’ effort is higher for the for-profit
employees than for the nonprofit ones with an ayerating of 3.8 compared to 3.3. This impact is
also higher when we consider the impact of hypatheimonetary incentives — 3.9 for for-profit
employees versus 3.2 for nonprofit ones. Thesdlifferences significant at 1% level seem consistent
with the view that nonprofit employees are drivgnabsuperior pro-social motivation than their for-
profit counterparts. However, this preliminary exide is limited. In fact, the observed differences
evaluations may be the result of significant degfezes between the nonprofit and for-profit jobsrélo
particularly, the possible differences in the caotrmcentives practices established by nonprofd an
for-profit employees may broadly explained the losensitivity of nonprofit workers effort to curiten
and hypothetical monetary incentives. Fortunatedlye used dataset describes in detail the
characteristics of the job (working conditions, Wwarganization, work intensity...) but also actual
incentive systems like the degree of latitude amtdraomy, the extent of monitoring of the workforce,
chances of promotion, merit pay, use of monetanuboTo our knowledge, such detail information in
dataset is quite rare. Hence, these extended tomnaoables authorize a comparison between the
nonprofit and for-profit sectors as close as pdasib the ceteris paribus assumption. Indeed, the
differences of evaluation of the efficiency of intiee schemes may be due to the variety of the
recourse of various compensation policy and/or vasganization.

The Table 1 below displays significant evidencet tioa-profit and nonprofit workers are not
usually subject to the same type of incentives tfpeg. This table reports descriptive statistics by
sector of various job characteristics, likely tdeaf the level of effort of employees and, therefor
their evaluation of the efficiency of monetary intiees. For-profit workers are significantly more
likely to experience the use of performance payhay are 23.3% declaring that they could receive
extra payments like bonus or stock options and ##86they receive merit pay against respectively
5.3% and 3.3% of the employees in the nonprofitasedNevertheless, nonprofit workers are more
likely to perceive an end-of-year bonus. The wakezvaluation of their probability of being

promoted is significantly higher among for-profibekers than among nonprofit ones. Autonomy is



higher for the nonprofit workers because they awerg more latitude to put their own ideas into

practice at work.

Table 1: Current incentive methodsin the nonprofit and for -pr ofit sectors Variables

Variables Nonpr ofit For-profit

sector sector

Supplementary Monetary Premia:

End-of-year bonus *** 36.72 19.62

Extra payments such as bonuses or stock options *** 5.37 23.43
Merit pay*** 3.28 7.86
Probability of being promoted

Very probable * 4.19 6;70

Probable *** 14.67 24.23

Improbable *** 48.20 35.01

Very improbable 29.04 28.11

Doesn’'t know 4.19 5.96
Control and autonomy :

No one controls your work 8.06 7.47

Put your own ideas into practice at your wdnearly always 60.60 54.07

frequently)***

N 335 2569

Source:European Commission, Epicurus Survey 2004

Note Frequencies are significantly different in thetsectors at: *** 1%, ** 5%, * 10%.

4. Econometric strategy

4.1. Ordered probit model and COLS transformation

In order to estimate the evaluation by employeéthe efficiency of incentive schemes on work

effort, we can write the following model:

E =a'NP +83'X, +¢ @



where Ei* is a continuous latent variable measuring thecefb¢ actual and hypothetical incentive
schemes on levels of effort. However, the true eadli this variable is unobservable and we only
observe the evaluatiok, such thatE, = f(E'), reported on a discrete 1-5 scaNP measures if

the employee belongs to the nonprofit sector. TéwtorX includes a lot of observable workers and

job characteristicsg; is a normal random term supposed to be distribaged normal function with

null mean and varianceﬁi. The significance of estimated parameter reveals a difference of

evaluation of efficiency of a given incentive sclefmetween nonprofit and for-profit employees,
controlling for identical characteristies .

The explained variable is an ordered variable dmedampirical model (1) would therefore be
estimated using ordered probit model. However,asmation method used below is not consitent
with the use of ordered variables. Consequentlyhexse chosen to transform the discrete reported

evaluations of the efficiency of incentive scherarsvork effort E, into values denote@ measured

on the real axis. This transformation requires thattransformed values preserve the ranking of the
original evaluations.

For this purpose, we use the Cardinal Ordinary L 8gsares method (COLS) introduced by van
Praag and Ferrer-i-Carbonell (2004, Chapter 2).s@ning the discrete scale 1-5, we assume that

any discrete value taken by our observed varidflaepresents a transformation a’ originally
belonging to one of the intervals [1,1.5], ]1.5]2.5, ]14.5,5]. If the scale is then linearly transfeed
into the 0-1 scale, we can construct our new vtariE) for each one of the five possible values using

the following formula:

p(A,,) - 9() @
®(A)-®(4,,)

E=EE},<E<A)=

where theA [J{0, 0.125, 0.375, 0.625, 0.875, 1} agg.) and ®d(.) represent the normal density and
distribution functions respectively. The new depiarrtdvariableE| of our model is the conditional

mean ofEf. Our econometric model (1) is then rearrangesbmis:
E =a'NR+X +¢ 3)

and can be estimated using conventional linear adsthMoreover, Ferrer-i-Carbonel and Frijters
(2004) have shown that the estimated coefficiehtained with the COLS method are identical to the

coefficients obtained with ordered probit modeltom multiplying positive factor.

10



However, workers may self-select into the nonpreéttor according to the higher pro-social

motivation. Consequently, there is also a potebigd due to a selection on unobserved charadtsrist

and the variabld\NP in the equation (3) is presumably endogenous.dibess the issue of selection

bias, we consider instrumental variables approaatguhe COLS variables.

4.2. Instrumental variable estimation
To account for the selection on unobservables, vopgse to apply an instrumental variables
procedure described by ®LDRIDGE (2002). Initially, we estimate the choice of thenprofit sector

by regressindNP on the sets of included instrumeitsand excluded instrumeni using a probit

model:
P(NP=1X,2)=8,"'X+3,' Z+ 4 (10)
Then, we predict the probability to belong to tle@profit sector:

®, =P(5, X, +5,Z,) (11)

Finally, the outcomdE is estimated by Instrumental Variables using thedted probability as

the single excluded instrumerﬁJ() together with the set of included instrumenX§ J. It is important

to note thatﬁbi is not used as a direct regressor but that teediep of the IV procedure is the usual

linear projection of our endogenous regred¢Bionto all the exogenous variables:
NF)I = J/lébl +Y, X, +V, (12)

According to Wooldridge, this method is robustlie misspecification of the first-stage probit model

(10) and the IV estimator is efficientVfar(g,) = Var(g | X, 2).

5. Results

5.1. Ordered probit and COLS estimates

11



The first two columns of Table 2 report orderedbiraand COLS estimates of the effect of
working in the nonprofit sector on the sensitivay effort to current and hypothetical monetary
incentives. The control variables are presente@able Al of the appendix. They include workers
characteristics (age, gender, marital status, lefeducation, seniority, the fact that the emptoye
exert a supplementary job) and job characterigtieanthly wage, occupational indicators, number of
contractual weekly working hours, number of ovedihours, having a permanent contract, size of the
firm, a dummy measuring the access to trainingnduthe year, having a stressful job, having a
repetitive job, degree of work intensity, working the team, quality of relations with the boss and
with the colleagues). The variables presented atbtittom of Tables Al are the job characteristics
described into Table 1 and hypothesized to affexidvel of effort of employees. We can observe tha
ordered probit and COLS estimates give qualitagigahilar evidence.

The results highlight the significantly lower impaan effort of the current and hypothetical
monetary incentives for nonprofit employees. Spige by a more intrinsic motivation, they are less
sensible to the pecuniary rewards. Furthermore,rttieduction of monetary incentives would not
increase their effort as much as it would for fooffg employees. This finding can be seen as an

evidence of a sort of crowding out effect of thetrinsic motivation

Table 2: The effect of working in the nonprofit sector on the sensitivity of effort to current and
hypothetical monetary incentives

opr obit COLS v
Current monetary -0.185** -0.185** -0.138
incentives (0.082) (0.078) (0.199)
Hypothetical monetary -0.368*** -0.338*** -0.226
incentives (0.083) (0.072) (0.184)

Source European Commission, Epicurus Survey 2004.
Note The control variables are those presented in€TAlkl of the appendix. Standard errors are in phesig. Significant at

***10p, **5% and *10% levels.

5.2. Results from the |V estimation

Following the IV procedure proposed byOodi DRIDGE (2002), we first estimate the choice of
nonprofit sector in order to predict the probapitit belong to this sector. The probit estimatibthe
likelihood to work in the nonprofit sector is givém Table A2 from the appendix. The effect of
excluded variable Z is presented at the bottom afl§ A2. We propose one single instrumental

variable in Z. This instrument measures the woskegported level of housing satisfaction on a scale

12



from 0 to 10. In fact, the advantage of this variable comemftbe fact that it belongs to a domain of
life that is not directly related with the persoretperience of the individual at the workplace.
Therefore, we are more convinced that the repdeeel of dwelling satisfaction is unlikely to be
correlated directly with the sensitivity of effoid monetary incentives. This variable is found to
influence negatively and significantly the nonprsgctor choice.

The third column of Table 2 report the IV estimadéshe effect of working in the nonprofit sector
on the sensitivity of effort to current and hypdib& incentives schemes. Taking into account the
voluntary selection of the workers in the nonprafitctor does not contradict the message of our
original results. Using the probit fitted probatyilto belong to the nonprofit sector as an instmime
produces a smaller and especially nonsignificafgcefof belonging to the nonprofit sector on the
sensitivity of effort to monetary incentives, thising true for both current and hypothetical use of
these. Therefore, these findings seem to confirat there is a significant correlation between
unobservable determinants of sectoral choice andffoft response to extrinsic incentives. These
results remain in line with the hypothesis of poaial motivation of nonprofit workers.

Not surprisingly in the context of the Wooldridgeopedure, the chosen instrument kP - the
predicted probability of belonging to the non prakctor - passes the Lagrange Multiplier versibn o
the Anderson canonical correlation test and theg@faonald (1993) Wald test for under
identification. Identically, the F-test version tife Cragg-Donald Wald statistic confirms that this

predicted probability is not a weak instrunfent

6. Discussion of theresults

One question raised by the results presented ipréngous section is that nonprofit workers may
be different from for-profit workers in their setigity to the disciplinary effects of payment in¢mes
for another reason than pro-social motivation. Unohsa case, the estimated effect of working in the
nonprofit sector would not reveal a higher levelpod-social motivation but some other personality
differences between the two populations of work€&hgerefore, in this section we will try to address
this ambiguity using another estimation methodology

Our idea is to control for some unobservable ttikie, pessimism or optimism but distinct of pro-
social motivation, that would affect the subjectaxaluation of economic situations by the two gsoup

of workers. If the inclusion of such a psychologicharacteristic explains the difference betweean th

® This discrete variable has been transformed ubi@@OLS transformation method described above.

® Note that, however, it does not exist proper tesevaluate the validity of the excluded variabieZ in the
first step. In order to assess if the introductidrthis variable improves the quality of the mo#éta nonprofit
sector choice, we did estimate an IV model withZhariable as the proper instrument of the participeto the
nonprofit sectoNP. In this case, the underidentification tests doregect the hypothesis that the instrument is
correlated with the endogenous repredser
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sensitivity of effort to payment incentives betweawmprofit and for-profit workers, this would raise
doubts on our interpretation of previous resultserms of pro-social motivation. Furthermore, if we
can control for another indicator that could captior both this psychological trait and the unotedr
intrinsic motivation at work, we will be able tosass if the latter is the main determinant of tveelr
sensitivity of effort to payment incentives in thenprofit sector.

To find such indicators, we follow a method oridipgroposed by van ®rAG et al. (2003) in a
different context. The procedure goes as followsstFwe will take advantage of the evaluations by
the respondents of their satisfaction with certpects of their life, known in the literature #s |
domain satisfactions (LDS). In the EPICURUS data, ske following domains of life are
distinguished: job, household income, house, hgtiithamount of leisure time, the way in which you
spend your leisure time, social life, environmemtd family life. These life domain satisfactiong ar
estimated using the COLS technique and from theggessions the error terms measuring the
unexplained part of the satisfactions are evaldafBagen an error covariance matrix is created and
using the first principal component of the errovaance matrix, we generate a new varidble
which capture the unobserved part that is commadl the error terms. This variable is thus capitgri
the unobserved individual characteristics thatcammmon to all partial life domain satisfactionsglsu

as optimism and intelligence for example, but natmnsic motivation at work.

Second, we repeat the same procedure with the wverlevaluations of 14 job domains
satisfactions (promotion prospects, total pay,ti@is with boss, security of your job, use of own
initiative, the work itself, total working hoursptrs when you work (e.g. shift work, night work),
employer’s behaviour, work load, work tension, leskjob stress, and physical risk). Therefore, we
generate another factor callgdvhich captures the unobserved part common tonglkplained part of
the job domain satisfactichsThis second variable will not only measure indial traits like
optimism that interferes with subjective evaluatibat also the intrinsic motivation at work. If
nonprofit workers derive specific utility from panipating to the production of goods and services
devoted to increase social benefits, they shoyidrténigher levels of job domains satisfactionsitha

their for-profit counterparts.

Using these two factors, we have successfully eséichtwo versions of our econometric model (3)
supplemented respectively with factdisandf,, therefore controlling for two distinct sources of

individual heterogeneity.

The results are reported in Table 3 below. The fow gives previous the COLS estimation of the

nonprofit dummy and serves as a benchmark. Thetmextows displays the estimated values of the

" The explanatory variables include individual cletesistics like marital status, age, gender, edondevels,
number of children under 16 years of age, houselmbdme, household ability to save money from ragul
income.

8 The determinants of job domains satisfactionsuiel the same set of explanatory variables as tiee on
presented in tables Al and A2.
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coefficients associated with the dummy nonprofdl aespectively factor, andf,. Finally, in the last
three rows, we report the results of the estimatiohen the nonprofit dummy is interacted with the

supplementary factor.

Table 3. Sensitivity of effort to actual and hypothetical payment incentives, controlling
for two distinct sour ces of unobserved worker heter ogeneity.

f, (i=1) f, (i=2)
Actual Hypothetical Actual Hypothetical
Nonprofit -0.185** -0.338*** -0.185** -0.338***
(0.078) (0.072) (0.078) (0.072)
Nonprofit -0.103 -0.247% -0.178** -0.331%
(0.085) (0.078) (0.078) (0.072)
f, -0.034* -0.005 -0.046** -0.013
(0.021) (0.019) (0.020) (0.019)
Nonprofit -0.097 -0.243*** -0.186** -0.336***
(0.085) (0.078) (0.078) (0.073)
f. -0.021 0.009 -0.037* -0.010
(0.022) (0.020) (0.021) (0.020)
nonprofitx f, -0.137** -0.140** -0.084 -0.038
(0.069) (0.064) (0.064) (0.062)
Effect of f, in -0.158** -0.131** -0.121** -0.048
nonprofit sector (0.066) (0.064) (0.061) (0.059)

Note Standard errors are in parentheses. Signifidarit &%, **5% and *10% levels.

When factorf; is controlled for, the effect of the nonprofit dony on the sensitivity of effort to
actual payment incentives disappears, showingthigatlifference between the two groups of workers
is totally explained by the supplementary facttigttis a combination of individual characteristic
common to all domain satisfactions, like pessimiamg of intrinsic motivation at work. We cannot
from this first set of results discriminate betwelbese two likely influences. However, when we look
at the results in column three, we notice thatitheduction of factorf, that does not include the
element of intrinsic motivation at work does natrehate the difference of effort sensitivity betwee
nonprofit and for-profit workers. Hence, this sugpkentary evidence seems to back up our previous
interpretation of the lower efficiency of incentiyyments in nonprofit sector due to pro-social
motivation. Also, as further evidence, it is intgrneg to note that the effect of factigris significantly
negative in this sector only.

When we examine the determinants of the sensitigityeffort to the hypothetical use of
supplementary incentive payments, the resultatgliite similar story. First, the introduction atfor
f; does not totally eliminate the effect of the nafpprdummy but significantly reduce its magnitude.

Yet again, the influence of; is only significant for the nonprofit workers cobarating our
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interpretation in terms of their superior intrinsiotivatior’. Once more, the inclusion of factbyr
which is not supposed to be correlated with theivabon at work, modifies only marginally the
extent of the difference of sensitivity of effoetiveen the two groups of workers.

This econometric procedure shows that the relatmedficiency of payment incentives in the
nonprofit sector is a robust phenomenon that carotexplained by non-work psychological

differences between nonprofit and for-profit worker

7. Conclusion

In this paper, we analyzed how effective monetargeintives are in nonprofit and for-profit
sectors. Evidence on this topic is hard to assembldata sources containing information about both
incentive schemes and the way employees of botrse@act to their implementation are rare. The
novelty of our approach lies in the use of statedatations of employees concerning the impact on

their effort of current and hypothetical monetargdntives.

The results reveal that according to their higher-gocial motivation the effort of nonprofit
workers is significantly less sensitive to currantl hypothetical monetary incentives than the dne o
their for-profit counterparts. To exhibit these ukes, our empirical strategy has been performed in
three steps.

First, neglecting the fact that workers may seléseinto the nonprofit sector according to the
higher pro-social motivation, we ran an OLS regmessThe OLS estimates highlight a significantly
lower impact on effort of current and hypotheticainetary incentives for nonprofit workers.

Second, to address the issue of selection biagowsidered the instrumental variables approach
described by WOLDRIDGE (2002). Taking account the selection on unobséegainakes the effect of
belonging to the nonprofit sector non significanttbe sensitivity of effort to current and hypotbat
monetary incentives. Consequently, there are sambserved variables influencing simultaneously
and in the same way the sector choice and thetsitysif effort. Among these unobserved variables,
there is the workers’ pro-social motivation. Theref this result remains in line with the hypotbeasi
higher pro-social motivation of nonprofit worketdowever, these unobserved variables may also

reflect some other personality differences betwesrprofit and for-profit workers.

In a third step, we tried to address this ambiguiing an estimation methodology based on the
idea of omitted variable bias and generating amcétdr which captures the intrinsic motivation at

work. The results reveal that the higher pro-sopiativation among nonprofit workers is a robust

° We also replicate the construction of this faeeecluding satisfaction with work load, work tensigob stress
and physical risk that may not be influenced byinsic motivation. This robustness check did nairge the
qualitative nature of the results displayed in €ablbove.
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explanation to the differences of the sensitivitytleir effort to current and hypothetical monetary

incentives.

In summary, the nonprofit employees are more rehicto react in a positive way to extrinsic
motivator like pecuniary incentives. We may intetpthese findings as an indirect evidence of their
higher intrinsic motivation coming from their inv@ment in the production of the nonprofit sector.
From that point of view, our study seems to confiprevious empirical analysis showing that
nonprofit firms are less likely to implement perf@nce premium, merit pay or promotion. Moreover,
our analysis shows that the eventuality of spegifio-social motivation should be taken into

consideration before exporting human resources geameant methods from one sector to another.
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APPENDI X

Table Al: COLS1V estimation of the sensitivity of effort to current and hypothetical monetary
incentives

Current monetary Hypothetical monetary
incentives incentives
Variables Coeff. Se Coeff. Se
Constant 0.326 0.361 0.208 0.335
nonprofit -0.138 0.199 -0.226 0.184
monthly wage (log) -0.010 0.043 -0.011 0.040
age -0.007*** 0.002 -0.008*** 0.002
weekly working hours (log) 0.092 0.076 0.139* 0.072
supplementary hours (log) 0.018 0.028 -0.013 0.026
female 0.115%** 0.042 0.046 0.039
married -0.060 0.048 -0.056 0.045
partner -0.102* 0.054 -0.032 0.050
permanent contract 0.123** 0.059 0.128** 0.054
Upper secondary education 0.040 0.047 -0.069 0.043
lower secondary education 0.085 0.073 0.034 0.068
manager 0.012 0.083 -0.089 0.077
intermediary -0.052 0.045 0.010 0.042
hired this year 0.066 0.070 -0.017 0.065
tenure less than 4 years 0.087* 0.052 0.033 0.048
tenure 11 to 15 years 0.019 0.080 0.059 0.075
tenure more than 16 years 0.031 0.075 -0.098 0.069
training in the year -0.009 0.043 -0.042 0.040
two jobs 0.074 0.065 0.040 0.060
sizel0 24 0.087 0.062 0.121** 0.057
size25 99 0.106* 0.060 0.137** 0.056
size100_499 0.051 0.064 0.139** 0.059
size500 0.005 0.071 0.083 0.066
stressful job -0.098** 0.038 -0.091** 0.035
repetitive job -0.068** 0.034 -0.070** 0.031
work intensity 0.092*** 0.024 0.100*** 0.022
no teamwork -0.006 0.051 -0.045 0.047
chance of promotion (cols) -0.055* 0.031 -0.035 0.029
good relations with boss -0.083 0.057 -0.076 0.052
good relations with colleagues -0.051 0.049 -0.030 0.045
use of own ideas 0.034 0.043 -0.018 0.040
no work control -0.052 0.074 -0.011 0.069
bonus or stock options 0.184*** 0.052 -0.018 0.048
merit pay 0.233*** 0.076 0.149** 0.071
end-of-year pay 0.167*** 0.050 0.064 0.046
N 2771 2783
R-squared 0.086 0.149

Source European Commission, Epicurus Survey 2004.
Note The model also includes dummy variables for dedaservice industries and countries. Se: Standard
errors. Significant at ***1%, **5% and *10% levels.
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Table A2: Probit estimation of the likelihood to work in the nonprofit sector

Variables Coeff. Se

Constant -2.749*** 0.803
monthly wage (log) 0.114 0.099
age 0.010** 0.005
weekly working hours (log) -0.021 0.155
supplementary hours (log) -0.287*** 0.084
female 0.069 0.099
married -0.021 0.106
partner 0.032 0.123
permanent contract -0.469*** 0.125
upper secondary education 0.101 0.103
lower secondary education 0.013 0.146
manager 0.263 0.183
intermediary 0.357*** 0.098
hired this year -0.219 0.186
tenure less than 4 years 0.114 0.118
tenure 11 to 15 years -0.007 0.171
tenure more than 16 years 0.238 0.149
training in the year 0.250*** 0.093
two jobs 0.011 0.145
sizel0 24 0.080 0.153
size25 99 0.278** 0.135
size100_499 0.334** 0.141
size500 0.512%** 0.157
stressful job 0.041 0.095
repetitive job 0.225%*** 0.076
work intensity -0.097* 0.055
no teamwork 0.025 0.109
chance of promotion (cols) 0.091 0.071
good relations with boss -0.257** 0.117
good relations with colleagues -0.019 0.105
use of own ideas 0.227** 0.096
no work control 0.071 0.166
bonus or stock options -0.542%** 0.146
merit pay -0.080 0.197
end-of-year pay 0.110 0.107
Housing satisfaction (cols) -0.117* 0.052
N 2871

Source European Commission, Epicurus Survey 2004.
Note The model also includes dummy variables for dedaservice industries and countries. Se: Standard
errors. Significant at ***1%, **5% and *10% levels.
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