Do Nonprofits Treat Their
Employees Difterently?

Incentive Pay and Health Benetfits

Xinxiang Chen,' Ting Ren,’
David Knoke’

"Mississippi State University, 2Peking University,
*University of Minnesota

We examine how nonprofit, public, and for-profit establish-
ments vary in the provision of health benefits and insurance
and performance-based incentives using the 2002 National
Organization Survey of establishments in the United States. We
found that in comparison to for-profit firms, both nonprofit and
public organizations are less likely to use performance-based
incentives, although they provide their employees with better
health benefits and insurance. Sectoral differences in the provi-
sion of health benefits and insurance and use of performance-
based incentives persist after controlling for correlates of sector
that predict these outcomes, including establishment size, inde-
pendence of establishment, market competition, establishment age,
and unionization. We also found trade-offs between the provision
of health benefits and insurance and use of performance-based
incentives. Our results are generally consistent with the predic-
tion from agency theory and also consistent with a view that
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public and nonprofit organizations are more concerned with
the well-being of their employees.

Keywords: agency theory, health benefits, intrinsic motiva-
tion, ownership, performance-based incentives

profit and public organizations have converged into patterns

of behavior similar to those of for-profit organizations (Brody
1996; Ramirez and Janiga 2009; Becker, Antuar, and Everett 2011).
They have also debated whether employees receive more concern
for their well-being from nonprofit and public organizations than
from for-profit firms. Conventional wisdom suggests that, because
of the difference in organizational objectives and financial con-
straints, for-profit firms may drive employees harder toward the
maximization of owners’ interests, while nonprofit and public or-
ganizations may care more for their employees because of a
broader social mission that incorporates the interests of employees
as a group of key stakeholders. We investigated the issue empiri-
cally with evidence from the 2002 National Organizations Survey
(NOS) of establishments in the United States and discover support
for the theoretical ground underlying the phenomenon.

We asked the following research questions: What are the differ-
ences in health benefits as non-performance-based and performance-
based incentives among the for-profit, nonprofit, and public sectors?
Do employees of nonprofit and public organizations receive better
health benefits than their counterpart for-profit firms? Are nonprofit
and public organizations less likely to use performance-based ben-
efits than for-profit firms? Answers to these questions have impor-
tant implications for nonprofit managers because understanding
these relationships will keep them informed about the current situ-
ation in managing different types of organizations and therefore will
be helpful in formulating their strategies for managing nonprofit
organizations.

The implementation and effects of performance-based incentives
have been widely explored (for example, Appelbaum, Bailey, Berg,
and Kalleberg 2000; Bowman 2010; Cappelli and Neumark 2001;
Frumkin and Galaskiewicz 2004; Kalleberg, Marsden, Reynolds, and
Knoke 2006; Theuvsen 2004). Performance-based incentives, such
as gain-sharing plans, profit-sharing plans, and pay for learning new
skills, are among the main components of high-performance work
organizations (Kalleberg et al. 2006). Substantial research has also
been conducted on ownership-related differences in the provision of
wages, compensation, and incentives. Some studies have found that,
because of the donation of labor by nonprofit employees (Preston
1989), the selection of intrinsically motivated employees into the

E ; OME SCHOLARS DURING THE past decade have argued that non-
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nonprofit sector (Handy and Katz 1998; Steinberg 1990), and the
compensating differentials favoring for-profit workers (Frank 1996;
Weisbrod 1983), nonprofit workers receive lower compensation than
their for-profit counterparts. Other studies have provided evidence
that nonprofit and public organizations may provide greater fringe
benefits to compensate worker efforts (for example, Ben-Ner, Ren,
and Paulson 2011). At the same time, nonprofit and public organiza-
tions are much less likely than for-profit firms to use performance-
based incentives such as gain sharing, profit sharing, or bonuses
(Kalleberg et al. 2006). In a global context, Mosca, Musella, and
Pastore (2007) suggested that nonprofit organizations offer fringe or
nonpecuniary benefits in lieu of higher wages in Italian social ser-
vices industries, and Noguchi and Shimizutani (2007) suggested that
nonprofit organizations may pay higher wages than for-profit firms
for the reason of attenuated property rights in the Japanese at-home
elderly care industry.

However, little scholarly attention has been paid to the simulta-
neous comparison of the differences in using both performance-
based incentives and non-performance-based incentives among
for-profit, nonprofit, and public organizations, and to trade-offs
between both kinds of incentives. Given the financial constraints to

which every organization is subject, organizations may need to con- The princip al._
sider how to allocate their financial resources between performance- agent model is
based and non-performance-based incentive alternatives to achieve the core Of the
a better motivating outcome while meeting specific organizational theory of
goals. Using the 2002 National Organization Survey, we examined y

the issue in a sectoral comparative context: the differences in and employee
trade-offs between health benefits and performance-based incentives incentives.

among for-profit, nonprofit, and public organizations.

Theory and Hypotheses

Organizations usually adopt several measures to motivate employee
effort. Yet, given the financial constraints, organizations may also
need to choose among those measures. Organizations may differ in
their adoption of specific benefits or types of incentives as motivat-
ing tools. To frame our argument and guide the empirical investiga-
tion, we rely mainly on two theoretical perspectives, agency theory
(especially relevant to the ownership-related comparison) and in-
trinsic motivation perspective.

Agency Theory

The principal-agent model is the core of the theory of employee in-
centives, which is well established in economics (see Core, Guay,
and Verdi 2006; Dixit 2002; Gibbons 1998; Miller 2003; Prendergast
1999; Puyvelde, Caers, Bois, and Jegers 2012). In organizations,
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economic relationships in which the principal (for example, an em-
ployer) wishes to affect the actions of the agent (for example, an em-
ployee) by means of incentives are ubiquitous. Such relationships
enable three types of major agency problem possibly to arise simul-
taneously (Frank and Lewis 2004). The first is the moral hazard
problem, that is, an agent’s risky action may adversely affect the
principal’s payoff, although the action (such as shirking or incom-
petence) is not directly observable to the principal. The second is
in the form of information asymmetry, often labeled adverse selec-
tion. This problem says that the agent has some private information
at the time the contract with the principal is being considered.
Principal must offer agent a suitable reward in the contract to in-
duce him or her to reveal this information truthfully to the princi-
pal. The third issue is that the agent can observe some outcome
better than can the principal; therefore, a reward scheme and a
costly outcome verification scheme have to be devised. In this
model, the moral hazard (hidden harm) is of particular importance
(Dixit 2002). We do not have space to review the general theory of
incentives, but we can be quite brief and selective, focusing on as-
pects that are particularly relevant here.

From the perspective of agency theory, the severity of the agency
problem varies across organizational types.! Nonprofit and public
organizations are likely to suffer from more difficult agency prob-
lems for two important reasons (Ben-Ner 2006; Steinberg 2008):
First, because of the absence of distributable outcomes, principals in
nonprofit and public organizations may be less interested in moni-
toring the performance of the organizations; and second, the objec-
tives of nonprofit and public organizations are multifaceted,
complex, difficult to articulate, and hard to quantify. However, using
incentive pay to improve efficiency has been adopted by public sec-
tor agencies. For example, to improve public sector efficiency, using
incentive pay is an important component of the UK government’s
public service modernization agenda (Burgess and Ratto 2003).
Performance-based incentives were adopted and particularly empha-
sized to motivate staff and hence improve services to the public. Of
course, to attract the best and brightest to public service careers,
health benefits have often been used in public and nonprofit sector
organizations (O’Leary, Lindholm, Whitford, and Freeman 2002).

However, as Dixit (2002) argued, because of some public sector
agencies’ special features—most notably a multiplicity of dimensions
such as the stakeholders and the tiers of management and front-line
workers and tasks—using competitive or performance-based incen-
tives as magic-bullet solutions are inappropriate and naive (also see
Frumkin and Galaskiewicz 2004).? Burgess and Ratto (2003) also
found that the use of performance-related incentives is more prob-
lematic in the public sector than in the private sector because
of aspects such as multi-tasking, multiple principals, the difficulty of
defining and measuring output, and the issue of the intrinsic motivation
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of workers. By comparing the choice of contracts between the private
and public sectors, Burgess and Ratto (2003) also found big differ-
ences in the way workers are rewarded: A public organization is less
likely to operate a performance-related pay scheme than a private
organization.

Analyzing a survey of establishments in the United States, Kalleberg
et al. (2006) examined how nonprofit, public, and for-profit estab-
lishments vary in the use of high-performance work organization
practices. They found that nonprofit and public organizations are
less likely than for-profit organizations to use performance incentives
(gain sharing and bonuses) and some multi-skilling practices. In
contrast, in a study of a single industry, Minnesota nursing homes,
Ben-Ner et al. (2011) found that nonprofit and local government
organizations offered more fringe benefits to employees than did
their for-profit counterparts. The results are consistent with the pre-
diction from agency theory that nonprofit organizations pay effi-
ciency wages to elicit employee effort on both observable and
unobservable tasks, while in the absence of owners to compensate,
nonprofit organizations were more concerned with the well-being of
their employees.

Intrinsic Motivation Perspective

In the intrinsic motivation perspective, nonprofit status can serve
as a signal to employees with high levels of intrinsic motivation
that they can safely engage effort levels for the sake of the “‘cause,”
trusting that their extra efforts will not be exploited for the owners’
gain (Flanigan 2010; Frank and Lewis 2004; Hirth 1999; Millesen,
Carman, and Bies 2010; Rose-Ackerman 1996; Rothschild and
Milofsky 2006). In contrast, with the emphasis on profitability, for-
profit organizations tend to adopt performance-based incentives to
reward the employees, which may cause those less measurable out-
comes such as interpersonal treatment of vulnerable customers to
be neglected. Nonprofit and public organizations, which emphasize
less observable outcomes, tend to attract employees with stronger
intrinsic motivation.

In the labor market, the processes of employee self-selection into
the for-profit, nonprofit, or public sector may compel employees with
common preferences to choose the same kind of sector (Delfgaauw
and Dur 2007). Mirvis and Hackett (1983) found that nonprofit
managers were more likely than their for-profit counterparts to
report that their work is more important than the money they earn.
If employees who self-select into nonprofit organizations derive their
well-being from serving the mission of the nonprofit sector rather
than from maximizing the organization’s or the employees’ personal
gains, they will be more willing to accept lower wages than will their
counterparts working in for-profit organizations. As a result, non-
profit and public organizations are able to reduce monitoring and

Nonprofit Management & Leadership ~ DOI: 10.1002/nml



290 CHEN, REN, KNOKE

increase their efficiency by attracting employees with stronger self-
motivation (Handy and Katz 1998; Steinberg 1990).

In the context of our sectoral comparison, agency theory sug-
gests that outcomes are less measurable in nonprofit and public
organizations than in for-profit ones, and the intrinsic motivation
perspective clearly argues that nonprofit and public employees are
more intrinsically motivated. Despite such motivation, the intrin-
sic motivation perspective still argues that, in order to attract
workers, nonprofit and public managers care more about their
employees’ well-being than do for-profit managers. Therefore, our
hypotheses derive from a theoretical framework combining both
these theories:

Hypothesis 1. Nonprofit and public organizations are more
likely than for-profit firms to provide their employees health
benefits and health insurance.

Hypothesis 2. Nonprofit and public organizations are less likely
than for-profit firms to use performance-based incentives.

Given the financial constraints to which every organization is sub-
ject, an organization may need to consider a trade-off in allocating
financial resources between performance-based and non-performance-
based incentive alternatives to achieve a better motivating outcome
while meeting the specific organizational goals. Hence, we derive a
“trade-off” hypothesis:

Hypothesis 3. Non-performance-based incentives and perfor-
mance-based incentives are inversely related.

Data and Methods

The study specifies and estimates regression models to test the
effect of the sectoral differences on the provision of health benefits
and insurance and the use of performance-based incentives. The
data source, variable selection, and analysis approaches are pre-
sented in this section.

Data

The data come from the 2002 National Organizations Survey of
establishments in the United States (Smith, Kalleberg, and Marsden
2002). The National Organizations Survey is a survey of business
organizations across the United States in which the units of analysis
are workplaces. This survey was funded by the National Science
Foundation, the National Institute for Occupational Safety and
Health, and the Commonwealth Fund to investigate the nature of
policies and benefits and the structure of organizations in the
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Table 1. Sectoral Differences in Established Characteristics

Sector
For-Profit Public Nonprofit
(N =360; 70.31%) (N=113;22.07%) (N =239;7.62%)

Mean size (log full-time employees) 2.4 4.9 4.2
Mean age (in years) 23.7 62.4 50.2
Percentage that are independent 73.0 39.8 66.7
establishments

Percentage that have any foreign 42.5 76.9 53.9
competition

Percentage that are unionized 10.1 58.0 18.0

United States. The survey was administered by the National Opin-
ion Research Center (NORC) and is a follow-up to the 2002 Gen-
eral Social Survey (GSS; Davis, Smith, and Marsden 2002), a
nationally representative survey of the noninstitutionalized U.S.
population ages eighteen and older. The sample size is 516 organi-
zations; a single informant within each organization provided infor-
mation about each establishment. The unadjusted response rate
was 59 percent, and the adjusted response rate was 62 percent (ad-
justed for all cases that were not located or were duplicates of an-
other physical location). Sectoral differences of establishment
characteristics are presented in Table 1.

Measuring the Dependent Variables

Health benefits and insurance and performance-based incentives
(including gain sharing, profit sharing or bonus, and pay for skills)
are the dependent variables. To measure health benefits and insur-
ance, we used four questions:

1. Does (ESTABLISHMENT NAME) offer medical or hospital
insurance to any of its employees? Yes = 1, no = 0.

2. Must an employee work at (ESTABLISHMENT NAME) for a
period of time before he or she is eligible to participate in your
health benefits program, or are employees eligible when hired?
Employees eligible when hired = 1, must wait for a period of
time = 0.

3. How many of your full-time employees are currently eligible for
health insurance? 100 percent = 1, otherwise = 0.

4. Is there a health clinic or health professional on site at (ESTAB-
LISHMENT NAME) that employees go to if they are injured or
become ill at work? Yes = 1, no = 0.

We used two sets of questions to measure performance-based
incentives. One is the percentage of employees who are eligible for
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performance-based pay, bonuses, or profit sharing based on three
levels of performance: individual performance, workgroup or
departmental performance, and overall organizational-level perfor-
mance. The other set includes gain sharing, profit sharing or bonus,
and pay for skills about the workplace “core” occupation. Three
questions include:

1. Are any (COREs) paid using group incentives, such as gain
sharing?

2. Do any (COREs) receive pay for learning new skills?

3. Do any (COREs) participate in a profit-sharing or bonus pro-
gram? Yes = 1, no = 0.

To examine the trade-off relationship, we combined dependent
variables into three: health benefits, incentive practices, and
performance-based incentives.

1. Health benefits variables. These are binary indicator variables.
We used logistic regression to predict their probabilities, then
summed up the four sets of predicted probabilities and divided
by 4. The result is a dependent variable presenting health ben-
efits in examining a tradeoff relationship.

2. Incentive practices (that is, the second set of questions to
measure performance-based incentives). We used the same
method as health benefits, the mean of the three sets of predicted
probabilities as our dependent variable.

3. Performance-based incentives (that is, the first set of questions to
measure performance-based incentives). We added three sets of
performance-based incentives and divided by 3.

Independent Variables

Ownership types of organization were the primary independent
variable. The three types were applied to for-profit, nonprofit, and
public organizations. In the set of three dummy-coded variables,
the for-profit organizations were the reference category that was
omitted from the regression equations. Therefore, the two esti-
mated coefficients made comparisons between nonprofit and for-
profit organizations, and between public and for-profit
organizations, respectively.

Control Variables

Control variables included establishment size, independent establish-
ment, market competition, establishment age, and employee union-
ization, which are factors that may also influence organizations’
adoption of performance-based incentives or non-performance-based
benefits in addition to the ownership status.?
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Key informants indicated the number of employees at their
establishment. This variable was used to assess organizational size. It
was transformed into log form to make it less skewed. Independent
establishment measured whether the workplace is part of a larger
organization or is completely autonomous; Completely independent
= 1, part of a larger organization = 0. Market competition was meas-
ured by “How much competition would you say there is in your
main market or service area?” The four categories were none = 1,
very little = 2, a moderate amount = 3, and a great deal = 4. Estab-
lishment age equals 2002 minus year in which organization began
operations at any location. Employee unionization was measured by
“Are any of your employees represented by a union or unions?”

Estimation

We estimated the effects of type of ownership on health benefits
and performance-based incentives using the following multivariate
model:

Y:z — ak + Xiﬁh + TkS[k + Mlh

In this model, Y} is employee health benefits or performance-
based incentives, where k may denote health benefits and insurance
including medical or hospital insurance providing, insurance eligible
when hired, full-time employee eligible for insurance, health clinic
on site, and performance-based incentives such as gain sharing,
profit sharing or bonus, pay for skills, and pay, bonuses, or profit
sharing based on different three-level performance. X is a vector of
characteristics of organizations. S, denotes a particular set of sectors
(public, profit, or nonprofit), where i denotes an organization. The
null hypothesis can be restated as H:7* = 0, jointly for all outcomes
k. Rejecting this hypothesis indicates that the particular sector has a
significant effect on the organizational adoption of employee health
benefits or performance-based incentives.

To test our hypotheses, we used seemingly unrelated regression
(SUR), which estimates three systems of equations (one equation for
each of all health benefits and performance-based incentive measure
outcomes) and allows the errors in different equations in a system to
be correlated (Miguel 2004; Tsai 2007). Using SUR to look simulta-
neously at multiple measures of health benefits and performance-
based incentives in different sectors has a number of advantages over
combining these measures into three (or two) single indices of
health benefits and performance-based incentives. Organizations
often have to make choices about how to provide health benefits and
incentives because of limited resources and different missions of
organizations. Few organizations can afford to provide simultane-
ously strong health benefits and insurance and performance-based
incentives. Thus, correlations among those health benefits and
incentive measures were low, and the measures did not scale
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together. Using SUR to look simultaneously at multiple measures of
health benefits and performance-based incentives allowed for the
possibility that different organizations prioritize different health
benefits or incentives. The SUR software routine produces the
covariances between estimators from different equations, which
allowed us to test joint hypotheses involving parameters in different
equations (Wooldridge 2002).

To test our “trade-off” hypothesis, in addition to using seem-
ingly unrelated regression, we estimated health benefits as a func-
tion of the variables (all control variables in testing sectoral
differences in health benefits and performance-based incentives)
with the addition of one or two outcomes (incentive practices and/
or performance-based incentives) as explanatory variables, and we
also estimated either performance-based incentives as a function of
the variables with the addition of health benefits and/or the other
performance-based incentives as explanatory variables. We report
the estimation of the relationship among health benefits, incentive
practices, and performance-based incentives.

Results

We present our results in four sections. The first examines the
effects of different sectors on the adoption of health benefits. The
second investigates the prevalence of incentive practice adoption.
The third section estimates the sectoral differences in the adoption
of performance-based pay, bonuses, or profit-sharing based on dif-
ferent three-level performance. The final section reports the trade-
offs between non-performance-based and performance-based
incentives.

Adoption of Health Benefits

Table 2 shows the SUR estimation of organizations’ adoption of
health benefits with a system of four equations, one for each of the
four health benefits and insurance outcomes listed across the top
of the table. In each model, each of the four health benefits and in-
surance outcomes was regressed on the same sectoral measure and
the same array of controls.

The results in Table 2 present the multivariate SUR estimates
for the effects of different sectors on health benefits and insurance
by controlling for the other explanatory variables including estab-
lishment size, independent establishment, market competition,
establishment age, and employee unionization. We found that both
nonprofit and public sectors are more likely than the for-profit firms
to offer employees medical or hospital insurance. Establishment size
is positive and statistically significant at the .001 level. Age is also
positive and significant. So the difference between nonprofit sector
and for-profit organizations in medical or hospital insurance provision
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Table 2. Logistic Regression Analyses for Medical or Hospital Insurance in Health Benefits

Medical or Eligible When Full-Time Employee Health Clinic
Hospital Insurance Hired Eligible for Insurance' On Site
Public sector 0.53 2.03%** 1.10%* 0.70!
(0.59) (0.36) (0.40) (0.42)
Nonprofit sector —0.30 1.40%** 0.86! 0.74
(0.63) (0.43) (0.48) (0.51)
Establishment size (log) 0.82%** —0.08 —0.08 0.49%**
(0.11) (0.06) (0.06) (0.08)
Independent establishment —0.78! —0.06 —0.01 —0.25
(0.40) (0.27) (0.27) (0.32)
Extent of foreign competition —0.08 0.12 0.15 0.01
0.14) (0.15) (0.14) (0.18)
Unionized 0.79 0.58! 0.64! 0.34
(0.82) (0.39) (0.37) (0.39)
Establishment age 0.02* —0.00 0.00 —0.00
(0.01) (0.00) (0.00) (0.00)
Chi-square 208.24 60.3 19.42 90.37
p-value 0.00 0.00 0.01 0.00
Pseudo R? 0.40 0.14 0.05 0.25
N 445 315 317 443

Note: Standard errors are in parentheses.
'Logistic regression analyses for full-time employees currently eligible for health insurance (100% vs. partial or 0%).
*p < 0.05, **p < 0.01, ***p < 0.001, Ip < 0.10 (all two-tailed tests).

might be accounted for by establishment size and age. However, the
data show that nonprofit organizations tend to be larger and older
than for-profit organizations (see Table 1). The estimated effect of
nonprofit is negative for medical or hospital insurance outcome, but
the parameter could be zero in the population. For a health clinic on

site, the dlff.er.ence betweep ngpproflt sector and for—p.roflt organiza- FOT—pTOﬁt
tions is positive but not significant. Size matters again. Using SUR )

we can reject the null hypothesis that the coefficient estimate on establishments
public and nonprofit sectors is equal to zero jointly across all the are more likely
health benefits and insurance provision outcomes at a 99 percent than other

confidence level (p-values = 0.0023 or = 0.0000). Overall, the anal- .
ysis supports hypothesis 1 that employees of nonprofit and public establishments to
organizations receive more health benefits and health insurance use performance

than do employees of for-profit firms. incentives.

Adoption of Incentive Practice

Table 3 reports the results of the estimation of the prevalence of
incentive practice adoption. For each model, SUR estimated a sys-
tem of three equations, one for each of the three incentive prac-
tices outcomes listed across the top of the table. In each model,
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Table 3. Logistic Regression Analyses for Prevalence of Incentive Practices

Gain Sharing Profit Sharing or Bonus Pay for Skills
Public sector —1.65% D 55wk 0.32
(0.79) (0.50) (0.31)
Nonprofit sector —0.46 —0.84* —0.05
(0.65) (0.42) (0.40)
Establishment size (log) 0.13! 0.13% 0.10*
(0.07) (0.05) (0.05)
Independent establishment —0.33 —0.71%* 0.06
(0.35) (0.25) (0.24)
Extent of foreign competition 0.30* 0.20%* —0.07
(0.14) (0.11) (0.11)
Unionized —0.34 —043 0.10
(0.55) (0.37) (0.31)
Establishment age —0.01 0.00 —0.01
(0.01) (0.00) (0.00)
Chi-square 22091 69.76 9.49
p-value 0.00 0.00 0.22
Pseudo R* 0.07 0.12 0.02
N 439 440 439

Note: Standard errors are in parentheses.
*p < 0.05, **p < 0.01, ***p < 0.001, !p < 0.10 (all two-tailed tests).

each of the three incentive practices outcomes was regressed on
the same sectoral measure and control variables. Consistent with
hypothesis 2, for-profit establishments are more likely than other
establishments to use performance incentives. We found, however,
that the correlates of output-related incentives and incentives for
skill acquisition differ sharply. This finding is largely consistent
with Kalleberg et al.’s (2006) study.

The first two columns of Table 3 show that for-profit organiza-
tions are much more likely than public and nonprofit establishments
to use both gain sharing and profit sharing or bonuses, which sup-
ports hypothesis 2. The correlates of gain sharing and profit sharing
or bonuses are relatively similar. Apart from sectoral differences, gain
sharing and profit sharing or bonuses are more common in larger
establishments and those with greater foreign competition. Although
coefficients for unions have negative signs, they are not statistically
significant. However, we found no significant sectoral differences in
the use of pay for skills. The only between-organization factor that
predicts the presence of this incentive practice is establishment size:
It increases the probability of adoption of this incentive practice.

Using SUR estimation we can reject the null hypothesis that the
coefficient estimate on public sectors is equal to zero jointly across all
the incentive practice provision outcomes at a 99 percent confidence
level (p-values = 0.0000). But for the nonprofit sector, we cannot
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Table 4. Regression Analyses for Employees’ Eligibility for Performance-Based Pay, Bonuses, or
Profit Sharing Based on Different Three-Level Performance

Overall Organizational ~ Work Group or Departmental — Individual Performance
Constant 42.80%** 25.15%%* 51.45%**
(6.33) (5.09) (6.36)
Public sector —34.20%** —15.49** —19.84%**
(6.71) (5.35) (6.74)
Nonprofit sector —13.27! —12.46! —11.78
(8.26) (6.63) (8.34)
Establishment size (log) 1.71! 0.39 0.98
(0.89) (0.71) (0.89)
Independent establishment —-3.97 —3.46 —3.63
(4.96) (3.97) (4.97)
Extent of foreign competition 1.99 0.64 -1.36
(2.20) (1.78) (2.2
Unionized —-1.79 —-3.16 —17.54%%
(6.61) (5.20) (6.60)
Establishment age —0.09 —0.07 —0.05
(0.07) (0.06) (0.07)
F 6.29 3.13 4.41
p-value 0.00 0.00 0.00
Adj. R? 0.08 0.03 0.05
N 420 417 428

Note: Standard errors are in parentheses.
**p < 0.01, ***p < 0.001, !p < 0.10 (all two-tailed tests).

reject the null hypotheses at conventional significant levels. Overall,
hypothesis 2 is partially supported in that for-profit organizations are
more likely than public organizations to use performance-based incen-
tives; however, for-profit organizations are not more likely to utilize
performance-based incentives than nonprofit organizations.

Adoption of Performance-Based Incentives

Table 4 reports regression analyses of the sectoral differences in the
adoption of performance-based pay, bonuses, or profit sharing
based on different three-level performances. For each model, SUR
estimated a system of three equations, one for each of the three
incentive practices outcomes listed across the top of the table. In
each model, each practice was regressed on the same sectoral mea-
sure and the same array of controls. Consistent with hypothesis 2,
for-profit organizations are more likely than the other two types of
organization to use performance incentives, especially in compari-
son with public sector organizations.

The first two columns of Table 4 show that for-profit organiza-
tions are much more likely than public and nonprofit establishments
to use performance-based pay, bonuses, or profit sharing based on all
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Table 5. Trade-Offs between Health Benefits, Incentive Practices, and Performance-Based

Incentives
Trade-Off
Health Benefits Incentive Practices Performance-Based Incentives
Health benefits —0.62%** —0.41
(0.03) (0.49)

Incentive practices —1.25%** 1.12!

(0.04) (0.66)
Performance-based incentives —0.01 0.01

(0.01) (0.00)
Control variables Yes Yes Yes
F 604.55 469.46 8.66
Prob >F 0.00 0.00 0.00
Adj. R? 0.94 0.92 0.16
N 281 281 281

Note: Standard errors are in parentheses. For all estimations we controlled for establishment size (log), independent establish-
ment, foreign competition, unionization, and establishment age.
##%p < 0.001, Ip < 0.10 (all two-tailed tests).

three levels of performance, which is in general consistent with
hypothesis 2 (only nonprofit sector for individual performance level
is statistically insignificant, but the trend is negative and the level of
uncertainty is quite low).

Except for establishment size for overall organizational level, and
union for the individual performance level, no between-organization
factors explain significant differences in the use of performance-
based incentives in three levels, even with the control variables. The
only between-organization factor that predicts the presence of this
incentive at individual performance level is union: It decreases by
17.5 percent the employees who are eligible for this incentive prac-
tice at the individual-performance level.

Using SUR we can reject the null hypothesis that the coefficient
estimate on public sectors is equal to zero jointly across all the
incentive practice provision outcomes at a 99.9 percent confidence
level (p-values = 0.0000). But for the nonprofit sector, we cannot
reject the null hypothesis at conventional significant levels. Overall,
our research hypothesis is supported that for-profit organizations are
more likely than public sector organizations (but not more likely
than nonprofits) to use performance-based pay, bonuses, or profit-
sharing incentives based on different three-level performances.

Trade-Off between Non-Performance-Based and
Performance-Based Incentives

We explored trade-offs in four separate SUR estimations, one in a
three-way trade-off possibility that considers health benefits, incentive
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Table 6. Trade-Offs between Health Benefits and
Incentive Practices

Trade-Off
Health Benefits Incentive Practices

Health benefits —0.63%**

(0.03)
Incentive practices —1.26%**

(0.04)

Control variables Yes Yes
F 748.15 575.57
Prob > F 0.00 0.00
Adj. R? 0.94 0.92
N 301 301

Note: Standard errors are in parentheses. For all estimations we controlled for estab-
lishment size (log), independent establishment, foreign competition, unionization,
and establishment age.

##%p < 0.001 (all two-tailed tests).

Table 7. Trade-Offs between Health Benefits and Performance-
Based Incentives

Trade-Off
Health Benefits Performance-Based Incentives

Health benefits —1.12%%*

(0.24)
Performance-based —0.06%**
Incentives (0.01)
Control variables Yes Yes
F 121.03 10.24
Prob > F 0.00 0.00
Adj. R 0.72 0.16
N 284 284

Note: Standard errors are in parentheses. For all estimations we controlled for estab-
lishment size (log), independent establishment, foreign competition, unionization,
and establishment age.

##%p < 0.001 (all two-tailed tests).

practices (that is, performance-based incentives [1]), and
performance-based incentives (that is, performance-based incentives
[2]) together (Table 5), and then two-way trade-offs (Tables 6, 7, and
8) that are open to a more direct interpretation.

Using Pearson correlations, we found that the correlations are
health benefits versus incentive practices, —0.372; health benefits
versus performance-based incentives; —0.375; and incentive practices
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Table 8. Trade-Offs between Incentive Practices and Performance-
Based Incentives

Trade-Off
Incentive Practices Performance-Based Incentives
Incentive practices 1.65%%*
(0.28)
Performance-based incentives 0.03%**
(0.01)

Control variables Yes Yes

F 125.09 7.40
Prob > F 0.00 0.00
Adj. R? 0.65 0.09

N 401 401

Note: Standard errors are in parentheses. For all estimations we controlled for establishment size
(log), independent establishment, foreign competition, unionization, and establishment age.
*#%p < 0.001 (all two-tailed tests).

versus performance-based incentives, 0.315, all significant at
p < 0.001. These relationships are further confirmed by using a for-
mal model test. Table 5 shows an inverse relationship between health
benefits (non-performance-based incentives) and incentive practices
(performance-based incentives [1]) and statistically significant at
p < 0.001. An inverse relationship also occurs between health benefits
and performance-based incentives (2), but it is statistically insignifi-
cant at conventional probability levels. But, Tables 6 and 7 show that
the two inverse relationships are statistically significant at p < 0.001.
These results suggest trade-offs between non-performance-based
incentives and performance-based incentives in organizations. To
avoid the issue of the endogeneity of incentives, we do not control for
ownership. However, we are still confident about the “trade-off”
hypothesis because we tested the relationships between non-perfor-
mance-based incentives and performance-based incentives. Intui-
tively, given the financial resource constraints in an organization, a
trade-off is necessary to meet their needs and reach their goals. To
further explore possible trade-offs between two sets of performance-
based incentives, we examined the relationship between them. Table
8 reveals a positive and statistically significant relationship between
two sets of performance-based incentives (p < 0.001). These results
suggest that the trade-offs happen only between non-performance-
based and performance-based incentives, but not within
performance-based incentives. We also checked for trade-offs
among performance-based incentives, but we did not find any
inverse relationship, only positive correlations (results not shown).
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Discussion and Conclusion

We examined simultaneously the sectoral differences in the adop-
tion of health benefits and performance-based incentives in non-
profit, public, and for-profit sectors, and their trade-offs between
non-performance-based and performance-based incentives. Our
analyses show that the use of health benefits and performance-based
incentives among for-profit, public, and nonprofit organizations
varies, and there are trade-offs between both kinds of incentives, as
predicted by our hypotheses.

Consistent with hypothesis 1, employees not in the for-profit sec-
tor have better health benefits, including medical or hospital insur-
ance, eligibility when hired, full-time employee eligibility of
insurance, and health clinic on site. Generally speaking, hypothesis 2
is also supported even though using SUR estimation we cannot reject
null hypotheses at conventional significance levels. On performance-
based incentives, our logistic regression analyses for prevalence of
incentive practices show that pay for skills has few differences
between the for-profit and other sectors. This result is consistent

with Kalleberg et al.’s (2006) finding. Furthermore, pay for skills is
not less likely to be adopted in the public and nonprofit sectors than Public
in the for-profit sector. This similarity might mean that, with the organizations are
development of technology, training for skills is as important within
for-profit organizations as it is outside the for-profit sector. However,
gaining sharing and profit sharing or bonuses were more likely used Pel’formanCC'
by for-profit organizations. based pay,
Looking at performance-based pay, bonuses, or profit sharing b ,
based on different three-level performance, the results are generally onuses, or p rof it
consistent with hypothesis 2. Clearly public organizations are less sharing.

less likely to use

likely to use performance-based pay, bonuses, or profit sharing based
on different three-level performance than are for-profit organiza-
tions. Nonprofit organizations are also less likely to adopt this type
of incentive, even though the SUR estimation does not allow us to
reject the null hypotheses. Overall, in adopting performance-based
incentives, no significant differences occur between nonprofit and
for-profit organizations.

Sociologists, economists, and organizational researchers are cur-
rently engaged in heated debates about the differences in high-
performance work practices, especially performance-based incen-
tives, among for-profit, nonprofit, and public organizations, and
their implications for organization studies and for policymakers and
managers. Comparative studies like ours are few and will generate
important implications for both academic research and practices.
Our research therefore contributes to agency theory by providing
evidence on the effects of different kinds of incentives used by orga-
nizations with different ownership types: for-profit, nonprofit, and
public organizations. Its implication for practice is to inform manag-
ers and policymakers about the relationship between incentives
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Managers should
be aware of
different trade-off
outcomes in an
organization and
achieve an
optimal balance
between non-
petrformance-
based and
performance-
based incentives.

adopted by organizations and the different types of ownership sta-
tus. In summary, our findings, consistent with others, such as
Ellickson (2002), Fredericksen and Soden (1998), Jurkiewicz,
Massey, and Brown (1998), Long and Marquis (1999), and Reddick
(2009), suggested that nonprofit and public organizations may use
fringe benefits, such as health benefits, to compensate employees
for lower pay, partially stemming from pay-for-performance schemes
that are more prevalent in the for-profit sector. However, nonprofits
have been converging toward for-profits in performance-based
incentives. Our results further clarify the picture of compensation
differential across types of organizations.

We found trade-offs between non-performance-based and
performance-based incentives, but we did not find any trade-offs
within either kind of incentive. These results have implications for
researchers, managers, and policymakers. Instead of looking for the
sectoral differences in types of incentives, academic researchers
need to pay more attention to trade-offs between different kinds of
incentives and why these trade-offs occur. Managers should be
aware of different trade-off outcomes in an organization and achieve
an optimal balance between non-performance-based and perfor-
mance-based incentives. Policymakers should identify different
trade-offs in different kinds of organizations. A for-profit organiza-
tion is more likely to use performance-based incentives, and general
benefits would be unavailable for employees, thus reducing their
employees’ general well-being.

Our study has some limitations. First, because of the limitation
of data and categories of incentives defined in our study, our con-
clusion is tentative. A next step should be to include all main incen-
tives and examine their trade-off relationships. Second, our results
are also limited by the NOS cross-sectional survey design, which
allows inferences about the relative differences in health benefits
and insurance and performance-based incentives across nonprofit,
public, and for-profit sectors, but not their dynamics over time.
Longitudinal data collection designs would facilitate future research
into changing incentive trends.

Notes

1. Because property rights theory also refers to the agency problem, and it
mostly bears on agency-principal theory, we present only the agency theory in this
literature review.

2. One possible reason why nonprofit organizations are less likely to use perfor-
mance-based incentives is that measuring outputs is more difficult in nonprofit
organizations than in for-profit ones (Frumkin and Galaskiewicz 2004). Unfortu-
nately, our data set lacks measures of organizational outputs.

3. We follow Kalleberg et al. (2006) in choosing these control variables. They
did not directly study health benefits and performance-based incentives of organiza-
tions, but focused mostly on the adoption of the main components of high-perfor-
mance work organizations such as gain-sharing plans and profit-sharing plans,
which are very similar to our measurements of performance-based incentives in
different organizations.
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