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People don’t leave their jobs, they leave their bosses

By Kevin Kelloway 

In the now classic article in the Harvard Business Review, Stanford University business professor Jeffery Pfeiffer outlined what he referred to as the dangerous myths about pay.

One of the myths he identifies is that people work for money.  A second, related myth is that individual merit or performance-based pay results in increased performance.

Most of us would agree that people work for money, and there is an entire industry devoted to the development and implementation of merit pay systems.  But Pfeiffer argues it is precisely because these beliefs are so entrenched that they become not just myths, but dangerous myths.  So does money motivate?

Motivation theorists refer to a motivator as something that influences the initiation of a behaviour, the persistence of a behaviour, or the amount of effort expended in a behaviour.  In the context of employment, there are really three questions.  Does money motivate somebody to take a job?  Does money motivate somebody to stay in a particular job?  And does money motivate individual performance on the job?

The answer to the first two questions is quite simple.  Yes, money is one of the factors that influence individuals to take, and to remain in, a particular job.

But many employers would question the commitment of employees who take a job solely for the money.  There is data suggesting that when individuals stay in their job primarily for money, performance may be negatively affected.  

Employers also know that there is always someone who is willing to pay more, and trying to retain employees with the “golden handcuffs” is ultimately a losing proposition.

But money is just one of the factors that individuals consider in taking, or remaining in, jobs.  Based on thousands of employee surveys, the Gallup firm created the Gallup 12 – a set of 12 questions that reflected what employees thought was important in their jobs and distinguished between high performing and average performing organizations.

Not one question refers to salary or compensation.  More important for employees was knowing what was expected of them, having interesting and challenging work, having good relations with co-workers and getting regular feedback on performance.

Similarly, a local human resources person who has conducted numerous exit interviews tells me that salary is rarely an issue for departing employees.  Indeed, her overall summary was that “people don’t leave jobs, they leave bosses.”

Leadership, not salary, emerges as a cause of a great deal of turnover.  When money does come up as a factor in job retention, it is often not so much the absolute amount of money we make as it is the fairness of our compensation that seems to be an issue.  Individuals can be quite content with their salary until they find out that the person in the next office makes more.

Whether money increases the level of effort or job performance is a much more complex question.  It appears that money can motivate performance under a very limited set of conditions.

First, money can motivate performance when the income we receive is directly contingent on performance.  Commission sales or piecework systems tie compensation directly to a level of performance as measured in sales revenue or production levels.  

Of course, most of the workforce is not paid under either system.  We are paid for our time, not our performance, and as another classic article pointed out, it is folly to pay for A while hoping for B.

Attempts to supplement pay packages based on merit systems have not been a great success.

Both employees and employers remain suspicious of the performance appraisal data on which merit pay decisions are made.  Some surveys show that over 90 per cent of companies are dissatisfied with their performance measures. Despite decades of research and practice, the single largest factor in determining performance ratings is often whether your supervisor likes you.

Second, money will also motivate if a sufficient amount is awarded as performance-based compensation.  Estimates of an appropriate amount vary widely, but all available evidence suggests that the amount of money needed to make an effective raise from an employee perspective is much higher than most employers are willing to pay.

In a world where employers may devote one to two per cent of their salary budget for performance-based merit awards, employees tell us that they expect a reward for performance to be somewhere in the range of seven to 15 per cent of salary.  What is the motivational result of expecting a 10 per cent raise and getting a one per cent raise?
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