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Abstract

As most previous research on pay transparency focused on individual- or organizational-level
dynamics, we have limited understanding of the impact of pay transparency on culture or climate
within an organization. This study investigates how procedural pay transparency is associated with
the motivational climate in work units within organizations. One might argue that, in the presence
of pay transparency, employees may further engage in social comparisons to learn about how they
are doing relative to their peers, which leads to an increased performance climate, where success
is defined based on relative performance. However, the findings from this study suggest that
procedural pay transparency is positively associated with mastery climate instead, that is, a work
unit climate where success is defined based on learning, growth, and effort. Furthermore, the
results suggest that procedural pay transparency is meaningfully related to sorting and moti-
vational effects through its impact on mastery climate.
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Introduction such that workers have the right to talk about
their pay, and/or precluding employers to ask
about candidate’s salary history.

In 2023, nearly 44.8 million people in the
United States, or more than one-quarter
(26.6%) of U.S. workers, live in a city or
state where employers are required by law to
disclose pay information in some form. Many
of these initiatives include disclosing pay in-
formation in hiring, as part of job postings
(e.g., New York, Colorado, Washington,

Pay transparency, that is, disclosing (some
aspect of) pay information to employees, is
a global trend. The purpose of most pay
transparency policies in different geographies
is to combat pay discrimination (Cullen,
2023). According to Cullen (2023), among
the countries that have implemented laws with
this intent, 89% implemented policies that
reveal pay gaps horizontally between cow-
orkers of similar seniority within a firm. These
policies vary in how pay information is pro-
vided, whether it is reporting gender wage gap ,
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Washington, DC); however, other states re-
quire employers to share pay information
when requested by employees (e.g., Cal-
ifornia, Nevada, Maryland, Connecticut).
Furthermore, the Society for Human Resource
Management (SHRM)' reports that companies
face growing pressure from the job market, as
62% of job seekers report that including
a salary range in a job posting is the most
important driver for deciding whether to apply
for a position.

In the European Union, there is a lot of
variation between countries in the types of
policies in effect (for a recent review, see
Veldman, 2017). In 2017, only 10 out of 31
countries (32%) had implemented at least one
core pay transparency measure as recom-
mended by the EU. Consequently, the new
2023/970/EU directive (in force since June 6,
2023)? stipulates multiple measures to aid with
progress: On the one hand, employers must
make the criteria easily accessible for de-
termining pay setting and progression, in-
dicating the initial pay or its range to potential
applicants, and posting job titles in a gender-
neutral way. Employers will not be allowed to
ask questions related to the applicants’ former
or current salaries. On the other hand, em-
ployees will also be able to request written
information on their individual pay level and
the average pay level listed by gender and
categories of workers performing the same
work, to be provided within two months. The
directive also states that workers cannot be
prevented from disclosing their pay in-
formation. The directive therefore aims to
contribute to the enforcement of the principle
of equal pay by making information on pay
structures more easily available, sanctioning
unjustified pay differences, and imposing new
obligations on employers. These changes are
mainly upcoming, as EU member states will
have three years to transpose the directive into
national legislation.

Thus, while pay transparency is a trend in
the United States and the European Union,
among other geographies (Cullen, 2023),
variations in policy and law enforcement are
significant; in many countries, these measures
have been optional (Ceballos et al., 2022).

Consequently, variation is also significant in
how much private-sector companies and
public organizations are willing to offer in-
formation, especially on the bases and
mechanisms through which pay is structured
and distributed. Further, as organizations rely
on middle-level managers to primarily set
goals, discuss performance, and the career
prospects of individual employees, there can
also be differences between work units within
an organization in the degree to which the
management shares information regarding
how pay is determined (e.g., Alterman et al.,
2021; Fulmer & Chen, 2014). Supervisors and
middle managers are key sources for em-
ployees for information about pay, perfor-
mance management, and career progression.

Research suggests that pay transparency
can be a double-edged sword (Colella et al.,
2007). On the one hand, pay transparency can
boost individual task performance (Bamberger
& Belogolovsky, 2010; Belogolovsky &
Bamberger, 2014; Greiner et al, 2012;
Tremblay & Chénevert, 2008), increase help-
seeking (Belogolovsky et al., 2016), and re-
duce gender pay gap (Bennedsen et al., 2022).
On the other hand, pay transparency can create
pronounced feelings of envy toward cow-
orkers and decrease willingness to voluntarily
help them (Bamberger & Belogolovsky,
2017). Pay transparency can also create pri-
vacy and social concerns (Smit & Montag-
Smit, 2019), lead to greater pay compression
(Mas, 2017), and cause employers to bargain
more aggressively, thus lowering average
wages (Cullen, 2023).

However, pay transparency involves multiple
key decisions (Fulmer & Arnold, 2020) that may
have a differential impact in organizations. The
first decision is communicating about “what,” that
is, what, if any, pay outcome information will be
shared? For example, it could involve disclosing
anything from individual salary numbers, group
averages to pay ranges. The second decision re-
lates to communicating about “why,” that is, how
transparent will an organization be about why pay
is set the way it is (i.e., the processes by which pay
is determined)? The remaining two decisions
pertain to shaping “how” information spreads:
decisions on how the organization disseminates
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pay-related information (e.g., modes or channels
of communication include intranet, human re-
source[s] [HR] staff or managers, etc.); and how
employees communicate about pay among
themselves and to what extent they will be dis-
couraged from doing so.

In this study, we focus on procedural pay
transparency, which refers to how employees
perceive an organization’s transparency about
why pay is set the way it is (i.e., pay bases and
mechanisms to determine pay). We aim to
advance the pay transparency literature in
several ways. First, we study how procedural
pay transparency relates to motivational cli-
mates at the work unit level. Second, we study
whether motivational and sorting effects of
pay transparency can be explained by moti-
vational climate. Thus, our study also con-
tributes to the literature on motivational work
climate. Our empirical study was conducted in
Northern Europe in 20 organizations with
varying degrees of procedural transparency
and is based on 4652 employee survey re-
sponses from 127 distinct work units.

Pay Transparency and
Motivational Climate

In a competitive, complex, and volatile business
environment, companies need more from their
employees. Thus, in many organizations, leaders
have traditionally focused on building “high-
performance” cultures and climates. However,
focusing on performance only might not be the
best, healthiest, or most sustainable way to fuel
results, as it may overwhelm employees, as
a performance-driven culture often exacerbates
people’s fears by creating a zero-sum game in
which people either succeed or fail (Schwartz,
2018), wherein success is defined by social
comparison. Thus, it may be more effective to
focus on creating growth-based cultures and
climates instead. In these work environments,
employees feel safe, that is, there is focus on
continuous learning through inquiry, manage-
able experiments, and continuous feedback.
This idea is not new. A long stream of re-
search in the education and sports settings shows
that a performance-driven climate might backfire

(Ames, 1992). According to this literature,
learning environments can be constructed to
enhance performance goals with a focus on
ability and sense of self-worth that is dependent
on doing better than others do (i.e., social
comparison). Alternatively, environments can be
constructed to enhance mastery goals based on
a belief that effort will lead to a sense of mastery,
fostering self-referenced feedback that supports
personal growth. Research shows that a perfor-
mance goal fosters a failure-avoiding pattern of
motivation, whereas a mastery goal elicits
a motivational pattern that is associated with
a quality of involvement likely to maintain the
behavior (Ames, 1992). Relatedly, achievement
goal theory (AGT; e.g., Nicholls, 1989) argues
that, whereas “ego goals” emphasize out-
performing others, “task goals” emphasize
learning and improving. Task and ego goals have
also been referred to as mastery—learning and
performance—competitive goals, respectively.

Professor Carol Dweck, an academic who
popularized this line of research, noted in her
infamous book Mindset: The New Psychology
of Success (Dweck, 2007) and TED talk “The
Power of Believing That You Can Improve”
(Dweck, 2014) that we should cultivate
a “growth” mindset (e.g., whereby seeing
failure is an opportunity to grow) instead of
encouraging a more “fixed” mindset (e.g.,
focusing on fixed idea of oneself: I am either
good or I am not). Her contributions have
inspired prominent business leaders such as
Satya Nadella at Microsoft, wherein “growth
mindset” is defined as a positive and forward-
thinking mindset: “It embraces every misstep
as a learning opportunity, not as a failure. It is
an open-minded perspective that encourages
improvement, which leads to success.” For-
bes claims that growth mindset culture tripled
Microsoft’s value.*

Most prominently, Nerstad and colleagues
(Kopperud et al., 2020; Nerstad et al., 2013,
2018, 2020) brought the measurement of the
impact of motivational climate to the field of
management studies. Motivational climate
refers to employees’ shared perceptions of
criteria for success and failure (Nerstad et al.,
2013), affected by the policies, practices, and
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procedures of their work environment, such as
communication about how employees are paid
and rewarded. The motivational climate con-
sists of two dimensions: mastery and perfor-
mance. Mastery climate refers to work
situations wherein success is defined based on
learning, growth, and effort; performance
climate refers to work situations wherein
success is based on social comparison and
normative ability (Nerstad et al., 2018).

A two-wave longitudinal study by Nerstad
et al. (2020) found that mastery climate is
positively related to individuals’ basic psy-
chological needs satisfaction (i.e., autonomy,
relatedness, and competence), whereas per-
formance climate is negatively related. Fur-
ther, the authors found that basic
psychological need satisfaction mediates the
relationship between motivational climates
and energy at work (e.g., absence of emotional
exhaustion and presence of vigor).

Research has also shown that mastery and
performance climate can have distinct con-
current impact on outcomes. For example,
previous research (Kopperud et al., 2020) has
found that a perceived mastery climate reduces
the negative spillover between professional
and private spheres, thus decreasing employ-
ees’ turnover intention. In contrast, a per-
ceived performance climate increases
employees’ turnover intention, partly ex-
plained by work—home spillover. Perceptions
of climates and their impact on individuals are
shown to become quite stable over time. A
longitudinal study by Nerstad et al. (2020)
suggests that a person’s goal orientation and
perceptions of motivational climate are
strongly interconnected such that exposure to
a perceived mastery climate encourages
mastery orientation, while a perceived per-
formance climate encourages performance
orientation. More specifically, the authors re-
vealed that the perceived motivational climate
explains 50% of the between-person variance
in mastery orientation and 14% of the
between-person variance in performance ori-
entation. As the climates only explain a small
percentage of the within-person variation over
time (2% of both orientations), the findings

suggest that perceived motivational climates
to a greater extent explain why people differ in
goal orientation (mastery vs. performance).
But how are the climates formed? Organ-
izations can facilitate a culture of transparency,
where information about the pay system is
openly shared in intranet, training, and job
postings (Day, 2007). Further, individual
managers can have a substantial impact on the
forming of shared, work-unit-level climates.
Transparency and open communication form
an essential part of fostering a working climate
that supports employee growth and de-
velopment. The same should apply to being
open about how the pay system works, creating
a sentiment that employees have the necessary
information to craft their own careers and grow
in the organization. However, as research on
pay transparency also shows that openly
sharing information about pay may also lead to
envious feelings, it is possible that procedural
pay transparency is related to a scarcity-driven
performance-obsessed climate instead. There-
fore, we ask the following two questions:

RQ1. Does procedural pay transparency
contribute to the emergence of
performance climate and/or mastery
climate in work units?

RQ2. Does procedural pay transparency
affect motivational and/or sorting
effects (task performance and/or
turnover intentions) via the perfor-
mance and/or mastery climate?

Method

Sample and Procedure

The sample for this study comprised 20 or-
ganizations in Finland operating in different
sectors (11 from the private sector and nine
from the public sector). The companies varied
in size from small to large. Each company
included between-work units with variance in
the extent to which procedural pay trans-
parency was practiced (there were a total of
136 units across the organizations).
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We conducted multisource, single-wave
data-collection processes across these organ-
izations. Specifically, separate surveys were
distributed to HR representatives and em-
ployees. The survey for the HR representatives
contained questions about the characteristics
of their organizations, including whether their
companies adopt a performance-based pay
practice. All HR representatives from the 20
companies successfully completed the sur-
veys. The survey for the employees included
questions regarding their demographics, per-
ceptions regarding their work units (i.e.,
procedural pay transparency implementation
and work climates), turnover intention, and
task performance. The survey responses were
anonymous and voluntary. In total, 5244
employees completed and returned their
surveys.

‘We combined the information collected from
the HR representative survey with the employee
survey data and created the data set for our
analysis. Within the generated data set, 62 of
5244 employee responses did not identify their
work units, making their survey responses un-
usable for our empirical analysis. In addition, of
the remaining 5182 employee responses, 530
responses did not have all the necessary in-
formation to run our empirical analysis.” As
such, we were left with 4652 usable employee
survey responses from 127 units across our
sampled 20 organizations. The breakdown of the
final sample is shown in Table 1. The distri-
bution of employee characteristics within the
final sample is as follows: 53% were male; 96%
had full-time status; the average age was about
44 (standard deviation was about 10); 81% had
at least an undergraduate level of education; and
the average monthly pay was about 3512
(standard deviation was about 958) in euros.

Measures

Procedural Pay Transparency (Unit-Level). We
used five items from Day (2007) to measure
procedural pay transparency.’ The items were as
follows: “I know where to go to get answers to
my compensation questions”; “I get the in-
formation I need about my pay programs”;
“Internal job postings provide information about

Table I. Breakdown of Final Sample.

Number of
employees

Number of

Organization units

Private | 9 Total: 79 337 Total: 2720
Private 2 6 447
Private 3 15 167
Private 4 | 230
Private 5 6 207
Private 6 5 121
Private 7 17 248
Private 8 2 164
Private 9 5 192
Private 10 8 313
Private |1 5 294
Public | 3 Total: 48 123 Total: 1932
Public 2 4 101
Public 3 6 100
Public 4 5 207
Public 5 5 67
Public 6 5 256
Public 7 3 262
Public 8 16 724
Public 9 | 92

the pay opportunity of job openings”; “My or-
ganization provides employees with written
information about how pay levels are de-
termined”’; and “My supervisor has explained to
me how pay levels are determined for the jobs in
my organization.” Employees rated the items
based on a five-point Likert scale (1 = strongly
disagree to 5 = strongly agree). Cronbach’s alpha
for employees’ ratings of procedural pay
transparency was .77. The collected employee
responses were aggregated to the unit level by
calculating the mean of procedural pay trans-
parency ratings for each unit. The within-unit
aggregation statistics were as follows: 7y, = .66;
ICC(1) = .10 (p < .05); and ICC(2) = .82.
Overall, the aggregation statistics showed
moderate agreement (LeBreton & Senter, 2008)
as well as acceptable levels of nonindependence
and reliability of the unit mean (e.g., Heavey &
Simsek, 2017; Kehoe & Collins, 2017) that

justify aggregation.

Mastery Climate (Unit-Level). Four items from
Nerstad et al. (2013) were used to measure
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mastery climate: “Each individual’s learning
and development is emphasized”; “One is
encouraged to cooperate and exchange
thoughts and ideas mutually”; “Employees are
encouraged to try new solution methods
throughout the work process”; and “Every-
body has an important and clear task
throughout the work process.” Employees
rated the items based on a five-point Likert
scale (1 = strongly disagree to 5 = strongly
agree). Cronbach’s alpha for employees’ rat-
ings of mastery climate was .80. The collected
employee responses were aggregated to the
unit level by calculating the mean of mastery
climate ratings for each unit. The within-unit
aggregation statistics were as follows: 7y, =
.64; ICC(1) = .06 (p < .05); and ICC(2) = .72.
Overall, the aggregation statistics showed
moderate agreement (LeBreton & Senter,
2008) as well as acceptable levels of non-
independence and reliability of the unit mean
(e.g., Heavey & Simsek, 2017; Kehoe &
Collins, 2017) that justify aggregation.

Performance Climate (Unit-Level). Four items
from Nerstad et al. (2013) were used to measure
performance climate: “Work accomplishments
are measured based on comparisons with the
accomplishments of coworkers”; “There exists
a competitive rivalry among the employees”;
“Rivalry between employees is encouraged”;
and “It is important to achieve better than oth-
ers.” Employees rated the items based on a five-
point Likert scale (1 = strongly disagree to 5 =
strongly agree). Cronbach’s alpha for employ-
ees’ ratings of performance climate was .79. The
collected employee responses were aggregated
to the unit level by calculating the mean of
performance climate ratings for each unit. The
within-unit aggregation statistics were as fol-
lows: 7,g = .69; ICC(1) = .09 (p < .05); and
ICC(2) = .80. Overall, the aggregation statistics
showed moderate agreement (LeBreton &
Senter, 2008) as well as acceptable levels of
nonindependence and reliability of the unit mean
(e.g., Heavey & Simsek, 2017; Kehoe & Collins,
2017) that justify aggregation.

Turnover Intention (Individual-Level). Four items
from Bozeman and Perrewé (2001) were used

to measure turnover intention: “I will probably
look for a new job in the near future”; “I often
think about quitting [this organization]”; “At
the present time, I am actively searching for
another job outside [the organization]”; and “I
am intending to quit my job.” Employees rated
the items based on a five-point Likert scale
(1 = strongly disagree to 5 = strongly agree).
Cronbach’s alpha for employees’ ratings of
turnover intention was .89.

Task Performance (Individual Level). Three
items from Goodman and Svyantek (1999)
were used to measure task performance: “I
demonstrate expertise in all job-related tasks™;
“I am competent in all areas of the job, and
handle tasks with proficiency”; and “I perform
well in the overall job by carrying out tasks as
expected.” Employees rated the items based
on a seven-point Likert scale (1 =never to 7 =
always). Cronbach’s alpha for employees’
ratings of task performance was .82.

Control Variables. We incorporated five in-
dividual-, six unit-, and two organizational-
level control variables. At the individual level,
we controlled for employees’ age (in years),
sex (0 = female; 1 = male), education (ordi-
nally measured: 1 = elementary school-level;
2 =vocational school-level; 3 =undergraduate
level; 4 = master level; and 5 = doctoral level),
monthly pay (in euros), and full-time status
(0 = part-time; 1 = full-time). The five vari-
ables were measured via employee self-
reports. We included these factors in our
analysis to account for variances in our
individual-level outcome variables caused by
differences in individual demographics. We
control for pay-for-performance (the extent to
which performance-based pay was offered to
individual employees [each organization’s HR
department provided the information on the
extent to which performance-based pay was
offered to individual employees based on an
ordinal scale: 1 =none; 2 = up to 10% of total
pay; and 3 = more than 10% of total pay]) as
well as the unit means of employees’ age, sex,
education, monthly pay, and full-time status
(unit-level means of the above-mentioned
individual-level controls).
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The first variable (i.e., pay-for-
performance) was incorporated because pay
transparency research indicates that differ-
ences in variable pay should be accounted for
to accurately understand pay transparency’s
associations with its outcomes (Belogolovsky
& Bamberger, 2014). The latter five variables
were controlled to minimize demographics-
related biases on employees’ collectively
shared perceptions (i.e., work climates). At the
organizational level, adapted from Takeuchi
et al. (2009), we further accounted for sector-
fixed effects (0 = private; 1 = public) and
organization size (total number of employees)
to account for potential systematic biases they
may induce. Information regarding these two
variables was obtained from HR managers.

Analytical Strategy

As our study sample was comprised of three
levels (i.e., individual [level 1], unit [level 2];
and organization [level 3]), we employed
a mixed-effects model with robust standard
errors. Adapting Hofmann and Gavin’s (1998)
approach, we grand-mean centered non-
dichotomous predictors and controls and al-
lowed between-organization/unit variability in
the intercept.” The variability in the intercept
was allowed to better account for unobserved
unit- and organization-specific biases. More-
over, in examining procedural pay trans-
parency’s indirect relationships with employee
outcomes (i.e., turnover intention and task
performance) via mastery and performance
climates, we used the nested-equations path
analytic approach (Edwards & Lambert, 2007;
Preacher et al., 2007). To account for the non-
normal distribution of the product coefficients
in testing indirect relationships, we utilized
a bootstrapping procedure with 20,000 repe-
titions to calculate the confidence intervals of
the tested indirect relationships based on the
sampling distributions.

Results

Table 2 offers information regarding de-
scriptive statistics and correlations. Table 3
provides the analysis results regarding

procedural pay transparency’s relationships
with mastery and performance climates. As
shown in Model 1-2, procedural pay trans-
parency was positively related to mastery
climate (b = .33; robust SE = .09; p < .001).
Meanwhile, as shown in Model 2-2, pro-
cedural pay transparency was not significantly
related to performance climate (b =.11; robust
SE = .11, n.s.).

Table 4 offers the analysis results on
mastery climate’s relationships with turnover
intention and task performance controlling for
performance climate. As depicted in Model 3—
2, mastery climate is negatively related to
turnover intention (b = —.45; robust SE = .10;
p <.001). Moreover, as shown in Model 4-2,
mastery climate is positively related to task
performance (b = .15; robust SE = .07; p <
.05).

Procedural pay transparency’s indirect re-
lationships with turnover intention and task
performance via mastery climate were tested
using the estimates derived from empirical
models, as shown in Tables 3 and 4. The re-
sults show that procedural pay transparency’s
indirect relationship with turnover intention
via mastery climate is negative (b= —.15; SE =
.05; significant based on a 95% confidence
interval [-.26, —.06]). In addition, the results
demonstrate that procedural pay trans-
parency’s indirect relationship with task per-
formance via mastery climate is positive (b =
.05; SE = .03; significant based on a 95%
confidence interval [.004, .11]).

Post Hoc Analyses

We further conducted a post hoc analysis that
reran the examined empirical models by sector
(private and public). Table 5 shows procedural
pay transparency’s relationships with mastery
and performance climates by sector. Pro-
cedural pay transparency’s effect on mastery
climate is positive in the private sector sub-
group (Model 5-1: b = .42; robust SE = .08;
p <.001) and positively nonsignificant in the
public sector subgroup (Model 5-2: b = .18;
robust SE = .19; n.s.). Procedural pay trans-
parency’s effect on performance climate is
nonsignificant in the private sector subgroup
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Table 4. Mastery Climate’s Relationships With Turnover Intention and Task Performance.

Model 3-1 Model 3-2 Model 4-1 Model 4-2
(DV = Turnover (DV = Turnover (DV = Task (DV = Task
intention) intention) performance) performance)
Robust Robust Robust Robust

Variables b SE b SE b SE b SE
Intercept 2. P .07 2. 3wk .07 5.52%%% .10 5.527%%¢ .10
Organizational-level controls

Sector —.08 .08 —.121 .07 —. 141 .08 —.12 .08

Organization size .00 .00 .00 .00 —.00 .00 —.00 .00
Unit-level controls

Pay-for-performance —.10%* .05 —.07 .05 .03 .03 .00 .03

Age mean —.00 .0l —.00 .0l —.00 .0l —.00 .0l

Sex mean —.00 .07 16* .08 .30* 12 25%* 12

Education mean —.08 .07 .0l .08 —.12t .07 —.13* .06

Full-time status mean —.49 40 -.29 43 —.13 44 —.17 45

Monthly pay mean .00 .00 .00 .00 .00 .00 .00 .00
Individual-level controls

Age —.02%kk .00 — .02k .00 —.00 .00 —.00 .00

Sex —.09t .05 —.09¢ .05 (| 3wk .03 Nk .03

Education | .02 (|| .02 —.02 .02 -.02 .02

Full-time status A3* .06 A3* .06 24 .09 24 .09

Monthly pay —.00* .00 —.00* .00 .00 .00 .00 .00
Predictors

Procedural pay —.30%* Nl —. 16t .09 .07 .08 .0l .08

transparency

Mastery climate — 45Kk .10 I5% .07

Performance climate 2% .05 .03 .08
Log pseudolikelihood —6666.23 —6657.19 —5979.98 —5978.52
Wald 2 408.47+*+* 8166.64%FF 798.66%+* 3255.38%#*

Note. DV = dependent variable. SE = standard error. N = 4652 individual-level observations.

b < .10, #p < .05, *p < 01, ®p < 001 (two-tailed).

(Model 6-1: b =.16; robust SE = .13; n.s.) as
well as the public sector subgroup (Model 6-2:
b = —.10; robust SE = .08; n.s.).

In testing the mastery climate’s relation-
ships with turnover intention and task per-
formance by sector, the model-fit statistics
could not be computed if we examined the
empirical results with robust standard error
because the number of organizations was
small. Given the issue, we alternatively re-
ported empirical results using mixed-effect
models with standard errors; this did not
change the results and allowed us to report
model-fit statistics. Table 6 shows mastery
climate’s relationships with turnover intention

and task performance by sector. Mastery cli-
mate had a negative relationship with turnover
intention in the private sector subgroup
(Model 7-1: b = —.47; SE = .15; p < .01) as
well as the public sector subgroup (Model 7-2:
b=—.41;SE=.13;p <.01). Mastery climate’s
relationship with task performance is positive
but nonsignificant in the private sector sub-
group (Model 8-1: »=.10; SE = .13; n.s.) and
positive in the public sector subgroup (Model
8-2: b= .24; SE = .12; p < .05).

Overall, the relational patterns among
procedural pay transparency, motivational
climates, and employee outcomes found in the
private and public sector subsamples were
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Table 5. Post-Hoc Analysis: Procedural Pay Transparency’s Relationships With Mastery and Performance

Climates by Sector.

Model 51 Model 5-2 Model 6-I Model 6-2
DV =
(DV = Mastery (DV = Mastery  (DV = Performance Performance
climate) climate) climate) climate)
Robust Robust Robust Robust
Variables b SE b SE b SE b SE
Intercept 3.16% I3 3.7 2] 1.60% 33 2,11 10
Organizational-level controls
Organization size .00 .00 —.00%* .00 .00 .00 —.00%F* .00
Unit-level controls
Pay-for- |7k .04 1 .07 29* .14 .07* .03
performance
Age mean .0l .00 —.00 .0l .00 .0l .00 .0l
Sex mean A4k 12 54 A7 —.04 .07 .38 .29
Education mean 25% 12 .10 .10 —.3 |k .09 —.207%%k .05
Full-time status 46 .33 .07 .53 — | .23k 23 —.61* .28
mean
Monthly pay mean  —.00 .00 .00 .00 .00t .00 .00* .00
Predictor
Procedural pay 42wk .08 .18 .19 .16 13 —.10 .08
transparency
Sector Private Public Private Public
Log pseudolikelihood 11.79 A7 —-2.98 13.27
Wald 2 | 178.60%** 248.45%+* 230.87%** 20870.68***
N 79 48 79 48

Note. DV = dependent variable. SE = standard error. N represents unit-level observations.

+p < .10, *p < .05, #p < .01, *=p < 001 (two-tailed).

comparable with what was found in the full
sample, albeit there were some differences in
terms of statistical significance. While these
findings are intriguing, we suggest caution in
interpretating the findings and leave it to the
readers, as the difference across the private and
public sector subsamples may be attributed to
multiple factors, including sector-specific
differences and reduced statistical power.

In addition to the above analysis, we ran
another post hoc analysis that explores
whether pay transparency’s relationships with
mastery and performance climates are mod-
erated by pay-for-performance and the age
mean of the unit. The two factors were chosen
because (1) it is suggested that pay trans-
parency is particularly preferred by younger
workers (O’Brien, 2023), and (2) it may be

possible that procedural pay transparency’s
effect on employee perceptions and associated
outcomes is stronger when variable pay con-
stitutes a larger portion of total pay
(Belogolovsky & Bamberger, 2014). As de-
picted in Model 9 of Table 7, the interaction
term between procedural pay transparency and
pay-for-performance has a nonsignificant re-
lationship with mastery climate (b = —.09;
robust SE = .11; n.s.), and the interaction term
between procedural pay transparency and age
mean has a negative relationship with mastery
climate (b = —.03; robust SE = .01; p < .01).
Figure 1 shows the pattern of the interaction. A
simple slope test indicated that procedural pay
transparency had a stronger positive re-
lationship with mastery climate when the age
mean was one standard deviation below the



94

Compensation & Benefits Review 56(2)

Table 6. Post-Hoc Analysis: Mastery Climate’s Relationships With Turnover Intention and Task

Performance by Sector.

Model 7-1 Model 7-2 Model 8-1 Model 8-2
DV = (DV =
Turnover Turnover (DV = Task (DV = Task
intention) intention) performance) performance)
Variables b SE b SE b SE b SE
Intercept 2200 |4 1.99%= |3 554k 12 5416 12
Organizational-level controls
Organization size —.00 .00 .00%* .00 —.00 .00 .00 .00
Unit-level controls
Pay-for-performance —.15 do —13* .06 —-.07 .09 —-.08 .06
Age mean .0l .0l —.02%* .0l .0l .0l —.021 .0l
Sex mean .10 A7 .05 22 22 .14 23 .20
Education mean .19 A4 -2 Nl —.0l A2 =30 .10
Full-time status mean -22 71 —.54 72 .08 61 —.45 .66
Monthly pay mean .00 .00 .00 .00 .00 .00 .00%* .00
Individual-level controls
Age —.0I®= 00 —.02%* 00 —.00 .00 .00 .00
Sex —.06 .05  —I3* .06 AR .04 16%* .05
Education .08* .03 A7 04 —03 .03 .02 .03
Full-time status .10 A3 207 i .28% i 29%F .10
Monthly pay —.00 .00 —.00%* .00 .00* .00 —.001 .00
Predictors
Procedural pay transparency = —.30% 13 .09 d2 —-.02 1 .04 11
Mastery climate — 47 A5 —A41¥ 13 .10 .13 24% 12
Performance climate .16 12 22 .18 .02 Nl .14 .16
Sector Private Public Private Public
Log pseudolikelihood —3881.16 —2760.86 —3380.39 —2576.59
Wald 2 |1 1.64%%F 147.85%#* 34.06%* 88. | gtk
N 2720 1932 2720 1932

Note. DV = dependent variable. SE = standard error. N represents individual-level observations.

1p < .10, *p < .05, ¥p < .01, ¥*¥p < 00| (two-tailed).

mean (b = .44; robust SE = .10; p <.001) than
when the age mean was one standard deviation
above the mean (b = .20; robust SE = .10; p <
.05). Meanwhile, as shown in Model 10 of
Table 7, neither of the interaction terms are
related to performance climate (b = .02; robust
SE = .12; n.s. [interaction with pay-for-
performance]; b = .02; robust SE = .02; n.s.
[interaction with age mean]).

Based on the finding that the interaction term
between procedural pay transparency and the
age mean of the unit is significantly related to
mastery climate, we examined how procedural
pay transparency’s indirect relationships with

turnover intention and task performance via
mastery climate differed based on age mean.
Using the estimates derived from the empirical
models shown in Tables 4 and 7, we found that
procedural pay transparency’s conditional in-
direct relationship with turnover intention via
mastery climate was more strongly negative
when age mean was one standard deviationbe-
low the mean (b = —.20; SE = .06; significant
based on a 95% confidence interval [—.34;
—.09]) than when age mean was one standard
deviation above the mean (b = —.09; SE = .05;
significant based on a 95% confidence interval
[-.19, —.002]). We also found that procedural
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Table 7. Post-Hoc Analysis: Exploring the Moderations of Units’ Mean Age and Pay-For-Performance on
the Link Between Procedural Pay Transparency and Mastery Climate.

Model 9 Model 10
(DV = Mastery (DV = Performance
climate) climate)

Variables b Robust SE b Robust SE
Intercept 3.1 5k 13 |.92+#* A7
Organizational-level controls

Sector —-.09 .09 —.0l .05

Organization size —.00 .00 —.00 .00
Unit-level controls

Sex mean A6k .07 .00 .05

Education mean .14 .06 — 240 .05

Full-time status mean .34 .34 —.66* .30

Monthly pay mean .00 .00 .00* .00
Predictors

Procedural pay transparency .53% .26 .06 35

Pay-for-performance 167 .04 .16* .08

Age mean .00 .00 .00 .01

Procedural pay transparency x Pay-for-performance  —.09 N .02 12

Procedural pay transparency x Age mean —.03%* .0l .02 .02
Log pseudolikelihood 9.29 2.18
Wald y2 1614.25%* 224.83++*

Note. DV = dependent variable. SE = standard error. N = 127 unit-level observations.
1 < .10, *p < .05, ¥p < .01, ¥**p < .00| (two-tailed).

——Low age mean (-1SD)

High age mean (+1SD)

Mastery climate

Simple slope for low age mean:
3.3 b = .44, robust stamdard error = .10,
P <.001 (two-tailed).

Simple slope for high age mean:

o b= 20, robust stemdard error = .10,
P < .05 (two-tailed).

Low procedural pay transparency (-1SD) High procedural pay transparency (+1SD)

Figure |. Post Hoc analysis: The interaction between units’ mean age and procedural pay transparency
on mastery climate.
Note. SD = standard deviation.
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pay transparency’s conditional indirect re-
lationship with task performance via mastery
climate was more strongly positive when the age
mean was one standard deviation below the
mean (b = .07; SE = .03; significant based on
a 95% confidence interval [.01, .14]) than when
the age mean was one standard deviation above
the mean (b =.03; SE = .02) significant based on
a 90% confidence interval [.002, .07]).

Discussion

Previous research suggests that pay trans-
parency can be a double-edged sword (Colella
et al., 2007). Transparency can exacerbate
employee jealousy and facilitate conflicts
(Balkin & Gomez-Mejia, 1990). In contrast,
drawing from equity (Adams, 1965) and
justice (Greenberg, 1990) theories, those fa-
voring pay transparency argue that, by pro-
moting internal consistency, pay transparency
reinforces employee trust in management and
has positive incentive and sorting effects, thus
boosting task commitment and facilitating the
retention of strong performers (e.g., Cloutier &
Vihuber, 2008).

Whereas full distributive or outcome trans-
parency (publishing individual pay levels) is still
relatively rare in organizations, the general trend
is that organizations see many benefits in being
more transparent in communicating about pay
procedures, for example, why pay is set the way
it is (i.e., procedural pay transparency). This is
also increasingly expected by organizations
operating in the EU and becoming more frequent
in the U.S. context, too, especially in recruitment
situations. According to employee surveys, most
employees are in favor of increasing trans-
parency in an anonymous fashion, reporting
average salaries by position (for example, based
on reports published by CNBC® and SHRM” in
2022). The results of our study suggest that
indeed there might be multiple benefits to in-
creasing procedural pay transparency.

Our study is, to our best knowledge, the
first to investigate the impact of pay trans-
parency on motivational climate (e.g.,
Nerstad, et al., 2013, 2018) in work units
within organizations. Intuitively, one might
think that, in the presence of pay transparency,

employees might collectively focus more on
social comparison, for example, how they are
doing relative to their peers, which is how
success is defined when employees work in
a unit characterized by a performance climate;
however, the findings of our study suggest that
procedural pay transparency is positively as-
sociated with a mastery climate instead, that is,
a work unit climate where success is defined
based on learning, growth, and effort. Our
results further suggest that a mastery climate,
in turn, is related to meaningful sorting and
motivational effects. Employees who perceive
that they receive information about why they
are paid the way they are also collectively
perceive they work in a unit characterized by
mastery climate, which in turn is related to
lower turnover intentions and higher (self-
reported) task performance.

Our study contributes to the literature on pay
transparency and motivational work climate. Our
research reveals that procedural pay transparency
is related to mastery climate; suggesting that
openness about pay procedures may fulfill basic
employee needs of autonomy, relatedness, and
competence (Nerstad et al., 2020). According to
previous research, mastery climate supports ef-
fort and cooperation, as individuals feel that
success is defined by learning, mastery, and skill
development (Ames, 1992; Nicholls, 1989).
Such a climate has been found to promote more
adaptive behaviors, such as better performance,
higher levels of work engagement, additional
effort, and persistence in the face of difficulty
(Nerstad et al., 2013; Ntoumanis & Biddle, 1999;
Roberts, 2012). Similar to previous research, in
our study, we found that mastery climate sup-
ports task performance and is related to a lower
level of turnover intentions, in part explained by
procedural pay transparency.

In contrast with mastery climate, previous
research suggests that performance climate
emphasizes normative criteria for success
(Roberts, 2012). Thus, normative ability, so-
cial comparison, and intrateam competition
are emphasized (Ntoumanis & Biddle, 1999).
While it may be surprising that openness about
pay procedures (procedural pay transparency)
was not related to performance climate in our
study, and that, in our post hoc analysis, we did
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not find evidence that the relationship would
be dependent on the level of pay for perfor-
mance in the organizations either, the result is
in line with the existing research in the area of
organizational justice, thus highlighting that
transparency fosters an overall perception of
fairness and trust in organizations (e.g.,
Colquitt et al., 2001). While procedural pay
transparency was not related to performance
climate in our study, performance climate was
related to a higher level of turnover intentions,
in line with previous research. Namely, per-
formance climate has been found to be asso-
ciated with maladaptive employee outcomes,
such as performance anxiety, poorer perfor-
mance, lower persistence, controlled motiva-
tion, and turnover intentions (Abrahamsen
et al., 2008; Nerstad et al., 2013; Ntoumanis
& Biddle, 1999).

Increasing procedural pay transparency offers
many potential benefits for employers, given that
lack of transparency introduces uncertainty.
Employees may think that their employer or
superiors have something to hide, as lack of
procedural pay transparency has been found to
relate to malevolent attributions of the employer
somewhat positively and relate to the lack of
benevolent attributions strongly negatively
(Montag-Smit & Smit, 2021). These attributions
generally mediate the relationship between pay
secrecy and trust. In contrast, communication
about the compensation procedures increases the
distinctiveness of the HRM system that creates
a “strong” situation, where employees un-
derstand what is expected of them and how they
are rewarded for their contributions (Bowen &
Ostroff, 2004).

Findings from our post hoc analysis suggest
that younger employees are more likely to react
positively to procedural pay transparency.
Young employees are more likely to desire more
information, as they are more interested in their
own career and development. Further, younger
employees are more likely to search for in-
formation online (Classdoor, etc.) and change
workplaces. According to the 2022 Visier report
cited by SHRM'?, nearly 90% of Generation Z
workers (employees up to age 25) reported that
they were comfortable discussing their salaries,
compared with 53% of Baby Boomers (those

between the ages of 58 and 76). Therefore, our
results suggest that, if organizations desire to
recruit and retain younger employees, they
should be encouraged to promote procedural pay
transparency.

It is worth noting that this study does not
directly inform about distributive (or outcome)
pay transparency, another practice that discloses
the actual pay levels of individual employees (vs.
the disclosure of ow pay levels are determined,
that is, procedural pay transparency). This is
because, in none of the organizations we studied,
this was a common practice. Ignorance might be
a blessing for those who are paid less (Perez-
Truglia, 2020), and if organizations are not able
to provide a coherent message across their HR
systems, it may be the case that employees don’t
feel that the pay system itself is fair (Alterman
et al., 2021). Distributive pay transparency, es-
pecially revealing pay levels horizontally be-
tween coworkers, may induce counterproductive
peer comparisons and cause employers to bar-
gain more aggressively, thus lowering average
wages (Cullen, 2023). More information is not
always better; thus, carefully considering the type
of information provided is essential.

Limitations and Future Directions

We suggest readers evaluate the findings of this
research in light of the following limitations.
First, the presented findings were derived from
a cross-sectional data set. In this regard, although
we theoretically suggested a certain causal flow,
and our results were supportive of the prediction,
the causality of our findings may be questioned
because alternate relational sequences are pos-
sible. For instance, perhaps procedural pay
transparency is more actively adopted in work
settings where mastery climate is high. Yet, we
cautiously suggest that there is a strong agree-
ment in the existing literature that HR practices,
for example, procedural pay transparency,
meaningfully shape climates in the workplace
(Bowen & Ostroff, 2004; Manroop et al., 2014;
Sanders et al., 2014). Similarly, prior research
has suggested that employee outcomes are
shaped by climates and HR practices (e.g.,
Nerstad et al., 2018; SimanTov-Nachlieli &
Bamberger, 2021; Takeuchi et al., 2009).
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Second, we acknowledge the possibility that
there may be common method biases in our
results (see Podsakoff et al., 2003, for a review of
common method biases). For example, given
that our study variables were measured using
Likert scales, the covariations across pro-
cedural pay transparency, motivational cli-
mates, and employee outcomes might have
been, under systematic influences, driven by
common scale formats. Moreover, artifactual
covariances may have existed across our
predictor and outcome variables, given that
they were primarily rated by employees. In
light of the above possibilities, we encourage
future studies to try replicating our empirical
models under research designs that pose
fewer concerns for common method biases.

Third, we relied on self-reports in measuring
task performance. It is hypothetically possible for
self-rated performance to be biased and show
differences when compared with other perfor-
mance measures; a good way to address this issue
is to utilize multiple sources in collecting data for
task performance (Demerouti et al., 2005).
However, we were unable to obtain information
regarding employees’ task performance from
additional sources, such as via supervisors and
company records. Alas, we at least cautiously
point out that there is meta-analytic evidence
indicating that, when compared with other per-
formance measures, there generally is no upward
bias in self-report measures of performance (see
Churchill et al., 1985).

Fourth, although we controlled for various
factors that may affect the associations across our
studied variables, other factors that we could not
account for may also influence the relationships.
For instance, it may be possible that executive
managers’ HR philosophies confound the re-
lationship between procedural pay transparency
and employee outcomes. Thus, we encourage
future research to try replicating procedural pay
transparency’s relationships with motivational
climates and employee outcomes while addi-
tionally controlling for other important factors.

While our methodology should be critically
reviewed in light of these limitations, it also
has noticeable strength. Specifically, our
sample had an extraordinarily large number of
observations collected from numerous work

units across a multitude of public and private
organizations. In this regard, our research
offers findings that are somewhat robust in
terms of generalizability.

We hope that our study will spur further
research on the impact of pay transparency on
work climates, such as the mastery and per-
formance climate studied here. Among other
things, future research could study the impact of
different degrees of procedural and distributive
pay transparency across organizations with
different organizational strategic aims, designs,
and compensation models. Also, future research
could more carefully examine how transition to
more procedural and/or distributive pay trans-
parency molds organizational climates and
cultures over time, relating to sorting and mo-
tivational effects through the recruitment and
retention of different kinds of personnel.
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Notes

1. https://www.shrm.org/executive/resources/
articles/pages/salary-transparency-laws.aspx
(cited on July 18, 2023).

2. https://eur-lex.europa.cu/legal-content/EN/
TXT/PDF/?uri=CELEX:32023L0970  (cited
on July 18, 2023).

3. https://www.microsoft.com/en-us/microsoft-
365/business-insights-ideas/resources/grow-
your-business-with-a-growth-mindset ~ (cited
on September 8, 2021).

4. https://www.forbes.com/sites/tomvanderark/
2018/04/18/hit-refresh-how-a-growth-
mindset-culture-tripled-microsofts-value/
(cited on July 18, 2023).

5. There was one missing value in sex, four
missing values in education, five missing
values in age, 30 missing values in full-time
status, 60 missing values in task performance,
42 missing values in turnover intention, and
388 missing values in monthly pay.

6. We could not study communication openness
(the degree to which the organization allows
employees to discuss pay matters with one
another or disclose their personal pay matters
to others; Arnold & Fulmer, 2018), as the law
of the country stipulates that employees have
the right to discuss pay, working hours, and
other terms of employment with other em-
ployees (7 §).

7. When analyzing the relationships between
procedural pay transparency (unit-level) and
mastery and performance climates (unit-level),
the intercept was allowed to vary based on
organizations. When analyzing the relation-
ships between mastery and performance cli-
mates (unit-level) and employee outcomes
(individual-level), the intercept was allowed to
vary based addition to
organizations.

8. https://www.cnbc.com/2022/10/26/workers-
overwhelmingly-support-pay-transparency.
html (cited on August 25, 2023).

9. https://www.shrm.org/hr-today/news/hr-
magazine/fall2022/pages/the-push-for-pay-

on units in

transparency.aspx (cited on August 25, 2023).
10. https://www.shrm.org/hr-today/news/hr-

magazine/fall2022/pages/the-push-for-pay-

transparency.aspx (cited on August 25, 2023).
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