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Abstract

This paper examines whether there is a person-organization fit for promotional systems. Two types of promotional systems are distinguished, the standard promotion and the up-or-out system. It was predicted that job seekers that are risk-seeking, confident, motivated, and energetic would have less aversion to the up-or-out system than other job seekers. Questionnaires were spread amongst students and recent graduates through social media and at Erasmus University Rotterdam, with a total of 143 respondents. On average, a 9% higher salary is required to prompt application for a firm with an up-or-out promotional system. Especially the level of energy seems to play an important role in preferences for this promotional system. 
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1. Introduction

In their hunt for a job, job applicants search for a perceived organizational fit. Likewise job recruiters are hiring applicants on their perceptions of fit (Judge & Cable, 1997). This interaction between person and organizations has been subject to several studies, for example Dineen et al. (2002) and Cable & Judge (1996). 
Cable & DeRue (2002) distinguished three types of organization fit; person-organization (e.g. organizational identification), needs-supplies fit (e.g. job satisfaction) and demands-ability fit (e.g. pay). 
My paper discusses the relation between the fit of a promotional system of a firm and personal characteristics. Comparing with the types of organization fit that Cable & DeRue (2002) described, this is a combination of the person-organization fit (in terms of turnover decisions) and the demands-ability fit (in term of rewards). Lazear (1986) showed that there is self selection based on ability in different pay schemes. Rynes (1987, from Cable & Judge, 1996) concluded that firms can attract the right employees with a pay system trough this self selection, so that the firm can recruit certain types of employees. In my paper two types of promotional systems are distinguished, the standard promotional system and the up-or-out promotional system. In the Netherlands, 51.9% of the employees in the public-accounting sector experience their organizational culture as up-or-out or as the milder version “grow or go”
. The up-or-out promotional system
 is defined as “an employment situation where, if a worker is not promoted by a certain date, the worker must leave the firm.”(Gosh and Waldman, 2006). The objective of the study presented here is to find out whether some people are more attracted to the up-or-out system than others and which personal characteristics might play a role in this perceived fit.

Data were collected from a survey that was spread online and at Erasmus University Rotterdam. The survey yielded a total of 143 respondents, from ages 18 to 29. In the survey, respondents were asked for the amount of starting salary from which they would seriously consider to apply to a described vacancy. 

The a priori assumption was that people who are confident, motivated, and energetic would demand a lower salary at a firm with the up-or-out system than peers who scored lower on these attributes. Previous literature has shown that these characteristics have a positive influence on job performance and therefore people who score high in these characteristics have a better chance of being promoted. Further it is assumed that job seekers who are risk averse would desire a higher compensation for the risk of getting jobless than their peers. The overall expectation was that every respondent would prefer the standard employment situation in case of equal promotion chances and that promotion chances would have a positive effect on the willingness to work for a firm.

 The results of the survey partly confirm the hypotheses. On average respondents demanded nearly 9.0% more salary when a firm had an up-or-out system compared to the standard promotional system when the promotional chances were equal at both firms. This indicates that respondents had a negative attitude towards the up-or-out promotional system. The promotional system was found to be even more important than the chance of being promoted. It is said that the career curve at up-or-out firms is steeper and that promotion rates are higher than for firms with the standard promotion system, but there is no exact data available for this claim. But even when there is a higher promotion rate at the up-or-out system, respondents still demanded 5.1% more salary at firms with the up-or-out system. The results for explaining the variance with the personal characteristics were mixed. There are some strong indications that there is a person-organization fit at the up-or-out system, but not many variables were significant. The level of energy seems to have the strongest effect on the demanded salary, but was only significant at one situation in the full sample. This was at the situation that is assumed to be most in line with the practical situation, firms with a standard promotion have a “low” possibility to promote and firms with up-or-out a “high” possibility to promote. The effect of energy on demanded salary was positive, energetic applicants asked a less high compensation for the negative externalities of up-or-out. In this situation there also seems to be an association between confidence and attraction to the up-or-out system, however this difference is not statistically significant. 
The next part of this paper gives an overview of previous research that is done about person-organization fit and the up-or-out promotional system. Also an explanation is given for the used variables in the survey. Part 3 discusses the data and the used measures. Following are the results in part 4 and the discussion of the results in part 5. This paper concludes with the implications of the results and ideas on how further research can give more insight on the decision making by job seekers applying to an up-or-out firm.

2. Related literature

A significant amount of papers have been written on the topic of person-organization fit. Numerous papers confirm that in search for a job, applicants make decisions based on their perception of the match between their dispositions and the organization culture (Rynes, 1987). Job seekers have preferences about certain organizational characteristics and select themselves into these organizations. Firms can be categorized based on multiple variables, the compensation system is one of them. A compensation-system is an important characteristic that can tell a lot about an organization, including less visible organization attributes, such as workforce ethics (Cable & Judge, 1994, Rynes, 1987). These ethics suit some employees better than others. Most of the literature about the attractiveness of compensation systems examined the importance of the pay level. More in line with the current research is the paper of Dohmen & Falk (2011). They ran a lab experiment on the self-selection of workers into different kinds of compensation systems. The main finding was that there is productivity sorting into variable pay schemes. The more productive people self selected themselves in variable pay schemes like tournament, revenue sharing and piece rate, to earn more. Individual characteristics were also factors to self select in different pay schemes, risk-averse people preferred fixed pay rather than variable pay. Furthermore self-assessment and overconfidence were determinants to select into tournaments, but workers with social preferences were less likely to choose for tournaments. Personality traits conscientiousness and emotional stability also had an influence on the choice for tournament treatment. Organizations can use this knowledge to attract certain employees.

 The up-or-out promotion system is a less well-known compensation system with its own characteristics. Although the up-or-out system is relatively unknown, it is very common in the military, the academic world, law firms, and consultancy firms. To be in the running to promote, employees of the firms that practice this system often have to make long hours (Reichman & Sterling, 2004, Jacobs & Winslow, 2010). This makes it often hard to have a work/life balance (Malhotra et al. 2010). To understand which types of people are attracted to this particular promotional system, it is important to get a better understanding of the system and the benefits it can have. 

The use of an up-or-out system has several advantages from an organizational view. O’Flaherty (1992) argued that up-or-out can be used as a screening device. In the first years of employment, the firms can observe effort and output and later decide if the employee has the potential to make it to a senior position. By easily getting rid of employees, the firm can keep the quality of the employees high. Malhotra et al. (2010) state that up-or-out can also be used as an incentive in firms where effort is difficult to measure and where the effect of effort on output is complex. In such situations, monitoring costs are potentially substantial and the job of monitoring is difficult for partners or senior professionals because they are engaged in production rather than management. The up-or-out system can also serve as a relatively cheap incentive: employees sustain high effort and seek to develop competence in order to gain a high position in the firm and the according financial and status rewards that go with it. Greenwood and Empson (2003) argued that this system is an extension of the solution to the agency problem. Loss of motivation of people that are stuck in their place can also be a reason to adapt an up-or-out promotion system.

For the employees the up-or-out system also has several advantages. In the first place it can serve as a credible signal for employees that they get a promotion when they put in high effort and when they are valuable for the firm. If the firm does not promote the employee the firm is obligated to fire the employee and lose a valuable employee. On the contrary, in a standard promotional system, the firm can choose to not promote the employee and not pay a higher wage (Kahn & Huberman 1988). Also the employee is assured that he will not be stuck in the same position because the firm has to decide whether to promote or not. Second, up-or-out firms focus on personal development to prepare the employees for a higher position. This human capital is not always firm specific so it can be used when the employee fails to promote and has to leave the firm. There are also firms, like McKinsey and Accenture that have a positive reputation of actively helping employees who do not make the cut. They do this to lower the fear of applicants to get unemployed, despite the chance of getting fired (Malhotra et al., 2010). Finally, it is said that employees at up-or-out firms have a steeper career curve, but no exact data is available that proves this statement. The up-or-out model therefore can have benefits for both parties: it generates high productivity with low monitoring costs for the firm and general (as well as firm-specific) human capital development for the individual (Malhotra et al., 2010).

 The up-or-out policy still seems to be a particularly harsh way of dealing with these employees (Malhotra et al., 2010). Such employees are often highly productive to the organization and the inability to provide an alternative internal career path imposes costs through the loss of organization-specific human capital destroyed by the up-or-out policy (Baker et al., 1998). Besides, the process to recruit and train new employees is costly. During the period of employment at the firm, a lot of money is invested in the self development of the employee. Through training the employee gets prepared for a higher position. To induce the worker to invest in human capital, the firm has to set a wage higher than the opportunity costs to invest in human capital and making his productivity high enough to be retained. The contract also has to include some provisions for the individuals who do not make the cut, otherwise the firm would underreport the value of their labor, thereby wrecking the incentive scheme (Kahn & Huberman, 1988). 
No literature was found on the influence of personality on the applicants preference for firms with an up-or-out system. However comparable research on person-organization fit and the influence of personality on job decision making and payment preferences is available. An example of comparable research is the paper by Culbertson et al. (2009). They studied preferences of individuals in the early stages of their career. Participants first made a Big Five personality test and after that they made statements about how important certain job characteristics were to them. These characteristics were divided in four categories: Long-term Security, Prestige, Intrinsic Interests and Financial Interests. One of the characteristics of long-term security was job security. In up-or-out firms, employees do not have a lot of security that they can keep their job. No significant correlation was found between personality and long-term security. Another characteristic of up-or-out firms, rapid advance, was categorized in Financial Interest. This had a significant negative correlation with the trait agreeableness. In their paper, they tested for the Big Five personality traits. The current study however is focusing on three specific traits. Several studies focus on the correlation between personality and job outcomes. For example Bentz (1985, from Hogan et al., 1992) concludes that managers who were highly rated by their supervisors are on average persuasive, socially assured, ambitious for leadership positions, energetic, bright, and having heightened personal concern for status, power, and money.
2.1 Hypotheses

 Based on this literature and the characteristics of the average up-or-out firm five hypotheses are postulated:

Hypothesis 1: Risk-averse job seekers want a higher compensation for the risk of being fired than job seekers that are more risk-loving
 People who are risk-averse try to avoid risk as much as possible, or want a more than average compensation for the extra risk they face. Typically, an employee faces more risk of getting jobless at the up-or-out system. For employees at firms with a standard promotion track, there is also a possibility of getting fired but it is assumed that this probability is lower. Previous research has shown that risk averse employees also have preferences for fixed payment (Cable and Judge, 1994), and they placed less emphasis on pay level as a criterion in their job pursuit than risk takers did. This may indicate that individuals who evaluate risk very negatively may be willing to sacrifice pay level to achieve fixed pay. Therefore it is assumed that job seekers who are more risk-averse have a stronger preference for the standard promotional systems, and that they want a compensation for the extra risk they face at an up-or-out system. 

Hypothesis 2: Job seekers that are insecure have a more negative attitude towards the up-or-out system than people who feel that they are better than others.

Dohmen & Falk (2011) found that underconfident individuals are less likely to sort into tournaments, where overconfident individuals were more likely to participate in tournaments. In this research, someone was underconfident if a subject underestimates his productivity rank compared to others. In firms with an up-or-out system it is expected that there is a lot of internal competition and the employees strive to stand-out. This work environment can be seen as threatening to insecure people who have the feeling that other employees are better. This insecurity can lead to the feeling that they perform less than their peers and therefore think they will be fired. Therefore it is expected that insecure people want a higher compensation for the unpleasant work environment. Furthermore, Barrick and Mount (1991) state that insecurity is a trait that inhibits rather than facilitates accomplishment of work tasks. This may add to the feeling that it is unlikely that insecure individuals will make the cut. 
Hypothesis 3: Ambitious job seekers prefer firms with a higher possibility to promote even when they face the risk of getting unemployed.

It seems logical that every individual prefers employment situations where there is a high possibility to promote. Motivation is one of the traits that are categorized within conscientiousness and Dohmen & Falk (2011) showed that conscientious workers prefer tournaments. Conscientiousness is also often linked to job performance (for example Goldberg, 1993) which may increase the chances of being promoted.
Hypothesis 4: The high demands of up-or-out firms are perceived as less negative by energetic job seekers.

In the up-or-out firm, associates work for longer hours than is efficient to show their ability, this is how they show that their cost of effort is low (Akerlof 1976). Greenwood & Empson (2003) stated that firms with an up-or-out system have employees with excessive high commitment and productivity. For energetic people the cost of effort is lower. This can result in less aversion to the up-or-out system.


Hypothesis 5: Job seekers want a higher compensation when the up-or-out system is stricter.
A stricter promotion system means that less people will promote. This results in a higher chance to get jobless. Gordanier (2007) found that firms with a strict promotion system pay a higher wage, probably as an compensation.

In the literature, a strong connection is found between high achievers and preferences for certain organizations. Trank & Rynes (2002) did research on organizational preferences among students. Their results suggest that high achievers, those who had high grades and a high level of cognitive ability, had stronger-than-average preferences for organizations offering interesting work, selective hiring practices, individualistic pay, praise and recognition, fast-track promotions, and the possibility of long-term employment relationships. Mael (1991; from Trank &Rynes, 2002), came with comparable results in the sense that rapid and frequent promotions are important for high achievers for their self image. Also students with high cognitive ability and with all types of high achievement tend to have preferences for firms with high internal competition. These characteristics are very well aligned with the values of an up-or-out system. Therefore, grade point average will be taken into account during the analysis.
3. Data and measures

The variables were tested on 133 students and recent graduates. This group can perhaps best be labeled as ‘job seekers’, current or in the near future or recent past. The respondents of the questionnaire were between the age of 18 and 29. A great majority, 81%, was still in education. Students are the target group of firms when attracting new employees. It is important for a firm to attract new talented people for innovation and sustainability of the firm. Students are also relatively cheap, they can learn quickly and they can have a long future at the company. 
Participants were reached in two different ways. Students and recent graduates were asked to fill in an online-survey via Facebook and in addition, at Erasmus University Rotterdam students were approached with the question if they would like to fill in the survey. 
The questionnaire can be divided in three different parts. In the first part of the survey, participants had to fill in some background questions about their gender, age, and education. The second part consists of validated questions used in previous literature that were most related to the hypotheses. In the last part, four theoretical vacancies were presented. The participants were asked to fill in the level of base salary from which they would seriously consider to apply for the job.

3.1 Key variables

To test the hypotheses we focused on four variables: risk, confidence, motivation, and energy. Risk preference is measured by the question: “How do you see yourself: Are you generally a person who is fully prepared to take risks, or do you try to avoid taking risks?” Answers were given on an 11-point-scale, where zero means “unwilling to take risks and 10 means “fully prepared to take risks”. The general risk question has been studied in various papers and has been validated using incentivized experiments in representative samples as well trough behavioral evidence in Dohmen et al. (2011). On average, respondents scored 7.3 on this scale. This indicates that they were quite risk-seeking. No respondent scored lower than 3
.
The other variables were derived from questions from the NEO-Five Factor Inventory (NEO- FFI) and the NEO-Personality Inventory-Revised (NEO-PI-R). These personality tests are developed to measure the Big Five personality traits. Both originate from the NEO-PI which was published by Costa and McCrae (1985) after 15 years of development. The NEO-FFI is a shorter version of that test and was published in 1989, the most recent update from the NEO FFI is published in 2004(McCrae and Costa, 2004). All questions were on a 5 Likert scale from 0-4, were 0=strongly disagree and 4=strongly agree
. 
Question six of the NEO-FFI test, “I often feel inferior to others” represented the second hypothesis. This variable is called “confidence”, although confidence and feeling superior to others are not perfect substitutes. In tournaments like the up-or-out system, it is important to stand out. If someone feels inferior to others, he may think that he has no chance to promote and therefore want a higher compensation. On average respondents somewhat disagree with this statement3. Respondents that scored high on motivation, risk and the level of energy were more confident on average5. 
The variable for the third hypothesis is ambition. The assumption was that people with a higher ambition, have a stronger preference for organizations were the chances to promote are higher. From the NEO-PI-R the statement “I am not highly motivated to succeed” was used. In our sample, 73% (strongly) disagreed with this statement. 
The last variable was the energy level of the participants. Question 32 of the NEO-FFI was used to measure this variable: “I often feel as if I'm bursting with energy “. The variable was positively correlated with the level of confidence and motivation, but higher levels of energy were related with lower scores on risk-attitude
. The mean score on energy was 2.203, so respondents were on average somewhat neutral on this statement.
3.2 The vacancies 
Rynes (1991, from Gatewood & Gowan) stated that given the small amount of information applicants have early in the job choice process, application decisions are heavily based on general impressions of organizational attractiveness. This general impression is important because the image of a company is highly correlated to pursue further contact to a firm (Gatewood & Gowan, 1993).The text of vacancies can therefore have great implications for the attractiveness of the firm.

Respondents were provided with four hypothetical vacancies, two of them were representative for the standard promotional system and the other two were representative for the up-or-out promotional system. The definition of Gosh and Waldman (2006) was used to describe the up-or-out system. The term “up-or-out” was not used, because it can have negative associations. There was a time-frame of two years wherein the firms had to decide whether they would promote the employee or not. Besides the differences in promotion system, the vacancies also differed in the probability to promote within those two years, because the likelihood of promotion is firm-specific and profession-specific. No exact promotion rates were given, the probability to promote was described, since the exact probability to promote is also unknown for job seekers. To make a clear distinction between the probability chances, the term “only some of the employees was used to describe the low probability to promote. “Most of the employees will promote” represented a high probability to promote. In each of the four situations, the participant was asked for which level of base salary he/she would seriously consider to apply for the job. The percentage difference was used to measure respondent’s preferences. The questionnaire included a note that research has shown that recent Master graduates of the Erasmus University earn on average € 3186,- gross per month to provide participants with an indication of an average starting salary.
Although a promotion is often accompanied by a pay raise, the described situation did not include a pay raise. This would make it harder to define which changes in demanded wage are caused by the up-or-out system and which by the pay raise. 

3.3 Deleted responses

Even though the questions seemed clear, there were some people that misunderstood some of the question in the survey. Therefore, 10 responses were removed from the dataset. The most common mistake was that participants wrote their feelings about a promotional system instead of filling in the desired base salary.

No responses were removed that could be marked as outliers. 

4. Results
To measure the preferences of job seekers, five situations were compared. At each of the situations, the average percentage difference in demanded salary was measured. With two comparisons the importance of the promotion rate was measured, by comparing vacancies with the same promotional system but different promotion rates. The preference for a promotional system was measured by comparing the promotion systems, while keeping promotion chances equal. At the last comparison, the vacancies of a standard promotion system with a low possibility to promote and the vacancy of a firm with an up-or-out system where there is a high possibility to promote were compared. Which is probably the best reflection of a practical situation possible in this research. The chance of getting fired is firm specific and turnover rates are often unavailable. Moreover, many firms do not report that they use the up-or-out system which makes it harder to find evidence that promotion rates are lower at up-or-out firms. McGinn & Milkmann (2013) report the turnover rate of a firm that uses the up-or-out system. At that company, 14% of the Junior Attorneys was fired over a 5-year period study. Although it is possible that these rates are not representative for all firms with an up-or-out system, this finding is used to state that the chance of getting fired in the up-or-out system is small. The career curve of the standard promotion system is often flat so the possibility to promote is stated as low. 

Figure 1 shows the respondents average difference in demanded wage for the different vacancies. It shows that job seekers prefer the standard promotion system over the up-or-out system. When two vacancies are compared with equal promotion chances, it requires on average 9.0% more salary to prompt them to apply at a firm with an up-or-out system. In absolute numbers this is respectively € 231.25 when promotion chances are low at both vacancies and € 226.52 gross per month when there is a high possibility to promote. The result of 9.0% did not differ significantly at any level of education. In the first two bars of the figure, the importance of the promotion rate is measured in the two promotion systems. It shows that a higher possibility to promote leads to a decrease of more than 3% in demanded salary. This confirms the fifth hypothesis, that job seekers want a higher compensation when the promotion rate is stricter. Figure 1 also shows that the promotional system is more important in the decision to apply at a firm, than the promotion rates. On average, respondents demanded 5.1% more salary at firms with an up-or-out system compared to firms with the standard promotional systems, even when there was a higher possibility to promote.
[image: image1.emf]Standard Low-

Standard High

UporOutLow-

UporOutHigh

Standard Low-

UporOutLow

Standard High-

UporOutHigh

Standard Low-

UporOutHigh

Difference in % -3,3 -3,1 9 9 5,1

-4

-2

0

2

4

6

8

10

Mean difference in demanded salaries comparing different vacancies

Figure 1.

In this research the percentage difference in salaries was used to express the preference for promotion systems. The outcome of the linear regressions (table 4) are also expressed in the percentage difference. This was possible, because the standard deviation of the key variables did not differ much (table 1) and they also had the same unit of measurement, therefore unstandardized coefficients could be used. In the first two regressions (table 4, column 1 and 2) the relationship between the key variables and the demanded salary at different promotion rates are measured. In the third and fourth regression the preference for the promotion system was measured. The last regression is again the implied practical situation. 
The first hypothesis that risk behavior affects the attitude towards the promotional system can partly be confirmed. If there are two firms where there is a high chance to promote but a different promotion system is used, job seekers that are risk seeking demand a lower salary than risk averse job seekers do (p<0.10) for the firm with the up-or-out system. Per unit of increased risk the salary for which they would seriously consider to apply drops with 2.7%. This suggests that risk seekers are less scared to lose their job or are willing to take the risk. However, this result does not hold when two firms with a low probability to promote are compared. The level of energy is the personal trait that can explain most of the variation. For all regressions in the full sample, the magnitude of this variable is substantial, but is only for one situation significant with a certainty of p<0.05. This is at the assumed practical situation, where a promotion at a firm with the standard promotional system occurs less compared to firms that use the up-or-out system. Per unit increase of the energy level, holding other variables equal, the job seeker demands 4.1% less salary (4.3% when corrected by control variables). Although the results cannot confirm the hypothesis that energetic people perceive the up-or-out system less negative (column 3 and 4). It is an indication that they may have less problems with the corresponding high demands and internal competition of the up-or-out system. There seems to be no connection between the level of confidence or motivation and the attitude towards promotion systems. This means that the second and third hypotheses cannot be answered with these data. 
No evidence is found that people with certain personality traits have a stronger preference for firms with higher promotion rates than others (table 4, column 1 and 2). Most surprisingly is the role of motivation on the requested salary. It seems logical that motivated job seekers would give up salary to gain a position where there is a high possibility to promote, but this was not found.
Most of the results above hold when controlling for the control variables (right side of the columns in table 4), but there are some slight changes. The variable energy is now also significant at a 10% level when promotion chances differ between standard firms. Per unit increase in energy, the employee demands 2.7% less salary in exchange for a higher probability to promote. Furthermore the variable risk is not significant anymore. Interesting is that engineering students seem to have a very strong aversion towards the up-or-out system when two firms are compared with a low promotion rate, they demand 11% more salary. However, if the promotion rate is high the results report an opposite sign. Since the dataset only includes 9 engineering students, no conclusion should be drawn. From theory it could be expected that men would have preferences for the up-or-out system, since it has similarities with tournament theory (Dohmen & Falk, 2011), but no correlation was found. Also no correlation was found between high achievers and preference for the up-or-out system. There was also no indication that it would become significant in a larger dataset. The grade point average was also not correlated with the key variables.

Table 4. Results of the Linear Regression (full sample)

	
	Percentage difference

Standard Low-Standard High
	Percentage 
difference

UporOutLOw-
UporOutHigh
	Percentage difference

Standard Low-UporOutLow
	Percentage difference

Standard High-UporOutHigh
	Percentage 
difference

Standard Low-UporOutHigh

	Risk
	.015
(.016)
	.012
(.018)
	.005
(.017)
	.005
(.019)
	-.019
(.016)
	-.019
(.018)
	-.027*
(.015)
	-.024
(.017)
	-.014
(.021)
	-.014
(.023)

	Confidence 
	-.013
(.012)
	-.011
(.013)
	.018
(.013)
	.021
(.014)
	-.001
(.012)
	.002
(.013)
	-.009
(.012)
	-.011
(.012)
	-.022
(.016)
	-.022
(.017)

	Motivation
	.003
(.012)
	.007
(.013)
	-.010
.013
	-.011
(.014)
	.000
(.012)
	-.001
(.013)
	.010
(.011)
	.005
(.013)
	.009
(.016)
	.009
(.017)

	Energy
	-.020
(.014)
	-.027*
(.015)
	-.023
.015
	-.022
(.016)
	-.020
(.014)
	-.023
(.015)
	-.022
(.013)
	-.017
(.014)
	-.041**
(.018)
	-.043**
(.019)

	Male
	
	.011
(.028)
	
	-.024
(.029)
	
	-.009
(.028
	
	.002
(.026)
	
	.017
(.035)

	Age
	
	-.007
(.007)
	
	-.003
(.008)
	
	-.006
(.007)
	
	-.002
(.007)
	
	-.010
.009

	Grade Point Average
	
	.001
(.002)
	
	.003
(.002)
	
	-.001
(.002)
	
	.001
(.002)
	
	.002
(.003)

	MBO
	
	.100
(.074)
	
	.027
(.078)
	
	.058
(.074)
	
	-.004
(.070)
	
	.095
(.095)

	HBO
	
	-.030
(.051)
	
	-.061
(.054)
	
	.059
(.052)
	
	.023
(.049)
	
	-.007
(.066)

	Bachelor
	
	-.009
(.033)
	
	-.022
(.035)
	
	.034
(.033)
	
	.020
(.031)
	
	.015
(.042)

	Master
	
	.033
(.045)
	
	-.024
(.047)
	
	.024
(.045)
	
	-.031
(.042)
	
	.007
(.057)

	Law
	
	.070
(.107)
	
	.031
(.113)
	
	-.009
(.108)
	
	-.052
.102
	
	.022
(.138)

	Economics
	
	.025
(.043)
	
	-.026
(.045)
	
	.034
(.043)
	
	-.024
(.040)
	
	.003
(.055)

	Business
	
	.032
(.041)
	
	-.007
(.044)
	
	.018
(.042)
	
	-.031
(.039)
	
	.009
(.053)

	Culture
	
	.042
(.056)
	
	.057
(.059)
	
	.008
(.056)
	
	.016
(.053)
	
	.068
(.072)

	Psychology
	
	.059
(.047)
	
	.069
(.050)
	
	.032
(.047)
	
	.041
(.045)
	
	.100
(.061)

	Chemistry
	
	-.018
(.077)
	
	-.038
(.081)
	
	.029
(.077)
	
	.003
(.073)
	
	-.014
(.099)

	Engineering
	
	.078
(.061)
	
	-.043
(.064)
	
	.110*
(.061)
	
	-.037
(.058)
	
	.060
(.078)


Notes: Correlation calculated using 133 observations *,**,*** indicate significance at respectively 0.10, 0.05 and 0.01 level.

The respondents had a wide diversity in level of education (table 1). Professional service firms, and most other organizations that use the up-or-out promotion systems, have a high educated workforce. Therefore table 5 solely focuses on the group that had a bachelor or master degree at an university, more than half of the respondents had such a degree. The average compensation of this group did not differ from the full sample. However, there are some changes compared to the full sample in explaining the variance. The variable energy, that was highly significant at the full sample, cannot explain the differences in demanded salary amongst job seekers anymore. This could be because of the even smaller data sample, but the change in magnitude from 4.3% to 0.6% is substantial. Some variables that were not significant in the full sample are significant for students graduated from university. In this group, motivated job seekers do have a stronger preference for positions where there is a higher possibility to promote (p<0.05). Still the hypothesis that motivated people find promotion rates more important than promotional system is unconfirmed. The factor risk has also become significant in the reflected practical situation. For this group the hypothesis holds that risk-averse people try to avoid the risk of being fired at 10% significance level. Confidence is again not significant in any of the situations. 

Table 5. Results of the Linear Regression of respondents with an University Bachelor or Master degree 
	
	Perc. diff

StdLow-Std.High
	Perc. diff

UporOutLow-
UporOutHigh
	Perc. diff

Standard Low-UporOutLow
	Perc. diff

Standard High-UporOutHigh
	Perc. Diff

Standard Low-UporOutHigh

	Risk
	-.023
(.018)
	-.022
(.022)
	-.048
(.030)
	-.041
(.029)
	-.068*
(.035)

	Confidence 
	-.009
(.012)
	.013
(.014)
	-.004
(.019)
	-.010
(.018)
	-.020
(.022)

	Motivation
	-.030**
(.012)
	.013
(.014)
	-.003
(.019)
	.019
(.018)
	-.017
(.022)

	Energy
	.020
(.016)
	-.006
(.019)
	-.001
(.027)
	-.028
(.025)
	-.006
(.031)

	
	
	

	Obs.
	70
	


*,** indicate significance at respectively 0.10, and 0.05 level
In short, almost all job seekers perceive the up-or-out system as something negative. People who feel more energetic had less problems with the up-or-out system when there was a high promotion rate and the standard system had a low promotion rate, although this did not hold for graduates at  university. Second, risk seeking people seem to have a less negative attitude towards the system itself when promotion chances are equal. The same result was found at the practical situation for University graduates. Surprisingly no evidence was found that supports the hypothesis that motivated people had a stronger preference for positions with a high possibility to promote in the full sample, but graduates motivation did have a significant effect. The magnitudes of some of the variables suggest that more variables play a role in the decision to apply for a job, but results were not significant. This could be due to data limitations.
5. Conclusion
This paper shows that job seekers have an aversion towards the up-or-out system, on average they want 9% more salary for a position at an up-or-out firm compared to a firm with the standard promotion system. In the search for a job they find the promotion system more important than the promotion rate. When there was a higher promotion rate, the job seekers demanded 3% less salary. In practice, firms with an up-or-out also do pay higher wages and the strictness is positively correlated with the pay level (Gordanier, 2007). In the regressions, the average compensation for the faced risk was the same amongst all levels of education. However, the relation between personality and preferences at university level were different from the relation amongst all job seekers. Highly educated job seekers who scored high on motivation, demanded significant less salary if the promotion chances increased. The variable risk had a large magnitude in explaining preferences for promotion systems, but not significant. At the total group of respondents, the trait energy had the most influence on the demanded salary. In the situation that reflects the practical situation the best, a unit increase in energy led to 4.3% decrease in demanded salary. The causality between energetic job seekers and preferences for the up-or-out system can be disputed in this research. In the hypothesis it is argued that the effort for working in a firm with an up-or-out promotional system is lower for energetic employees. However, the high demands of these firms were not reported in the vacancies. It could be that respondents expected that demands are high in firms with internal competition, but this is not sure.
As showed, the up-or-out system has several advantages for firms. It is questionable if firms use the promotion system to create a sorting effect, but this paper shows that it is important to acknowledge that it does have consequences for the attractiveness of the firm. When firms consider to implement the up-or-out system and they do not want to create a sorting effect, they will have to compensate for the risk employees take, to keep attracting new staff. This could be through higher wages, the prospects of fast promotion to higher positions with higher wages, or by offering trainings to the employees to develop themselves. 

This paper is not able to confirm the results found by Dohmen & Falk (2011). Their findings of sorting into tournaments of people who were conscientiousness (often related to motivation) and emotional stable (confident) were not significant in this research. Results of this paper suggest that another variable has an influence on the demanded salary. The trait of being energetic seems to have the biggest influence, although not always significant. It could be that the dataset is too limited, or other variables explain the difference in attitude towards the promotion systems amongst job seekers. Further research is necessary to get more insights of the self selection into firms with an up-or-out system.

The up-or-out system is not as clear and strict as it used to be, with the introduction of the grow-or-go system. Also judges in the Netherlands dispute the validity of a promotion system to fire someone
. But the statement that 51.9% of the employees in the Dutch public-accounting sector feel that they are part of an up-or-out system shows that the topic of the up-or-out system is still relevant.
5.1 Limitations

There are some limitations to this study that have to be acknowledged. One problem that often arises with questionnaires is the problem of social desirability. Respondents can fill in the questions about their personality as what they think was expected or how the respondents want to see themselves. The same problem arises with the vacancies, it could be that respondents understood what the purpose of the research was and filled in socially desired answers, but this would not explain the effects of the variables. As mentioned before, the small sample size is also a limitation of this research. Furthermore, the vacancies were described as objective as possible to make sure that the measured difference could be linked to the promotional system. Consequences are that some positive characteristics of firms with an up-or-out system, for example on the job training and prestige, are not included. It could also be that words like “some” and “most” are interpreted differently by individuals
. 
To measure the level of education the highest completed level of education was asked. But with this question a differentiation between a first year MBO-students and third year university students cannot be made. This has no consequences for the main results of the key variables of the full sample but it could affect the results of the control variables of education level. 

An important note is that it is not sure if the second regression gives a good representation of the practical situation. Although with the results of this questionnaire, it is the best comparison based on general information, when real promotion rates are unknown.
5.2 Future research
Most of the literature on the topic of the up-or-out system is written from the organizational perspective. The available literature on the topic of person-organization fit in these firms is very limited. More research is necessary to get a better understanding of the motives of job seekers to apply for firms with a certain promotion systems. One way to extent this literature is to add more variables to this research, for example the variable social preferences. Dohmen & Falk (2011) found that people with social preferences are less likely to sort into tournaments. These social preferences also predict the career success of professionals because they make it possible to develop qualitative influential relationships (Stumpf, 2007a). Another way to extent this literature is to conduct a Big Five personality test, but this is more time consuming. Multiple stages with pay raises can also be included to make it more realistic. The best way to do research on personality and self selection into tournaments would be if it is possible to conduct a Big-Five personality test among applicants of firms at an early stage. Then the results of job seekers that apply for standard firms and up-or-out firms should be compared. Later research should then investigate if recruiters search for certain personality traits and if these match with the sorting effect that the up-or-out system creates.
The shift of firms to the grow-or-go system is also interesting. It is a milder version of the up-or-out, because employees that show progress, but are not ready for promotion can stay at the firm. The firm does not lose human capital and the employee keeps his job. A disadvantage for the employee can be that the system does not elicit truth telling for the employer anymore (Gunderson, 2001). The employer can keep the workers in the same position to avoid a pay raise. Future research has to show if the incentive scheme is not affected by this shift to grow-or-go.
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Tables
Table 1: Descriptive statistics

	
	Mean
	Std. Deviation
	Minimum
	Maximum

	Risk
	2.53
	0.752
	.8
	4

	Confidence 
	1.64
	1.025
	0
	4

	Motivation
	1.17
	1.048
	0
	4

	Energy
	2.20
	.908
	0
	4

	Male
	0.54
	.500
	0
	1

	Age
	23.14
	2.129
	18
	29

	Education
	2.94
	1.608
	1
	5

	GPA
	71.05
	6.846
	47.00
	88.00


Number of observations: 133. Note: The questions about confidence and motivation are asked with a denial.

Table 2: Correlation table independent variables
	
	Risk
	Confidence
	Motivation
	Energy
	Male
	Age
	Education
	GPA

	Risk
	1.000
	
	
	
	
	
	
	

	Confidence
	.204**
	1.000
	
	
	
	
	
	

	Motivation
	.112
	.284***
	1.000
	
	
	
	
	

	Energy
	-.239***
	.298***
	.346***
	1.000
	
	
	
	

	Male
	-.119
	-.133
	.194**
	.032
	1.000
	
	
	

	Age
	-.087
	-.017
	-.155*
	-.167*
	-.102
	1.000
	
	

	Education
	-.064
	.004
	.039
	-.137
	.022
	.564***
	1.000
	

	GPA
	-.120
	-.007
	.101
	-.019
	.098
	.239***
	.388***
	1.000


Notes: Correlation calculated using 133 observations *,**,*** indicate significance at respectively 0.10, 0.05 and 0.01 level.

Table 3: One-sample T-test
	
	Mean Difference (SD)

	Percentage difference
Standard Low-Standard High
	-.033*** (.133)

	Percentage difference
UporOutLow-UporOutHigh
	-.031** (0.142)

	Percentage difference
Standard Low-UporOutLow
	.090*** (.133)

	Percentage difference
Standard High-UporOutHigh
	.090*** (.129)

	Percentage difference
Standard Low-UporOutHigh
	.051*** (.176)


**,*** indicate significance at respectively 0.05 and 0.01 level.
Appendix 
The questionnaire

Dear reader,

Are you a student or a recent graduate? Then I would like to invite you to participate in the research for my master thesis. The survey will take approximately 3-4 minutes of your time and you would really help me to graduate.

If you want to know more about the research or do you have questions about this survey? Feel free to contact me at 325114es@student.eur.nl .The survey outcomes are anonymous and will be processed anonymously.

Thank you in advance!

Erik Smeenk

Master student at the Erasmus University

What is your gender?

· Male
· Female
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What is your age?

Are you currently in education or training?

· Yes

· No

What is the highest level of education that you finished?
· Primary School

· High School

· Some college degree (or MBO degree)

· College degree (or HBO degree)

· Bachelor’s degree

· Master’s degree

· Doctoral degree (Phd)

Which of the following options gives the best description of your current study?
(When you are not studying, please describe your most recent study)

· Law

· Economics

· Business

· Culture/Art

· Psychology

· Medical

· Chemistry

· Engineering

What is your current grade point average? (If not studying, fill in your GPA of your highest level of education that you have completed) 


Are you currently employed?
· Yes, I have a side job (<16 hours)
· Yes, I work part-time (16-36 hours)
· Yes, I work full-time (>36 hours)
· No
When would you like to start working full-time?
· I already work full-time

· As soon as possible

· Next year

· In the next 2-5 years
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	


How do you see yourself? Are you generally a person who is fully prepared to take risks, or do you try to avoid risks?
0means "unwilling to take risks" and 10 means "fully prepared to take risks"
0
1 
2
3
4
5
6
7
8
9
10

O
O
O
O
O
O
O
O
O
O
O


Now a few statements will follow. Read each statement carefully. For each statement fill in the circle with the response that best represents your opinion. Make sure that your answer is in the correct box.
	
	Strongly Disagree
	Disagree
	Neutral
	Agree 
	Strongly Agree

	I often feel inferior to others
	 
	
	
	
	

	I am not highly motivated to succeed


	
	
	
	
	

	I often feel as if I'm bursting with energy


	
	
	
	
	


Consider the following job description. Please read carefully and decide at what level of base salary (per month), you are seriously considering to apply for this job? 
 

For your information: A study has shown that recently graduated students with a Master degree of the Erasmus University earn on average 3186,- euro (gross per month).

1. There is a vacancy for a starting position at a firm. During the first two years, your work will be evaluated. Only some of the employees will be promoted to a higher position within these two years. If you are not promoted, you will stay at your starting position. At what level of base salary (gross per month), are you seriously considering to apply for this job?


2. There is a vacancy for a starting position at a firm. During the first two years, your work will be evaluated. Most of the employees will be promoted to a higher position within these two years. If you are not promoted, you will stay at your starting position. At what level of base salary (gross per month), are you seriously considering to apply for this job?

 
3. There is a vacancy for a starting position at a firm. During the first two years, your work will be evaluated. Only some of the employees will be promoted to a higher position within these two years. If you are not promoted, you will get fired. At what level of base salary (gross per month), are you seriously considering to apply for this job?


4. There is a vacancy for a starting position at a firm. During the first two years, your work will be evaluated. Most of the employees will be promoted to a higher position within these two years. If you are not promoted, you will get fired. At what level of base salary (gross per month), are you seriously considering to apply for this job?


This was the final question
Thank you for your time!
� EMBED Excel.Chart.8 \s ���








� Accountancy Beloningsonderzoek 2013; A yearly held survey amongst employees in the accountant-sector in The Netherlands.


� Greenwood & Empson (2003) described the up-or-out as a tournament, but there are not the same. As Morris & Pinnington (1985) pointed out, the main difference between tournament and up-or-out is that employees at up-or-out get promoted if they meet fixed standards, where in tournament theory relative strength is the determent factor. Although comparison between subjects has some influence for the up-or-out decision, it is less important than under tournament theory. (De Haas, 2013). 





� See table 1


� The questions from the NEO-FFI and the risk questions have a different Likert-scale. Therefore we standardized the answers of the risk question to a five point Likert-scale.


� See table 2


� Exact data can be found at table 3 of the appendix.


� Rechtspraak.nl (2014) � HYPERLINK "http://uitspraken.rechtspraak.nl/inziendocument?id=ECLI:NL:RBNHO:2014:990&keyword=up-or-out" �http://uitspraken.rechtspraak.nl/inziendocument?id=ECLI:NL:RBNHO:2014:990&keyword=up-or-out� 14-02-2-15


� O’Brien (1989) asked subjects to translate words and phrases into likelihood. Most corresponding with the words “only some” and “most” in this paper are “sometimes” and “most likely”, On average, respondents associated “sometimes” with a likelihood of 29%, with limits of 10% and 50%. “Most likely was respectively associated with 72%, with limits of 67% and 86%.
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