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1 | INTRODUCTION

This study investigated the roles of precision and sensitivity of performance measures and role clar-
ity in the link between the formal use of performance evaluation systems and procedural fairness.
Performance evaluation systems are essential in guiding and motivating employees to perform.
Procedural fairness is a desirable outcome of the use of performance evaluation systems because
it positively influences employee attitude toward work and subsequent behaviour (Folger &
Cropanzano, 1998; Lau, 2015; Lind & Tyler, 1988; Siegel et al., 2005; Tyler & Blader, 2000). Subor-
dinates are cognisant of procedural fairness and hold their superiors and organisations accounta-
ble for a fair treatment in performance evaluation processes (Lau & Moser, 2008).
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Formality in the use of performance evaluation systems (formality hereafter) refers to the
degree of objectivity that superiors apply in performance evaluation systems (Hartmann &
Slapni€ar, 2009, 2012; Moers, 2005). While the link between formality and procedural fairness
is theoretically intuitive, this relationship is complex and not straight-forward. Hartmann and
Slapni€ar (2009) found that the link between formality and procedural fairness is dependent on
the degree of contractability, defined as the ability to measure outputs (Grossman & Hart, 1986).
In situations where the ability to measure outputs is low, the link between formality and proce-
dural fairness is positive. A state of low contractability demands that superiors apply extra effort
to explicate performance targets, measure performance clearly, and give rewards based on clear
allocation rules than in jobs with easily contractible outputs (Hartmann, 2007). This explanation
indicates that when their job outputs are difficult to measure, subordinates will perceive efforts
of superiors to be more objective as procedurally fair. This finding seems contradictory to the
conventional wisdom that low formality (informal measurement and evaluation) is more desir-
able when performance outputs are difficult to measure, so as to better capture employees' true
performance.

Hartmann and SlapniCar (2012) demonstrated that formality is also positively associated
with procedural fairness when task uncertainty is low. A low level of task uncertainty results in
a relatively more stable relationship between effort and job outcome because there is little vari-
ability in job requirements. In this scenario, increased formality will translate into a heightened
level of procedural fairness. Drawing from Hartmann (2007), when there is low task uncertainty,
efforts of superiors to provide quantitative and written targets, quantitative and objective perfor-
mance measures, and a formulaic determination of reward, will be perceived by subordinates
as procedurally fair. Hartmann and SlapniCar (2009, 2012) motivated the authors to further
examine the complex relationship between formality and procedural fairness by investigating
the impact of contractability and task uncertainty on the link between formality and procedural
fairness in a different context of the manufacturing industry.

This study proposes that the positive influence of formality on procedural fairness stems
from formality enhancing the precision and sensitivity of performance measures and role clarity
for subordinates. The rationale for the mediating roles for precision and sensitivity of perfor-
mance measures stems from the literature on performance evaluation which identifies subor-
dinates' perception of controllability as an important factor in procedural fairness (Hoppe &
Moers, 2011; VouBem et al., 2016). This study examines how different levels of contractability in
quantitative versus qualitative functions influence the precision and sensitivity of performance
measures. Examining the mediating effects of precision and sensitivity in different job functions
will also enable us to understand the differential effects of formality on job functions found in
prior research. Importantly, the psychology literature suggests that perceived control is more
important than actual control (Kosslyn & Rosenberg, 2007; Shapiro et al., 1996) because ‘believ-
ing in control can help one gain control’ (Kosslyn & Rosenberg, 2007, p. 533).

To examine the mediating roles of precision and sensitivity of performance measures, this
study adopts the notion of conditional controllability, which occurs when subordinates ‘are
evaluated on the basis of all information that provides insights into their actions’ (Antle &
Demski, 1988, p. 716). Two core ideas of conditional controllability are the information
content of performance measures (Ittner & Larcker, 2002; Lambert, 2001) and that agents can
affect the statistical pattern of performance measures (Antle & Demski, 1988; Budde, 2009;
Holmstrom, 1979).

Informed by conditional controllability principle, Hartmann and Slapni€ar's (2009) obser-
vation of the moderating role of contractability in the positive association between formality
and procedural fairness, could be attributed to formality being perceived by subordinates as
increasing the information content of performance measures. An increase in information content
induces accuracy of performance measures, which reflects the accuracy principle of procedural
fairness. Hartmann and SlapniCar's (2012) finding of the moderating role of low task uncertainty
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in the relationship between formality and procedural fairness, could be due to formality creating
a perception that subordinates can affect the statistical pattern of performance measures. Affect-
ing this pattern of performance measures creates a view that outputs of performance measures
can be corrected, which exhibits the correctability principle of procedural fairness.

Thus, conditional controllability is a design characteristic of performance measures
(Ghosh, 2005; Gibbs et al., 2009; Merchant, 2006; Moers, 2000). Perceptions of controllabil-
ity are jointly determined by two separate dimensions — precision of performance measures
(precision hereafter) and sensitivity of performance measures (sensitivity hereafter) (e.g., Bisbe
et al., 2007; Burkert et al., 2011; Fischer, 2010; Moers, 2006). Precision reflects the first core
idea of controlled controllability of information content and sensitivity manifests the second
core idea of subordinates affecting the statistical pattern of performance measures. Subordi-
nates perceive performance measures are controllable: (1) when there is precision in performance
measures, meaning performance measures are distorted by uncertain, uncontrollable events to a
lesser extent (Merchant, 1985; Merchant & Van der Stede, 2007); and (2) when there is sensitivity,
meaning subordinate decisions and actions influence performance measures to a larger extent
(Merchant, 1989; Simons, 2005).

This study examines precision and sensitivity individually as mediating variables in the rela-
tionship between formality and procedural fairness because they are influenced by different
factors and have different consequences. According to Fischer (2010, p. 36), controllability is
shaped by authority. To illustrate, a sales manager has authority to select a course of action to
make sales, hence, perceives a high level of sensitivity. However, such authority may have little
effect on precision as the sales measure may be influenced by uncontrollable factors, including
the interdependency with production and logistics functions. In short, the sales manager may
perceive dissimilar levels of precision and sensitivity of the sales measure. Gibbs et al. (2004)
thus state that the relative importance (weight) of performance measures should be a decreasing
function of their noise (precision) and an increasing function of their sensitivity to subordinate
effort or decisions. However, the extant literature provides little empirical evidence on differential
effects of precision and sensitivity.

Formality also helps clarify subordinates' perception of their responsibility and authority.
Role clarity refers to individuals' perceived clarity regarding their work responsibility and author-
ity (Rizzo et al., 1970). Reflecting the not straight-forward link between formality and procedural
fairness, this study also hypothesises that the association between precision and sensitivity, on the
one hand, and procedural fairness, on the other hand, is through role clarity. Burkert et al. (2011)
demonstrated the link between perceived controllability and role clarity.! When subordinates
perceive that a controllability principle was being applied, they found more clarity in the role
expectations imposed on them by their superiors. Further, they observed that role clarity medi-
ated the relationship between controllability and managerial performance. This study thus repli-
cates an aspect of Burkert et al. (2011) but also extends research by investigating the influence
of role clarity in the links between formality and procedural fairness, and between precision and
sensitivity, on the one hand, and procedural fairness, on the other. Thus overall, this study aims
to enrich our understanding of the complex and non-straightforward link between formality and
procedural fairness by examining the roles of precision, sensitivity and role clarity.

The data for this study were collected from a survey of 119 functional managers in the Austral-
ian manufacturing industry. Our path analysis revealed that formality is positively associated
with precision, sensitivity and role clarity. The association between formality and procedural
fairness is positively mediated by sensitivity and role clarity, but not by precision. Our results
also indicate that sensitivity influences procedural fairness through role clarity. The additional

"Burkert et al. (2011) studied role ambiguity, defined as the ‘discrepancy between the amount of information a person has and the
amount he requires to perform his role adequately’ (Kahn, 1974, p. 59). Lau (2015) states that role clarity is the opposite of role
ambiguity.
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analysis further shows that: (1) the relationship between formality and precision is stronger in
qualitative functions than in quantitative job functions; (2) the relationship between formality
and sensitivity is stronger in a higher task-uncertainty context than in a lower task-uncertainty
context; and (3) the relationship between formality and role clarity is stronger in the high formal-
ity subgroup than in the low formality subgroup.

This study's first contribution is an improved understanding of the complex and not
straight-forward link between formality and procedural fairness. First, it reveals that superi-
ors' efforts to be objective in performance evaluation and determination of rewards (formal-
ity) results in subordinates perceiving that they are able to influence their performance and
rewards to a greater extent (sensitivity), which then leads to a higher level of procedural fair-
ness. Second, sensitivity enhances role clarity which then also heightens procedural fairness.
Third, when task uncertainty is high, formality impacts on sensitivity more so than when
task uncertainty is low. The preceding two observations demonstrate that sensitivity is salient
in the link between formality and procedural fairness. The second contribution is theoreti-
cal and relates to the concept of controllability. While prior studies have studied traditional
controllability and as a single concept (e.g., Burkert et al., 2011, 2017; Ghosh, 2005), this
study mobilised conditional controllability (Antle & Demski, 1988) and demonstrates that
sensitivity and precision may have little conceptual overlap because they do not necessarily
have identical effects (Burkert et al., 2011) and therefore examinable as distinct concepts with
different effects.

The remainder of this paper is structured as follows. Section 2 reviews the relevant literature
and develops the hypotheses. Section 3 outlines the research method. Section 4 presents the
findings and Section 5 discusses the findings, limitations of the study and suggestions for future
research.

2 | HYPOTHESES DEVELOPMENT
2.1 | Formality and procedural fairness

This study is based on the theoretical proposition that formality satisfies fairness principles. The
concept of formality reflects the extent to which superiors provide subordinates quantitative and
written targets, quantitative and objective performance measures, and formulaic determination of
reward. Hartmann and Slapni€ar (2009) explained that formality is a three-dimensional concept,
which can be applied in target-setting, performance metrics and reward determination. In target
setting, a high level of formality will see superiors set performance targets that are in quantitative
and written terms (high level of objectivity) whereas a low level of formality will have superiors
apply performance targets as qualitative and not formally communicate to subordinates (high
level of subjectivity). In high formality, superiors will use performance metrics that are more
objective and in quantitative form while in low formality, more subjective measures expressed
in qualitative terms will be deployed. Superiors will more likely determine rewards based on
formulae when formality is high, and they will use more untraceable personal judgement when
formality is low. In summary, formality manifests in different degrees on a continuum where the
highest level is reflected by superiors relying strictly on explicit procedures (Gibbs et al., 2004;
Locke & Latham, 1990), quantitative measures and objective information (Moers, 2005) whereas
the lowest level shows superiors total relying on implicit procedures, qualitative measures and
subjective judgement.

Procedural fairness is the judgement on the fairness of the means or of the rules and
processes that superiors use to make decisions in performance evaluation processes (Lau &
Moser, 2008). It is fostered by adherence to six principles: (1) consistency (procedures should be
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consistent across persons and across time); (2) correctability (procedures should include mech-
anisms for correcting poor decisions); (3) accuracy (procedures should be based on valid facts,
information and opinions); (4) bias suppression (procedures should be neutral and impartial);
(5) ethicality (procedures should uphold standards of ethics and morality); and (6) representa-
tiveness (procedures should be representative of all groups' concerns) (Colquitt & Jackson, 2006;
Leventhal, 1980). With performance evaluation systems, procedural fairness is determined by
assessing employee experiences with performance ratings, bonus payments, or other rewards and
benefits against the six criteria (VouBem et al., 2016). If employees perceive that the criteria were
upheld, performance evaluation systems will be considered fair.

Formality can have a positive impact on subordinates' procedural fairness. Sholihin
et al. (2011) point out that procedural fairness reflects all aspects of the organisation's proce-
dures that are used by superiors to evaluate the subordinates' performance to communicate
performance feedback and, to determine the subordinates' rewards such as promotion and pay
increases. High formality is likely to be perceived by subordinates as superiors try to provide
consistent and traceable criteria, which then act as a system-reference. Subordinates are more
likely to perceive a greater likelihood of consistent evaluation process across team members
who are in similar situations as they are than when there is not a system-reference in place
(Principle 1). Lau and Buckland (2000) revealed that budget-related performance criteria (which
is high in formality) are perceived by subordinates as superiors' attempt to provide ‘precise’ and
‘honest’ performance feedback. Thus, this study suggests that high formality assists employees
in correcting errors and improving performance (Principle 2). In addition, standard procedures
and evaluation criteria enhance objectivity in decision-making and suppress bias pertaining to
subjective judgement (Merchant & Van der Stede, 2007) (Principle 4). Such objectivity illustrates
superiors' desire to provide accurate direction and guidance to subordinates, who will perceive
fairness in the process (Principle 3).

However, high formality may be rigid and not possible for highly uncertain tasks
(Hartmann & Slapni€ar, 2012). With highly uncertain tasks, subordinates face a high level of
uncertainty about the extent by which their efforts are recognised as outcomes in performance
measures. Informed by conditional controllability, highly uncertain tasks could compromise
sensitivity of performance measures, that is, whether employees can affect the statistical pattern
of performance measures. Woods (2012) states that performance measures that are low in sensi-
tivity are not completely informative about subordinate performance and need subjective adjust-
ment by superiors. These discretionary adjustments will account for qualitative and uncertain
factors, in order to provide a fair performance evaluation. However, both Woods (2012) and
Moers (2005) found that superiors also made adjustments for reasons other than to improve
objective measures. For instance, downward adjustments to unexpectedly high performances
that are deficiently measured were used to encourage the departure of certain subordinates.
Likewise, downward adjustments by supervisors appear to be avoided to preclude negative
consequences for both subordinates and themselves. This sort of adjustments suffers from judg-
mental biases and result in evaluations that reflect superiors' personal favouritism and are not
optimally aligned with organisational objectives (Bol & Smith, 2011; Ghosh & Lusch, 2000;
Hartmann & SlapniCar, 2012). It adversely impacts subordinate motivation (Prendergast &
Topel, 1993) and redirect subordinates' effort toward influencing superiors' evaluation of their
performance (Milgrom, 1988; Prendergast & Topel, 1993). It is at odds with the fairness prin-
ciples of consistency, accuracy and ethicality. As such, Moers (2005) advises that subjective
adjustments to outcomes of performance measures be relied upon only when high formality in
performance measures result in deficient formal measures. Thus overall, it is the study's supposi-
tion that higher formality will have a stronger positive impact on procedural fairness than lower
formality. However, as the studies by Hartmann and SlapniCar (2009, 2012) demonstrated, the
link between formality and procedural fairness is complex and not straight-forward and based
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on the discussions here, precision and sensitivity of performance measures could be two varia-
bles in this relationship (Hartmann & SlapniCar, 2012).

2.2 | Conditional controllability

Accounting scholars acknowledge that employees' perceived controllability is critical in the use
of performance evaluation systems (Burkert et al., 2011; Merchant & Otley, 2006; Merchant &
Van der Stede, 2007). When managers perceive that their performance is evaluated free from
the impacts of uncontrollable events and that they have control over their performance output,
they are likely to invest effort in working to achieve their performance targets.” In contrast, when
managers believe they have little control over the performance results, they are likely to engage in
dysfunctional behaviours, such as gaming the systems.

As stated, this study adopts the notion of conditional controllability, which is when subor-
dinates ‘are evaluated on the basis of all information that provides insights into their actions’
(Antle & Demski, 1988, p. 716). There are two recognised principles of controllability — tradi-
tional controllability principle and conditional controllability principle. Traditional control-
lability is evident when subordinates ‘are held accountable only for what they can control’
(Merchant & Van der Stede, 2007, p. 533). Conditional controllability is different from tradi-
tional controllability because the latter ‘stipulates that managers should be able to literally
control a measure instead of merely influencing its statistical distribution’, whereas the former
focuses on whether performance measures provide useful information content, rather than
whether managers can literally control the measures (Fischer, 2010, p. 20). Subordinates
perceive greater controllability: (1) when performance measures are distorted by uncertain,
uncontrollable events to a lesser extent (Merchant, 1985; Merchant & Van der Stede, 2007);
and (2) when they believe their decisions and actions influence their performance measures to a
larger extent (Merchant, 1989; Simons, 2005). In other words, perceived conditional controlla-
bility is determined by precision (lack of noise in performance measures) and sensitivity (being
able to influence performance measures by one's own actions) (Banker & Datar, 1989; Bisbe
et al., 2007; Burkert et al., 2011).

Woods (2012) observed the impact of a low level of formality on precision and sensitiv-
ity. Woods noted that supervisors made adjustments to the measurement outputs when they
perceived deficiencies in the objective measures. ‘For example, one manager received values of 4,
3, 3, and 4 on the four objective measures. That manager's supervisor then adjusted the measures
+1, 0, 0, and 0, respectively, yielding adjusted scores of 5, 3, 3, and 4° (Woods, 2012, p. 406).
He then concluded that performance measures that are low in precision are less informative
about performance and superiors can make adjustments to correct this deficiency. Measures
that are high in sensitivity are informative about employee performance and therefore do not
need subjective adjustment from supervisors. Thus, subjective adjustments to performance meas-
ures depend on the levels of precision and sensitivity of measures. These discretionary adjust-
ments supplement formality in performance measures because they help rectify the deficiency
of objective measures (Bol & Smith, 2011; Du et al., 2012), although subjective evaluations as
discussed in subsection 2.1 are not to be relied upon by themselves. The implication for our study
is that formality and its links to perceptions of precision and sensitivity continue to be worthy
of research.

>There are scholars who suggest that managers should not be completely shielded from uncontrollable factors, so that they are

motivated to invest effort in developing strategies to effectively overcome the effects of uncontrollable factors (Burkert et al., 2011, 2017;
Huffman & Cain, 2000). These strategies are reflected in employees sharing ideas and making suggestions to solve work related problems
to their colleagues (Burkert et al., 2017). Giraud et al. (2008) confirmed that indeed there are managers who desire to neutralise the
influence of other managers and superiors on their performance.
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2.3 | The mediating role of precision of performance measures
2.3.1 | Formality and precision of performance measures

This study predicts that formality enhances precision of performance measures. Superi-
ors' attempt to set explicit, traceable and quantitative performance evaluation criteria will be
perceived by subordinates as an attempt to increase the information content of performance
measures, evaluation and rewards. It will be perceived by subordinates as seeking to minimise, if
not remove, noise in information from uncontrollable factors. While the use of subjective meas-
ures could account for uncontrollable factors (Govindarajan, 1984), accounting for these uncon-
trollable factors could also heighten noise and introduce distortions (Marginson et al., 2014)
and may not help subordinates better perform their jobs (Milgrom, 1988; Prendergast &
Topel, 1993). In contrast, the use of objective measures could be perceived by subordinates as a
desire by superiors to attenuate the impact of uncontrollable internal factors such as inconsistent
judgement, favouritism or other sources of bias of superiors that are associated with subjective
measures. Thus, a higher level of formality will result in a higher level of precision (Chow & Van
der Stede, 2006). In contrast, a lower level of formality that places more reliance on the use of
implicit and ambiguous performance criteria, is likely to result in lack of reliable and consistent
information (Burkert et al., 2011; Chow & Van der Stede, 2006). Thus overall, we argue that the
association between formality and precision is positive.

2.3.2 | Precision of performance measures and procedural fairness

Precision of performance measures leads to procedural fairness. A higher level of precision will
increase perceived consistency in measurement and evaluation across persons and across time
(Principle 1), reduce noise that unfairly affects evaluation of subordinates' performance (Prin-
ciple 2), and allows them to receive more accurate performance information (Principle 3). It
will ease subordinates' concern of an unfair evaluation even if their performance is influenced
by uncontrollable factors to some extent (Principle 5 on ethicality). Therefore, a higher level of
precision will enhance procedural fairness.

Based on the above discussion on the positive relationship between formality and precision,
and the positive relationship between precision and procedural fairness, the following hypothesis
is proposed:

H1 The relationship between formality and procedural fairness is positively mediated by preci-
sion of performance measures.

2.4 | The mediating role of sensitivity of performance measures
2.4.1 | Formality and sensitivity of performance measures

We also predict that formality can enhance sensitivity of performance measures. When superiors
set objective and quantified performance targets and evaluation criteria, subordinates will be
in a good position to plan for the resources and actions to influence and achieve performance
targets. Further, because feedback is essential for subordinates to learn from their mistakes and
improve performance, a high level of formality is more likely to provide explicit and consist-
ent feedback on their performance (Hartmann & Slapni€ar, 2009), thus helping them influence
performance outcomes. When there are uncontrollable factors, the use of subjective measures
does not necessarily enable subordinates to better influence measurement outputs (Moers, 2005).
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On the contrary, it could increase the degree of uncertainty relating to targets because it is not
explicit nor clear what will be accounted for in the measures (Solhaug & Stelen, 2011). Therefore,
overall, formality enhances sensitivity. This is consistent with prior literature that states that the
use of quantitative performance measures as evaluation criteria provides employees with a better
sense of control over their performance appraisal (Lau, 2015).

2.4.2 | Sensitivity of performance measures and procedural fairness

An ability to influence the statistical distribution of performance outcomes generates procedural
fairness. A heightened perception of sensitivity reduces subordinate concern that their perfor-
mance will be affected by a biased performance evaluation (Principle 2). It allows subordinates
to correct errors through high-quality feedback (Principle 4), enabling them to improve their
performance (Principle 5). Therefore, a higher level of sensitivity will result in higher procedural
fairness. Based on the above discussion on the positive relationship between formality and sensi-
tivity, and the positive relationship between sensitivity and procedural fairness, the following
hypothesis is proposed:

H2 The relationship between formality and procedural fairness is positively mediated by sensi-
tivity of performance measures.

2.5 | The mediating role of role clarity
2.5.1 | Formality and role clarity

Role clarity is defined as the extent to which employees clearly understand the duties, tasks,
objectives, and expectations of their work roles (Katz & Kahn, 1978). Classical theory states that
when there is role clarity, employees will know what authority they have to decide, what they need
to accomplish, and how they will be judged (Rizzo et al., 1970). According to Hall (2008), there
are two aspects of role clarity: goal clarity (the extent to which the outcome goals and objectives
of the job are clearly stated and well defined) and process clarity (the extent to which individuals
are certain about how to perform their job) (Sawyer, 1992).

Role clarity has been shown to be influenced by formality. Hartmann et al. (2010) observed
that the use of objective performance measures in evaluation systems enhanced employees'
perception of goal clarity, which is a dimension of role clarity (Hall, 2008; Rizzo et al., 1970;
Sawyer, 1992). Indeed, according to role theory, employees' perceived role clarity is attributed
primarily to their superiors (Panaccio & Vandenberghe, 2011) who are responsible for interpret-
ing, implementing and enforcing organisational procedures. Applying role theory, superiors are
assigned the role to communicate behaviour expectations to subordinates (Kahn et al., 1964).
Superiors' use of written, explicit and objective rules and quantitative measures can enhance
subordinates' awareness of their responsibilities, thus enhancing their role clarity. Supporting
this view is Lau (2015) who demonstrated that the use of performance measures like product lead
times, which are explicit and quantitative, enhanced role clarity. In contrast, the use of qualitative
and personal judgement may lead to role ambiguity as qualitative goals are often vague (Lau &
Sholihin, 2005; Locke & Latham, 1990) and less informative for subordinates in regard to their
tasks and responsibilities. Moreover, use of subjective performance measures can lead to ambi-
guity in job expectations because superiors rely on personal observations and judgements. By
definition, subjective performance measures tend not to be specific on performance targets and
processes, which could then compromise subordinates' perceptions of goal clarity (Marginson
et al., 2014; Van Rinsum & Verbeeten, 2012; VouBlem et al., 2016).
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Formality also enhances process clarity, another dimension of role clarity through the feed-
back function (Burkert et al., 2011). Pre-set (i.e., formal and explicit) measures and procedures
allow a comparison against actual performance helping employees know whether they are
performing on the right track or whether they have achieved the desired outcomes. As discussed
earlier, formal evaluation increases feedback quality (Hartmann & SlapniCar, 2009). Since feed-
back assists employees in correcting errors, it also helps employees better understand their roles.
Moreover, Janssen and van Yperen (2004) stated that formal requirements were perceived by
employees as important because their organisations either accord them emphasis or consider
them as minimum requirements that must be achieved. Hence, the use of formal performance
goals and measures provides a robust guide to clarify employees' roles.

2.5.2 | Role clarity and procedural fairness

In line with the fairness principles, this study anticipates that role clarity will positively influence
procedural fairness. First, role clarity implies that subordinates will have consistent and accurate
information on their responsibilities and goals. They can reasonably predict what are expected of
them, how they should perform and what rewards they will receive because of their performance
(Rizzo et al., 1970). There will be less room for misinterpretation, confusion and misunderstand-
ing. This will result in perceptions that the performance evaluation process is relatively accurate,
transparent and understandable (Lau, 2015). Thus, subordinates are likely to perceive equity
in the system, which indicates a high level of procedural fairness. Second, role clarity enhances
employees' ability to correct wrong decisions made by either superiors or subordinates. With
role-related information, employees will have a better ability to identify errors in the performance
evaluation process. This ability allows them to bring the errors to their superiors' attention and
take steps to correct them. Accuracy, transparency, understandability of the process and impor-
tantly, a sense of being treated with respect by superiors are significant elements that impact on
procedural fairness (He & Lau, 2012; Sholihin & Pike, 2009). Indeed, Lau (2015) examined the
link between the use of non-financial (quantitative) measures in performance evaluation and
procedural justice and learned that role clarity fully mediated the relationship between the use
of non-financial measures and procedural fairness. This finding indicates that employees' proce-
dural fairness may also be impacted by formality because it clarifies their roles.

Based on the above discussion on the positive relationship between formality and role clarity,
and the positive relationship between role clarity and procedural fairness, the following hypoth-
esis is proposed:

H3 The relationship between formality and procedural fairness is positively mediated by role
clarity.

2.6 | Precision and sensitivity of performance measures and role clarity

This study predicts that precision and sensitivity of performance measures will enhance role clar-
ity. An important role of strategic performance measurement systems is to translate organisa-
tions' strategies into actionable performance measures, and in so doing communicate and clarify
the strategies across different levels within the organisations (e.g., Franco-Santos et al., 2012).
Recall that a high level of precision means that employees think that there are clear and specific
performance measures. It helps communicate to subordinates what they need to do in order
to achieve their assigned objectives and contribute to overall organisational objectives. It also
helps clarify their work's expected outcomes and the ways to achieve them (Lau, 2015; Long
et al., 2011). In contrast, a low level of precision would lead to subordinates not being clear on
what their superiors expect them to do (Burkert et al., 2011).
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FIGURE 1 Conceptual model.

When there is a strong degree of sensitivity, subordinates believe that they are able to influ-
ence performance outcomes. It is proposed that as a result, subordinates will then think that they
have a better knowledge of their roles and a better sense of how to plan and perform their tasks.
For instance, when a production manager is told that his/her performance will be measured
and evaluated based on the levels of production volume and product cost per unit, he/she will
perceive ability to influence volume and cost. This, in turn, will help articulate his/her responsi-
bility to manage production volume and product costs.

The above discussions on precision and sensitivity and their impact on role clarity, are
consistent with the extant literature that state that applying a controllability principle enhances
role clarity due to a decrease in uncertainty (Birnberg et al., 2007; Burkert et al., 2011). Thus, our
discussion shows a positive association between precision and role clarity and a positive associ-
ation between role clarity and procedural fairness. It also shows a positive association between
sensitivity and role clarity and a positive association between role clarity and procedural fairness.
Thus, the final set of hypotheses follows:

H4a The relationship between precision and procedural fairness is positively mediated by role
clarity.
H4b The relationship between sensitivity and procedural fairness is positively mediated by role
clarity.

Figure 1 summarises the proposed influences of the intervening variables of precision, sensi-
tivity and role clarity in the link between formality and procedural fairness.

3 | RESEARCH METHOD
3.1 | Sample selection and data collection

To test our hypotheses, data were collected from 119 functional managers of Australian manu-
facturing firms using a survey questionnaire. This method allowed access to a larger sample and
ensured anonymity of potential participants, which were selected from large Australian manu-
facturing firms with 100 or more employees and annual turnover of more than AU$10 million.
Functional managers provide the most knowledgeable sample to respond to the survey
(Marshall, 1996). They are at the middle rung of the organisational hierarchy and in their roles,
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TABLE 1 Descriptive demographic statistics.

Variables Frequency Min Max Mean SD
Panel A
Job tenure (years) 119 1 35 11.7 7.87
No. of employees in the department 1174 1 1000 76.0 158.5
Age of respondent 1182 29 66 47.2 8.5
N Per cent
Panel B
Managerial functions
Manufacturing/production 29 24.40
Human resources 26 21.80
Sales and marketing 36 30.30
Others® 28 23.50
Total 119 100

aMissing responses in the demographic questions.
®Others include engineering, IT, logistics, maintenance, procurement, strategic development functions, or having dual responsibilities.

they receive from superiors and send to subordinates, prescriptions and proscriptions on role
expectations. The manufacturing industry was chosen because prior management accounting
studies on procedural fairness (e.g., Lau, 2015; Lau & Tan, 2005) of the Australian manufac-
turing industry did not provide conclusive evidence on the factors influencing procedural fair-
ness. This study responds to inconclusive insights on the Australian manufacturing industry by
investigating the role of formality, precision, sensitivity and role clarity in enhancing procedural
fairness. Finally, large firms are likely to put in place performance evaluation procedures because
‘it is probable that only large organizations with significant managerial expertise and resources
will have the motivation and the means to develop them’ (Lau, 2015, p. 150).

We identified 668 functional managers based on information from Dun & Bradstreet data-
base. One person in each function within the same firm was targeted and up to six managers in
each firm were selected. The participants were required to have a minimum one-year experience
in their current position so that they are familiar with their performance evaluation systems
and able to provide reliable information. Following Dillman's (2000) tailored survey method, we
called the target participants to verify their job titles and mail addresses. Managers who declined
participation were removed from the mailing list. The final sample contained 651 managers from
223 firms. Three weeks after the first mail-out, reminder letters and supplementary question-
naires were sent. Of the 651 questionnaires sent, 120 were completed and returned. One partic-
ipant was removed from the sample as s/he had less than one-year experience in the current
position. This results in a total of 119 usable responses and a 19.29% response rate, which is at
par with response rates in prior management accounting studies, such as Burkert et al. (2011)
(12.6%) and Hall (2008) (22.5%).

Table 1 presents the demographic information of the participants who, on average, were
47years old, with 11.7-year experience in their current positions and had about 76 employees
in his/her functional area. The numbers of participants in manufacturing/production, human
resources and other categories were similar, while the number of participants in the sales and
marketing function category was slightly higher (30.30%).

To test for non-response bias, an independent two samples z-test was performed through
SPSS v25. Of the 119 useable responses, 64 early-responses and 55 late-responses were identified
based on the cut-off date. No significant differences were found between the two samples for all
variables of interest.
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3.2 | Measurement of constructs

The construct of formality is adopted from Hartmann and Slapnicar (2009),3 which contains three
aspects of a performance evaluation system: target setting, performance measurement and rewards
(Hartmann & SlapniCar, 2009) (see Appendix for all measurement items). For target-setting, two
items (FORM1 and FORM2) measured the extent of formality that superiors set subordinates'
work objectives. Items are anchored by a 5-point* Likert scale, from ‘1 = express work objectives
implicitly and in qualitative terms’ to ‘5 = express work objectives explicitly and in quantitative
terms’. For performance measurement, two items (FORM3 and FORM4) measured the extent of
formality in using information when evaluating their subordinates' achievement, from ‘1 = evalu-
ated performance based on superior's judgment and in qualitative terms’ to ‘5 = based on informa-
tion systems and in quantitative terms’. Two items (FORMS5 and FORM6) measured the extent of
formality that superiors determine subordinates' rewards (fixed pay and bonus), from ‘1 = deter-
mine pay based on superior's judgment and in qualitative terms’ to ‘5 = determine pay based on
systematic information and in quantitative terms’. All six items have factor loadings above 0.5 and
explained approximately 51.43% of construct variance. The construct has a satisfaction level of
composite reliability of 0.809 and Cronbach's a of 0.796. The results are presented in Tables 2-4.

Procedural fairness is measured by four items (PF1-PF4) developed by McFarlin and
Sweeney (1992) on a 5-point Likert scale. Participants were asked to rate the extent to which
they agreed with the fairness in target setting, performance, pay and the entire performance eval-
uation system, from ‘1 = completely disagree’ to ‘5 = completely agree’. Similar to prior studies
(e.g., He & Lau, 2012; McFarlin & Sweeney, 1992), this construct shows high level of validity
with a composite reliability of 0.897 and a Cronbach's a of 0.847, and all four items are loaded
on a single factor with factor loadings above 0.7 and account for 69.55% of variance.

Precision and sensitivity constructs were adopted from Moers (2006) and Burkert
et al. (2011).> Precision (PRE1-PRE4) captured the extent to which managers perceive their
performance measures are free of noise, such as ‘my performance measures are precise, that is,
the influence of uncontrollable factors is minimal’. Participants were asked to rate the degree of
agreement on statements, ranging from ‘1 = strongly disagree’ to ‘7 = strongly agree’. Sensitivity
(SENI1-SEN4) captured the extent to which manager perceive they can influence the perfor-
mance measures through their actions, such as ‘with my actions I can influence my performance
measures’. The four items of sensitivity have factor loadings above 0.852, a composite reliability
of 0.926 and a Cronbach's a of 0.893; and the four items of precision have factor loadings above
0.798, a composite reliability of 0.904 and Cronbach's a of 0.859. Total variances explained by
these two factors are 71.96% and 72.03%, respectively.

The construct of role clarity is adopted from Rizzo et al. (1970). It consists of six items
on a 7-point Likert scale. Participants were asked to rate their levels of agreement in rela-
tion to their planned goals and objectives, clear explanation, responsibilities, performance
expectations, authorities and workloads. The scale is anchored from ‘1 = strongly disagree’ to
“7 = strongly agree’. This construct has been well tested in prior research, including Chenhall and
Brownell (1988), and He and Lau (2012). All six items loaded on to a single factor with 63.08%
variance explained, have factor loadings from 0.523 to 0.874, and a composite reliability of 0.908
and a Cronbach's a of 0.877.

*In Hartmann and Slapni€ar's (2009), the participants were required to rank the degree of importance (out of 100%) of performance
measures, which were categorised into four Balanced Scorecard perspectives. The percentages were then used to derive a weighted
average factor score to represent each aspect. However, this weighting process is not adopted in the current study due to the lack of
assurance that all business organisations have, and only have four perspectives, given that contemporary organisations may also measure
their external performance, such as social environmental performance, and/or inter-organisation efficiency.

“Survey questionnaire contained 5-point and 7-point Likert scales constructs. This approach was also adopted in prior studies, such as
Lau and Sholihin (2005).

SPrior studies used the construct of controllability as a second-order formative construct of precision and sensitivity (Burkert

et al., 2011, 2017). Theoretically, sensitivity and precision are two unique dimensions of controllability with satisfactory levels of
discriminant validity.
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TABLE 2 Construct factor loadings.

Items Formality Procedural fairness  Role clarity Precision Sensitivity
FORMI1 0.741 0.356 0.370 0.277 0.137
FORM2 0.631 0.095 0.136 0.204 0.079
FORM3 0.780 0.252 0.230 0.201 0.170
FORM4 0.664 0.254 0.195 0.150 0.137
FORMS 0.673 0.325 0.244 0.291 0.064
FORMG6 0.699 0.308 0.224 0.112 0.155
PF1 0.375 0.864 0.506 0.237 0.461
PF2 0.342 0.824 0.378 0.287 0.335
PF3 0.391 0.888 0.508 0.310 0.502
PF4 0.193 0.729 0.425 0.263 0.294
RCl1 0.379 0.511 0.874 0.320 0.459
RC2 0.436 0.622 0.838 0.283 0.468
RC3 0.218 0.401 0.867 0.186 0.418
RC4 0.251 0.415 0.864 0.171 0.476
RCS 0.168 0.321 0.727 0.283 0.468
RC6 0.099 0.231 0.523 0.244 0.294
PREI 0.211 0.281 0.205 0.798 0.307
PRE2 0.174 0.185 0.265 0.824 0.302
PRE3 0.368 0.327 0.282 0.885 0.389
PRE4 0.220 0.283 0.287 0.841 0.465
SEN1 0.120 0.377 0.432 0.352 0.856
SEN2 0.256 0.458 0.517 0.411 0.911
SEN3 0.088 0.357 0.457 0.334 0.852
SEN4 0.135 0.503 0.495 0.430 0.861
Eigenvalues 3.086 2.782 3.785 2.881 2.878
% of Variance 51.43 69.55 63.08 72.03 71.96
KMO 0.775%** 0.8%** 0.819%** 0.772%%* 0.794%**

Note: FORM = formality, PF = procedural fairness, RC = role clarity, PRE = precision, SEN = sensitivity.
**%p <0.001.
The bold figures highlight the factor loadings are significantly higher than the other loadings.

Hartmann and Slapni€ar (2012) found that low task uncertainty moderates the relationship
between formality and procedural fairness, so we captured task uncertainty as one of control
variables in our study. In particular, we used three items to capture the task analysability dimen-
sion of task uncertainty, which reflect employees' perception about their job requirements and
information needed to perform their jobs (Hartmann & SlapniCar, 2012; Kren, 1992).° The
participants were asked to indicate their level of agreement on three statements on a 7-point
scale: (1) ‘I am always clear about what is necessary to perform well on my job’; (2) ‘I have

®While Hartmann and Slapni¢ar (2012) captured the two dimensions of task analysability and task diversity of task uncertainty, given
their focus on the relationship between effort and output, their analysis was based on the items associated with task analysability only.
Their items although not identical to ours are quite similar. Theirs include: (1) ‘there is a clearly known way to do the major types of
tasks I normally encounter’; (2) there is a clearly defined body of knowledge of subject matter which can guide me when doing my job; (3)
there is an understandable sequence of steps that can be followed when doing my work; and (4) to do my work, I can rely on established
procedures and practices. The three items that we used were labelled by Kren (1992) as job-related information. However, as shown the
four items that Hartmann and Slapni€ar (2012) used for task analysability closely overlap Kren's (1992) for job-related information.
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TABLE 4 Discriminant validity.

Formality Procedural fairness Precision Sensitivity Role clarity

Panel A. Construct correlations and square root of average variance extracted

Formality 0.700*

Procedural fairness 0.401 0.828

Precision 0.249 0.323 0.837

Sensitivity 0.152 0.483 0.474 0.870

Role clarity 0.364 0.545 0.299 0.546 0.792
Panel B: Heterotrait-Monotrait Ratio (HTMT)

Formality

Procedural fairness 0.448

Precision 0.339 0.379

Sensitivity 0.202 0.546 0.493

Role clarity 0.368 0.610 0.361 0.616

Note: The cut-off value of HTMT is 0.9 (Hair et al., 2017, p. 119). A HTMT value that is below 0.9 shows the discriminant validity
between two constructs. The above HTMT ratios are all below 0.9.

2Bold values indicate the square root of average variance extracted (AVE).

adequate information to make optimal decisions to accomplish my performance objectives’; and
(3) ‘Tam able to obtain the strategic information necessary to evaluate important decision alter-
natives’ (Burney & Widener, 2007; Kren, 1992). The results reveal the mean scores of the three
statements are 5.34, 4.88 and 4.87, respectively. Such high scores indicate that the managers face
relatively low task uncertainty. These three statements load on to a single factor with satisfactory
factor loadings from 0.870 to 0.926, a composite reliability of 0.927, Cronbach's a of 0.882.

We established the constructs' discriminant validity by examining Fornell-Larcker criterion and
Heterotrait-Monotrait Ratio (HTMT) and present the results in Table 4. While Fornell-Larcker
is commonly used in accounting studies, HTMT is said to be the most robust test for discriminant
validity (Bedford & Spekle, 2018). An HTMT value below 0.9 indicates the discriminant validity
between two constructs has been established (Hair et al., 2017, p. 119). Given that the HTMT
values of the five key variables in our model are well below 0.9, we conclude that these constructs
are distinctive. However, the HTMT value of task uncertainty and role clarity is 0.932 (i.e., the two
constructs are highly correlated), we excluded task uncertainty from our main path analysis.

3.3 | Examination of potential biases

Harman's one-factor test, and marker variable method indicated that common method bias is
not a concern in this study. In Harman's (1967) single factor test through SPSS v25, all indicators
of the constructs loaded on a single factor and the explained variance is 30.13%, less than the
threshold of 50%. In the marker variable method (Lindell & Whitney, 2001) using SmartPLS
3, all constructs are linked to a marker variable. The results show no significant associations
between the constructs of interest and the marker variable. Collectively, all constructs used in
this study are of good quality.’

"We also performed a confirmatory factor analysis (CFA) in Amos 25 for each of the construct to further test the quality of
measurement instruments. CFA results show all factor loadings are significant at p <0.001 and above 0.5 cut-off as suggested by
WeiBenberger and Angelkort (2011, p. 170). Goodness-of-fit index for the CFA model suggests an overall good fit model, including the
chi-square statistic adjusted for the degrees of freedom (x*/df = 1.707), the root mean square error of approximation (RMSEA = 0.077),
the comparative fit-index (CFI = 0.888), the incremental fit index (IFI = 0.890) and the Tucker—Lewis index (TLI = 0.872).
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4 | RESULTS

A partial least squares approach of structural equation modelling (PLS-SEM) was used to test
the hypotheses. As pointed out by Hartmann and SlapniCar (2012, p. 25), ‘PLS' requirements
regarding the sample size and the distribution of variables are less stringent than of the alterna-
tive method of estimation’. Compared with the covariance-based techniques of SEM, PLS-SEM
provides more robust estimations of the structural model for small samples and not normally
distributed datasets (Ringle et al., 2009). Hypotheses are tested in SmartPLS 3 through boot-
strapping procedures with 1000 sample replications (Hartmann & SlapniCar, 2009).

4.1 | Main analysis

We conducted our analysis of the hypotheses through a step-wise fashion recommended
by Hayes (2009), which is also consistent with Hartmann and Slapniar (2009) (Baron &
Kenny, 1986; Hartmann & Slapnicar, 2009).3 First, we tested the direct relationship between
formality and procedural fairness (Stage 1), we then examined how this direct relationship altered
with the introduction of mediating variables of perceived precision, perceived sensitivity and role
clarity (H1-H4) (Stage 2). The results of direct relationship model indicate a significant positive
direct relationship between formality and procedural fairness (8 = 0.418, ¢ = 5.502, p<0.001,
one-tailed) (see Table 5), which is line with our expectation.

When precision (PRE) is introduced into the model, the path between formality (FORM)
and precision (PRE) is significant (8 = 0.304, ¢ = 3.644, p<0.001, one-tailed) (see Table 5 and
Figure 2), however, the path between precision (PRE) and procedural fairness (PF) is insignifi-
cant (8=0.046,1=0.514, p = 0.299, one-tailed), which suggest the relationship between formality
and procedural fairness is not mediated by precision (8 = 0.014, t = 0.466, p = 0.314, one-tailed).
In addition, we examined the confidence interval to determine the existence of significant medi-
ation (Hayes, 2009; Preacher et al., 2007). The confident interval for precision (H1) contains zero
(LLCL = —0.038 and ULCL = 0.061), suggesting a non-significant mediation. Thus, H1 is not
supported.

H2 predicts that the relationship between formality and procedural fairness is positively
mediated by sensitivity. As reported in Table 5 and Figure 2, the results indicate that the path
between formality (FORM) and sensitivity (SEN) is significant (8 = 0.178, ¢ = 2.007, p = 0.019,
one-tailed), and the path between sensitivity (SEN) and procedural fairness (PF) is also significant
(8=0.259,t=3.157, p = 0.001, one-tailed). After incorporating sensitivity, the direct association
between formality and procedural fairness remains significant (8 = 0.231, ¢ = 2.734, p = 0.003,
one-tailed). According to Baron and Kenny (1986), an indirect association is established when
three conditions are met: (1) the independent variable significantly accounts for the variations in
the presumed mediator; (2) the variations in the mediator significantly account for the variations
in the dependent variable; and (3) when the mediator is incorporated, the previously signifi-
cant association between the independent variable and dependent variable is reduced (Baron &
Kenny, 1986). Therefore, a partial mediation exists when the initial direct relationship between
the independent variable (FORM) and the dependent variable (PF) significantly decreases in
strength but still exists (Burkert et al., 2011, p. 152). The indirect effect of formality on proce-
dural fairness through sensitivity is 0.046, which is significant (r = 1.847, p= 0.033, one-tailed)
and close to the meaningful threshold of an absolute amount of 0.05 (Lau & Moser, 2008, p. 67).

8To further test the structural models, we also performed the structural equation modelling (SEM) with the maximum likelihood (ML)
technique using Amos 25, which show similar findings and have good model fit indices, including the chi-square statistic adjusted for
the degrees of freedom (x*df; 1.643), the root mean square error of approximation (RMSEA: 0.074), the comparative fit-index (CFI:
0.863), the incremental fit index (IFI: 0.867) and the Tucker—Lewis index (TLI: 0.844).
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TABLE 5 Results for HI-H4.
Stage 1 Stage 2
Confidence
Direct Hi1: H2: H3: Hda: Hd4b: intervals
relationship: Mediator Mediator Mediator Mediator Mediator PF (with [LLCL,
Paths PF PRE SEN RC RC RC mediators) ULCL]
FORM 0.418%** 0.304%**  0.178* 0.262%** 0.231%*
(5.502) (3.644) (2.007) (3.769) (2.734)
PRE 0.013 0.046
(0.144) (0.514)
FORM - PRE 0.014 [-0.038,
(0.466) 0.061]
SEN 0.497*%**  (0.259%**
(6.060) (3.157)
FORM - SEN 0.046* [0.013,
(1.847) 0.092]
RC 0.315%**
(4.013)
FORM-RC 0.082%* [0.033,
(2.572) 0.134]
PRE-RC 0.004 [=0.046,
(0.139) 0.051]
SEN-RC 0.156%** [0.085,
(3.148) 0.248]

Note: The table shows the path coefficients (#-values). FORM = formality, PF = procedural fairness, PRE = prevision,
SEN = sensitivity, RC = role clarity. All p-values are one-tailed. *p<0.05, **p<0.01, ***p<0.001.

0.262%**

Clarity

H4b 0.156%**

Procedural
Fairness

FIGURE 2 Structural model results. * Significant at p <0.05, ** Significant at p <0.01, *** Significant at
»<0.001. Dash line --------- = not significant path, solid line —— = significant path.

Furthermore, the confident interval for sensitivity does not contain zero (LLCL = 0.013 and
ULCL = 0.092), suggesting a significant mediation. Therefore, the results suggest that sensitiv-
ity partially mediates the relationship between formality and procedural fairness. Thus, H2 is

supported.

H3 predicts the relationship between formality and procedural fairness is positively mediated
by role clarity. The path between formality (FROM) and role clarity (RC) is positive and signifi-
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cant (8 =10.262, t = 3.769, p<0.001, one-tailed), and role clarity (RC) is also positively associated
with procedural fairness (PF) (8 = 0.315, t = 4.013, p<0.001, one-tailed). The indirect effect is
0.082 and significant (¢ = 2.572, p = 0.007, one-tailed). The confident interval does not contain
zero (LLCL = 0.033 and ULCL = 0.134). Thus, H3 is supported.

H4a and H4b predict the relationships between precision and procedural fairness and, sensi-
tivity and procedural fairness are positively mediated by role clarity. As reported in Table 5 and
Figure 2, the results show precision (PRE) is not significantly associated with role clarity (RC)
(B=0.013,7=0.144, p = 0.445, one-tailed) whereas sensitivity (SEN) is significantly associated
with role clarity (RC) (8 =0.497, t = 6.06, p <0.001, one-tailed), and the path of role clarity (RC)
to procedural fairness (PF) is also significant (8 = 0.315, r = 4.013, p<0.001, one-tailed). Hence,
the path of precision to procedural fairness through role clarity is not significant, H4a is rejected.
The indirect effect of sensitivity on procedural fairness through role clarity is 0.156 and signifi-
cant (¢ = 3.148, p = 0.001). Further, the confident interval does not contain zero (LLCL = 0.085
and ULCL = 0.248). Thus, the mediating effect of role clarity on the path of sensitivity to proce-
dural fairness is significant. H4b is supported.

4.2 | Additional analysis

To gain a better understanding of the relationships among the variables of interest, we conducted
additional analyses examining the impacts of several factors, including managerial functions,
the level of task uncertainty, participants' experience in their current positions and their ages.
Abernethy and Brownell (1997) and Moers (2005) suggested that functional areas, such as manu-
facturing and sales/marketing are likely to adopt more quantitative measures and objective infor-
mation, while supporting functions, such as human resources, information technology, strategic
development and research and development, are likely to adopt more qualitative measures and
superiors often use subjective judgement. Hartmann and Slapni€ar (2009) labelled the difference
in the ease of measuring functions' measurable outputs as contractability. Contractability was
proposed to be different in their study of bank managers, who were either doing front-office or
back-office functions. Front-office functions which include granting loans and hiring deposits,
are different from back-office functions that fulfilled reporting requirements and provided legal
counsel, because the former have direct financial consequences that are measurable and verifiable
whereas the latter do not. Given its implications on managers' perceptions, we also examined
whether participants' managerial functions have an impact on the hypothesised relationships
among the variables of interest.

The 119 participants were split into two groups based on their responsibility areas: (1) quan-
titative functions (i.e., sales and marketing, manufacturing and production, logistics functions),
which contain 72 responses; and (2) qualitative functions (i.e., human resources, engineering,
strategic management, IT and other supporting functions), which contain 47 responses. Path
models for each group were drawn and similar testing procedures were applied. We conducted
SmartPLS Multi-group Analysis (MGA) comparing the results of the hypotheses between the
two groups.

The results are presented in Table 6. The only significant difference between the quantita-
tive and qualitative function groups is the association between formality (FORM) and precision
(PRE) (Bifrerence = 0-337, p = 0.001, one-tailed). The association is not significant in the quan-
titative functions (8 = 0.171, ¢t = 1.324, p = 0.093, one-tailed) but significant in the qualitative
functions (8= 0.508, t = 4.837, p<0.001, one-tailed). This can be interpreted to mean that higher
level of formality of performance evaluation systems in the qualitative functional areas has a
stronger impact on managers' perception of precision of performance measures than in those
quantitative functional areas.
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TABLE 6 Multi-group analysis — managerial function.

Quantitative functions (72 cases) Qualitative function (47 cases) Difference

B t p-Value B t p-Value B p-Value
Panel A: Direct relationship
FORM - PF 0.560 8.315 0.000 0.330 0.983 0.160 0.230 0.427
Panel B: Mediation via PRE and SEN (H1, H2)
FORM-PRE 0.171 1.324 0.093 0.508 4.837 0.000 0.337  0.010
PRE-PF 0.069 0.478 0.317 0.108 0.392 0.348 0.039 0.219
FORM - SEN 0.252 2.962 0.002 0.163 0.815 0.208 0.089 0.323
SEN-PF 0.407 3.065 0.001 0.440 2.408 0.008 0.033  0.204
FORM - PRE/ 0.442 4.799 0.000 0.157 0.730 0.233 0.284  0.449
SEN - PF
Panel C: Mediation via RC (H3)
FORM-RC 0.441 5.249 0.000 0.381 2.594 0.005 0.060  0.323
RC-PF 0.459 4.368 0.000 0.504 4.262 0.000 0.045 0.182
FORM -RC-PF 0.339 2.849 0.002 0.120 0.576 0.282 0.219 0414
Panel D: Mediation via RC (H4a, H4b)
PRE-RC 0.034 0.278 0.391 0.146 1.097 0.137 0.112  0.132
RC-PF 0.445 3.866 0.000 0.342 1.910 0.028 0.103  0.345
PRE-RC-PF 0.013 0.083 0.467 0.182 0.774 0.220 0.169  0.125
SEN-RC 0.531 5.046 0.000 0.572 5.714 0.000 0.041  0.196
SEN-RC-PF 0.304 2.189 0.015 0.206 0.833 0.203 0.098 0.314

Note: All p-values are one-tailed. FORM = formality, PF = procedural fairness, PRE = precision, SEN = sensitivity, RC = role clarity.

Task uncertainty may also influence the hypothesised path relationships (e.g., Hartmann &
Slapni€ar, 2012), though excluded from the main path analysis due to a lack of discriminant
validity. We examine its potential effects as part of additional analysis. Like Hartmann and
Slapni€ar (2012), we dichotomised the sample into higher and lower task uncertainty subgroups
(higher TU vs. lower TU) using the mean score of 5.031. The higher task uncertainty group
contains 56 cases, and the lower task uncertainty subgroup contains 63 cases. The PLS-MGA
results are presented in Table 7.

Panel B shows that the association between formality and precision is significant in the
higher-TU group (8 = 0.428, r = 3.099, p<0.001, one-tailed), and that this association is stronger
than that in the lower-TU group (8 = 0.221, t = 1.157, p = 0.124, one-tailed), despite the differ-
ence between two subgroups was not statistically significant. Likewise, the association between
formality and sensitivity is significant in the higher-TU group (8 = 0.289, ¢ = 2.436, p = 0.008,
one-tailed) but not significant in the lower-TU group (8 = —0.060, r = 0.43, p = 0.334, one-tailed).
The difference between the two subgroups is significant (8 = —0.349, p = 0.03, one-tailed). These
findings are in line with our prediction that formality enhances precision and sensitivity and does
so differentially.

To gain more understanding of the effects of different degrees of formality, we also divided
our sample into high-formality and low-formality groups using the median value of 3.° The
results presented in Table 8 show that formality is significantly associated with role clarity in
the high-formality group (8 = 0.415, ¢t = 4.314, p = 0.000, one-tailed) but not significant in the

"We also attempted to compare the hypothesised effects between the very high formality (score>4) and very low formality (score<2)
groups. Each group only has 14 cases, which is too small to run a meaningful comparison test.
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TABLE 7 Analysis of task uncertainty — higher vs. lower task uncertainty.

Higher task uncertainty (56 cases) Lower task uncertainty (63 cases) Difference

B t p-Value B t p-Value B p-Value
[Stage 1]
Panel A: Direct relationship
FORM - PF 0.463 4.484 0.000 0.334 2.388 0.009 0.129  0.193
[Stage 2]
Panel B: Mediation via PRE and SEN (H1, H2)
FORM-PRE 0.428 3.099 0.001 0.221 1.157 0.124 —0.207 0.158
PRE-PF —0.063 0.364 0.365 0.162 1.211 0.113 0.225  0.155
FORM - SEN 0.289 2.436 0.008 —0.060 0.430 0.334 —0.349  0.030
SEN-PF 0.190 1.412 0.079 0.251 1.637 0.051 0.062  0.360
FORM -PRE~PF —-0.027 0.336 0.369 0.036 0.694 0.244 0.063  0.222
FORM - SEN - PF 0.055 1.143 0.127 —-0.015 0.409 0.341 -0.070 0.104
Panel C: Mediation via RC
FORM-RC 0.323 2.121 0.017 0.367 2.360 0.009 0.044  0.400
RC-PF 0.221 1.451 0.074 0.326 2.987 0.001 0.105  0.287
FORM -»RC-PF 0.072 1.178 0.120 0.120 1.896 0.029 0.048  0.271
(H3)
Panel D: Mediation via RC
PRE-RC —-0.037 0.191 0.424 0.001 0.006 0.498 0.038  0.435
RC-PF 0.221 1.451 0.074 0.326 2.987 0.001 0.105  0.287
PRE-RC-PF (H4a) -0.008 0.159 0.437 0.000 0.005 0.498 0.008  0.436
SEN-RC 0.293 1.925 0.027 0.324 2.124 0.017 0.031 0.883
SEN-RC-PF (H4b) 0.065 1.020 0.154 0.106 1.446 0.074 0.041 0.333

Note: All p-values are one-tailed. FORM = formality, PF = procedural fairness, PRE = prevision, SEN = sensitivity, RC = role clarity.

low-formality group (8 = 0.088, # = 0.521, p = 0.302, one-tailed), and this difference is statisti-
cally significant (8 = 0.327, p = 0.039, one-tailed). As such, the mediating effect of role clarity is
only significant in the high-formality group.'’

We further analysed the potential effects of participants' age and work experience in both
SmartPLS 3 and Amos 25 but no significant impact on the hypothesised relationships was
detected. Furthermore, a separate moderation model was analysed to test the potential moder-
ating effects of precision and sensitivity on the relationship between formality and procedural
fairness. The results reveal that sensitivity positively moderates the relationship between formal-
ity and procedural fairness (8 = 0.255, ¢ = 3.196, p<0.003) whereas there is no moderating
affect found for perceived precision (8 = 0.049, ¢t = 0.607). This finding suggests formality leads
to procedural fairness when there is a higher level of sensitivity. Sensitivity is a function of
formality. When sensitivity is strong, managers will think that the use of formal performance
evaluation is more supportive and favourable in reflecting subordinates' interest, and as such,
formality has a stronger influence on procedural fairness. In other words, with a stronger sense
of sensitivity, the association between formality and procedural fairness is stronger, and vice
versa.

19We thank one of the reviewers for this suggestion to analyse the impact of different degrees of formality on the variables examined in
this study.
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TABLE 8 Analysis of formality — high-formality vs. low-formality.

High formality (64 cases) Low formality (55 cases) Difference
B t p-Value B t p-Value B p-Value

Panel A: Direct relationship

FORM - PF 0.173 0.998 0.159 —-0.008 0.045 0.482 0.182 0.230
Panel B: Mediation via PRE and SEN (H1, H2)

FORM-PRE 0.178 1.091 0.138 0.461 3.364 0.000 —0.283 0.073

PRE-PF 0.134 1.011 0.156 0.076 0.496 0.310 0.058 0.382

FORM-PRE-PF  0.024 0.641 0.261 0.035 0.460 0.323 —-0.011 0.465

FORM - SEN 0.394 4.499 0.000 0.122 0.563 0.287 0.272 0.092

SEN-PF 0.188 1.418 0.078 0.320 2.324 0.010 —-0.132 0.244

FORM-SEN-PF  0.074 1.249 0.106 0.039 0.543 0.294 0.035 0.358
Panel C: Mediation via RC (H3)

FORM-RC 0.415 4314 0.000 0.088 0.521 0.301 0.327 0.039

RC-PF 0.321 2.559 0.005 0.321 2.153 0.016 0.000 0.492

FORM -RC~-PF 0.133 2.081 0.019 0.028 0.427 0.335 0.105 0.120
Panel D: Mediation via RC (H4a, H4b)

PRE-RC —0.084 0.726 0.234 0.122 0.771 0.220 —-0.206 0.148

PRE-RC-PF —-0.027 0.584 0.280 0.039 0.715 0.238 —0.066 0.154

SEN-RC 0.428 3.304 0.001 0.485 4.276 0.000 —-0.057 0.374

SEN-RC-PF 0.137 1.846 0.033 0.156 1.883 0.030 —-0.019 0.422

Note: This table summarises the results of PLS-MGA. All p-values are one-tailed. FORM = formality, PF = procedural fairness,
PRE = prevision of performance measures, SEN = sensitivity of performance measures, RC = role clarity.

5 | DISCUSSION AND CONCLUSIONS

This study investigated the complex and not straight-forward link between formality in superi-
ors' use of performance evaluation systems and subordinates' procedural fairness by examining
the intervening variables of precision, sensitivity, and role clarity, and controlling variables of
contractability and task uncertainty. Our results show that: (1) formality is positively associated
with subordinates' procedural fairness through (i) sensitivity of performance measures and (ii)
role clarity; (2) the link between sensitivity and procedural fairness is through role clarity; (3) the
influence of formality on precision of performance measures is more important for qualitative
functions than for quantitative functions, (4) the influence of formality on precision and sensi-
tivity is stronger for subordinates who face higher task uncertainty than lower task uncertainty;
(5) the function of role clarity on the relationships between formality and procedural fairness
is relevant in conditions of relatively high levels of formality, and (6) the direct relationship
between formality and procedural fairness is stronger when there is a higher level of sensitivity.
The study's results indicate that formality in the use of performance evaluation systems can
foster employee perceptions that procedures used in performance evaluations by superiors are
unbiased, representative, transparent, correctable, ethical and consistent with contractual codifi-
cations (Luo, 2008). However, as Hartmann and Slapni€ar (2009, 2012) found, this relationship
is influenced by a number of factors and is not straight forward. This study deepens this under-
standing of a complex and an indirect relationship by demonstrating that it is through sensitivity
and role clarity that formality is linked to procedural fairness. Applying role theory, formality is
a process where superiors communicate to subordinates their performance expectations (Kahn
et al., 1964). Superiors' energy to apply objectivity and quantification on performance expecta-
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tions minimises favouritism and variability (Moers, 2005). Thus, subordinates are more likely to
think that with their efforts, they can influence performance measures. In addition, subordinates
will have a clearer idea of their duties, tasks, objectives and expectations of their work roles (role
clarity). This study's results add further support to the position that superiors' actions on perfor-
mance evaluation systems become evaluative standards that mould how subordinates perceive
the parameters of their roles (Burkert et al., 2011). The results are also consistent with prior
studies that show that the impact of performance evaluation systems on performance outcomes
tend to be indirect through individual cognition and role expectations (Burney & Widener, 2007
Hall, 2008).

Revealing the complexity in the link between formality and procedural fairness and, similar
to Hartmann and SlapniCar (2009, 2012) which found that the relationship between formal-
ity and procedural fairness is strengthened by the degree of task uncertainty and task contrac-
tability, this study provides additional insights. First, the role of task uncertainty in the link
between formality and procedural fairness cannot yet be assumed. Contrary to Hartmann and
Slapni€ar (2012) who found that the link is strengthened in conditions of low task uncertainty,
our study found the opposite, viz that this link becomes more pronounced in conditions of high
task uncertainty.

Second, this relationship is also heightened when the degree of sensitivity of performance
measures is higher. Thus, this study provides support for two competing hypotheses on the roles
of sensitivity as both mediating and moderating factors in the relationship between formality
and procedural fairness. Hayes (2013) illustrated that it is mathematically possible for the same
variable to simultaneously mediate and moderate a given predictor-criterion relation. However,
according to Karazsia and Berlin (2018), the MacArthur approach to moderation precludes this
possibility on temporal grounds — a moderator must precede the predictor temporally, whereas
a mediator must come after the predictor temporally. Applied to this study, while previous stud-
ies focus on controllability (precision and sensitivity) as an independent variable (e.g., Burkert
et al., 2011, 2017), our study demonstrated that formality is a predictor to sensitivity, which
at that point in time should have acted as a mediator to the formality and procedural fairness
relationship. It also sets a new baseline for sensitivity, which in a subsequent period would act as
moderator to the formality-procedural fairness link. This study thus also emphasises the value in
embedding a feedback aspect in formality to further enhance sensitivity of performance meas-
ures and role clarity, which then lead to procedural fairness, an established antecedent to positive
employee mindsets and behaviour. Overall, this study's findings indicate that sensitivity and role
clarity are critical elements to improve subordinates' procedural fairness. These are important
findings that suggest that studies on the relationship between formality and procedural fairness
should refocus on the role of formality in increasing sensitivity of performance measures and
role clarity.

Our results also reveal that formality has a significant positive influence on precision, that
is, that there will be less noise and variability in performance measures. However, precision does
not influence procedural fairness. Moreover, formality differentially influences precision in two
groups of managerial functions. Specifically, the influence is significant in qualitative functions,
but not significant in quantitative functions. This is a reasonable finding because formally defined
measures and procedures are usually available in quantitative functions, such as marketing,
production and logistics. Hence, superiors' formal approach will not necessarily further enhance
precision in these functions. In contrast, an informal or subjective approach is usually adopted
in qualitative functions (Abernethy & Brownell, 1997). Put differently, in functions where there is
low contractability (Hartmann & SlapniCar, 2009), a higher level of formality assists in providing
subordinates with clearer evaluative standards because they are less noisy and variable.

Further, formality differentially influences precision according to the levels of task uncer-
tainty. The impact of formality on precision of performance measures is more pronounced when
the level of task uncertainty is higher than when the level is lower. Noting that the link between
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formality and procedural fairness is not through precision, this finding nonetheless clarifies that
formality impacts on precision in conditions of high task uncertainty. Our additional analysis
on task uncertainty thus provides more insights into the differential effects of formality on preci-
sion and sensitivity. When facing higher task uncertainty, superiors' effort to deploy more objec-
tive and quantitative measurement has a stronger influence on both the information content of
performance measures and subordinates' perceived ability to influence their performance meas-
ures. When facing lower task uncertainty, the deployment of formal and quantitative measure-
ment is assumed, and as such, higher formality does not enhance the precision and sensitivity of
performance measures.

According to the conditional controllability principle which informed this study, subor-
dinates should be evaluated based on information that provides insights into their actions
and whether subordinates can influence performance outcomes (Antle & Demski, 1988). Our
study indicates that formality enhances the information content of performance measures
applied to qualitative functions. In conditions of higher levels of task uncertainty, formality
tempers noise and variability in information, and also improves the ability of subordinates to
influence outcomes. Recall that formality manifests in different degrees on a continuum. Our
study reveals that on balance, it may be wise for superiors to rely more on explicit procedures
(Gibbs et al., 2004; Locke & Latham, 1990), quantitative measures and objective information
(Moers, 2005) than on implicit procedures, qualitative measures and subjective judgement (Bol
& Smith, 2011) in functions with low contractability and conditions of high task uncertainty.
This study's results are different from Hartmann and Slapni€ar (2009) who found that contrac-
tability moderates the link between formality and procedural fairness. We believe that this may
be attributable to how contractability, defined as the ability to measure outputs by Grossman
and Hart (1986), was operationalised. Hartmann and Slapni€ar (2009) measured contractability
by attributing to front-office functions high contractability because these functions contributed
to the financial outcomes of banks, and low contractability to back-office functions as they
did not contribute directly to banks' financial results. This study, on the other hand, focused
on quantitative (high contractability) versus qualitative (low contractability) functions. This
study's results are also different from Hartmann and Slapniar (2012) who found that task
uncertainty moderates the link between formality and procedural fairness. Our finding is that
high(er) levels of task uncertainty positively influence the link between formality and precision
although the link between precision and procedural fairness is not significant. Moreover, the
association between formality and procedural fairness through sensitivity is heightened when
task uncertainty is high. Overall, the findings on the conditioning role of task uncertainty
indicate that a refocus on the role of formality in performance evaluation systems is warranted.
Indeed, our study also showed that a high level of formality enhances role clarity and that a
low level does not.

This study has four theoretical and practical contributions. The first theoretical contribu-
tion is providing a better understanding of the complex and not straight-forward link between
formality and procedural fairness. First, it revealed how formality is linked to procedural fair-
ness through sensitivity and role clarity. Second, sensitivity enhances role clarity, which means
that sensitivity is salient in the link between formality and procedural fairness. Third, preci-
sion is not relevant in the link between formality and procedural fairness. However, formality
influences precision in conditions of low contractability and high task uncertainty. The second
theoretical contribution relates to the concept of controllability. Sensitivity and precision were
shown to have little conceptual overlap especially since they do not necessarily have identical
effects (Burkert et al., 2011). In future studies, these constructs could be studied as distinct
concepts with different effects. The third practical contribution focuses on how formality predicts
perceived sensitivity and role clarity. Given their critical role in the link between formality and
procedural fairness, superiors may want to engage in a periodic dialogue with subordinates on
an optimal level of formality that maximises subordinates' perceptions of sensitivity and role
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clarity. Lastly, superiors should also focus on how to enhance formality in qualitative func-
tions and conditions of high task uncertainty given formality's positive impact on precision of
performance measures. Our study's findings suggest that such focus is redundant in quantitative
functions because outputs in quantitative functions immediately provide formal and accurate
feedback. There will be less attribution by subordinates in these functions to their superiors' use
of formality as a source of precise information on their performance measurement and evalua-
tion (Sitkin & George, 2005). It appears that subordinates will favour efforts towards formality
in a situation of high level of task uncertainty because such efforts improve the information
content of performance measures.

This study is subject to at least three limitations. The first relates to a potential bias in the
self-administered survey method. While tests of biases show that bias did not impact the data, it
is still plausible that the study's participants were magnanimous in their responses. Second, the
study did not examine the effect of procedural fairness on employee performance although this
link has been the subject of previous research which showed the positive effects on performance
of procedural fairness. Third, the study did not examine the level of environmental uncertainty
and its impacts on the variables in the model.

Given the interesting role of sensitivity in the formality-procedural fairness link as both
moderator and mediator in this study, future studies could replicate this study across a number
of contexts including the manufacturing sector, and across time from the same settings to better
appreciate its likely dual roles. Future research may also examine impacts of formality in a highly
uncertain environment. Contractability as a concept is relevant in our study as well as Hart-
mann and Slapni€ar's (2009). However, how it was operationalised appears to drive the different
results. A future study could develop a new measurement instrument for assessing contractability
to enable consistent application and direct comparison across studies.
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APPENDIX: CONSTRUCT MEASUREMENT ITEMS

Formality
FORMI1
FORM2
FORM3
FORM4
FORMS
FORMO6

My superior expresses my job objectives __. (implicitly—explicitly)

My superior casts my objectives in ___ terms. (qualitative-quantitative)

My superior evaluates my performance based on ___. (judgement-system)

My superior discusses my performance in ___ terms. (qualitative—quantitative)
My pay is based on ___. (judgement-system)

My pay is based on ___ objectives. (qualitative-quantitative)

Procedural fairness

PF1
PF2
PF3
PF4
Precision

PREI1

PRE2
PRE3
PRE4
Sensitivity
SENI
SEN2
SEN3
SEN4
Role clarity
RC1
RC2
RC3
RC4
RC5
RC6

The procedures used to communicate performance feedback are fair
The procedures used to determine pay rise are fair
The procedures used to evaluate my performance are fair

The procedures used for promotion are fair

There is no noise in my performance measurement as uncertain or uncontrollable factors do not have
an impact on my performance measures

There is no distortion in my performance measurement that might be caused by uncontrollable factors
My performance measures are precise, that is, the influence of uncontrollable factors is minimal

My performance measures are not blurred by factors that I cannot control

With my actions I can influence my performance measures
My effort has an impact on my performance measures
My performance measures do depend on my actions

With my effort I can influence the measures according to which my performance is evaluated

I am clear about the planned goals and objectives
I am given clear explanation

I know my responsibilities

I know what is expected of me

I am certain about my authority

I can divide my time properly
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