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a b s t r a c t
This ﬁeld study examines whether and how supervisors’ subjective adjustments to objective performance measures are inﬂuenced by their prior subjective evaluations of employees. Evaluations were determined entirely subjectively in the sample internal audit
organization in 2005. In 2006, the organization introduced a pay-for-performance incentive plan that established four objective measures of audit manager performance. Then,
knowing the challenges of objectively measuring manager performance, the organization
gave supervisors the discretion, mandate, and training to subjectively adjust each of the
objective measures when performance as indicated on the individual measures misrepresented managers’ true performance.
Using prior-year subjectively measured performance to proxy for current-year expected
performance, empirical evidence documents that upward adjustments are more likely to
be made to unexpectedly low individual measures the more supervisors perceive deﬁciencies in those objective measures. This indicates that supervisors made adjustments to correct deﬁciencies in the measures (as the organization intended). Independent of this
interaction effect, however, unexpectedly low current-year objectively-measured performances are also more likely to be adjusted upward, which indicates supervisors also made
current performance consistent with prior performance for reasons other than to improve
individual objective measurement. Some of these other reasons are explored. The study
highlights how the impact of the implementation of a new performance measurement system depends on the past.
Ó 2012 Elsevier Ltd. All rights reserved.

Introduction
This study examines whether and how supervisors’ subjective adjustments to objective performance measures are
inﬂuenced by their prior subjective evaluations of employees.1 A large internal audit organization provides the sample
setting. In 2005, supervisors evaluated audit managers entirely subjectively. In 2006, the organization introduced a
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An objective measure exists as a quantity in and of itself; in contrast,
subjective measurements are based on attitudes, beliefs, and perceptions.
These deﬁnitions are consistent with that of prior literature (Rajan &
Reichelstein, 2009).
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new performance measurement system that tied audit manager incentives to four objective performance measures.
Then, knowing the challenges of objectively measuring manager performance, the organization gave supervisors the discretion to subjectively adjust each of the individual objective
measures when performance, as indicated on the measures,
misrepresented managers’ true performance.
To understand how supervisor behavior is inﬂuenced by
a transition to a new performance measurement system,
this study integrates behavioral theory on ‘‘assimilation effects’’ with economic theory on performance measurement. Assimilation effects would occur in my setting if
supervisors use adjustments to make current-year objective performance consistent with their prior-year subjective evaluations. If supervisors make current performance
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consistent with prior performance when they perceive that
the current objective performance is deﬁciently measured,
then they likely make adjustments consistent with their
mandate of improving objective performance measurement. In contrast, if supervisors make current performance
consistent with prior performance for other reasons, then
they likely use subjective adjustments to pursue their
own goals. Distinguishing the reasons adjustments are
made is important because the success of the implementation of new measurement systems is likely affected by
whether supervisors make adjustments in accordance with
their mandate.
To study this issue, I combine proprietary performance
evaluation data with survey measures of supervisor perceptions of deﬁciencies in the objective performance
measures. I ﬁnd that supervisors are more likely to raise
unexpectedly low current-year objectively-measured performances the more they perceive the measures of those
dimensions of performance are noisy and incomplete.
Independent of this interaction effect, however, unexpectedly low current-year objectively-measured performances are also more likely to be raised, which
indicates supervisors also made current performance consistent with prior performance for reasons other than to
improve individual objective measurement. Instead of
lowering unexpectedly high performances that are deﬁciently measured, supervisors appear to use downward
adjustments to encourage the departure of certain managers and avoid using downward adjustments to preclude
negative consequences for managers and themselves.
Overall, evidence is consistent with supervisors using
their discretion to both improve objective measurement
and to pursue their own goals.
This study contributes to prior literature in several
ways. First, it highlights how the effect of the implementation of a new performance measurement system depends
on the history of the prior system. Many organizations frequently change their performance measurement systems,
yet relatively little is known about how such performance
measurement system implementation affects supervisor
behavior. The organization in Ittner, Larcker, and Meyer
(2003) changed its system three times from 1993 to
1998. The evidence put forth in that paper suggests that
supervisors used their discretion to prioritize ﬁnancial performance—as had been done in the past—and thereby removed the balance in the newly introduced balanced
scorecard. It was not exclusively focused, however, on
whether and how the transition to a new performance
measurement system affects supervisor behavior, as is
the current study.
Second, this study complements a recent study by Bol
and Smith (2011). Whereas it examines how objective performance on one task inﬂuences a subsequent subjective
assessment on another task in an experimental setting,
the current study considers how prior subjective assessments inﬂuence later assessments of objective measures
in a ﬁeld setting. The distinction between the reliance on
a prior subjective versus objective measure on a current
evaluation is an important one because a number of factors
related to objective and subjective measure differences
may inﬂuence whether and how supervisors make current

performance consistent with prior performance.2 In addition, although Bol and Smith (2011) examine the effect of
a noisy measure on that process, I examine how several
measure properties, of which noise is one, inﬂuence the
process.
Third, this study extends recent work by Höppe and F.
Moers. (2011). It shows how performance measure noise
explains cross-sectional variation in the design of incentive
contracts and, in particular, when different types of subjectivity might be used for CEOs. My study, in contrast, shows
how performance measure properties, including noise, affect the application of subjectivity within a certain incentive contract design for middle-level managers. Although
some other studies also examine the application of subjectivity (e.g., Gibbs, Merchant, Van der Stede, & Vargus,
2004), they do not consider how the transition to a new
measurement system affects supervisor behavior.
Finally, prior studies in the management literature on
performance evaluation have investigated various reasons
why supervisors make current performance consistent
with prior performance, but by integrating economic theory on performance measurement with behavioral theory,
this is the ﬁrst study to consider that assimilation effects
may result from supervisors correcting measure
deﬁciencies.
The remainder of the paper is organized as follows: the
research setting section describes the research setting, the
theory section formalizes the research hypotheses, the variable measurement and empirical speciﬁcation section describes the measurement of the variables and the empirical
speciﬁcations used to test the hypotheses, the results section presents the results, and the summary and conclusion
section provides the results’ limitations and implications.
Research setting
Pay-for-performance incentive plan
This paper’s research setting comprises a large internal
audit organization. Prior to 2006, the organization provided its audit managers with annual salary increases
based on seniority. A nominal bonus was also provided
based on an overall subjective evaluation.3 As part of a
comprehensive ‘‘performance management plan’’ aimed at
recruiting, retaining, and rewarding talented human capital,
the organization introduced a pay-for-performance incentive plan in 2006. Before introducing the new plan, the organization developed four objective performance measures
based on ‘‘ideal’’ properties of objective measures that correspond to academic theories of performance measurement
2
Moreover, the use of the prior objective performance information was
irrelevant in the artiﬁcial setting they created. Conversely, using prior
performance information can be relevant, I argue, in my setting because it
provides an expectation of what current performance on the four newlydeveloped objective performance measures should be, and because supervisors’ focus should be on trying to determine when those measures
misrepresent ‘‘true’’ performance.
3
Managers were evaluated on nine subjective measures (e.g., work
effort, communication) on a scale from 1 to 9. Thus, theoretically, overall
performance could range from 9 to 81. Actual 2005 overall subjective
evaluations ranged from 66 to 80.

