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The increasing interest in the provision of incentive compensation schemes has recently raised concerns 
regarding their potential corrosive effect on intrinsic job satisfaction, or the security of employment.  This 
study confronts these fears by arguing that previous research has failed to correct for the endogeneity in the 
relationship between performance-related pay (PRP) and job satisfaction.  By using an overall measure of 
job satisfaction as the dependent variable, earlier research has also masked the inherent heterogeneity that 
is associated with such a multi-faceted concept.  This paper therefore embarks on an analysis of the 
endogenous impact of PRP on various components of job satisfaction, namely total pay, job security, and the 
actual work itself.  Using three waves from the British Household Panel Survey (BHPS), ordered logit job 
satisfaction regressions show that contingent reward contracts increase the satisfaction of workers with their 
pay and the work itself, without coming at the cost of greater dissatisfaction with job security. Non-economic 
arguments that incentive pay reduces the intrinsic satisfaction of jobs are therefore not supported, as are 
popular concerns regarding the adverse impact of PRP schemes on job security. 
 
 
 
 
 
                                                 
 
 


