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The capability to vary risk-taking is an important aspect of performance Received 29 January 2024
in organizations where behavioral adjustments are required to suit chang- Accepted 23 July 2024
ing objectives. Incentive schemes are one way to influence risk-taking. KEYWORDS

Yet, evidence indicates incentives do not have their intended effects and Risk-taking; activation;
may encourage excessive risk-taking. To examine this issue, we draw on incentives; variability

compensation activation theory that proposes individual motives are
activated by specific features of compensation schemes and expressed
in behaviors. We extend compensation activation theory by focusing on
(1) responses to a sequence of tasks designed to activate risk-taking and
(2) the effects of incentive schemes on these relationships. We conducted
a laboratory experiment with 173 participants who were allocated ran-
domly to one of three bonus schemes. The linear scheme has a linear
relationship between returns from risk-taking and rewards. The bonus
cap scheme operates similarly up to a point where no further rewards
are paid. The outcome-adjusted scheme, with a two-year hypothetical
time frame, requires realized gains for the first year of investment and
no losses in next year. Results support our hypotheses that these incen-
tive schemes have differential effects on the strength and direction of
relationships between risk-taking across a sequence of tasks. The linear
scheme strengthens the relationships between risk-taking across sequen-
tial tasks. Conversely, the bonus cap scheme weakens the relationships
between risk-taking across sequential tasks. The outcome-adjusted
scheme creates variability by decreasing risk-taking when the connections
between risk-taking and rewards are less salient and increasing risk-taking
when connections between risk-taking and rewards are more salient. We
contribute to the literature concerning compensation activation and
incentives by deepening our understanding of the roles played by tasks
and incentives in activation processes and by explaining the variability
of risk-taking in terms of changes in connections between behavior and
rewards.

Risk-taking is central to organizational activities and is especially valuable when adjusted in
response to objectives (Bednarek, Chalkias, and Jarzabkowski 2019; Zinn 2019). The capability
to vary behaviors is an important aspect of performance in contexts that demand change (Tett
and Fisher 2021), are volatile (Mieg, 2022), or require risk-taking to achieve performance objec-
tives (Guastello 2016). Incentive schemes are one way to align behaviors, including risk-taking
(Deckop, Merriman, and Blau 2004), with organizational interests (Markoulli et al. 2017).
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Explaining behavioral variability involves modeling interactions between individual characteristics
and environmental features (Podsakoff et al. 2019). Compensation activation theory provides such
a model by proposing that individual motives are activated by incentives that trigger their expres-
sion in behavior (Fulmer and Shaw 2018). Advancing theorizing about compensation activation
processes is important because empirical evidence suggests incentive schemes do not function
as intended (Hartmann and Slapnicar 2015), due to insufficient attention to differences in sensi-
tivity to rewards (Kokkinis 2019). Moreover, failures to do so are consequential and damaging,
especially when harms associated with risk-taking are involved and when incentives are large.

Risk-taking in the finance sector is a particular concern (Brandao-Marques, Correa, and Sapriza
2020). Excessive risk-taking by incentivized actors in financial markets was a causal factor in
the 2008 global financial crisis (Financial Stability Board 2009a, 2009b; Shaw and Gupta 2015;
Turner 2009). Millions of people experienced the psychological and economic consequences of
the financial crisis, and the repercussions of the recession continue (Erdem 2020). Indeed, the
financial cost of the crisis is a present-value reduction of lifetime earnings in the US at $70,000
per person (Barnichon, Matthes, and Ziegenbein 2018). Yet, prior to the pandemic, Wall Street
bonus payments were returning to pre-crisis levels, with the total bonus payment pool of $31.4
billion in 2017 being close to the bonus pools of $33 billion-$34 billion in 2006 and 2007
(McLannahan 2018), with the current situation being similar (Aratani 2023).

The need to promote and limit risk-taking is an organizational challenge (Pettersen Gould,
2021). Risk-taking creates possibilities to realize opportunities that bring benefits. Thus, a core
element of work in financial services is individual risk-taking on behalf of an organization in
the expectation that realized gains will be greater than losses. Doing so involves responding
to sequences of tasks designed to encourage risk-taking (Fenton-O’Creevy et al. 2005). For
example, asset managers make a series of daily investment decisions, each of which requires
evaluations of risks and possible returns that have consequences for financial stability (Haldane
2014). Insufficient risk-taking results in under-performing assets, whereas excessive risk-taking
creates harm to individual and organizational performance, finances, and reputation (Ben-David,
Birru, and Prokopenya 2018).

Moreover, the conditions under which gains can be realized change in relation to differing
objectives (e.g. risk appetite) and environmental factors (e.g. market conditions) (Angeli and
Gitay 2015). Aligning the actions of risk-taking employees with banks’ risk appetites is therefore
central to achieving organizational objectives (Wiedemann et al. 2023). Although incentives
have the potential to shape risk-taking, their precise effects remain under-theorized (Fulmer
and Shaw 2018). Thus, a key question to emerge from prior research is, What are the conditions
that change the activation and expression of risk-taking?

To address this question, we examine risk-taking in response to a sequence of tasks that
enabled us to look at changes in risk-taking under differing combinations of tasks and incen-
tives. Each task comprised cues designed to activate competence motives that are expressed
in risk-taking (Weller, Ceschi, and Randolph 2015). We contextualized the tasks in a
hypothetical-asset-manager scenario and carried out the study in a research laboratory. We used
an experimental method and randomly allocated participants to conditions with different incen-
tives. We examined three different incentive schemes common within the UK banking sector.
The linear scheme has a linear relationship between returns from risk-taking and rewards. The
bonus cap scheme operates similarly up to a point where no further rewards can be gained.
The outcome-adjusted scheme, with a hypothetical time frame of two years, requires realized
gains for the first year of investment and no losses in the next year.

Risk-taking and its activation

The significance of risk-taking to organizations has generated a thriving research stream that
seeks to explain why risk-taking varies across individuals and when situational features make
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risk-taking more or less likely (Shou and Olney 2020). Recent developments have placed incen-
tives at the heart of theorizing about such processes. Compensation activation theory (Fulmer
and Shaw 2018) explains how incentives activate behaviors by integrating insights from theories
of fundamental social motives (Kenrick, et al. 2010a, 2010b;) and trait activation processes (Tett
and Burnett 2003) with studies of responsiveness to pay.

Compensation activation theory (Fulmer and Shaw 2018) has several tenets that informed
the development of our study. Two core tenets are that social motives vary at the individual
level and that they are latent. The fundamental social motives framework was developed to
describe a set of motives that have an evolutionary basis and drive functionally adaptive behav-
iors that influence survival (Kenrick, Neuberg, et al. 2010). Compensation activation theory
(Fulmer and Shaw, 2018) refocuses the notion of fundamental social motives by considering
the motives that are central to explaining workplace behaviors and are responsive to incentives.
These motives include competence.

Competence motives drive the development of a reputation for mastery through the granting
of status by others, the growth of self-esteem (Kenrick, et al. 2010a, 2010b), and demonstrating
one’s value to a group (Cheng et al. 2013). Drives for competence function to support self-esteem
and the associated personal and social benefits (Kenrick, et al. 2010a, 2010b). Competence
motives are especially relevant to the study of risk-taking and incentives in finance services,
given highly selective processes that seek out applicants with strong capabilities (St-Onge and
Beauchamp Legault 2022). Moreover, financial services work is complex and incentives play a
powerful role in attempts to shape behavior (Kirchler, Lindner, and Weitzel 2020). The corollary
is that risk-taking is a way to express competence motives due to the perceived connections
between risk-taking and rewards (Weller et al. 2015).

Incentives as facilitators

Compensation activation theory proposes that the alignment of incentive systems with motives
activates their expression in behavior (Fulmer and Shaw 2018). For example, high competence
motives are associated with high levels of risk-taking under variable pay conditions. This effect
occurs because the incentive scheme provides a task cue, i.e. a cue associated with the nature
of work itself (Tett and Burnett 2003). Task cues activate competence motives, and their expres-
sion in risk-taking may lead to financial gains. Such gains reinforce beliefs about competence
and are personally and financially rewarding (Cadsby, Song, and Tapon 2007).

Compensation activation theory also proposes that people whose motives are activated
exhibit stronger behavioral responses than those whose motives are not activated (Fulmer and
Shaw 2018). Thus, the theory additionally proposes compensation schemes that interact with
individual motives. This modeling corresponds with the notion of facilitators in trait activation
theory (Tett and Burnett 2003) that is a foundational element of theorizing about compensation
activation. The effects of facilitators are multiplicative such that expressing traits in behavior is
more likely when a situational cue makes relevant information more salient. The reverse also
occurs. Expressing a trait is less likely when a situational cue makes relevant information less
salient. For example, core self-evaluations (evaluations of self-concept, capabilities, and control;
(Judge, Locke, and Durham 1997) are associated with personal beliefs that goals can be achieved.
Such beliefs are activated by variable incentives and expressed in strategic risk-taking. By con-
trast, fixed salary payments do not activate core self-evaluations, and no significant differences
exist in strategic risk-taking between people with differing levels of core self-evaluations (Chng
et al. 2012).

We draw on theories of compensation activation (Fulmer and Shaw 2018) and trait activation
(Tett and Burnett 2003) to examine the activating features of task cues designed to trigger
competence motives as they relate to risk-taking. We start by considering a commonly used
incentive scheme, referred to as a linear scheme, that offers bonus payments in direct
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proportion to gains and rewards risk-taking in the short term (Pikulina et al. 2014). By con-
sidering the linear scheme from an activation perspective, we propose it provides a task cue
that increases the salience of connections between risk-taking and rewards. A consequence is
that risk-taking becomes greater across a sequence of tasks. As such, our first hypothesis
follows.

Hypothesis 1: The positive relationship between risk-taking on sequential tasks is strengthened by a linear
bonus scheme.

Of concern is that employers may deploy incentive schemes to stimulate greater risk-taking
than is desirable for the public interest (Thanassoulis and Tanaka 2017). Hence, alternative
incentive schemes have been designed. A bonus cap scheme was introduced in the UK in 2014
with the aim of reducing risk-taking. The bonus cap scheme is designed so that gains achieved
from risk-taking are rewarded up to a point beyond which no further bonus payments are
made. Bonus payments are intended to be limited to 100% of salary, or 200% with shareholder
approval (Credit Institutions Directive 2013).

Taking a compensation activation perspective creates a new way to examine the functioning
of the bonus cap scheme by explaining how the connections between tasks and incentives
influence risk-taking. Given our interest in sequences of behavior, we propose that the bonus
cap scheme weakens relationships between risk-taking on one task and risk-taking on the next
task, due to the definite cut-off point for the connection between risk-taking and rewards. Thus,
the bonus cap scheme highlights the possibility that more risk-taking will not lead to more
rewards. Thus, our second hypothesis follows.

Hypothesis 2: The positive relationship between risk-taking on sequential tasks is weakened by a bonus
cap scheme.

Incentivising variability

Incentive schemes are designed to shape behavior by rewarding the expression of certain
actions while reducing the likelihood of others (Ryan and Deci 2020). Therefore, incentive
schemes may create behavioral variability by changing the direction of a relationship between
two variables, depending on the value of expressed behaviors (Tett and Burnett 2003). One
way to encourage variability in risk-taking involves using an outcome-adjusted scheme in com-
bination with different task cues to change the connections between risk-taking and possibilities
for achieving rewards from resulting gains. Specifying a minimum return focuses attention on
the low possibilities for gain (Essl and Jaussi 2017) and lowers risk-taking. Thus, risk-taking is
not activated when a minimum return is required for an incentive to be paid out.

By contrast, risk-taking is activated when incentive schemes connect behavior with rewards
(Cadsby, Song, and Tapon 2007; Chng et al. 2012). Specifically, risk-taking increases in compet-
itive situations (Ozbeklik and Smith 2017), especially for people with high competence motives
who are predisposed toward social comparison (Liu, Elliot, and Li 2021) and achieving goals
(Zou, Scholer, and Higgins 2020). Moreover, competition activates motives that are fulfilled by
risk-taking that offers the means to reach desired outcomes (Barclay, Mishra, and Sparks 2018).
Hence, our final hypotheses follow.

Hypothesis 3a: The positive relationship between risk-taking on sequential tasks is weakened when an
outcome-adjusted scheme decreases the salience of connections between risk-taking and rewards.

Hypothesis 3b: The positive relationship between risk-taking on sequential tasks is strengthened when an
outcome-adjusted scheme increases the salience of connections between risk-taking and rewards.

Figure 1 depicts the research model.
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Methods and materials

Participants and procedure

Ethical approval for the study was sought and granted from the first author’s university.
Participants were contacted via a behavioral research laboratory participant pool and through
the offices of MSc Finance and MSc Management programs at a UK university. A total of 173
people agreed to take part. Participants were introduced to the study and asked to read intro-
ductory material that explained that the purpose of the study. Participants were informed that
their involvement in the study was voluntary, and they could withdraw from the study at any
time without any consequences. Everyone agreed to join the study, and they were given one
hour to complete the items. The pool included 66 (38.2%) men and 107 women (61.8%). The
mean age was 26.21 (range = 18-61; SD=9.11). Participants were allocated randomly to one
of three incentive schemes. Fifty-seven (32.9%) participants were in the linear scheme, 57 (32.9%)
in the bonus cap scheme, and 59 (34.1%) in the outcome-adjusted scheme.

To create an incentive structure with material consequences, participants were informed that
the outcomes of their asset-selection choices would be calculated on completion of the study
and that they might receive a cash bonus. Participants’ bonus payments represented approxi-
mately 1/1000 of the bonus presented in the hypothetical scenario. For example, a hypothetical
bonus of £10,000 yielded a real cash bonus of £10. A research fellow in the laboratory calculated
the outcomes of each participant’s choices based on the probabilities described in the risk-taking
tasks and using an Excel spreadsheet with a random-number generator. For example, if a par-
ticipant chose an asset with an 80% probability of successful return, and if the randomly gen-
erated number fell between 0 and 0.2, the asset failed to generate a return. If the randomly
generated number fell between 0.2 and 1, the asset was successful in generating a return and
the appropriate cash payment was calculated. The range of payments was the £10 participation
fee with no bonus to the fee plus a bonus payment of £32. The mean payment was £19.46
(SD=£5.72).

Prior to the experiment, 39 temporary and permanent employees from the same UK financial
institution as the expert advisors who advised on our measures participated in a pilot study.
Participants were 23 (59%) men and 16 (41%) women (mean age = 31.38, range = 20-49,

Linear incentive Outcome-adjusted
scheme that incentive scheme
increases the that decreases and

salience of risk - increases the

reward salience of risk -
connections reward connections
HI1(#) H3(-/+)

W ( Risk-taking on the

Risk-taking on one task J L subsequent task

H2(-)

Bonus cap
incentive scheme
that decreases the

salience of risk-
reward
connections

Figure 1. The research model.
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SD=7.77, mean tenure = 9.17 years, range = 0-33, SD=7.92). We explained the purpose of the
study to the participants, requested their consent, and gave them one hour to complete the
measures described below and to provide feedback on the questions. Qualitative feedback
suggested completing the measures as straightforward and the risk-taking tasks were a reason-
able reflection of those performed by asset managers.

Measures

Young men take more risks than older men or women in a range of contexts (Josef et al. 2016),
so we used self-report items to assess age (in years and months) and sex (1=male, 2=female)
and included them as control variables.

Although we are interested in risk-taking in response to a task sequence, compensation
activation theory assumes motives are key to the process (Fulmer and Shaw 2018), so we
assessed competence motives using the need for achievement scale (McClelland 1976) to include
as a control variable. Five items measured responses to statements such as ‘I take moderate
risks and stick my neck out to get ahead at work or in my class' The response range was
1=Strongly disagree to 7 =Strongly agree. Cronbach’s alpha=.59. The reliability of the scale is
moderate (Nunnally 1967). Therefore, we examined the relationship between need for achieve-
ment and risk-taking as supplementary analysis to be interpreted with caution.

Choices made in financial services organizations are based on probability. Thus, we controlled
for understanding of probability by using four questions based on prior research (Kirchler,
Lindner, and Weitzel 2018), and following advice from three expert advisers. A sample question
is, ‘Suppose you enter a gamble involving flipping a fair coin multiple times. You will win £10
every time you see heads and lose £5 every time you see tails. If you flip the coin 10,000 times,
how much do you expect to win or lose every time you flip the coin on average? a) Lose £2.50,
b) Neither lose nor gain any money (£0); ¢) Win £2.50; d) Win £5.00. Scores ranged from 0 (no
correct answers) to 4 (all correct answers).

Maths competence is also a prerequisite for working in the finance industry. Drawing on prior
research (Kirchler, Lindner, and Weitzel 2018), we assessed maths competence as a control vari-
able using four items that asked participants to add or subtract sets of three four-figure numbers
(e.g. 37092 +40111+97362). Participants could not use phones, calculators. or other devices to
complete the sums. Scores ranged from 0 (no correct answers) to 4 (all correct answers).

To measure risk-taking, we collaborated with the same three expert advisors and drew on
prior research (Charness, Gneezy, and Imas 2013; Dohmen and Falk 2011; Eckel and Grossman
2008; Hartmann and Slapnicar 2015). We designed a set of four tasks that presented participants
with a hypothetical-asset-manager scenario. We also followed assessment guidance by measuring
a specific aspect of behavioral risk-taking that is close to workplace tasks (Bran and Vaidis 2020).
All tasks included a task cue that was designed to activate risk-taking by specifying the con-
ditions required to achieve a financial return. Each task required participants to select one asset
from a range of six assets in which to invest their portfolio. The assets varied in their risk-return
characteristics, with one asset that maximized the expected return, three assets that offered
different combinations of lower risks and lower returns, and two assets that offered different
combinations of higher risks and higher returns. We captured riskiness by calculating the vari-
ance of the risk-return relationship. Variance is the measure of risk used in modern portfolio
theory—a cornerstone of finance—that enables investors to make choices that yield the lowest
risk for a given level or return, or the highest rewards for a given level of risk (Markowitz 1952).

The assets in each task increased the demand for risk-taking by increasing the level of risk-taking
needed to achieve a bonus payment. Demands for risk-taking also increased across the four tasks.
Task 1 informed participants they had just inherited £100,000 from a distant relative whom they
had never met. They had to choose between six different assets to invest this money in for one
year, after which they would receive the cash. Scores reflected risk and return and ranged from
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0 (least risky, i.e. a sure but low-level return) to 27.56 (most risky, i.e. a high-level, low-likelihood
return). The financial return was not influenced by any of the incentive schemes.

Task 2 differed from Task 1 by adding an incentive for risk-taking. Task 2 provided all par-
ticipants with the same basic instruction: ‘You have been recruited as a portfolio manager for
ABC Bank. You are given the responsibility of investing £100million. Participants chose one asset
to invest their portfolio in from a choice of six. For example, asset 2 had a 5% chance of failure
and a 95% chance of success. It would result in a £2,500 loss for the bank in the event of
failure and a £1million gain in the event of success, yielding an expected return of .94. Asset
4 had a 15% chance of failure and an 85% chance of success. It would result in a £1million
loss for the bank in the event of failure and a £2million gain in the event of success, yielding
an expected return of 1.55. Asset 4 therefore offered a higher expected return than option 2.
Appendix A shows the task 2 information presented to participants and the asset-choice table
from which they selected one asset to invest their portfolio in.

Task 3 presented a choice of six assets with an additional demand that required a target
return of £5million before a bonus could be earned. Task 4 extended the demand for risk-taking
further by introducing a competitive element and stating that no bonus would be paid unless
gains exceed those of John Smith, a hypothetical asset manager in a rival bank.

To assess the effects of incentives, we focused on three incentive schemes in use within UK
financial institutions at the time of the study. Participants were assigned randomly to one of
the three incentive schemes by the Qualtrics software that delivered the survey. Participants
were then given information about their incentive scheme. Participants in the linear scheme
condition were told their bonus scheme offers a linear relationship between risk-taking and
rewards. For example, a £5million return earned a hypothetical £5,000 bonus and a £5 cash
payment. No bonus was paid in the event of a loss. Participants in the bonus cap condition
were told their incentive scheme offered a bonus that was proportional to the return achieved
on the portfolio up to a maximum of £4,000. For example, a £1million return yielded a hypo-
thetical £1,000 bonus (a £1 real payment to participants), and a £5million return yielded a
maximum hypothetical bonus of £4,000 (a £4 real payment to participants). No bonus was paid
in the event of a loss. Participants in the outcome-adjusted scheme condition were told their
incentive scheme operated over a hypothetical time frame of two years. The bonus was pro-
portional to the return on the portfolio for the first year of investment only if the investment
did not fail in the next year. No bonus was given in the event of a loss in the current year.
The probabilities of success and failure were the same in both years. We created one variable
with three categories to examine the conditional effects of incentive schemes on the relation-
ships between risk-taking across a sequence of tasks (1=linear scheme, 2=bonus cap scheme,
3 =outcome-adjusted scheme).

Results

Descriptive statistics and bivariate correlations are shown in Table 1.

Initial examination of the data using a paired-samples T-test show risk-taking is significantly
higher for tasks 3 and 4 that consist of more cues than tasks 1 and 2 (mean difference task 3
and task 1=8.59, t=10.18, p<.001; mean difference task 4 and task 1=9.11, t=8.71, p<.001;
mean difference task 3 and task 2=8.53, t=9.97, p<.001; mean difference task 4 and task 2=9.06,
t=9.06, p<.001).

We carried out hypothesis testing using ordinary least-squares regression analysis and subsequent
examinations of conditional effects. The regression analysis shows risk-taking in response to one
task was associated with risk-taking on the next task, as expected. Table 2 shows the results.

We tested for conditional effects by examining a series of regression equations using version
4.3 of the PROCESS macro model 1, which is suitable for multi-categorical moderators (Hayes
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Table 1. Descriptive statistics and bivariate correlations.

Variable Mean  SD 1 2 3 4 5 6 7 8 9 10
1. Age 26.21  9.11
2. Sex 1.62 49 —0.21**
3. Understanding of 223 1.10 -0.24** —0.07
probability
4. Math competence  3.23 92 -0.17* 13 36%%*
5. Need for 5.25 79 =011 .10 .06 15
achievement
6. Capped bonus 33 A7 21%% .10 .00 -0.04 12
7. Outcome-adjusted 34 48 -0.03 —-0.06 —0.01 .07 -0.04 —.50%**
bonus
8. Task 1 risk-taking ~ 9.20  8.48 5% —=0.20%* .14 -0.02 .09 .02 -0.09
9. Task 2 risk-taking 9.25 971 -0.01 —-0.02 13 .01 .10 -0.03 —0.21*%  57***
10. Task 3 risk-taking 17.79 10.78 -0.10 -0.17* 23% 04 5% =0.10 -0.00 36%%% 40%**
11. Task 4 risk-taking 1831 12.24 -0.14 —-0.06 26%* 6% 21 -0.03 .03 6% 26%%* 46%**
N=253.
*p<.05.
**p<.01.
**¥p<.001.

Table 2. Regression of individual differences, incentive scheme, and risk-taking on subsequent risk-taking.

Task 2 risk-taking Task 3 risk-taking Task 4 risk-taking
Age —-0.06 —-0.08 —-0.06
Sex .07 -0.16* .01
Understanding of probability .07 16* 1
Math competence —-0.02 —-0.01 .09
Capped bonust -0.15 -0.05 .05
Outcome-adjusted bonus? —0.24** .02 .04
Task 1 risk-taking 50%** - -
Task 2 risk-taking - .38¥** -
Task 3 risk-taking - - A3ExE
R .56 48 .50
R? 31 .23 .25
F 10.66** 6.94** 7.91%%*
Df 7,165 7,165 7,165
*p<.05.
**p<.01.
***p<.001.

aThe linear bonus scheme is the reference category for the bonus cap and outcome-adjusted schemes.

and Montoya 2017; Hayes 2022). The tests included sex and understanding of probability as
control variables because they was significant in one of the initial regression models (Becker
2005). Table 3 shows the results of the conditional effects analysis. For this analysis, regression
weights are unstandardized as recommended (Hayes 2022).

Results show the linear scheme strengthened the positive association between risk-taking
on task 2 and risk-taking on task 3, and between risk-taking on task 3 and risk-taking on task
4, supporting Hypothesis 1 (task 3 analysis effect=.61, SE=.10, t=5.92, p<.001, LLCI=.41, UCLI=.82,
task 4 analysis effect=.74, SE=.11, t=6.50, p<.001, LLCI=.52, UCLI=.96). In accordance with
Hypothesis 2, the bonus cap scheme weakened the positive association between risk-taking on
task 2 and task 3 compared with the linear incentive scheme (effect=.37, SE=.14, t=2.71, p<.01,
LLCI=.14, UCLI=.40). We found no significant effect of the bonus cap scheme on the association
between risk-taking on task 3 and task 4.

The outcome-adjusted scheme weakened the association between risk-taking on task 2 and
task 3 compared with the linear scheme such that it was not significant, supporting Hypothesis
3a. Conversely, the outcome-adjusted scheme strengthened the positive association between
risk-taking on task 3 and risk-taking on task 4 (effect=.49, SE=.16, t=3.11, p<.01, LLCI=.18,
UCLI=.80), supporting Hypothesis 3b. Figure 2 depicts the conditional effects of each bonus
scheme on the relationship between risk-taking on task 2 and task 3. Figure 3 depicts the
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Table 3. Conditional effects of incentive schemes on the relationship between risk-taking on sequential tasks.

Task 3 risk-taking Task 4 risk-taking
Sex -3.23* 21
Understanding of probability 1.60* 2.77%
Capped bonust 1.18 11. 50%*
Outcome-adjusted bonust 6.94** 6.11
Task 2 risk-taking 671%** -
Task 3 risk-taking - T4
Capped bonus x risk-taking —-0.24 —0.61%**
Outcome-adjusted bonus x risk-taking —0.79** -0.25
R .53 .54
R? .28 .29
F 9.13%** 9.76%**
df 7,165 7,165
R? increase due to interaction terms .06 .05
F model with interaction terms 6.39%* 6.11%*
df model with interaction terms 2,165 2,165
*p<.05.
**p< 01.
**xp< 001,

fThe linear bonus scheme is the reference category for the bonus cap and outcome-adjusted schemes.

Risk-taking
on task 3 10

o N A o

Low risk-taking on task 2 High risk-taking on task 2

Linear scheme ------- Capped scheme — — - Outcome-adjusted scheme

Figure 2. The conditional effects of incentive schemes on the relationship between risk-taking on task 2 and task 3.

conditional effects of each bonus scheme on the relationship between risk-taking on task 3
and task 4.

Supplementary examination of the need for achievement data show it has no significant
effects on risk-taking in any of the tasks.

Discussion

We hypothesized that risk-taking in response to a sequence of tasks is influenced by incentive
schemes that have differential effects on the strength and direction of relationships. Results
support our hypotheses and have implications for theorizing about compensation activation as
well as the functioning of incentives.

We contribute to the compensation activation literature by developing understanding of the
distinct role of task cues in the activation of behavior. Compensation activation theory (Fulmer
and Shaw 2018) suggests variability in competence motives is key to explaining individual
differences in response to incentive schemes. We reconsider the activation process by examining
task cues as activators (Tett and Burnett 2003) of risk-taking as an expression of competence
(Weller et al. 2015). The results of our study support our modeling by showing risk-taking is a
consistent response to a sequence of tasks that are designed to activate such behavior. We
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Risk-taking 12
on task 4

Low risk-taking on task 3 High risk-taking on task 3

Linear scheme  =------ Capped scheme — — - Outcome-adjusted scheme

Figure 3. The conditional effects of incentive schemes on the relationship between risk-taking on task 3 and task 4.

organized the cues in tasks 1-4 so that possibilities for achieving rewards become more strongly
connected with risk-taking as the sequence progressed. Participants responded to these cues
with increasing levels of risk-taking. Risk-taking on tasks 3 and 4 was significantly higher than
risk-taking on tasks 1 and 2.

The implication for theorizing is that task cues activate risk-taking behavior. Examining a
sequence of tasks enabled us to isolate the effects of small changes in task cues on risk-taking
behavior. The positive relationships between risk-taking across a sequence of tasks highlight
the dynamic nature of the activation process, as has been suggested in relation to trait activa-
tion (Wille and De Fruyt 2014), and illustrate the activation process is sensitive to rapid situa-
tional changes (Woods et al. 2013). The corollary is that models of activation processes are
more accurate when task cues are precisely specified and theorized as activators of behaviors
that influence risk-taking.

The second implication for theorizing concerns the identification of the incentive character-
istics that strengthen connections between risk-taking across a task sequence. Returning to trait
activation theorizing offers an expanded view of the role incentives play in the activation
process. Whereas compensation activation theory (Fulmer and Shaw 2018) focuses on interac-
tions between motives and incentives that strengthen the expression of motives in behaviors,
trait activation modeling refers to situational cues that interact with traits as facilitators (Tett
and Burnett 2003). The effects of facilitators are multiplicative, and their effects can either
strengthen or weaken trait-behavior relationships. By considering incentives as facilitators, we
hypothesized that different schemes would have different effects.

Results supported our first hypothesis that connections between risk-taking on a sequence
of tasks are strengthened when task cues designed to activate risk-taking are made more salient
by the linear incentive scheme that offers increasing rewards in proportion to the gains accrued
from risk-taking. Thus, we go beyond prior studies of fixed and variable pay (Chng et al. 2012;
Cadsby, Song, and Tapon 2007) to focus on financial risk-taking across situations differentiated
only by alterations in task cues and the conditional effects of an incentive scheme intended to
make salient the rewards associated with risk-taking.

By contrast, the bonus cap scheme weakened the connections between risk-taking on a
sequence of tasks, supporting our second hypothesis. The bonus cap scheme decreases the
salience of the risk-return relationship by limiting possibilities for financial rewards. In this case,
more risk-taking does not lead to more returns, and the bonus cap scheme reduces risk-taking.
The implications for theorizing about compensation activation is that the strengthening and
weakening effects of incentive schemes extend to the interactions between incentives and
risk-taking across a sequence of tasks.

Third, we contribute to the literature concerned with incentives and their potential to align
risk-taking behavior with organizational objectives by creating behavioral variability (Bednarek,
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Chalkias, and Jarzabkowski 2019; Zinn 2019). The phenomenon of variability in relationships
between individual characteristics and behaviors across different situations is well established
(Tett and Christiansen 2007). However, the occurrence of behavioral variability within situations
is less well articulated (Tett, Toich, and Ozkum 2021). Variability in the conditional effects of
incentives is similarly under-theorized. Our results shed light on the functioning of activation
processes by showing how behavioral variability occurs when an outcome-adjusted scheme
changes the salience of connections between behavior and rewards. Consequently, the same
scheme strengthens and weakens risk-taking across a sequence of tasks.

Weakening effects occurred when the outcome-adjusted scheme made salient a change in
task cue that reduced possibilities for achieving a reward. Conversely, strengthening effects
occurred when the outcome-adjusted scheme highlighted the potential for gain in a competitive
situation (Zou, Scholer, and Higgins 2020; Liu, Elliot, and Li 2021; Barclay, Mishra, and Sparks
2018). These differing conditional effects are striking given that the outcome-adjusted scheme
is designed to present a stronger limitation on risk-taking than a bonus cap scheme, by focusing
attention on longer-term profitability (Financial Stability Board 2009a, 2009b).

The implication for theorizing is that modeling organizational cues as facilitators and examining
their effects on behavior in response to small changes in task cues develops a nuanced view that
expands explanations of activation processes. Incentives are central to managerial attempts to
influence behavior (Wiedemann et al. 2023) and contribute to financial organizations’ social
responsibilities (Thekdi, 2016). Our study goes beyond research that shows an outcome-adjusted
scheme focuses attention on loss (Essl and Jaussi 2017), to identify when it becomes a source of
variability. We refine our understanding of when the same incentive scheme has both positive
and negative effects on activation. Doing so has implications for modelling the disruption of
behavioral sequences either by strengthening them or weakening them. This approach also offers
possibilities for connecting individual behavior with organizational risk appetite.

Furthermore, our theorizing implies two points of traction for managers, namely, task cues
and incentives, function in concert. These insights have applicability beyond risk-taking to other
behaviors for which variability is an important element of performance, such as when crises
require risk-taking and safety-focused behaviors to be adjusted, as we have seen throughout
the COVID-19 pandemic (Qin et al. 2021).

Limitations and future research

The study has several limitations. Although the materials were designed by experts and
pilot-tested in a relevant organization, laboratory settings do not carry the same high stakes
as organizations, so risk-taking may be overestimated (Weber and Chapman 2005). Most par-
ticipants had mathematical skills, although they are not equivalent to employees in financial
services. The cash bonus payments that participants received were adjusted to account for
realized outcomes, yet the payment deferral was hypothetical. Studies that involve both adjust-
ments and real-time payment delays would deepen our understanding of how the
outcome-adjusted scheme functions.

The current study also has several implications for further research. First, further examination
of specific task cues is a fruitful avenue that could provide new insights concerning when and
why activation occurs. In an era when flexibility and adaptation are key to success in many
sectors (Park and Park 2019), the capability to vary behavior is a necessary element of perfor-
mance and warrants attention. Second, additional study of motives would extend understanding
of their role in compensation activation processes. In our study, the internal reliability of the
need for achievement measure was low. Alternative approaches to conceptualizing and opera-
tionalizing competence motives, including need for achievement and other forms of competence
motive, would deepen insights into the role of motives in risk-taking and other organizationally
significant behaviors.
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Third, continued examinations of the facilitating features of incentive schemes would provide
an expanded view of their role in altering behavior in response to sequences of tasks. Incentives
are significant components within organizational systems designed to shape behavior. Yet, their
effects may not be as intended, as has been highlighted by the recent UK scrapping of the
bonus cap scheme (Ho 2023). Continued efforts to develop refined activation models will enable
a deeper understanding of how to stimulate behavioral variability without causing the suppres-
sion of self-expression that is personally stressful (Tett and Burnett 2003) or the excessive
risk-taking that threatens organizations and societies (Brandao-Marques, Correa, and Sapriza
2020; Financial Stability Board 2009b, 2009a; Turner 2009). Moreover, our study was limited to
one cultural context. Expanding the scope of compensation activation research to include other
types of incentives and different cultural contexts would provide a more comprehensive under-
standing of the mechanisms that explain risk-taking and other performance-related behaviors.

Conclusion

The variability of risk-taking contributes to the attainment of individual and organizational goals
by adjusting behavior in accordance with circumstantial requirements. Incentive schemes are
one mechanism for changing risk-taking. By extending compensation activation theory (Fulmer
and Shaw 2018) and examining risk-taking in response to task cues designed to activate such
behavior, we develop and test a model of the interactions between risk-taking and incentives.
Through findings from a laboratory study, we show the positive relationships between risk-taking
on sequential tasks are strengthened when a linear incentive scheme increases the salience of
connections between risk-taking and rewards. By contrast, the relationships between risk-taking
on sequential tasks are weakened by a bonus cap scheme that limits possibilities for financial
returns. Furthermore, an outcome-adjusted scheme changes the salience of connections between
risk-taking and rewards and creates variability in risk-taking. However, such variability includes
possibilities for higher levels of risk-taking than intended. The current research contributes to
theorizing about the activation of behavior by extending compensation activation theory to
the study of risk-taking across a sequence of tasks, examining the differing roles of task cues
and incentives in the activation process, and identifying combinations of tasks and incentives
that create variability in risk-taking. In so doing, we build a nuanced and dynamic model of
activation that has implications for considerations of behaviors other than risk-taking, as well
as the role of task cues and incentives in the process.
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Appendix A

Task 2: question example

You have been recruited as a portfolio manager for ABC Bank. You are given the responsibility of investing £100
million.

Linear incentive scheme condition

Your bonus scheme: You will be awarded a bonus proportional to the return you achieve on your portfolio,
equivalent to £1000 per £1 million of return you achieve. For example, if you generate a £1 million return, you
will earn a £1000 bonus. If you generate a £5 million return, you will earn a £5,000 bonus. If you make a loss,
no bonus will be paid.

Bonus cap incentive scheme condition

Your bonus scheme: You will be awarded a bonus proportional to the return you achieve on your portfolio,
equivalent to £1,000 per £1 million of return you achieve, up to a maximum of £4000. For example, if you
generate a £1 million return, you will be paid a £1000 bonus; but if you generate a £5 million return, you will
be paid a maximum bonus of £4000. If you make a loss, no bonus will be paid. The table below shows the
risk-return characteristics of each asset.

Outcome-adjusted incentive scheme condition

Your bonus scheme: You will be awarded a bonus proportional to the return you achieve on your portfolio this
year, only if your investment does not fail in the next year. You will receive no bonus if your investment makes
a loss this year, or if it generates a positive return this year but makes a loss next year. For example, if you
achieve a £5 million return this year, then you will be paid a bonus of £5000 only if it does not fail (i.e. make
a loss) in the next year. The probability of success and failure for each asset in any given year is shown in
the table below, and these probabilities remain the same every year.

Please select one investment asset from the following 6 assets to invest in the £100 million asset portfolio
that you are managing.

Probability of Return when Return when
Probability of failure success failure success Expected return
Unit Percent Percent £ millions £ millions £ millions
Asset 1 0% 100% 0.0 1.0 1.0
Asset 2 10% 90% -0.5 2.0 1.8
Asset 3 20% 80% -1.5 3.0 2.1
Asset 4 30% 70% =25 4.5 24
Asset 5 40% 60% -35 6.0 2.2

Asset 6 50% 50% —4.5 8.0 1.8
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