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Leader-Member Exchange, Group- and Individual-Level Procedural Justice and Reactions to
Performance Appraisals

Abstract

Previous research has established that relationships with authority figures and procedural justice
perceptions are important in terms of the way in which employees react to organizational
procedures that affect them. What is less clear are the reasons why exchange quality with
authorities is related to perceptions of process fairness and the role of procedural justice climate
in this process. Results indicate that individual-level perceptions of procedural justice, but not
performance ratings, partially mediate the relationship between exchange quality and reactions to
performance appraisals, and that procedural justice climate is positively related to perceptions of
procedural justice and appraisal reactions. These results support a more relational than
instrumental view of justice perceptions in organizational procedures bound by exchange quality
with an authority figure. Our study suggests that it is essential for managers to actively monitor
and manage employee perceptions of process fairness at the group and individual levels.
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Performance appraisal is one of the most ubiquitous management tools used in
organizations and one of the most commonly studied topics in the management and organization
literature (Arvey & Murphy, 1998). Employee reactions to performance appraisals are one of the
most important criteria to organization scholars and managers (Balzer & Sulsky, 1990) because
they are key to appraisal effectiveness (DeNisi & Gonzalez, 2000) and they predict future
motivation and performance (e.g., Nathan et al., 1991; Pettijohn, Pettijohn, & d’Amico, 2001).
Performance appraisals occur in a social context (Murphy & Cleveland, 1995), and relationships
between supervisor raters and their subordinate ratees are a key dynamic that influences the
process and ratee reactions to the process (Elicker et al., 2006). Reactions to organizational
procedures such as performance appraisals (Levy & Williams, 2005) and group-level perceptions
of justice should be studied in their social context (Liao & Rupp, 2005); we therefore chose to
examine the role of procedural justice climate as related to leader-member exchange and
individual level perceptions of fairness in the context of performance appraisals.

The overarching purpose of the current article is to develop a model of how relationship
quality with an authority figure and procedural justice climate are related to employee
perceptions of fairness in and attitudes about organizational procedures, in this case the
performance appraisal process. The main contributions of this article are 1. It highlights and
demonstrates the importance of procedural justice climate in the performance appraisal process
and 2. It clarifies the mediators of the relationship between leader-member exchange and
appraisal reactions. This is the first study to our knowledge to investigate the role of procedural
justice climate in the performance appraisal process in general, or more specifically in
connection to the role of leader-member exchange in performance appraisal. This is also the first

study of employee reactions to performance appraisals to collect data from multiple ratees
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reporting to the same rater so as to more fully and accurately model the social context of
performance appraisal. In total, therefore, we are able to develop and test a more complete model
of the appraisal process than has been offered heretofore.

Leader-Member Exchange, Procedural Justice and Employee Reactions
Leader-member exchange theory and appraisal reactions

Leader-member exchange theory is a theory of leadership, the basic premise of which is
that leaders do not treat all members the same (Dansereau, et al., 1975; Graen, 1976; Graen &
Cashman, 1975). Instead, leaders form different relationships that are of relatively high and low
quality with different members, depending on a variety of factors, such as interpersonal
attraction and member performance (Gernstner & Day, 1997; Graen & Uhl-Bien, 1995; Varma
& Stroh, 2001). High (low) quality exchanges are characterized be relatively more (less) mutual
trust, support, obligation and exchange of valuable resources (Liden, Sparrowe, & Wayne, 1997,
Maslyn & Uhl-Bien, 2001). As applied to the performance appraisal session, members (ratees) in
relatively higher quality exchanges receive preferential treatment (Scandura, Graen & Novak,
1986) in that they are allowed increased participation or voice in the process (Wexley &
Klimoski 1984) and receive more favorable performance ratings (Wayne et al., 2002).

Ratees in high quality exchanges thus react more positively to their performance
appraisals, perhaps because perceptions of process fairness and more positive ratings are related
to more positive appraisal reactions (e.g., Dulebohn & Ferris, 1999; Elicker et al., 2006). Thus, it
is generally well established across the leader-member exchange, organizational justice and
performance appraisal literatures that: 1. Leader-member exchange is positively related to a)

performance appraisal procedural justice, b) performance rating favorability and c) appraisal
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satisfaction, 2. Performance appraisal procedural justice is positively related to appraisal
satisfaction and 3. Performance rating favorability is positively related to appraisal satisfaction.
Integrating procedural justice theory with leader-member exchange theory to understand
appraisal reactions

While there is conceptual and empirical support in the literature for the relationships
articulated above (e.g., Elicker, Levy, & Hall, 2006), a question that has not been adequately
addressed in the literature is the extent to which appraisal reactions are a function of exchange
quality itself or what occurs in the appraisal session. Leader-member exchange theory would
suggest that the exchange of resources is essential to relationship maintenance and to positive
attitudes between partners (Wayne et al., 2002) as is continuous reciprocity of favorable
treatment (e.g., Masterson et al., 2002; Wayne et al., 2002). We also know that humans are social
animals and that relationships are important and motivating to persons in and of themselves, for
reasons other than instrumentality (House, Landis, & Umberson, 1988). Instrumental and
relational theories of procedural justice offer insight here.

Relational theories of procedural justice posit that reactions to organizational procedures
are determined by individuals’ perceptions of their standing in a group that is important to them
vis a vis the extent to which they are treated favorably by the group’s authority figure (Tyler &
Lind, 1992). Groups provide important intangible resources to individuals, such as self-esteem
and status, which are determined by one’s group standing (Lind et al., 1990), which is important
to individuals, regardless of outcome favorability, according to the group value model of
procedural justice (Lind & Tyler, 1988). As applied to the current discussion, this would suggest
that performance appraisal procedural justice should totally mediate the relationship between

leader-member exchange and appraisal satisfaction. This is consistent with the justice judgment
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literature, which has shown that procedures that allow for voice are related to perceived fairness
(as compared to procedures that do now allow for voice) even when the voice has no impact on
the outcome (Lind, Kanfer, & Earley, 1990).

Hypothesis 1: Procedural justice will mediate the relationship between leader-member
exchange and appraisal satisfaction.

Instrumental or “self-interest” theories of procedural justice posit that the reason why
voice is important to persons is because of its potential influence on the outcome of a process
(Lind & Tyler, 1988; Tyler, 1994). In other words, reactions to organizational procedures are a
function of ratees’ perceptions of influence in the process specifically as related to the outcome
(Konovsky, 2000), in this case the favorability of one’s performance rating. This is consistent
with procedural justice theories that suggest a threat to one’s own outcome is the most potent
form of potential injustice (see Lind, Kray, & Thompson, 1998). As applied to the performance
appraisal process, this would suggest that the reason why exchange quality is important and
satisfying to ratees is because it increases their perception that they have influenced the process
in their favor, the result of which is a more favorable outcome. In fact, research has consistently
shown that high quality exchanges are related to more favorable ratings. In other words, the
relationship between leader-member exchange and appraisal satisfaction will be totally mediated
by performance rating favorability.

Hypothesis 2: a) Supervisor-reported performance ratings and b) self-reported
performance ratings will mediate the relationship between leader-member exchange and
appraisal satisfaction.

Although we know that both procedural justice and outcome favorability are important as

related to employee attitudes and behavior (Aquino, 1995), we are unaware of any research that
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has provided this sort of direct test of both instrumental and relational theories of procedural
justice specifically in terms of whether or not perceptions of process fairness or the favorability
of outcomes explain why relationship quality between authority figures is related to more
positive reactions to organizational processes. In order to provide a more robust test as to
whether or not performance ratings mediate the relationship between leader-member exchange
and appraisal satisfaction, we included both supervisor-reported and self-report measures of
performance ratings, given that each has its own set of strengths and limitations®.

Procedural justice climate and individual level perceptions of fairness and appraisal reactions

Although it is known among scholars and among managers that individual perceptions of
process fairness are important when it comes to employee reactions to organizational procedures,
what is less well known is the role that group processes and perceptions play in the formation of
reactions to these procedures (Lind, Kray & Thompson, 1998). Group-level perceptions of
fairness may be particularly important when it comes to procedural justice because of the
importance individuals assign to group membership (Tyler & Lind, 1992), and also because
individuals sometimes form justice perceptions that are inconsistent with their immediate self-
interest (Lind & Tyler, 1988). In other words, individuals might evaluate a supervisor as unfair
when the group evaluates said supervisor as unfair.

In the management and organization literature, group-level perceptions of process
fairness have been conceptualized and operationalized as procedural justice climate—shared
perceptions of employees in a work group about the fairness of their particular manager as
related to the use and implementation of organizational procedures (i.e., Mossholder, Bennett, &

Martin, 1998). Procedural justice climate is a “distinct group-level cognition about how a work

! Because we were not able to collect administrative performance ratings, we collected performance ratings from
both supervisors and subordinates using a well established measure used for research purposes (see Methods
section).
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group as a whole is treated” (Naumann & Bennett, 2000, pg. 882). It is important to study group-
and individual-level perceptions of procedural justice as related to appraisal reactions because
they are independent constructs that have independent effects on individual level perceptions,
attitudes and behaviors (e.g., Mossholder et al., 1998; Naumann & Benett, 2000). Although
research on group level justice constructs is relatively limited (Liao & Rupp, 2005), research has
found that procedural justice climate is related to a variety of attitudinal and performance related
variables at the individual, group and business unit levels (e.g., Dietz et al., 2003; Liao & Rupp,
2005; Simons & Roberson, 2003).

We propose that procedural justice climate should predict individual’s perceptions of the
fairness of their own performance appraisals and hence their reactions to the appraisal.
Individuals attend to and utilize information about the way the group as a whole is being treated
(Rupp, 2011) as a frame of reference to understand how they themselves are treated (Brockner &
Wisenfeld, 1996). When multiple group members have been treated in a similar way, let’s say
multiple group members have experienced perceived injustices for instance, individuals have
their own experience to validate the experiences of the group (Lind, Kray, & Thompson, 1998).
Even when a particular individual has not experienced injustice personally, group-level justice
judgments can affect individual-level justice judgments (Lind et al., 1988). Thus, we expect that
individual ratees will rely on the group’s shared perception about procedural justice to interpret
their own experience in the appraisal session. Indeed, when groups believe that their members
are not treated fairly, they perceive this as an attack on the collective (Lind & Tyler, 1988; Tyler
& Lind, 1992), which should influence their perceptions of the fairness by which procedures are

implemented (Tyler & Lind, 1992) and their reaction to the procedure (Konovsky, 2000).
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Hypothesis 3: Procedural justice climate will be positively related to performance
appraisal procedural justice.

Hypothesis 4: Procedural justice climate will be positively related to appraisal
satisfaction.

Procedural justice climate as a cross-level moderator of LMX-procedural justice

There is no research to our knowledge that examines the potential moderating role of
procedural justice climate in performance appraisal procedural justice perceptions, and there is
very little research developing or testing connections between leadership and procedural justice
climate (with exceptions, e.g., Ehrhart, 2004). This is an important limitation of the management
and organization literature, especially because justice perceptions should be studied in the social
context within which they are embedded (e.g., Liao & Rupp, 2005).

Favorable treatment at the individual level from an authority figure signals that the
individual is a valued group member (Tyler & Lind, 1992), which should be particularly
important to individuals when the work group feels they are treated fairly by the authority figure
(Naumann & Bennett, 2000). Thus, employees who have a high quality exchange with their
supervisor will report more favorable perceptions of the fairness of their appraisal when
procedural justice climate is high because the support they receive in the evaluation (e.g., in
terms of participation, more favorable ratings, etc.) will be more salient and valuable to them.
When employees as a group feel fairly treated by their supervisor and their overall evaluations of
their supervisor are more positive, individual employees will utilize group perceptions of fairness
as a reference in their evaluations of their own treatment in specific organizational procedures.

Conversely, when the collective perceives a supervisor as relatively unfair, the

relationship between leader member exchange and performance appraisal procedural justice will
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be mitigated. In this case, ratees will value a high quality exchange with their supervisor less
because the group feels treated unfairly (Tyler & Lind, 1992), and it is accordingly less
important to be treated well by the group’s authority figure. Thus, the relationship between
exchange quality and perceptions of the fairness of the procedure to the individual should be
minimized. In this case, favorable treatment received as a function of a high quality exchange
could be more likely to be seen as unfair, perhaps as a sign of favoritism or as gratuitous in some
other way.

Hypothesis 5: Procedural justice climate will moderate the relationship between leader-
member exchange and performance appraisal procedural justice: The relationship between
leaders member exchange and procedural justice will be enhanced (mitigated) when procedural
justice climate is high (low).

Methods
Research Design
Sample

Data were collected from respondents working for a large, multinational firm with a
consistent performance appraisal system throughout different parts of the organization?.
Supervisors (N=62) in this study had an average of about four years of experience with the
organization, three years of experience in their current role, about ten and a half years of
supervisory experience, and were, on average, about forty years old. Although we did not collect
extensive information about the job history of supervisors, job titles ranged extensively from
“assistant manager” to “CEQ”. Most all of the supervisor respondents were front-line supervisors

(89%), whereas some were director level or above (11%). Titles of front-line supervisors

2 These data are part of a larger study on supervisor-subordinate relationships, and this is the first research report
published from that dataset.
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included, for instance, “supervisor-electrical”, “financial manager”, and “facilities manager”. All
but one of the supervisors in this study were male. Subordinate ratees in this study (N=221) were
working in the same office as the supervisors, reporting directly to the supervisors. Subordinate
ratees had, on average, about thirteen years of work experience, were about thirty-six years old,
and had about four and a half years of experience in their current role. Subordinates in this study
occupied a wide variety of jobs across a variety of business functions, ranging from shop floor
workers to advanced professionals. Representative job titles include, for instance, “foreman”,
“technician”, “contracts specialist”, and “electrical engineer”. Subordinates were mostly male
(93%).
Data Analytic Strategy

To test our hypotheses we used the multilevel modeling procedure in Mplus with
maximum likelihood estimation and robust standard errors (MLR; Muthén & Muthén, 2011).
This procedure provides simultaneous analysis of within- and between-group variance within a
multivariate framework, thus allowing for the examination of higher level units (e.g., group) on
lower level outcomes (e.g., individual) while maintaining the appropriate level of analysis
(Hofmann, 1997). This is achieved by taking into account non-independence inherent in nested
data. Following procedures proposed in the multilevel literature (Raudenbush & Bryk, 2002;
Hofmann, 1997; Hofmann, Griffin, & Gavin, 2000), we tested increasingly complex mediation
models starting with a fixed effects model with a group level clustering variable and ending with
a random intercepts model to test for additional group-level main effects and a cross-level
interaction. The group level of analysis in this study is the immediate work group, which is

consistent with previous theory and research (e.g., Kozlowski & Bell, 2003; Liao & Rupp, 2005).
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To test model indirect effects, we created Monte Carlo (MC) 95% confidence intervals
(CI) based on 50,000 simulated draws from the distributions of model pathway parameters. MC
methods were used as there is no agreed-upon best way to employ bootstrapping in multilevel
modeling (see Preacher & Selig, 2012). Like bootstrapping procedures (e.g., MacKinnon,
Lockwood, & Williams, 2004; Preacher & Hayes, 2008), this method allows for testing of
multiple mediators simultaneously, does not rely on the assumption of a normal sampling
distribution, and has the advantage of greater statistical power while reducing the likelihood of
Type 1 error. Additionally, this method has been shown to perform on par with bootstrapping
procedures, and Preacher and Selig (2012) state that “MC may be the only viable method” within
a multilevel context (p. 94). MC builds a distribution of the indirect effects from the distributions
of model pathway parameters, which can be used to construct confidence intervals around the
indirect effects. Cl that exclude zero provide evidence of significant indirect effects (Shrout &
Bolger, 2002).
Measures

All of the measures used in this study have been validated and in previous research. We
chose measures of each of the constructs in our study carefully based on their measurement
properties, their use in previous research and, where possible, their relevance to the performance
appraisal context.

Leader-member exchange. We measured leader-member exchange using the scale
developed by Scandura and Graen (1984), which has been used extensively in subsequent
research. An example item is “Does this subordinate know your level of satisfaction with his/her

performance”. The estimated internal consistency reliability estimate in this study is o = .75.

11
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Procedural justice in performance appraisal. We measured the extent to which ratees felt
the performance appraisal process was fair using four items from the procedural justice scale
developed by Dulebohn and Ferris (1999)°. We chose this measure, in part, because it is specific
to the performance appraisal context. An example item is “Your supervisor considered important
aspects of your work when rating you”. The internal consistency reliability estimate of this scale
in the study by Dulebohn and Ferris was o = .86; the estimate in this study is o =.84.

Performance rating. We did not have access to administrative performance ratings, but
we wanted to assess rater perceptions of ratee performance and the favorability of ratee’s
performance ratings. We measured performance using the behavioral performance rating scale
developed by Varma, DeNisi and Peters (1996), which has been used in subsequent research. We
asked raters — i..e, supervisors — to respond to items in this scale as if they were doing so for an
administrative review. To increase our ability to capture the relationship between performance
ratings and appraisal reactions, we also asked ratees to rate themselves on the same task
performance scale based on their recollection of the way in which they were rated in their actual
performance review. An example item is “How would you rate his/her quantity of work?””.
Varma, DeNisi and Peters (1996) reported an internal consistency reliability estimate of o = .90.
The estimates in this study are o = .89 for supervisors and o = .65 for subordinates.

Procedural justice climate. Shared perceptions of the extent to which supervisors are fair
across different administrative processes were measured using the procedural justice climate
scale developed by Mossholder, Bennett and Martin (1998). The authors reported an internal

consistency reliability estimate of a = .81; the estimate in the current study is o =.70. An

3 Two items that measured more interpersonal aspects of justice (e.g., respect for rights) were not used in this study
given concerns that this would contaminate the measure, i.e., tap aspects of interactional rather than procedural
justice.

12
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example item is “Overall, how fair are the procedures and policies your supervisor and your
organization follow in determining the size of pay raises?”. Consistent with previous research,
we operationalized procedural justice climate using a group-level aggregate score (e.g., Roberson
& Colquitt, 2005). Also consistent with previous research (e.g., Liao & Rupp, 2005), we
computed the rug statistic to estimate within-group agreement of respondents within workgroups
as to procedural justice climate; rwg was .87 in this study, indicating a strong to very strong level
of agreement (LeBreton & Senter, 2008).

Appraisal satisfaction. Ratee’s satisfaction with the performance appraisal process was
measured using the scale developed by Greller (1978), which has been used extensively in
subsequent performance appraisal research (see Cawley et al., 1998)). The internal consistency
reliability estimate in that study was o = .81; the estimate in the current study is o = .69. An
example item is “I felt good with the way the appraisal was conducted”.

Results

Before testing our hypotheses, we tested the fit of the data to our measurement model.
Results were as follows: ¥ (179) = 324.59; RMSEA = .06; NNFI = .95, SRMR = .06. Smaller
chi-square statistics represent better fit, but this is a statistic that is highly sensitive to sample
size; an RMSEA < .08 indicates acceptable fit; a NNFI > .95 indicates good fit; and an SRMR <
.08 is considered good fit (e.g., Hu & Bentler, 1999). The fit statistics for our a priori model
indicate that the model is a good fit to the data. We compared the fit of this model to an
alternative, plausible model—a nested model with four factors, i.e., with performance appraisal
procedural justice and procedural justice climate items loading on a single factor. Results
indicate that the data fit the model, y? (183) = 356.51; RMSEA = .07; NNFI = .95, SRMR = .07.

The original model was a significantly better fit, however, as per a chi-square difference test (Adt

13
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= 4; v%uit = 9.488; A ¥ = 31.92), which suggests that our proposed a priori factor structure is a
good fit to the data. Correlations between variables are reported in Table 1. At the bivariate level,
leader-member exchange was correlated with procedural justice, supervisor rated performance,
self-recalled performance and appraisal satisfaction. Appraisal satisfaction was correlated with
procedural justice, self-recalled performance, but not performance ratings. Procedural justice
climate was correlated with procedural justice and appraisal satisfaction.

Prior to model testing, we examined the null model for procedural justice to support the
aggregation of procedural justice into a climate variable. The resulting ICC revealed that 24.06
percent of the variance in procedural justice resides between workgroups (p <.01). Accordingly,
we conclude that there is significant between group-variation, in addition to within-group
agreement as per above for procedural justice climate, and thus it is appropriate to operationalize
it as a workgroup-level variable (constructed from ratee perceptions). Following procedures
proposed in the multilevel literature, we tested increasingly complex mediation models. This
model testing and comparison included: 1) a fixed effects model with a group-level clustering
variable, 2) a random intercepts model with a group-level clustering variable, 3) a random
intercepts model with group-level main effects, and 4) a random intercepts model with group-
level main effects and a cross-level interaction. Based on the Akaike information criterion (AIC),
the sequential addition of random intercepts and group-level pathways resulted in improved
model fit (Model 1 = 1358.36; Model 2 = 1323.91; Model 3 = 1321.93; Model 4 = 1193.14).
Additionally, all direct and indirect effects remained stable across the models tested.
Accordingly, we focus on the model parameters of the final random intercepts model with group-

level main effects and a cross-level interaction.
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The direct effect results of the final model are reported in Figure 1. Leader-member
exchange was significantly related to procedural justice and self-recalled performance in the
expected direction, but not supervisor-rated performance. Procedural justice was positively
related to appraisal satisfaction, but supervisor ratings and self ratings were not. Monte Carlo
results for indirect effects associated with Hypotheses 1 and 2 are reported in Table 2.
Specifically, the indirect effects for procedural justice, but not supervisor rated performance or
self-rated performance, significantly mediated the relationship between leader-member exchange
and appraisal satisfaction. Further, the significant relationship between leader-member exchange
and appraisal satisfaction became much smaller after controlling for the mediators suggesting
partial mediation (Baron & Kenny, 1986). Collectively these results support Hypothesis 1, but
not Hypotheses 2a or 2b, and suggest that the relationship between leader-member exchange and
appraisal satisfaction is mediated by procedural justice, but neither source of performance
ratings.

The group-level main effects and cross-level interaction of the final model are reported in
Figure 1. Group-level procedural justice climate was significantly related to individual-level
perceptions of performance appraisal procedural justice and individual-level perceptions of
appraisal satisfaction, providing support for Hypotheses 3 and 4. Procedural justice climate did
not moderate the relationship between leader-member exchange and procedural justice, thus
Hypothesis 5 was not supported. In regard to model fit, the SRMR for the hypothesized model
was .07 (within) and .12 (between). Using conventional cutoff criteria (e.g., Hu & Bentler,
1999), these results suggest that the model parameters proposed at the within-group level fit the
data well, while the model parameters proposed at the between-group level can be improved.

Discussion

15
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The organizational justice literature has been unclear as to whether the relationship
between leader-member exchange and reactions to resource allocation decisions is largely a
function of better outcomes (e.qg., ratings), procedural fairness or perhaps both. What is also
unclear is the role of procedural justice climate in perceptions of the fairness of and reactions to
organizational procedures. We decided to address these important limitations by studying
employee reactions to perhaps one of the most widely studied and important organizational
procedures—performance appraisal. Propositions from leader-member exchange and procedural
justice theories were integrated in this article so as to develop and test a more complete model of
performance appraisal reactions than has been tested in the literature heretofore.

Consistent with previous research, leader-member exchange was a significant predictor
of ratee reports of performance appraisal procedural justice, performance ratings and appraisal
satisfaction. Procedural justice, but not performance ratings, partially mediated the relationship
between leader-member exchange and appraisal satisfaction. This highlights the importance of
process fairness to reactions to organizational procedures that are bound by the relationship
quality with one’s authority figure. Group-level perceptions of procedural justice were related to
more specific, individual-level perceptions of the fairness of the performance appraisal process
itself, as well as to appraisal satisfaction. These are novel finding to the literature, findings which
we think are important and deserve future attention. In total, our results suggest that reactions to
appraisals are more relationship-based than instrumentally-based.

Implications for Theory and Research

A key proposition tested in this article, one that we feel is important to the procedural

justice literature, is that group-level perceptions of justice are related to individual reactions to

and judgments about the fairness by which they’ve been treated. This proposition was supported
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by the finding that procedural justice climate predicted performance appraisal procedural justice,
which suggests that organizational justice theory should more fully consider how group- and
individual-level justice constructs are related to one another. We feel that developing a rationale
as to why procedural justice climate should be related to individual-level performance appraisal
procedural justice is an important contribution of this article. Procedural justice climate also
predicted appraisal satisfaction, suggesting that it is important, as previous research would
suggest, to include both individual and group-level perceptions of fairness when studying
reactions to organizational policies, procedures and resource allocation systems. The point here
is that individual’s perceptions of the fairness by which authorities treat the group as a whole can
potentially have a profound impact on individuals’ reactions to how they themselves have been
treated and, ultimately, on their more general attitudes and behaviors.

We also tested the proposition that a work group’s assessment of the fairness of their
supervisor (procedural justice climate) should bound the form of the relationship between leader-
member exchange and performance appraisal procedural justice. Although procedural justice
climate was not a significant cross-level moderator in this study, we feel that the conceptual
work done to elucidate how procedural justice climate might influence the performance appraisal
process is important, as is the work that was done to explain how procedural justice climate and
leader-member exchange may interactively predict individual level perceptions of justice. It
seems important for future research to more fully understand the social dynamics between
leaders and members — as well as between leaders, members and the work group as a collective —
in terms of how procedural justice judgments are formed (Lind et al., 1998). Indeed, the weaker
between (vs. within) model fit value may suggest the need for further examination and inclusion

of related group-level predictors and cross-level moderators.
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Previous research has found that leader-member exchange is related to perceptions of
performance appraisal fairness and to more favorable performance ratings. Although limited to
perhaps one study, research has also shown that perceptions of justice explain the relationship
between exchange quality and appraisal reactions (Elicker et al., 2006), which was supported in
this study. Extending previous research, this study found that performance ratings did not
mediate the relationship between exchange quality and appraisal satisfaction—neither
supervisor- or self-reported performance ratings. In total, these results suggest that the quality of
the relationship one has with the group’s authority figure and the procedural fairness offered to
the individual in the procedure predict employee reactions to procedures—not necessarily the
favorability or perceived favorability of the outcome of the procedure®. This is consistent with
research that has show perceptions of value-expressive voice (i.e., feeling that one’s voice has
been heard) are more important to individuals than are perceptions of instrumental voice (i.e.,
that one has influenced the outcome of the procedure — see Cawley et al., 1998). It is important
that our findings be tested across other organizational procedures to test their generalizability.
Implications for Organizations and Managers

Perceptions of process fairness matter to individuals. Although this in and of itself is not
new, what is important to take away from this study is that perceptions of process fairness — both
at the individual and group levels — may be particularly important in the context of performance
appraisals. Results of our study suggest that organizations and managers need to pay close
attention to the extent to which ratees perceive that the performance appraisal process was

procedurally fair. It is critical that employee perceptions are measured and addressed on a regular

4 As explained above, this set of findings and the implications of these findings was confirmed when the same model
and data were tested, except with LMX as measured by the supervisor as a replacement for LMX as measured by the
subordinate. Thus, these results are not simply due to relationship quality data and justice data being measured from
a particular perspective, i.e., that of the subordinate ratee.

18



RUNNING HEAD: Group- and individual- level procedural justice and appraisal reactions

basis, including when performance appraisals occur in an organization, and that this information
is shared in an effective way with front-line supervisors. In addition to conducting employee
“attitude surveys” on a regular basis, it is important that supervisors inquire more informally
from their subordinates how they feel about the organization’s performance appraisal procedures
and practices, as well as their implementation of the system. However, when subordinates do
note specific issues with the system or its implementation, and/or offer specific suggestions it is
important that the manager take these into consideration, and keep the employee(s) posted on the
actions taken on their suggestions. Otherwise, the practice of inquiring is likely to have the
opposite effect.

Of course, none of this is likely to work, if employees don’t understand the company’s
performance appraisal related procedures and practices. Thus, it is critical that managers meet
with employees to discuss performance appraisal processes as well as the standards to which
they will be held accountable in the review. This can increase perceptions that the manager is
supportive and fair, as well as improve overall reactions to the appraisal system. Also,
organizations should set up systems whereby employees can seek clarifications when they have
questions about the procedures, both from their managers and from human resources
representatives.. This should help increase employee perceptions of fairness. The caveat here is
that organizations must ensure that individual managers do not make too many deviations from
policies and procedures that have been established to ensure consistency and process fairness.
When organizations establish procedurally fair policies and procedures, and when managers
follow them in the right spirit, employees are much more likely to believe that the organization is

fair and that mangers are supportive of and care about them, respectively. The benefit to the
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organization is more committed, motivated and higher performing employees. Indeed,
performance appraisal reactions are correlated with job attitudes and subsequent performance.
Our results suggest that reactions to performance appraisals are more relationship-based
then instrumentally formed. This is important because a key goal of the performance appraisal
process is to differentiate the job performance of ratees; thus, not all ratees may receive a
favorable performance rating, or one that is perceived as favorable. In fact, results of this study
suggest that ratees can be satisfied with the performance appraisal session even if their rating is
not so favorable, assuming that (i). they are treated fairly in the appraisal session and (ii). ratees
generally agree that the rater is fair across important organizational processes. The former is
highly consistent with the organizational justice literature and the latter is a more novel finding.
This is important to managers: our results suggest that managers can improve reactions to
performance appraisals, and thereby improve employee motivation and performance, even when
assigning performance ratings that actually differentiate employees based on their performance!
The question becomes, how can managers be perceived as fair by the subordinates in
their workgroup across as related to a variety of procedures, including performance appraisals?
From a practical perspective, we would suggest that this requires that human resource
management departments develop training programs for managers that focus on two key areas:
first, being more supportive of employees and second, on allowing participation in the
performance appraisal session. Supervisor support involves emotional support, i.e., employees
feel that their supervisor genuinely cares about them and their well-being, and instrumental
support, i.e., employees feel that their supervisor is attentive to them and provides the structure
and resources they need to perform effectively. The key here is that all employees need to feel

cared for and supported, which is inconsistent with the ways in which most managers form work
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relationships with their employees. Participation in the performance appraisal can involve
allowing air time for the employee to talk, mutual goal setting for future performance and the
supervisor listening actively to the employee so as to ensure the employee’s perspective is heard
and understood. Furthermore, human resource professionals could develop communications to
ensure that everyone in the organization is aware of the fact that managers receive such training,
as well as the importance and potential impact of this type of training.
Study Limitations and Implications for Future Performance Appraisal Research

While the present study has added to the literatures on performance appraisals, it does
have certain limitations. First, more longitudinal research is needed to test the direction of
relationships in this model and to allow more causal inferences to be made about the nature of
relationships in the social context of performance appraisal. It would also be helpful if data were
collected with larger samples so that the findings may be more robust and perhaps generalizable.
Next, ratings collected for research purposes have limitations, and supervisor and subordinate
raters also tend to rate target performance differently as well (Greguras, Robie, Schleicher, &
Goff, 2003). Having both sources of ratings allows for a more robust test as to whether or not
performance ratings (outcome favorability) are important to ratee reactions to performance
appraisals, yet researchers should consider using administrative ratings when possible.
Researchers should also include other types of appraisal reactions, such as motivation to improve
performance so we can better understand the relationship between appraisal reactions and future
performance intentions. Finally, appraisal research would be better served by conducting more
cross-level investigations.

Conclusion
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Our results support a more relational than instrumental view of the appraisal process,
suggesting that managers should pay attention to and actively manage employee perceptions of
the extent to which they are supportive of and fair to employees--as individuals and as members
of a workgroup. This is important because the leader-member exchange literature clearly
indicates managers treat some employees more favorably than others based on in- and out-group
status. Managers should consider the benefits of treating all of their subordinate employees in a
way that would make them feel like they are part of a high-quality exchange and that they are
valued group members. This could include being deliberate about encouraging participation in
the appraisal session and active listening to ensure that employees feel that they have been heard

in the session.
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Table 1. Correlations and reliabilities for model variables.

Variables M  SD 1 2 3 4 5 6
Individual Level

1. Leader-Member Exchange 3.88 .54 (.75)

2. Supervisor rating 3.66 .60 .18** (.89)

3. Self rating 3.94 51 .24*** 27***  (.65)

4. Procedural Justice 3.89 58 .54***  24***  33F**  (.84)

5. Appraisal Satisfaction 3.76 .72 52*** 12 21%*  68***  (,69)
Group Level

6. Group Climate 3.56 .40 .25*** 02 08  29%** hx*x  (70)
Note. N ranged from 218 to 221. Group climate is reported at the individual level.
**p<.01
***n< 001

Table 2. Monte Carlo results for indirect effects of LMX on Appraisal Satisfaction.

95% ClI
Mediator Estimate SE Lower Upper
Procedural Justice .38 .08 23 54
Supervisor Rating -.02 .02 -.07 .01
Self Rating .00 .02 -.05 .06

Note: N = 218. 95% CI based on 50,000 simulated draws from the distributions for pathway

parameters.
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Figure 1. Model of performance appraisal reactions
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