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Abstract: The aim of the study is to investigate the impact of nepotism as a form of corruption on the
effectiveness of organizations, determining the relationship between the manager and employees,
employee relations, and taking it into account as a potential threat to secure and sustainable develop-
ment of the organization and society. The data collected from private and public organizations were
used to test research hypotheses. The AMOS version 26 program and structural equation modeling
(SEM) were applied to check the models with median effects. The results of the test allowed to
identify the negative aspects of nepotism in the relationship between the manager’s behavior and
organizational performance. Nepotism causes internal conflicts and an atmosphere of mistrust in
both public and private organizations, which leads to poor company performance and quality of
services provided, and the potential loss of professionals. The results of the research show that the
problem of nepotism is still relevant in Lithuanian society. The research results allow envisaging both
systematic and ideological measures to prevent corruption in Lithuania. Models for the prevention
of this form of corruption can be constructed on the basis of this research.

Keywords: nepotism; corruption; public organizations; sustainable development; national secu-
rity; SEM

1. Introduction

As provided for in the National Security Strategy of the Republic of Lithuania, the
prevalence of corruption in the public sector, economy, and business of the country may
undermine the legitimate interests of individuals and the state, compromise the rule of
law, reduce citizens’ faith in the values of democracy and in democratic government
institutions, and reduce the attractiveness of the state to foreign investors [1]. Contempo-
rary research shows that corruption has very different forms, such as nepotism, bribery,
embezzlement, influence peddling, abuse of power, and manifests itself in both private
businesses and public sector organizations as well as in political organizations and public
administrations [2-9].

For a long time, the Western world has been of the opinion that various forms of
corruption are characteristic of the third world and developing countries or that corruption
is the product of over-regulated countries without the free market [10]. In fact, research
shows that in developed countries, selection for job vacancies is made on the basis of
the candidate’s education, merits, qualifications, work experience, while in developing
countries family members and relatives rather than competent individuals are likely to be
employed, and therefore their performance is not as good as it should be [2,4,11].

Corruption scandals in the last decades of the 20th century and the early 21st century
in the free market countries contradict this opinion and confirm the assumption that
nepotism, like other forms of corruption, flourishes in any political regime [12], and that
corruption is the major negative factor in any country, whether we speak about economic
growth, legitimacy of the government, or the overall security of people [13].
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Forms of corruption such as favoritism, nepotism, and cronyism are complex and
diffuse phenomena, making them very difficult to define scientifically as well as to assess
from a societal perspective. Nepotism, both in the scientific literature and in public opinion,
is understood as the abuse of a person’s position, power, or influence in order to confer
a privilege on his/her relatives [2]. Nepotism is particularly evident in organizational
activities, when a person is hired or promoted not on the basis of professional competencies,
work experience, but on the basis of kinship. A concept closely related to nepotism is
cronyism, which also means the patronage in a professional career that is based simply on
close relationships (i.e., schoolmate or friend, common social or political activities, and the
like) [3]. According to scientific point of view, nepotism and cronyism are two separate
forms of favoritism. Favoritism is probably the broadest concept that describes patronage
that is not based on professional or business interests, but on personal relationships or
personal interests [4]. It should be noted that there is no strict separation of these terms in
both the scientific literature and society, and they are often used together as synonyms or
as consonantly related phenomena [2—4,8].

Such an interpretation of all three terms is very obvious in the case of Lithuania.
In Lithuania, there is no legal definition of nepotism, cronyism, and favoritism yet, and
therefore forms of corruption can be considered only as an abuse of a person’s official
position. Nepotism is an expression of both favoritism and cronyism, in both Lithuanian
scientific literature and society [14-27]. Thus, the concept of such forms of corruption
must be analyzed and defined in scientific, legal, political, and social terms in the future.
More precise definitions of nepotism, cronyism, and favoritism will help to directly assess
these forms of corruption both in Lithuania and in other countries, as cultural and social
differences lead to different assessments of these phenomena.

What is attributed to nepotism or cronyism in Western democracies can be seen in
Islamic cultures as a moral duty to help your friends and family members. In developing
countries, such as India, the processes of democratization of public—political life have en-
hanced civil powers for those layers of society that are not able to take part in the governing
of the country, and then nepotism becomes a means of strengthening the bureaucratic and
thus political powers of these people [15]. In such cases, as Akhil Gupta argued, corruption
becomes the narrative of the fulfilment of expectations and needs of ordinary citizens [13].

Research in the public sector shows that manifestations of nepotism are visible not
only at regional and national levels, but also at a cross-border level. When creating EU
institutions, for example, it was expected that a new stratum of supranational civil servants
would form, but the proliferation of nepotism created a new cross-border elite, which, from
the sociological point of view, is transforming from a “class as such” to a “class for its own
sake.” Europe is at risk that this new elite will grow into a European “nomenclature” with
significantly greater private gain and public money misuse opportunities [14].

On the basis of research and scientific analysis, it may therefore be argued that nepo-
tism is a negative phenomenon in any culture, both morally and politically, especially
where it manifests in the public sector or in the political life of the state, as it undermines
the principles of the legitimacy of the government and public representation [18]. Corrup-
tion among civil servants not only causes serious economic damage to society through
inefficient use of the material and financial resources of the state, but also undermines
democratic processes and the civil society by encouraging mistrust in public authorities
and reducing the resilience of the society to internal and external threats. It should be noted
that some researchers maintain that nepotism, favoritism, and cronyism are automatically
neutral phenomena that cause a conflict of interests only under certain conditions and then
give rise to the risk of corruption [11-28].

In their studies researchers confirm that the manifestation of nepotism and other
forms of corruption is significant both in the public sector and in private business, but they
disagree regarding the reasons that lead to the emergence and prevalence of nepotism in or-
ganizations [22-30]. In the opinion of most researchers’ nepotism encourages various other
forms of corruption, and its consequences are particularly damaging not only to the organi-
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zation, but also to the society at large, democracy, the legal system, and the security of the
public and the state. Nepotism, cronyism, and other forms of corruption therefore become
a critical area that must be researched with the aim of looking for the ways to change the
prevalent narratives [31]. Institutional reforms and the requirement of greater transparency
and accountability are not sufficient to achieve this. This requires a change in attitudes and
a system of values in society, introducing sanctions not only for individual companies and
organizations, but also for public administrations and international institutions.

Nepotism is a frequent problem in almost all organizations and affects the orga-
nization’s morale, culture, and joint activities [32-43], but researchers consider that its
manifestations in the private and public sectors differ. According to some researchers,
manifestations of nepotism are more visible in the public sector because the public sector
companies require more competent and professional staff for the organization to be fairly
profitable and to compete effectively in both the domestic and internal markets, so that
with the gained competitive advantage the company can implement business development
ideas, strategic aims and objectives [3,20-25]. On the other hand, the manifestation of
nepotism is assessed much more favorably, particularly when it comes to family businesses,
since the risk assessment and opportunities of the organization depend on the managerial
and social competences of the managers [21,39-43]. Furthermore, in family-based business
and labor relations descendants are expected to ensure the continuity of the organization
after the retirement or death of a family member [22,34]. In such private enterprises with
the signs of nepotism, family members are motivated to make use of the values and advan-
tages provided by the family’s name, i.e., the descendants tend to have more knowledge,
learn different aspects of management, are familiar with the senior management of the
organization, and take over their work experience [28-31].

The public sector is the largest employer in any country, which is therefore one of
the reasons why the manifestation of nepotism in this sector is treated with extremely
negative emotional connotation. Another reason is that public sector companies use public
resources, and therefore prioritizing individuals related to the management in the cases of
employment or appointing them to certain positions increase various risks associated with
the functioning of the company or organization, i.e., increase the likelihood of non-rational
use of public resources and reduce the efficiency of the public sector, causing a threat to
public trust [20-24,28-36]. On the other hand, by giving an unfair advantage to people
who do not have the required qualifications or professional responsibility, the managers
of an organization not only violate the law but also the standards of professional ethics
in the public sector, increasing psychological tension and mistrust in management and
causing conflict situations within the organization [25,38,39]. It is therefore in the public
interest that professionals working in the public sector act professionally and provide top
quality public services that are equally accessible, so that all decisions are taken impartially,
objectively, and in good faith as required by the public interest [25,26].

When comparing the manifestation of nepotism in the private and public sectors, it
should be noted that in some countries the manifestation of nepotism may, in principle,
not differ in these two sectors (e.g., in Poland), while in other countries (e.g., in Lithuania)
there is a much stronger presence of nepotism in public sector organizations [2]. Therefore,
in order to promote a civil society and strengthen its potential through participation in
decision-making processes and to raise awareness of the anti-corruption environment,
the Special Investigation Service of the Republic of Lithuania is conducting an ongoing
investigation monitoring the risk of nepotism at the level of regional self-government in the
country, i.e., in municipal administrations and in enterprises managed by municipalities.
Based on the investigation, the risk potential of nepotism in Lithuanian municipalities
decreased from 17.62% to 16.92% between February and November 2019. The results of the
investigation showed that 12,596 people were employed in municipal administrations, of
which 2140 had family relationships. In June 2019, the first nepotism risk assessment in
companies controlled by municipalities in Lithuania was conducted. It was established
that municipalities in Lithuania managed 246 enterprises with 21,991 employees, of which
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4159 had family relationships, indicating that the overall nepotism risk indicator in these
enterprises was 19%. Thus, nepotism in the public sector in Lithuania continues to be one
of the most widespread forms of corruption in Lithuania [25,34,41]. It causes damage to
the micro-climate of an institution, the efficiency of its activities, and the reputation of the
public sector. Such negative phenomena become widespread, cross the boundaries of the
organization, and directly affect the safe and sustainable development of the states.

Nepotism, cronyism, and favoritism, like other forms of corruption, erode the confi-
dence of civil society in public institutions, weaken the foundations of state security and
defense, and reduce the resilience of society to modern threats. The aim of this research
is to examine the impact of the forms of corruption (nepotism, cronyism, favoritism) on
the efficiency of organizations by identifying meditating links between the manager and
employees, the employee relationships, and the organization’s psychological climate and
performance, with a view of the potential impact on the sustainability of the organization
and the potential threat to the development of the state and national security.

The paper consists of four sections. The first section is an introduction to this scientific
research problem. The second section of the paper is dedicated to the presentation of the
process, impact, and consequences of the manifestation of nepotism, cronyism, favoritism,
and other forms of corruption in Lithuanian organizations. In the third section the research
methodology and the sample are presented. The description of the research results is
presented and the results are discussed with reference to the research hypotheses in the
fourth . The limitations of the research and debatable aspects of the research are represented
in fifth section. The main conclusions and future research directions are provided in the
sixth section.

2. Literature Review and Hypotheses

Researchers of the functioning of organizations emphasize the crucial importance
of perceived justice, in particular, perceived procedural justice, in view of the continuing
commitment of employees to their organization. Many researchers have claimed [22,26-28]
that the main negative factor of nepotism is that it is opposed to the recruitment and
promotion of qualified personnel. Other scholars have kept the focus on the influence
of nepotism on the efficiency of the organizational activities [27-30]. Seeking to address
problems related to such consequences, many countries have therefore adopted a so-called
anti-nepotism policy prohibiting the employment of family members in certain civil servant
positions [11,22,31] because the public sector is related to the implementation of the national
security policy objectives.

A quantitative study [41,42] was carried out to explore the selection and recruitment
process in Lithuanian organizations and how the employees of organizations respond
to the manifestations of nepotism and other forms of corruption. The study aimed at
exploring the psychological climate in public and private sector organizations focusing on
nepotism and other forms of protectionism in organizations. The study examined several
aspects of how this process was manifested. First, it was important to identify whether
nepotism, favoritism, and protectionism manifested in the behavior of the managers
(fear related to the relatives of managers) had a statistically significant negative impact
(Section 2.1). In addition, the study examined the negative internal atmosphere and tension
generated by nepotism within the organization, which subsequently promoted mistrust,
suspicion, and snooping among staff. The study therefore included the negative aspect
of nepotism, such as the treatment of employees, in terms of both mistrust and suspicion
(Sections 2.2 and 2.3). The study also analyzed positive aspects of nepotism, which are of
particular relevance both in terms of relations between the manager and subordinates and
in terms of performance or reducing tension in an organization.

Since these dimensions (Figure 1a) directly affect the employee commitment and
determine the success of the organization’s activities, most research studies analyze the
direct connection; however, the present study was supplemented with the analysis based
on the mediation (Figure 1b) between the control dimension system and functioning of
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each predictor; (b) Conceptual model of nepotism aspects as a mediating mechanism between negative nepotism and

organization functioning.

2.1. Manifestation of Nepotism in an Organization: Management Decisions and Their Effect
on Employees

Nepotism can be a huge problem in any organization. Officially it does not exist, but
everyone knows that the managers still have a responsibility to pick employees for jobs by
drawing from a wide array of candidates. There is nothing wrong with someone picking
someone they know, whom they are comfortable with, but in the case of nepotism a lot
of talented employees just do not have the opportunity to fill the right positions. This is
related to a hidden problem—intellectual inbreeding. To avoid nepotism, the employees in
any organization must have the opportunity to compete on equal terms for a job position.

Nepotism in private and public organizations can be seen as a negative factor affecting
the activities of employees and the organization, and the balance between risks and oppor-
tunities. Nepotism combines two linear spectra, i.e., individual and organizational levels
between which there is close interaction and connection. Personal relationships are strongly
influenced by the organization of activities, while the functionality of the organizational
structure is strongly influenced by personal relationships [21]. Therefore, when analyzing
the manifestation of nepotism in an organization, researchers identify the following four
main zones: employment relationships or recruitment process of a family member, negative
and positive effects of nepotism, consequences of the effects, and assessment of the risks
and opportunities involved.

Boselie and Wiele [42] carried out studies and established a connection between the
organization factor and employee job satisfaction. Job satisfaction to a certain extent de-
pends on management, remuneration, cooperation within a unit, and the intention to leave
the organization. Based on the studies, we may assume that the atmosphere in the organi-
zation depends on the behavior of the manager. The manager may promote employees
irrespective of whether they are sufficiently qualified for the position or have sufficient
knowledge about their duties. Trust, positive atmosphere at work, and the relationship
between the manager and his subordinates to a large extent depend on how the manager
behaves and what role model he or she is to the subordinates [43-45]. Thus, managers
may either increase or decrease tension within an organization with their behavior. Taking
into account the above research insights, a hypothesis is formulated. When exploring the
relationship between the management and personnel in an organization, it is important to
examine which decisions of the management in connection with recruitment or control of
personnel may affect the willingness of employees to remain in the organization. On the
basis of studies concerning the effect of nepotism in an organization, three factors are im-
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portant: fair evaluation of the employee, feedback to the employee regarding performance,
and fair controls [44]. The following Hypothesis 1 (H1) is formulated on the basis of the
research insights:

Hypothesis 1 (H1). The manager of the organization supports nepotism, cronyism, favoritism and
other forms of protectionism, which negatively affects the organization’s activities.

2.2. Manifestation of Nepotism in an Organization: Psychological Climate and
Employee Relationships

The range of problems associated with nepotism is very wide. The main negative con-
sequences are the negative effects on the quality of work, difficulty in managing different
processes, damage to the emotional state of the members of the organization, animosity
and dissatisfaction among the members, and the decline in the image and reputation of
the organization in the eyes of the public and customers [28]. Due to internal conflicts and
mistrust in an organization, performance and quality of work suffer, and, most importantly,
experienced and skilled professionals are lost. Clear objectives of the organization affect
job satisfaction and retention of employees as well as open communication, training, appro-
priate selection of staff and professional development, empowerment, effective teamwork
and management, remuneration and recognition [30]. The following hypotheses H2, H2a
and H2b are formulated on the basis of the research insights:

Hypothesis 2 (H2). Nepotism, cronyism, favoritism and other forms of protectionism create a
negative psychological climate in the organization.

Hypothesis 2a (H2a). A negative psychological climate in the organization increases mistrust
among employees and causes tension in communication.

Hypothesis 2b (H2b). A negative psychological climate in the organization gives rise to mutual
suspicion and snooping.

2.3. Positive Aspects of Nepotism, Cronyism and Other Forms of Protectionism

Nepotism in itself is not considered to be a bad phenomenon if people who are
employed are qualified, responsible, and highly committed to the job assigned to them and
to the organization’s aims, plans and tasks. This is evident in research on the intensity of
nepotism in the organizations of Lithuania developed by Vveinhardt et al. [19]. Positive
effects can occur where an employee wishing to show that he or she is not just a “relative,”
tries to perform work in a quality manner, prove competence, pursue common goals, and
become a member of the “team.” The following hypothesis H3 is formulated on the basis
of the research insights:

Hypothesis 3 (H3). Positive aspects of nepotism, cronyism, favoritism and other forms of protec-
tionism have a positive effect on the organization’s activities.

2.4. The Mediating Role of Negative Aspects of Nepotism, Cronyism, Favoritism and Other Forms
of Protectionism in an Organization

As discussed in previous sections, researchers have proved that nepotism causes
harm to organizations. Researchers studied the direct effect of nepotism on the internal
motivation of employees to perform their duties in an organization and their willingness to
use their skills and knowledge in their job as one of the main problems of the organization’s
administration. However, nepotism in many cases has an indirect effect on the employee’s
trust in the organization and trust in fair assessment and loyalty to the organization,
which in turn is an important indicator of the success of each organization. It is therefore
important to examine the mediating effect of nepotism related to the working hours,
management characteristics, internal atmosphere at work, and the lack of manager or
employee competence. This will help us understand what may cause the employee’s
negative opinion of the organization and have a negative effect on the employee’s quality
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of work and loyalty to the organization. This will also help identify whether nepotism is
an important problem of the organization’s management and communication, affecting the
employee relationships and performance and causing alienation. This leads us to testing of
the following hypotheses:

Hypothesis 4 (H4). The negative aspects of nepotism, cronyism, favoritism are mediating variables
in the relationship between the manager’s behavior and organizational performance.

Hypothesis 4a (H4a). The negative aspects of nepotism, cronyism, favoritism are mediating
variables in the relationship between communication that causes co-workers’ stress and organiza-
tional functioning.

Hypothesis 4b (H4b). The negative aspects of nepotism, cronyism, favoritism are mediating
variables in the relationship between communication that causes co-workers” mistrust and organiza-
tional functioning.

The findings of the studies mentioned in the introduction of the article showed that
the negative manifestation of nepotism is visible through offering unfair advantage and
breaching the rules of professional ethics in the public sector organizations. The problem
starts with the lack of transparency in the selection and recruitment system. This has
negative consequences not only to the organization, but also to the society, as the reputation
and credibility of a public body are undermined. Thus, it can be assumed that significant
damage is caused to the public sector organizations if the negative effect of nepotism
is tolerated:

Hypothesis 5 (H5). Nepotism, cronyism, favoritism have a negative effect on the functioning of
public sector organizations.

While nepotism in public sector organizations is in breach of the law, such behavior
in private sector organizations can best be attributed to the gray zone of deviations. It
then requires actions to be taken, and organizations must set standards of conduct for
managers and employees, together with control mechanisms [2]. Risk assessment and
opportunities lay within the managerial and social competences of managers [29]. This
shows that nepotism is much more favorably viewed in a family or other business (not
all employees, however, view is positively). There has been little research on nepotism in
the private sector, particularly in the area of analysis of the mediating aspects of nepotism.
This leads to the following hypothesis:

Hypothesis 6 (H6). Nepotism, cronyism, favoritism have a positive effect on the functioning of
private sector organizations.

3. Research Methods Used

A quantitative study was selected in order to fully examine the relationships between
nepotism in public and in private sector organizations of Lithuania. The implementation of
the quantitative study was directly linked to both the search for answers to problem issues
and the disclosure of the current situation, aiming to collect unique and useful information
to identify, compare, and uncover relevant details in connection with the researched topic
on nepotism. The quality of the collected data from the written survey totally depended
on the respondent’s willingness to express his/her opinion acquiescently, and to fill in all
the answers to presented survey questions. Based on this quantitative study, the current
situation in the manifestation of nepotism in the Lithuanian private and public sector
organizations and its impact were assessed.

The collected data were used to test study hypotheses and models with mediating
effects. For this research SPSS 26 software and structural equation modeling (SEM) using
IBM SPSS analysis of moment structures (AMOS version 26) program were used. The col-
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lected data sample characteristics (Section 3.1), measurement instrument used (Section 3.2),
and constructed model analysis steps (Section 3.3) are provided below.

3.1. Sample Size and Characteristics

Since the survey was carried out during the lockdown, in April-June 2020, it was
organized in a written form using the information technology. The survey was conducted
and published on the website www.apklausa.lt. The choice was based on two aspects.
First, an online survey provided an opportunity to the researcher to obtain information
during the lockdown from a wider range of respondents, because the online link to the
survey could be shared via various channels of communication (Messenger, Skype, Viber,
Gmail, Facebook). Second, an online survey did not require huge financial and time costs.
Preparations for the survey were made in advance by thoroughly considering the entire
process of inviting respondents to participate.

The general sample of participants in the area researched were selected, i.e., employees
of the private and public sectors. The probability sampling method was used. The Official
Statistics Portal [24] published the latest data stating that the average number of employees
in the country’s economy was 1.267 million in 2018, of which 895,500 worked in the private
sector and 371,500 in the public sector. According to the sample size calculation, which is
available online, with the sample of 1,267,000, 384 respondents must be surveyed to obtain
a 95% reliability level and 5% sampling error. A total of 390 questionnaires were sent out
of which 360 were completed. Following the detailed examination, correctly completed
questionnaires of 352 respondents were selected.

The size of the organization was represented in the sample by the number of em-
ployees, varying from very small—fewer than 10 employees (9.7%)—to large—more than
250 employees (33.2%). The age of the majority of participating employees was below 30
(38.4%) and more than half of them were from public sector organizations (53.4%). The
majority of those surveyed were male (59.1%) and 40.9% were female. The education
of employees varied from university to basic education. Over 28% of the participants
had a university higher education, 11.4% a college higher education, 36.6% a secondary
education, and the rest of the participants had other qualifications (16.5%) or a lower
secondary education (7.4%). The majority of employees who participated in the survey had
been working for the organization for fewer than 5 years (45.7%) and only one-fifth (22.5%
cumulative) of the participants had more work experience (age groups 16-20 and 21+). At
the time of the survey the employees worked in different kinds of organizations in different
positions: as managers (15.9%), specialists (41.8%), administrative employees (7.7%) and
workers (25.0%), and the rest of employees were classified as other (9.7%). The statistical
tests showed that demographic variables had significant influence on the model’s variables,
so they were used further in this study. Detailed sample characteristics are described in
connection with the demographic features in Table A1 (see Appendix A).

3.2. Measurement Instrument Used

A questionnaire was prepared for this research based on the identification of the
manifestations of nepotism in the private and public sectors available in research. In the
introductory part of the questionnaire, an explanation was provided about the essence of
the research and its importance, including the definition of nepotism. The respondents
were informed that anonymity of the responses would be ensured, gratitude was expressed
for their support in replying to the questions, and an example of how responses were to be
marked was provided.

The questionnaire continued with the topics that provided an opportunity to analyze
issues of nepotism by explaining them clearly and consistently, so that the respondents
would be willing to participate and would not have difficulties in replying to the questions.
The questionnaire included these question blocks: communication with co-workers causes
stress or mistrust, manager behavior (fears related to the relatives of managers), and posi-
tive and negative aspects of nepotism (see Table 1). To provide their opinion respondents
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were given choices according the five-point Linkert scale. By assessing each statement,
respondents showed the degree of their approval: 1—strongly agree, 2—agree, 3—neither
agree not disagree, 4—disagree, 5—strongly disagree. At the end of the questionnaire,
seven demographic questions were provided related to gender, age, education, position,
work experience, and type of the organization. Moreover, to assess the internal consistency
of a questionnaire that was made up of multiple Likert-type scales and items the reliability
analysis was carried out. Cronbach’s alpha (CA) showed the questionnaires to reach the
acceptable recommended reliability, CA > 0.70 [46-50] (see Table 1).

Table 1. Detailed description of study variables.

Code Variable Structure Mm! SD! CA'! FL1!
MANB MANAGER BEHAVIOR 15.39 4.871 0.828
MBIl In my opinion the lowest leYel managers are afraid of those staff 3.06 1319 0.812
members who have connections with the top-level managers.
MB2 In my opinion managers are no.t partlcularly interested in how their 3.20 1.188 0.638
relatives or friends perform their job.
The manager of the company is not likely to dismiss or demote his
MB3 relative (friend) even if he fails to meet the qualification requirements. 287 1298 0871
In the organizations where there are many relatives or friends
MB4 employed, any disagreements within the family become 3.09 1.267 0.776
functioning /business problems.
Career success in an organization where there are many relatives or
MB5 friends of the manager/owner employed is not linked to the 3.16 1.259 0.737
employee’s performance.
PONA POSITIVE NEPOTISM ASPECTS 22.34 7.097 0.897
PNAIL The relatives/friends of managers feel greater responsibility for their 283 1184 0.680
performance.
The relatives/friends of managers try to do their job better than others
PNA2 so that they would not bring shame to the family. 279 1.140 0774
PNA3 The re}ahyes /friends of managers feel greater commitment to the 282 1167 0.719
organization than other employees.
The work of relatives in a company where management is handed
PNA4 down from generation to generation is very useful for smooth 2.86 1.159 0.517
continuation of operations.
PNAS Employees who are relatives improve communication in a 277 1104 0.751
workplace/company.
PNAG Increasing the number of relatives/friends in an organization better 289 1163 0.771
affects management processes.
The presence of relatives/friends in an organization provides favorable
PNA7 working conditions that encourage employees to work successfully 2.69 1.164 0.807
and to seek good performance results.
PNAS Prqmotlon of relatives in an organization/ company is useful because it 268 1199 0.764
unites everyone for work based on common aims and values.
NENA NEGATIVE NEPOTISM ASPECTS 18.27 6.196 0.887
NNAT Recrmtr.nent of employees always depends on the personal 3.03 1341 0572
connections with the manager.
In the organizations where relatives/friends of the manager are
NNA2 prioritized, it is difficult to attract and retain specialists who are not 3.06 1.268 0.787
relatives.
NNA3 Lower—l.evel managers are afraid of those subordinates who have 3.02 1231 0.854
connections with the top-level managers.
NNA4 The employee will never get the job that the relative of the manager 3.03 1.097 0.759
holds or expects to hold.
NNA5 The employee promoted due to his relationships causes harm to the 307 1317 0.845

organization.
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Table 1. Cont.

Code Variable Structure M1 SD1 CA'l FL1!
FSTR Communication with co-workers causes stress: FEELS STRESSED 8.57 3.652 0.803
FS1 I thll’.lk of ea'ch word when I <':0'mmu.n1cate with the colleagues who are 292 1.370 0.952
relatives/friends of the administration.
FS2 I always communicate very cautl(?usly with the relatives/friends of 204 1.458 0.856
managers who work at my organization.
My work results are negatively affected by the fact that the employees
FS3 who have a family relationship with the manager/owner are valued 2.70 1.481 0.515
more.
Communication with co-workers causes mistrust: FEELS
2
MIST MISTRUSTED 15.43 5.355 0.845
MT1 Therg is mjutual mistrust at work between me and the manager’s 314 1338 0.870
relative/friend.
MT2 Inegatively assess the colleague who is the manager’s relative/friend. 3.10 1.420 0.841
MT3 The manager’s relative/friend will never gain my trust as the 297 1311 0.883
employee.
MT4 In my opinion the manager’s rela’slve /friend who works in an 393 1271 0.800
organization causes internal conflicts at work.
MT5 I'would like to have a relative/friend in a high-ranking position at my 298 1.467 0.542
workplace.
ORGF ORGANIZATIONAL FUNCTIONING 4.31 2.258 0.819
ORGl1 How long have you been working for this organization? 2.26 1.420 0.967
ORG2 The age of the employee. 2.05 0.997 0.762

12 Notes: M—mean; DS—Standard deviation; CA—Cronbach’s Alpha; FL—Factor loadings; N = 352 for all items. 2 Variable MIST was
reduced to four items (MT1, MT2, MT3 and MT4) for reasons explained in the text (Section 4.1). Corrected MIST values: M = 12.44;

SD =4.59; CA =0.881.

Additionally, a confirmatory factor analysis (CFA) and estimated factor loadings of
all six constructs were conducted. This helped to test the measurement for convergent
validity and verified the structural model (see Table 1). The factor loading values followed
the rule [32] that explained that path coefficient measurement had to be above 0.5.

3.2.1. Measurement of Manager Behavior

The instruments widely used to measure manager behavior do not include the as-
pect of nepotism. In order to measure the behavior of the manager who supports nepo-
tism in the organization, five items were proposed following the analysis of conducted
surveys [23,31-36]. The Manager Nepotism-Based behavior (MANB) scale was constructed
based on the principles of organizational measurement mentioned in the literature review
section. Five items were included to measure manager nepotism-based behavior, which
were: MB1 “In my opinion the lowest level managers are afraid of those staff members
who have connections with the top level managers”; MB2 “In my opinion managers are
not particularly interested in how their relatives or friends perform their job”; MB3 “The
manager of the company is not likely to dismiss or demote his relative (friend) even if
he fails to meet the qualification requirements”; MB4 “In the organizations where there
are many relatives or friends employed, any disagreements within the family become
functioning /business problems”; MB5 “Career success in an organization where there are
many relatives or friends of the manager/owner employed is not linked to the employee’s
performance.” The MANB scale responses ranged from 1 (strongly disagree) to 5 (strongly
agree) and had a Cronbach’s alpha (CA) of 0.828, indicating high internal consistency. The
MANB total scale of five items was averaged, with higher scores indicating the greater
agreement that manager behavior was nepotism-based (M = 15.39; SD = 4.871; CA = 0.828).
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3.2.2. Measurement of Positive Aspects of Nepotism

According to Rowshan et al. [22] and Vveinhardt et al. [33], nepotism in the private
and public sectors is considered more effective where it is properly used, for example,
where a person in charge tries to prove his or her own value, because it would be a shame
to fail to fulfil tasks due to the lack of qualifications and one would not wish to be in a
position based on nepotistic practice. This means that efficiency of activities and employee
performance show the prevalent status of nepotism (positive/negative). According to the
abovementioned study, eight items were added to the Positive Nepotism Aspects (PONA)
measurement, from PNA1 to PNAS (Table 1). The PONA scale showed high internal
consistency as Cronbach’s alpha was 0.897. Responses ranged from 1 (strongly disagree) to
5 (strongly agree). The PONA total subscale was averaged with higher scores, indicating
higher agreement with positive nepotism aspects (M = 22.34; SD = 7.097; CA = 0.897).

3.2.3. Measurement of Negative Aspects of Nepotism

Negative nepotism is a phenomenon that is detrimental to the entire organization
and, as it progresses, negatively affects the internal climate of the organization and the
trust of employees in the organization, and violates the functionality of the organization’s
processes and distorts its culture.

The six items for the NENA scale were created to identify distinct dimensions of the
employees’ job experience across domains of cohesion, flexibility, communication, and
satisfaction with organizational functioning and adequate job position relationships (see
Table 1) [35,36]. Based on this conceptualization, the NENA scale for the study included
two questions posited to represent perceptions of illegal hiring based on kinship or personal
relationships, two questions posited to represent perceptions of career opportunities due to
personal relationships, and two questions regarding a negative atmosphere at work as far
as employee communication was concerned. All items were rated on a Likert scale with
responses ranging from 1 (strongly disagree) to 5 (strongly agree). All items were averaged
together as one scale, with higher scores indicating the greater employee perceptions of
manifestations of nepotism in the organization (M = 18.27; SD = 6.196; CA = 0.887).

3.2.4. Communication with Co-Workers

Based on social relation studies, which highlight nepotism as a harmful phenomenon
that has a negative impact on the internal climate of the organization and employee
trust, undermines the functionality of the processes in an organization, and distorts its
culture [21,27,36,37,45], a questionnaire was drawn up of eight items for the purpose of
measuring communication with co-workers. Those items included two important dimen-
sions of communication (see Table 1). The first dimension was related to the communication
with co-workers that causes stress (FSTR, Table 1): FS1 “I think of each word when I com-
municate with the colleagues who are relatives/friends of the administration”; FS2 “I
always communicate very cautiously with the relatives/friends of managers who work
at my organization”; FS3 “My work results are negatively affected by the fact that the
employees who have a family relationship with the manager/owner are valued more.” The
second dimension was related to the communication with co-workers that causes mistrust
(MIST, Table 1: MT1 “There is mutual mistrust at work between me and the manager’s rela-
tive/friend”; MT2 “I negatively assess the colleague who is the manager’s relative/friend”;
MT3 “The manager’s relative/friend will never gain my trust as the employee”; MT4 “In
my opinion the manager’s relative/friend who works in an organization causes internal
conflicts at work”; MT5 “I would like to have a relative/friend in a high ranking position
at my workplace.” Responses ranged from 1 (strongly disagree) to 5 (strongly agree). The
FSTR items were averaged together, with higher scores indicating the greater agreement
with stressful feelings (M = 8.57; SD = 3.652; CA = 0.803), and in the MIST subscale all items
were averaged together as one scale, where higher scores indicated the greater agreement
with feeling mistrusted (M = 15.43; SD = 5.355; CA = 0.845).
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3.2.5. Organization Functioning Measurement

Nepotism, favoritism, and protectionism are detrimental to the entire internal control
system, as they have negative consequences for the organization, such as a decrease in the
level of employee satisfaction with work and loyalty to the organization, a decline in their
commitment, lack of motivation, and increase in intentions to leave work [45-48].

The interest of researchers in organizational commitment dates back to the 1960s. In
this study organizational functioning (ORGF) was measured by two items: ORG1 “How
long have you been working for this organization?”; ORG2 “The age of the employee.”
Cronbach’s alpha of 0.819 allowed us to establish that the organizational functioning scale
had high internal consistency [48-51].

3.3. Model Measurement Procedure

The AMOS version 26 program and the structural equation modeling (SEM) were
conducted to check the study hypotheses. The SEM was preferred to test research hy-
potheses because it provides the possibility to examine latent constructs [52—-60]. As can
be seen in the conceptual models (Figure 1a,b), the outcome variable of interest was a
latent variable that involved two observed indicators (employee age and how long em-
ployees have been working for organization). Moreover, by using SEM, there was the
possibility to study whether the hypothesized model was consistent with the collected data
sample [53-62]. The statistical procedure named in AMOS version 26 as Full Information
Maximum Likelihood (FIML) was used to account for missing values [53,54].

The preliminary analyses were used to examine whether there were any differences
between the employees from the public organization sector (PUBS) group and the private
sector (PRVS) organization group. Split data was used based on demographic characteris-
tics as significant group differences that may confound the moderating effect. Specifically,
a multivariate Analysis of Variance (ANOVA) was conducted to examine the differences
among group means on variables including NENA, NONA, MANB, MIST, and FIST. Sig-
nificant differences indicated (see Table A2, Appendix A) that the PUBS group and the
PRVS organizations group should remain separated and a multi-group moderation analysis
would be performed.

Two concurrent comparison moderation models were created and an analysis was
conducted to compare them. The first moderation model included an estimation of the
effect of the predictor variables on the outcome variable using constrained structural paths
that were set to be equal across both groups (NENA, NONA, MANB, MIST, and FIST). The
second moderation model included an estimation of the effect of the predictor variables
on the outcome variable using structural paths that were allowed to differ across both
organization groups (PUBS and PRVS).

Additionally, the permutation model accounting for negative nepotism aspects that
influenced organizational functioning was conducted to address the possibility of a nega-
tive feature as an extraneous factor driving the model. Specifically, research question one
was addressed in four steps. First, negative nepotism impact was examined in conjunction
with all the study variables to identify significant correlations. Second, it was included
into the best fitting model as a predictor for variables that were significantly correlated
with negative nepotism aspects. Third, model fit for the permutation model was evaluated.
Finally, the pathways within the permutation model were examined to determine if positive
nepotism aspects uniquely contributed to organization functioning when accounting for
negative nepotism impact.

4. Results

The literature on structural equation modeling recommends a two-step process to
assess full models with latent variables [48-55]. Therefore, we tested the fit and construct
validity of our measurement model (Section 4.1), and additionally tested structural models
and hypotheses (Section 4.2). In both steps, we used the maximum likelihood procedure.
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4.1. Conceptual Model Validity Results

In the first step the conceptual model was tested for the satisfactory result. Correlations
and convergent and discriminant validity for all conceptual model variables are presented
in Table 2. The univariate normality was acceptable according to the absolute values of
kurtosis and skewness measurement (all were below 3 and 7, respectively) [52-57]. The
multicollinearity check indicated no evidence of multicollinearity. All tolerance values
were greater than 0.20, indicating no evidence of multicollinearity.

Table 2. Convergent and discriminant validity measurement for conceptual model variables.

Convergent Validity 2 Discriminant Validity 3
Variables !
CA CR AVE FSTR MIST MANB PONA NENA ORGF
FSTR 0.803 0.831 0.635 0.797
MIST 0.881 0.912 0.721 0.405 ** 0.849
MANB 0.828 0.879 0.594 0.718 ** 0.564 ** 0.771
PONA 0.897 0.899 0.530 —0.415*  —0.395**  —0.466 ** 0.728
NENA 0.887 0.877 0.592 0.723 ** 0.484 ** 0.826 ** —0.408 ** 0.770
ORGF 0.819 0.861 0.758 —0.492*  —0.222*%  —0.466 ** 0.358 ** —0.478 ** 0.871

Notes: ! Variables: FSTR—Communication with co-workers raises stress: Feels Stressed; MIST—Communication with co-workers raises
mistrust: Feels Mistrusted; MANB—Manager Behavior; PONA—Positive Nepotism Aspects; NENA—Negative Nepotism Aspects; ORGF—
Organizational Functioning. 2 Convergent validity: CA—Cronbach’s alpha; CR—Construct Reliability; AVE—Average Variance Extracted.
3 Discriminant validity: in the correlation matrix: **. Correlation is significant at the 0.01 level (2-tailed); on the diagonal are square roots.

The confirmatory factor analysis showed that one item with standardized factor
loadings lower than 0.60 had to be eliminated [50-52]. This item (MT5) corresponded
to application of the communication with co-workers’ feelings of mistrust (MIST scale
construct, Table 1). The confirmatory factor analysis was conducted to assess the validity of
the constructed model with five constructs. All criteria showed that the convergent validity
was satisfactory [50-52], and the factor loadings were all significant (p-value < 0.001 level).

The other indicator of convergent validity showed good satisfaction for both Cron-
bach’s alpha (CA) and construct reliability (CR), which were higher than 0.70 for all
variables [48-53]. Furthermore, the average variance extracted (AVE) estimates all were
greater than 0.50 and varied from 0.530 to 0.758 (Table 2). Additionally, the square root
of AVE measures for each theoretical model’s constructs was calculated. All AVEs were
greater than the correlation coefficients, except the MANB construct, but, all in all, these
findings proved the evidence of discriminant validity (Table 2) [50-58].

The percentage of overall missing data for all study variables was small (0.7%) and
ranged from 0% to 3.5% missing responses per any given individual indicator within a
measure. Moreover, Little’s MCAR test was non-significant (x?=7.519,df =4, p=0.111)
and indicated the data were missing completely at random.

4.2. Structural Model Analysis and Hypotheses Testing

The direct path model based on theoretical suppositions of the relational turbulence
model was examined for the primary analyses. This analysis let to evaluate the relation-
ships between theoretical model variables in order to obtain the full model and test the
hypotheses according to the negative nepotism effect on organizational functioning. Direct
path model measurement results are presented in Figure 2 (Section 4.2.1). Additionally, we
conceptualized a model based on negative nepotism constraint theory in which negative
nepotism was posited to serve as a mediating influence (Section 4.2.2).

4.2.1. Hypotheses H1, H2, H2a, H2b and H3 Based on the Relational Turbulence Model

Direct effects were explored to examine the relationship between nepotism constraints
and organization functioning (see Figure 2). Model 1 fit for H1 was appropriate, x> = 3.47
(df =3, p=0.325), CF1 =0.996, NFI = 0.972, TLI = 0.967, RMSEA = 0.035, and PCLOSE = 0.467
(see Figure 2a). The nepotism presenting variables accounted for 33% of the variance in or-
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ganization functioning. Hypothesis 1, which specified that the manager of the organization
supports nepotism, cronyism, favoritism and other forms of protectionism that negatively
affect the organization’s activities, was confirmed (see Figure 2a). Higher perceptions
of manager nepotism-based behavior (MANB variable) were negative and significantly
associated with higher perceptions of organizational functioning ( = —0.335, p < 0.001,
Model 1).
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Figure 2. Direct path models based on theoretical suppositions of the relational turbulence: (a) Model 1 (x> =347[df =3,
p = 0.325], CFI = 0.996, NFI = 0.972, TLI = 0.967, RMSEA = 0.035, and PCLOSE = 0.467) for H1 and H2, H2a, and H2b
clarification; (b) Direct effects Model 2 (x2 = 4.23 [df = 4, p = 0.615], CFI = 0.996, NFI = 0.998, TLI = 0.999, RMSEA = 0.025,
and PCLOSE = 0.867) for H3 explanation.

Specifically, higher perceptions of feeling stress at work (FSTR variable) were neg-
ative and significantly associated with higher perceptions of organizational functioning
(B =—0.328, p < 0.001, Model 1). These findings proved Hypothesis 2 (H2), which specified
that nepotism, cronyism, favoritism and other forms of protectionism create a negative
psychological climate in the organization. Correspondingly, it can be mentioned that in
Model 2 were included all constructs, the negative and significant coefficient for FSTR
(feeling stress) appeared (3 = —0.257, p < 0.001) and once more confirmed Hypothesis 2a,
which specified that a negative psychological climate in the organization causes tension in
communication and increases mistrust among employees.

Perceptions of mistrust feelings (MIST variable) were not found to be significantly
associated with perceptions of organizational functioning (3 = 0.088, p = 0.052, Model 1)
and this finding rejected the Hypothesis 2b (H2b): Negative psychological climate in the
organization gives rise to mutual suspicion and snooping.

Model 2 fit for H3 was appropriate, x> = 4.23 (df = 4, p = 0.615), CFI = 0.996, NFI = 0.998,
TLI = 0.999, RMSEA = 0.025, and PCLOSE = 0.867. The nepotism presenting variables
accounted for 35% of the variance in organizational functioning (see Figure 2b). Higher
perceptions of positive nepotism (PONA variable) were positive and significantly associ-
ated with higher perceptions of organizational functioning ( = 0.155, p < 0.001). Moreover,
Model 2A (x? = 3.87 [df = 3, p = 0.457], CFI = 0.996, NFI = 0.998, TLI = 0.988, RMSEA = 0.035,
and PCLOSE = 0.745) indicated that MANB (3 = —0.275, p < 0.001) and FSTR (3 = —0.310,
p < 0.001) in positive nepotism effect had lower negative influence on the organizational
functioning (Model 2A; see Figure A2, Appendix B). These findings proved the Hypothesis
3 (H3): Positive aspects of nepotism, cronyism, favoritism, and other forms of protectionism
have a positive effect on the organization’s activities.

A bootstrap procedure was conducted that provided the standard errors for total,
direct, and indirect effects and allowed to test their significance [49,62]. To check these
hypotheses we constructed a structural Model 3 fit for hypotheses H4, H4a, and H4b,
which was acceptable, x> =12.28 [df =6, p =0.298], CFI = 0.977, NFI = 0.965, TLI = 0.943,
RMSEA = 0.042, and PCLOSE = 0.517 (see Figure Ala, Appendix B). There were added
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direct relationships between each negative nepotism variable (MANB, MIST, and FSTR)
and the organizational functioning latent variable (ORGF) in the Model 3.

Conducted analysis indicated that indirect effects of co-workers” communication that
raises stress and manager behavior on organization functioning were significant (p < 0.01;
see Table 3), but communication that raises employees’ mistrust did not show the significant
indirect effect (p < 0.01; see Table 3). These findings proved H4 and H4a and rejected
H4b. Moreover, the study result provided evidence that negative nepotism mediates
the relationships between MANB and FSTR components and organizational functioning.
Additionally, it can be mentioned that the direct and indirect effects of application of the
negative nepotism effect and employees” mistrust of organizational functioning were not
significant and did not indicate mediation (see Table 3).

Table 3. Standardized direct, indirect, and total effects for three different models.

Model 31 Model 4 Model 5
(Both Sectors) (Private Sector) (Public Sector)
MANB—NENA—ORGF MANB—NENA—ORGF MANB—NENA—ORGF

DIE INE TOE DIE INE TOE DIE INE TOE

0.620 *** —0.327 *** 0.293 *** 0.588 *** —0.279 *** 0.309 *** 0.626 ** —0.323 *** 0.288 ***
FSTR—NENA —ORGF FSTR—NENA —ORGF FSTR—NENA —ORGF

DIE INE TOE DIE INE TOE DIE INE TOE

0.266 *** —0.147 *** 0.125 *** 0.257 *** —0.122 *** 0.135 *** 0.288 ** —0.148 *** 0.140 ***
MIST—NENA—ORGF MIST—NENA—ORGF MIST—NENA—ORGF
DIE INE TOE DIE INE TOE DIE INE TOE
0.028 —0.015 0.013 0.081 —0.038 0.048 —0.024 0.013 —0.011

! Note: Model 3 is presented in Appendix B as Figure Ala. DIE = Direct effect; INE = Indirect effect; TOE = Total effect. FSTR—
Communication with co-workers raises stress: Feels Stressed; MIST—Communication with co-workers raises mistrust: Feels Mistrusted;
MANB—Manager Behavior; NENA—Negative Nepotism Aspects; ORGF—Organization Functioning. *** Standardized coefficient is
significant at the 0.01 level and ** at 0.05 level (2-tailed).

Moreover, the study result provided evidence that negative nepotism mediates the re-
lationships between MANB and FSTR components and organizational functioning (ORGEF).
Additionally, it can be mentioned that the direct and indirect effects of application of the
negative nepotism effect and employees’ mistrust (MIST) to organizational functioning
were not significant and did not indicate mediation (see Table 3).

In order to fully examine the relationships between nepotism in public and private
sector organizations of Lithuania we constructed two models. Model 4 fit for Hypothesis
H6 was acceptable (x> = 11.47 [df = 6, p = 0.311], CFI = 0.977, NFI = 0.968, TLI = 0.943,
RMSEA = 0.035, and PCLOSE = 0.407) and allowed us to measure how nepotism influences
organizational functioning in the private sector (Figure 3b).

Model 5 fit for Hypothesis H5 (x? = 10.37 [df = 6, p = 0.318], CFI = 0.997, NFI = 0.981,
TLI = 0.976, RMSEA = 0.034, and PCLOSE = 0.597) and thus the influence level of nepotism
in the public sector was clarified (Figure 3a). Additionally, it should be noted that mea-
surement of the influencing relationships in Model 5 findings proved Hypothesis H5. The
significant, negative, and large effect NENA: 3 = —0.516, p < 0.001, Figure 3b) disclosed
that nepotism is tolerated in the public sector organizations and makes a significant direct
impact on organizational functioning (Figure 3b). Furthermore, the Model 4 study findings
led us to reject Hypothesis H6: Nepotism, cronyism, and favoritism have a positive effect
on the functioning of private sector organizations. The significant and negative effect
of nepotism (NENA: 3 = —0.474, p < 0.001, Figure 3a) showed that the private sector
employees who worked in a family-run business generally viewed nepotism only slightly
more favorably than employees in public organizations.
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Figure 3. Mediation models based on indirect relationship between nepotism features, explaining
construct variables and organization functioning: (a) Model 4 mediation model (x2=1147[df =6,
p =0.311], CFI = 0.977, NFI = 0.968, TLI = 0.943, RMSEA = 0.035, and PCLOSE = 0.407) presenting the
indirect relationships between nepotism constraints and private sector organizational functioning;
(b) Model 5 mediation model (x> = 10.37 [df = 6, p = 0.318], CFI = 0.997, NFI = 0.981, TLI = 0.976,
RMSEA = 0.034, and PCLOSE = 0.597) presenting the indirect relationships between nepotism
constraints and public sector organizational functioning.

Additionally, it can be mentioned that the calculations led us to assume that nepo-
tism, cronyism, and favoritism had significant negative direct effect (NENA: 3 = —0.528,
p < 0.001) on the functioning of both sector organizations (Figure Ala, Appendix B). Fur-
thermore, we tested an alternative Model 6 that included a direct path from MANB to ORGF
(not from FSTR and MIST to ORGF). Model 6 (x? = 10.17 [df = 5, p = 0.327], CFI = 0.988,
NFI = 0.978, TLI = 0.965, RMSEA = 0.033, and PCLOSE = 0.766) was checked for both
sectors without separation. Also, it must be mentioned that according to the differences
between models: Ax? =2.11, Adf =1, p <0.05, it was indicated that Model 6 showed a better
fit than Model 3 (see Figure A1, Appendix B). Moreover, these findings led us to consider
that Model 6 as alternative model was better and it could also be used to prove H1, that
the highest negative value belonged to the manager of the organization who supports
nepotism, cronyism, favoritism and other forms of protectionism that negatively affect the
organization’s activities.

In summary, our study confirmed these results. First, this study suggests that tol-
erating negative nepotism processes can worsen employee emotional well-being and
reduce loyalty to the organization. These results confirmed what was demonstrated
previously [20-22]. Second, in analyzing the influence of the manager on the organiza-
tional processes, a negative direct relationship was demonstrated, which also showed that
when the mediating negative effect of nepotism was included in the analysis, it was further
enhanced. In other words, this is because managers whose leadership is based on nepotism,
favoritism, and protectionism have a significant negative impact on their organization.

Third, our results support other researchers” observations that managers create an
unfavorable psychological climate in the organization by creating a gap among employees
when hiring an employee with family, friends, and colleagues is more important than the
employee’s own competence, skills, knowledge, and qualifications [20-22].
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4.2.2. Hypotheses 4, 4a, 4b, 5 and 6 Based on the Mediating Effects

Hypotheses H4, H4a, and H4b predict that the relationship among the components
of the organizational functioning is mediated through negative nepotism (see Table 3).
Mediating effects can be analyzed by breaking total effects down into direct and indirect
effects [49,62].

5. Discussion and Limitations

In this study an investigation was carried out of the role of nepotism, favoritism, and
protectionism and the significance of job stress in Lithuanian private and public organiza-
tions. The quantitative questionnaire was used to collect the employees’ perceptions about
nepotism effects on the organization’s functioning. Based on a survey of 352 employees
from private and public sector organizations, this study included three control components,
MANB, MIST, and FSTR, which were chosen to investigate how the nepotism affects an
organization’s functioning.

Study findings show that nepotism decreases the organizational functioning, increases
stress, and statistically significant nepotism-based manager behavior highly negatively
affects private and public sectors’ organizational functioning. Finally, investigation results
showed that nepotism mediates the relationships between the three control components
and organization.

There was proved a mediating effect for nepotism-based manager behavior and
communication that raises co-workers’ stress. The control component that evaluated
employees’ communication that raises co-workers” mistrust did not show statistically
significant direct or indirect effect on organizational functioning in this study.

This study makes several contributions. From a theoretical perspective, our results
reinforce the importance of negative nepotism impact on organizational functioning in
the relationships between the components of stress, mistrust, and managers’ behaviors.
This confirmed once again that nepotism-based organizational governance raises negative
factors such as stress, poor performance, distrust [29,32,38].

The most important contribution of this study is to show that nepotism is supported
by managers, thus promoting negative factors within the organization, causing emotional
stress and stress to employees and creating distrust-based employee relationships. Two
components were involved in the study of the impact on the micro-climate in the organiza-
tion: stress (FSTR) and mistrust (MIST). The study revealed the specific impact of nepotism
on these components, describing the organization’s micro-climate. From an empirical
perspective, the results confirmed the findings of previous studies and provided additional
insights into the role of mediation of nepotism. Previous studies have not analyzed the
mediating relationship between employee stress and the influence of management on the
organization specifically through nepotism.

According the results of the research, manager behavior based on nepotism, favoritism,
and protectionism was found to create considerable stress in the workplace for employees,
which leads to job dissatisfaction and increases the possibility of intention to quit. Nepotism
has the highest negative impact on job stress. These practices all have a direct negative
effect on Lithuanian organizations functioning in private as well as in public sectors.

The results of the research made by the Special Investigation Service [24] show that
the level of nepotism in municipalities and their enterprises is high (i.e., about 17-19%),
and therefore nepotism, cronyism, and favoritism not only have a negative impact (i.e.,
stress and mistrust) on the unfavorable climate of some organizations, but also pose a
threat to society as a whole, especially when there are many such organizations. The rise
of nepotism in the public sector not only has a negative impact on public citizens, but
also undermines trust in government institutions in general. Both of these aspects of the
expression of nepotism pose a direct threat to the security and sustainability of the country
and should be further explored with a focus on governmental organizations.

This study has limitations. First, the questionnaire construct design was based on dif-
ferent scientific studies from different countries. Second, measurement of the application of
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the organizational functioning principle construct used only two items. Third, the majority
of respondents were younger employees with fewer than five years work experience. For
all these reasons, our findings must be interpreted cautiously. To clarify, other variables
measuring the influence of nepotism, favoritism, and protectionism on organizational
functioning can be included in the study. It can also be assumed that all components of a
control process must be fair, to avoid offsetting effects between components. This obviously
goes beyond the three dimensions examined in this study.

Future research can include variables such as subjectivity, formality, or the use of
non-financial performance measures that have been considered in other studies. Despite
its limitations, our study provides interesting evidence regarding the role of results control
systems on perceived nepotism and organizational commitment. Furthermore, this research
can be repeated with an enhanced number of variables presenting different organizational
functioning setups with a larger sample size to further improve understanding of how
negative nepotism reduces not only organizational efficiency but also create premises for
the corruption at all management levels of the public sector from local authorities up to
central government institutions.

6. Conclusions

The following outcomes of the study have been confirmed:

Firstly, the study shows that tolerance of negative nepotism processes may worsen the
emotional state of employees and reduce their loyalty to the organization. These results
confirmed what was previously asserted.

Secondly, the analysis of the manager’s impact on the organizational processes showed
a negative direct relationship; furthermore, it showed an increase in the mediating negative
effect of nepotism. In other words, managers whose management is based on nepotistic
practices have a great negative impact on the organization.

Thirdly, our results confirm the observations made by other researchers that managers
create a negative emotional climate, causing distancing between employees when a member
of staff is recruited whose main advantage is his or her family connection or friendship
rather than competence, skills, knowledge, and qualifications required for work.

The results of the research showed that the problem of nepotism is still relevant in
Lithuanian society. The information obtained during the study was based on the analysis
of the body of research provided in the theoretical part of the study. This allowed to
identify that nepotism first erodes trust, then creates an unfavourable internal atmosphere
in the organization and causes internal conflicts, resulting in the poor performance of the
company, poor quality of services, and the likely loss of specialists.

Nepotistic practices in public and private organizations in Lithuania reduce not only
the efficiency of organizations, but also create premises for and promote corruption at all
management levels, starting from private sector institutions and local authorities up to
central government institutions. Therefore, nepotism as well as other manifestations of
corruption, pose a threat to the sustainability of state and national security. Nepotism as a
social phenomenon must be studied by various approaches (cultural, social, political, and
economic), as well as at different levels of the state (organizational, municipal, governmen-
tal). Scholars will be able to use the results of the test for both future scientific research and
theoretical description of nepotism, cronyism, and favoritism. Models for the prevention
of this form of corruption can be constructed on the basis of this research.
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Appendix A

Table A1. The demographic representation of respondents.

Variable Respondents Variable Respondents
Age Number of employees
30 or younger 135 (38.4%) <10 34 (9.7%)
31-40 95 (27.0%) 10-50 57 (16.2%)
41-50 91 (25.9%) 51-250 144 (40.9%)
51+ 31 (8.8%) 251+ 117 (33.2%)
Gender Organization
Male 208 (59.1%) Public sector 188 (53.4%)
Female 144 (40.9%) Private sector 164 (46.6%)
Education Work experience
University higher 99 (28.1%) <5 years 161 (45.7%)
College higher 40 (11.4%) 5-10 57 (16.2%)
Upper secondary 129 (36.6%) 11-15 55 (15.6%)
Lower secondary 26 (7.4%) 16-20 39 (11.1%)
Other 58 (16.5%) 21+ 40 (11.4%)
Position
Manager 56 (15.9%)
Specialist 147 (41.8%)
Administrative employee 27 (7.7%)
Worker 88 (25.0%)
Other 34 (9.7%)

! Note: n = 352 respondents.
Table A2. Summary of differences between public and private sectors.
Public Sector Private Sector ANOVA
Variable n=188 n=164
M SD M SD F p!

FSTR 7.927 3.502 9.122 3.699 9.614 0.002
MIST 11.617 4.542 13.154 4519 10.093 0.002
MANB 14.189 5.012 16.441 4.497 19.745 0.000
PONA 23.518 7.570 21.309 6.505 8.677 0.003
NENA 16.744 6.289 19.601 5.809 19.616 0.000

Note: M—mean; SD—standard deviation; F = F-ratio; ! p = significance. FSTR—Communication with co-
workers raises stress: Feels Stressed; MIST—Communication with co-workers raises mistrust: Feels Mistrusted;
MANB—Manager Behavior; NENA—Negative Nepotism Aspects; ORGF—Organizational Functioning.
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Appendix B
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Figure A1. Mediation models based on indirect relationship between nepotism features explaining
construct variables and organizational functioning: (a) Model 3 mediation model (2 =1228[df =6,
p =0.298], CFI = 0.977, NFI = 0.965, TLI = 0.943, RMSEA = 0.042, and PCLOSE = 0.517) presenting the
indirect relationships between nepotism constrains in both private and public sector organizational
functioning (without separation); (b) Mediation effects Model 6 (¢ = 10.17 [df = 5, p = 0.327],
CFI = 0.988, NFI = 0.978, TLI = 0.965, RMSEA = 0.033, and PCLOSE = 0.766) for H3 explaining both
private and public sector organizational functioning (without sector separation).

FSTR @D
? 590
MIST ORG1
921
MANB ORG2

Figure A2. Direct effects Model 2A (X2 =3.87 [df = 3, p = 0.457], CFI = 0.996, NFI = 0.998, TLI = 0.988,
RMSEA = 0.035, and PCLOSE = 0.745) for H3 explanation.
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