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[bookmark: _Toc500934561][bookmark: _Toc501030155]EL 1. Implementing a team-based incentive system
The issue of whether incentives or Pay-for-Performance (PFP) programs improve productivity is highly contested in both the private and public sectors. Hewlett-Packard’s experience in the 1990’s tells a story of a team-based pay-for-performance gone wrong throughout the organization. The following paragraphs provide a review of this experience before asking you to consider principles for developing a team-based incentive system.  
According to Professors Michael Beer and Mark Cannon, here was a company whose employees were committed and focused within a management by objectives program (see Chapter 8). They worked in 13 decentralized units and had a high degree of mutual trust and organizational spirit. The company did not have any executive bonuses and the salaried workforce used a peer comparison system to award merit increases.[endnoteRef:1] [1:  Beer, M., & Cannon, M.D. (2004). Promise and peril in implementing pay-for-performance. Human Resource Management, 43, Spring, 3-43. ] 

Managers wanted to try something new to entice employees and give employees who were working hard something extra. The idea was to give a special carrot, “more money” for those who were superlative and go the extra mile. Employees liked the idea. And, even though they were not dissatisfied with their pay and did not feel it was unfair, the chance to outperform was an opportunity to benefit from higher pay. 
In the implementation, managers introduced team goals and a team-based pay, which included three reward levels.  The thought was that 90% of the employees could reach level 1, 50% level 2, and 10% could achieve level 3. Everything went well for the first six months and most team members hit levels 1 and 2.  But, because more people than expected were rewarded at higher levels, managers adjusted the goals upward. This was when the complaints started. 
Later, some teams found it difficult to meet their goals, because many factors were out of their control, such as the delivery of parts. High performance teams refused to admit new members to their team who they thought to be less competent. This produced a greater disparity between teams and a reduced mobility between teams. Some of the teams became more isolated entities focusing inward on themselves. The ideas and learning from one team were often not diffused to other teams. When the high performing teams did not win the rewards they were used to, they were angry. 
In the end, 12 of the 13 organizational units abandoned the pay-for-performance systems they had enthusiastically endorsed months before.[endnoteRef:2] A marked learning from this pay-for-performance experiment was that there was a wide gap between what managers expected would happen and the benefits and costs it generated. Here are three possible explanations for what when wrong.     [2:  Beer, M., & Cannon, M.D. (2004). Response to Comments: Promise and peril in implementing pay-for-performance. Human Resource Management, 43, Spring, 45-48.] 

1. The unit managers, on reflection, commented on how difficult it was to implement a performance-for-pay system. The lack of knowledge or experience was reflected in the obvious problems which were created by managers changing the performance standards in mid-stream and not being clear on performance standards. Employees did not have control over the factors that affected their production. However, the authors felt that being just a little bit smarter – with training, communication, clarity of standards, and support from human resources – might have improved the chances of implementation.   They hint that pay and incentive systems are not a universal answer to performance and motivational problems. All such systems deteriorate, signifying the need to be redesigned and rethought over time. This might be because pay and incentive systems do not fully address intrinsic motivational needs of improving learning, interest, and commitment to jobs. 
2. The choice of the pay-for-performance system did not fit the high commitment culture of the company. A pay-for-performance system is based on an instrumental mechanism of control such as providing or taking away money to focus performance and motivation. Other organizations get commitment to strategy by developing networks and cultures and people who work together within a feeling of mutual trust. Thus, before entering into a new pay-for-performance system, HP might have asked “What are our assumptions, value, and strategy, and, therefore, what kind of HRM system do we want to build?”  Pay-for-performance might not be desirable where employees see value in the “work itself, involvement, leadership, and culture...” Some people equate a pay-for-performance culture with a more “carrot and stick” motivation theory, something MacGregor defines as Theory X assumptions about motivation. 
3. The need for local unit managers to involve employees in decisions about a new pay-for-performance system. It seems that participation and negotiation are key principles in many successful implementations. This involves the decision to adopt, the design, the administration, and the potential changes. 
	The following principles in figure 16.1 reflect a number of questions to be addressed in designing a PFP system. These relate to stating goals and measures in a way that link to the organization’s overall goals, defining measures that are valid and reliable as well as motivational, setting rewards that are valued as well as intrinsically motivating, and designing and fairly administering the process.
Questions and Task 
1. Based on HP’s experience and your reading of the chapter, how would you articulate these principles so that they would be useful in designing a team based reward system for garbage works? 
 2. Assume you have the responsibility in managing group of public service garbage workers who are collecting garbage and compost. 
3. How would you set up a team based reward system to motivate various two person teams working in 15 districts in the city and each district has 15-18 garbage workers in it?

Information about garbage collectors.
The people who collect garbage usually work for the municipal government and often work in pairs, picking up and removing waste, recyclable goods, or yard debris from residential neighbourhoods, businesses, and public parks. The garbage collectors need to be in fairly good shape, as they often need to lift heavy bags of garbage, green waste and compost, furniture, recyclable objects and materials, and other miscellaneous items. When working in pairs, the driver's job is to navigate through the streets and operate the hydraulic lift; the other worker's job is to step out at each stop and attach the garbage containers to the lift. In the case of recycling containers, the garbage collector will scan the contents and remove any items that are inappropriate.
	Some of the newer garbage trucks are able to pick up large dumpsters without the help of another person. The driver simply pulls up to the dumpster, drops the lift, and uses levers to pick up and dump the load. The waste is dumped into the back of a garbage truck and then driven to the appropriate disposal location (a landfill, recycling plant, or compost station).

Figure 16.1 – Principles for Designing a Pay-for-Performance Plan


[bookmark: _Toc500934562][bookmark: _Toc501030156]EL 2. Responding to problems in merit pay plans
Researchers have identified several problems with merit pay systems, including difficulties of measuring performance, acceptance of results, desirability of rewards, the perceived lack of connection between rewards and work done, and the unintended effects on morale and trust.[endnoteRef:3] Table 16.1 summarizes these problems and some of the traditional solutions that managers have used to resolve them.  [3:  Campbell, D.J., & Campbell, K.M., & Chia, Ho-Beng (1998). Merit pay, performance appraisal, and individual motivation: An analysis and alternative. Human Resource Management, 37, 131-146. ] 


[bookmark: _GoBack]Table 16.1 -  Summary of Traditional Solutions for Responding to Problems with Merit Systems[endnoteRef:4] [4:  This table is based on: Campbell, D.J., & Campbell, K.M., & Chia, Ho-Beng (1998). Merit pay, performance appraisal, and individual motivation: An analysis and alternative. Human Resource Management, 37, 131-146. ] 


	1 Poor measurement of performance
(a) The validity of ratings is low as it is difficult to get a total picture of employee’s overall performance.
(b) A person’s output often depends on other individuals or clients. 

	1. Traditional solutions for resolving
(a) Use more objective measures and scales and train raters to avoid common errors. 
(b) Avoid using merit rating in situations where output depends on others. 
Result: Merit ratings are applicable only in select situations.

	2. Poor acceptance of supervisory feedback
(a) There is often disagreement about evaluations.
(b) Many supervisors are unskilled in offering feedback.
(c) Objectives of feedback (appraisal, feedback and change, and merit award) have different objectives and criteria. 
	2. Traditional solutions for resolving
(a)  Involve employees in process.
(b) Train supervisors and provide them with guide in giving feedback. 
(c) Separate the performance appraisal and review process and have different criteria and feedback sessions for different objectives. 
Result: Even with the changes, dissatisfaction is still reported. 

	3. Limited desirability and value of rewards 
(a) Merit increases are typically not large. 
	3. Traditional solutions for resolving
(a) Increase merit awards and use a distribution to give more awards to higher performers. 
Result: There is a reluctance to increase awards because of long time salary implications. Also, there is an inherent unfairness in forced distribution systems among good performers.  

	4. Lack of connection between performance and rewards
(a) There is often a time lapse between performance and feedback. Factors others than performance affect merit. 
	4. Traditional solutions for resolving
(a) Clarify the linkage between work and award and involve people in developing and administering a system which people trust. 
Result: Even with changes, an effective system takes time and commitment to develop and administer. 

	5. Potential unintended consequences 
(a) Individuals only focus on merit related activities
(b) Merit and other reward systems often have a negative effective on an individual’s intrinsic motivation. 
	5. Traditional solutions for resolving
(a) Involve people in the design and administration of system. 
(b) There is no consensus that rewards affect intrinsic motivation. 
Result: Even with changes, unintended consequences are still reported.



The solutions in table 16.1 illustrate common sense practices which include involving employees in the design and administration of the merit system, separating the performance appraisal and review process, having different criteria and feedback sessions for performance review and for merit, using more objective measures, and training supervisors to avoid common rating errors. 
The appeal of merit pay systems is linked to the assumed link to performance. Theoretically, merit systems attempt to link performance and pay and, even when this relationship is not perfectly defined, managers feel that such plans still communicate the importance of this message. 
The building and engineering department in the city of Calgary experienced many of these problems with their merit system and the negative feelings were so intense that after one merit review 12 of the 24 engineers in the city stormed into the office of Director Karl Johnson. They accused him of favouritism, having biased criteria for making the decision, and dividing the department for a lousy $50.00 monthly increase. They used words like, “You’ve rewarded your friends.” “You have no comprehension of what people are doing.” “If that’s the way you are going to manage, who wants to be on your team.” Karl was surprised and deeply concerned. He thought he had done a good job and did it as honestly as was possible. 
In trying to resolve the conflict, he agreed to a suggestion to form a committee to redesign the merit system to meet the different interests and suggestions of all the engineers in the city. The newly elected committee undertook the task responsibly. They interviewed others and developed a consensus of the company’s mission and strategic position. They defined goals and key customers, the key services and products they needed to offer. They examined their procedures and identified the most vital inputs for creating their products and services.  By the end of the process, they had developed a shared understanding of areas and activities critical for performance. They had identified what the unit actually did and what it should be doing.  Everyone was satisfied with the measures to be used in carrying out the next merit review. Finally, they recommended a peer group process where representatives of the engineering department’s 3 units would review each person’s performance and allocate the merit rewards. 
Over the next six years, the new merit system seemed to work well. Some people thought the system was fairer as it had clear criteria and employees were involved in designing and administering the system. But there was grumbling. Those that were getting more rewards before were not getting them now. They didn’t like the peer group evaluations. They wanted the previous system where Karl reviewed their performance. Karl was mystified at first and wondered if it was ever possible to design a merit system that didn’t have problems.[endnoteRef:5]  [5:  Eskew, D., Keneman, R.L., & Fisher, M.M. (1996). A survey of merit pay plan effectiveness: End of the line for merit pay or hope for improvement? Human Resource Planning, 19, 12-19. Heneman, R.L. (1992). Merit Pay: Linking Pay Increases to Performance Ratings. Reading, MA: Addison-Wesley.] 

One possible solution to the problem that people perceive in either supervisorial or peer group evaluations might be explained by attribution theory, which suggests that individuals all make unique inferences which affect their judgements. That is, different employees will evaluate the same level of performance differently. Evaluators and employees do not make the same connections in explaining a person’s actions or outcomes. Also, individuals evaluate the same level of performance differently, depending on whether they attribute the performance to a person’s effort or ability. If a supervisor infers performance is due to effort, he or she will rate the performance higher than if based on ability.[endnoteRef:6] [6:  Campbell, D.J., & Campbell, K.M., & Chia, Ho-Beng (1998). Merit pay, performance appraisal, and individual motivation: An analysis and alternative. Human Resource Management, 37, 131-146. ] 

Given this conclusion, Karl feels he is on the right track, but in managing the grumbling, he plans to refocus on the basic problems: (i) making sure the employees are involved in the design and administration, (ii) being clear on the measures of performance and why people think they are important, and (iii) making sure the system was perceived to be fairly administered.
Discussion Questions. 
1. Is Karl on the right track? 
2. Review table 16.1 and answer the questions:  “What solutions are most important in resolving the problems with merit systems? 
3. If one of the main reasons that people differ in their judgments of performance in merit reviews (and performance reviews generally) is due to the inferences that people make, what else would you recommend that Karl does? 

[bookmark: _Toc500934563][bookmark: _Toc501030157]EL 3. Implementing an Incentive Plan: Recognizing the Driving and Impeding Forces Affecting Success
For some people, designing effective incentive systems is easier said than done.  Chapter 16 reviews many things that can affect the success of incentive plans, including the lack of clarity of measures and the tendency of some workers to focus only on work where there are incentive rewards. However, if we understand these factors, and take steps to overcome these problems, a successful implementation is more likely. See Chapter 5 website (EL 2 for an explanation of the force field). However, the purpose of this exercise is to illustrate some of the resistances/problems that might occur in introducing a performance plan such as merit plan. 
The merit system to be introduced
There are 30 professional librarians and a total of 58 Merit Awards (MIs). A Member can receive 0, 0.5, 1.0, 1.5, 2.0, 2.5, 3.0, 3.5 or 4.0 MIs
Distribution Rules 
The unit threshold is 15% of the number of Members in the unit other than the Chairs, rounded down to the nearest whole number. In this case, the threshold is 4. This suggests that there has to be a distribution where each of the three levels receive at least the threshold number. In this case, at least 4 members have to be assessed at each of the three levels.
Levels
· Level 1: the total number of Members receiving 0.0, 0.5 or 1.0 MI is greater than or equal to the unit threshold; 
· Level 2: the total number of Members receiving 1.5, 2.0 or 2.5 MIs is greater than or equal to the unit threshold; 
· Level 3: the total number of Members receiving 3.0, 3.5 or 4.0 MIs is greater than or equal to the unit threshold. 
· Zeroes are not forced by the distribution rule

You are not required to assess or distribute merit rewards but to make recommendations for implementing and generally administering this plan.

Task: 
You are part of a project team who reports to the Head Librarian and are asked to make recommendations for how to communicate the goals of this plan and reduce possible resistance to implementing a merit evaluation system for professional librarians in the city of Burnaby.  In carrying out this task, you have asked to use the force-field analysis tool to define and deal with some of the possible resistances your team might encounter.  The steps include: 
1. Identify the facilitating and impeding forces that affect the implementation of an incentive program (name the type of incentive program and the context where you want to introduce it).  Facilitating forces are those that enhance implementation. Impeding, or restraining forces, are those which inhibit or make it more difficult to implement the incentive plan. 
2. In this exercise, we are asking you to assume that two of the restraining forces are (i) miscommunication and misunderstanding of the purpose of incentive program and what managers intend by adopting it, and (ii) people are motivated by different needs and incentives might be disruptive to their natural motivational goals.  
3. Identify the strengths of each of facilitating and impeding force. You can indicate this by the length of the arrows. (Longer arrows indicate more important or stronger forces.)
4. Identify ways to reduce or redirect the restraining forces. For example, workload might be a restraining force – generate ideas to reduce work rather than add to it and record them as facilitating forces. 
5. Identify ways to increase the facilitating forces. 
6. What are recommendations for reducing the restraining forces and increasing the facilitating forces?

Figure 16.2 Facilitating and Impeding Forces
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The force-field analysis tool provides a framework for problem-solving and for implementing planned change efforts around a wide range of group and organizational issues. By way of reviewing Lewin’s concepts,[endnoteRef:7] this discussion describes how to apply the method on a personal basis in response to the stress of working in an organization. [7:  Lewin, K. 1969. “Quasi-stationary social Equilibria and the Problem of Permanent Change.” In Bennis, W.G., Benne, K.D., and Chin, R. (Eds.), The Planning of Change. New York: Holt, Rinehardt, Winston, pp. 235-238.] 

The force-field analysis method illustrates that events and changes can be understood as part of a field of interacting forces. The interacting facilitating and restraining forces are in a state of equilibrium, and they are relatively stable within themselves. There is a range of facilitating and inhibiting forces, each restraining the other.
Certain laws of physics might be used to explain this. As changes are introduced, they create stresses and strains, which disrupt the normal equilibrium. External or internal factors (stimuli) disrupting this equilibrium are countered by forces restoring it as closely as possible to its previous state. There is a tendency for systems to adjust in order to seek balance in the light of change.
The physiological functioning of the body provides some of the best examples of the equilibrium principle. For example, adrenalin and white corpuscles respond immediately to injury or illness, or the body’s internal thermostat helps adjust to changes in temperature through shivering or sweating. Social scientists have taken these principles and applied them in order to understand the process of change in organizations. In organizations, there is a constant inertia or resistance to new changes that affect individual habits and group norms. This does not mean that organizational systems (or individuals) are never modified by change, but that they continually try to adjust to it.
The force field logic can be useful for understanding the dynamics that might occur in implementing a merit plan. In introducing a merit plan, some of the restraining forces which might affect the success of the implementation might include misunderstandings of the purpose of the plan. That is, some employees might see it as a way of getting more money and rewards while others see it as a form of recognition. Managers might see it as a way to focus and communicate on the strategic objectives they want to achieve. In the same way, the incentives might disrupt employee’s intrinsic motivations. Several other forces might affect whether or not the incentive program is effectively implemented. There are also several possible forces enhancing or contributing to the incentive system being a success, such as employee’s desire to be rewarded, opportunities to make more money, and possible motivational forces. You are asked to develop a fuller list of these enhancing and restraining forces.  
In the force-field, the balance of facilitating and impeding forces determines the possibilities of change. In the same way, the facilitating and impeding forces surrounding the incentive program affect its chances of being successfully implemented. As in physics, the forces are not at the same magnitude or importance. The result, as illustrated in figure 16.2, is a series of restraining forces of varying strengths (represented by lines of varying lengths). Attempts to induce change by removing or diminishing these restraining (impeding) forces will generally result in a lower degree of tension. An important force that requires reduction in our example might be possible misunderstanding of the purpose. 
After you complete your force field, identify ways to reduce or redirect the important restraining forces. Then, identify ways to increase the facilitating forces. What are recommendations for reducing the restraining forces and increasing the facilitating forces?
[bookmark: _Toc500934564][bookmark: _Toc501030158]EL 4. Balancing monetary and non-monetary factors in motivation

Chapter 16 points to the fact that people are motivated by many other things than money, including recognition, fair treatment, a sense of justice, and learning.  Monetary or compensable factors include direct payments (salary) in addition to indirect payments such as the benefits, bonuses, and health plans.  Non-monetary factors (which are not always seen as compensable) include aspects of the work environment that enhances a person’s competence and self-respect. These factors include recognition and status, support, training and development, learning and growth, and sense of personal accomplishment. These are illustrated in figure 16.3. 
Figure 16.3 Monetary and non-monetary rewards

Reward Systems











There is some disagreement on the relationship between Pay-For-Performance (PFP) and increased efficiency and productivity. There are two side to this debate.
Some researchers from a economics and behavioural background suggest that Pay-For-Performance (PFP) will contribute to greater performance if a plan is correctly designed. This partially involves establishing clear measurement of performance. On the other hand, people with psychological backgrounds suggest there is a more fundamental problem with PFP plans in that workers are less likely to be motivated by non-monetary factors stemming from interesting and challenging tasks and learning and growth in a job. 
For public administration, the consequences of this second view are more serious as PFP plans are more difficult to implement and because many employees do not generally enter the public service to maximize income. Instead, they often become public employees because of the nature of the work and because of a public sector motivation (PSM). While this is not true for all public sector jobs, people attracted to public services organizations are generally seeking intrinsically motivated jobs and are concerned with policy and political issues. 
Given this challenge, PFP plans in the public sector should not distract from an employee’s intrinsic motivation and the non-monetary rewards people get from their work.
Questions
1. Review the pay-for-performance systems in chapter 16. 
2. How will each pay for performance system affect intrinsic motivation?
3. What steps can be taken to ensure intrinsic motivation is maintained?
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Monetary


Direct payments (salary)


Indirect payments (benefits)


Non-monetary


Perks, bonuses, profits sharing


Job security 


Sense of accomplishment


Recognition


Status and work satisfaction


Social support and interaction


Learning and growth


Training and experience 


































Establish Clear  Goals & Purpose


 Can the performance standards be clearly  defined so that people know what they are shooting for?


Identify Performance Rewards that have Value


 What rewards and incentives have value in the organizational culture?


How can the rewards be defined so that encourage rather than distract from motivational needs? 


Define Fair Procedures in Managing the Process


As inequities can be de-motivational,  how we can define and address internal and external equity issues?


Define Clear & Valid  Performance Standards


Do the performance standards recognize the importance of the whole job? How can they be defined so other important job activities are still carried out?


Can the goals and strategies  of the pay-for-performance plan be stated so that they  encourage performance related to the organization's strategic plan? 


What is the organization's unique strategic position?


How can the process be administered so that it is fair and perceived to be fair? Can employees and unions directly administer the plan?


Identify rewards that Intrinscially Motivate


What are examples of  times  or incidents when employees experienced a positive emotive (motivational) state)in what they were doing?


Can rewards be attached to these intrinsic motivators?
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