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     "Motivation: Reward system and the role of compensation"

The design and management of reward systems present the general manager with one of the most 
difficult HRM tasks. This HRM policy area contains the greatest contradictions between the promise 
of theory and the reality of implementation. Consequently, organizations sometimes go through cycles 
of innovation and hope as reward systems are developed, followed by disillusionment as these reward 
systems fail to deliver.

 Rewards and employee satisfaction
Gaining an employee's satisfaction with the rewards given is not a simple matter. Rather, it is a function 
of several factors that organizations must learn to manage:

 1. The individual's satisfaction with rewards is, in part, related to what is expected and how much is 
received. Feelings of satisfaction or dissatisfaction arise when individuals compare their input - job 
skills, education, effort, and performance - to output - the mix of extrinsic and intrinsic rewards they 
receive. 

2. Employee satisfaction is also affected by comparisons with other people in similar jobs and 
organizations. In effect, employees compare their own input/output ratio with that of others. People 
vary considerably in how they weigh various inputs in that comparison. They tend to weigh their strong 
points more heavily, such as certain skills or a recent incident of effective performance. Individuals 
also tend to overrate their own performance compared with the rating they receive from their 
supervisors. The problem of unrealistic self-rating exists partly because supervisors in most 
organizations do not communicate a candid evaluation of their subordinates' performance to them. 
Such candid communication to subordinates, unless done skillfully, seriously risks damaging their 
self-esteem. The bigger dilemma, however, is that failure by managers to communicate a candid 
appraisal of performance makes it difficult for employees to develop a realistic view of their own 
performance, thus increasing the possibility of dissatisfaction with the pay they are receiving.

 3. Employees often misperceive the rewards of others; their misperception can cause the employees 
to become dissatisfied. Evidence shows that individuals tend to overestimate the pay of fellow 
workers doing similar jobs and to underestimate their performance (a defense of self-esteem-building 
mechanism). Misperceptions of the performance and rewards of others also occur because 
organizations do not generally make available accurate information about the salary or performance of 
others.

 4. Finally, overall satisfaction results from a mix of rewards rather than from any single reward. The 
evidence suggests that intrinsic rewards and extrinsic rewards are both important and that they cannot 
be directly substituted for each other. Employees who are paid well for repetitious, boring work will 
be dissatisfied with the lack of intrinsic rewards, just as employees paid poorly for interesting, 
challenging work may be dissatisfied with extrinsic rewards.

 Rewards and motivation

 From the organization's point of view, rewards are intended to motivate certain behaviors. But under 
what conditions will rewards actually motivate employees? To be useful, rewards must be seen as 
timely and tied to effective performance.
One theory suggests that the following conditions are necessary for employee motivation.

1. Employees must believe effective performance (or certain specified behavior) will lead to certain 
rewards. For example, attaining certain results will lead to a bonus or approval from others.

 2. Employees must feel that the rewards offered are attractive. Some employees may desire 
promotions because they seek power, but others may want a fringe benefit, such as a pension, 
because they are older and want retirement security.

 3. Employees must believe a certain level of individual effort will lead to achieving the corporation's 
standards of performance.

 As indicated, motivation to exert effort is triggered by the prospect of desired rewards: money, 
recognition, promotion, and so forth. If effort leads to performance and performance leads to desired 
rewards, the employee is satisfied and motivated to perform again.
As mentioned above, rewards fall into two categories: extrinsic and intrinsic. Extrinsic rewards come 
from the organization as money, perquisites, or promotions or from supervisors and coworkers as 
recognition. Intrinsic rewards accrue from performing the task itself, and may include the satisfaction 
of accomplishment or a sense of influence. The process of work and the individual's response to it 
provide the intrinsic rewards. But the organization seeking to increase intrinsic rewards must provide a 
work environment that allows these satisfactions to occur; therefore, more organizations are 
redesigning work and delegating responsibility to enhance employee involvement.

 Equity and participation

  The ability of a reward system both to motivate and to satisfy depends on who influences and/or 
controls the system's design and implementation. Even though considerable evidence suggests that 
participation in decision making can lead to greater acceptance of decisions, participation in the design 
and administration of reward systems is rare. Such participation is time-consuming.
Perhaps, a greater roadblock is that pay has been of the last strongholds of managerial prerogatives. 
Concerned about employee self-interest and compensation costs, corporations do not typically allow 
employees to participate in pay-system design or decisions. Thus, it is not possible to test thoroughly 
the effects of widespread participation on acceptance of and trust in reward system.

 Compensation systems: the dilemmas of practice

 A body of experience, research and theory has been developed about how money satisfies and 
motivates employees. Virtually every study on the importance of pay compared with other potential 
rewards has shown that pay is important. It consistently ranks among the top five rewards. The 
importance of pay and other rewards, however, is affected by many factors. Money, for example, is 
likely to be viewed differently at various points in one's career, because the need for money versus 
other rewards (status, growth, security, and so forth) changes at each stage. National culture is 
another important factor. American managers and employees apparently emphasize pay for individual 
performance more than do their European or Japanese counterparts. European and Japanese 
companies, however, rely more on slow promotions and seniority as well as some degree of 
employment security. Even within a single culture, shifting national forces may alter people's needs for 
money versus other rewards.

Companies have developed various compensation systems and practices to achieve pay satisfaction 
and motivation. In manufacturing firms, payroll costs can run as high as 40% of sales revenues, 
whereas in service organizations payroll costs can top 70%. General managers, therefore, take an 
understandable interest in payroll costs and how this money is spent.

 The traditional view of managers and compensation specialists is that if the right system can be 
developed, it will solve most problems. This is not a plausible assumption, because, there is no one 
right answer or objective solution to what or how someone should be paid. What people will accept, 
be motivated by, or perceive as fair is highly subjective. Pay is a matter of perceptions and values that 
often generate conflict.

 Management's influence on attitudes toward money

Many organizations are caught up in a vicious cycle that they partly create. Firms often emphasize 
compensation levels and a belief in individual pay for performance in their recruitment and internal 
communications. This is likely to attract people with high needs for money as well as to heighten that 
need in those already employed. Thus, the meaning employees attach to money is partly shaped by 
management's views. If merit increases, bonuses, stock options, and perquisites are held out as valued 
symbols of recognition and success, employees will come to see them in this light even more than they 
might have perceived them at first. Having heightened money's importance as a reward, management 
must then respond to employees who may demand more money or better pay-for-performance 
systems.

 Firms must establish a philosophy about rewards and the role of pay in the mix of rewards. Without 
such a philosophy, the compensation practices that happen to be in place, for the reasons already 
stated, will continue to shape employees' satisfactions, and those expectations will sustain the existing 
practices. If money has been emphasized as an important symbol of success, that emphasis will 
continue even though a compensation system with a slightly different emphasis might have equal 
motivational value with fewer administrative problems and perhaps even lower cost. Money is 
important, but its degree of importance is influenced by the type of compensation system and 
philosophy that management adopts.

 Pay for performance

 Some reasons why organizations pay their employees for performance are as follows: 
under the right conditions, a pay-for-performance system can motivate desired behavior.

a pay-for-performance system can help attract and keep achievement-oriented individuals.

 a pay-for-performance system can help to retain good performers while discouraging the poor 
performers.

 In the US, at least, many employees, both managers and workers, prefer a pay-for-performance 
system, although white-collar workers are significantly more supportive of the notion than blue-collar 
workers. 

 But there is a gap, and the evidence indicates a wide gap, between the desire to devise a 
pay-for-performance system and the ability to make such a system work.

 The most important distinction among various pay-for-performance systems is the level of aggregation 
at which performance is defined - individual, group, and organizationwide. Several 
pay-for-performance systems are summarized in the exhibit that follows.

 Individual performance  Group

performance     Organizationwide performance  

Merit system

Piece rate

Executive bonus            

Productivity incentive

Cost effectiveness         

Profit sharing

Productivity-sharing

            Historically, pay for performance has meant pay for individual performance. Piece-rate incentive 
systems for production employees and merit salary increases or bonus plans for salaried employees 
have been the dominant means of paying for performance. In the last decade, piece-rate incentive 
systems have dramatically declined because managers have discovered that such systems result in 
dysfunctional behavior, such as low cooperation, artificial limits on production and resistance to 
changing standards. Similarly, more questions are being asked about individual bonus plans for 
executives as top managers discovered their negative effects.

 Meanwhile, organizationwide incentive systems are becoming more popular, particularly because 
managers are finding that they foster cooperation, which leads to productivity and innovation. To 
succeed, however, these plans require certain conditions. A review of the key considerations for 
designing a pay-for-performance plan and a discussion of the problems that arise when these 
considerations are not observed follow.

 Individual pay for performance. The design of an individual pay-for performance system requires an 
analysis of the task. Does the individual have control over the performance (result) that is to be 
measured? Is there a significant effort-to-performance relationship? For motivational reasons already 
discussed such a relationship must exist. Unfortunately, many individual bonus, commission, or 
piece-rate incentive plans fall short in meeting this requirement. An individual may not have control 
over a performance result, such as sales or profit, because that result is affected by economic cycles 
or competitive forces beyond his or her control. Indeed, there are few outcomes in complex 
organizations that are not dependent on other functions or individuals, fewer still that are not subject to 
external factors.

 Choosing an appropriate measure of performance on which to base pay is a related problem incurred 
by individual bonus plans. For reasons discussed earlier, effectiveness on a job can include many 
facets not captured by cost, units produced, or sales revenues. Failure to include all activities that are 
important for effectiveness can lead to negative consequences. For example, sales personnel who 
receive a bonus for sales volume may push unneeded products, thus damaging long-term customer 
relations, or they may push an unprofitable mix of products just to increase volume. These same 
salespeople may also take orders and make commitments that cannot be met by manufacturing. 
Instead, why not hold salespeople responsible for profits, a more inclusive measure of performance? 
The obvious problem with this measure is that sales personnel do not have control over profits.

 These dilemmas constantly encountered and have led to the use of more subjective but inclusive 
behavioral measures of performance. Why not observe if the salesperson or executive is performing 
all aspects of the job well? More merit salary increases are based on subjective judgments and so are 
some individual bonus plans. Subjective evaluation systems though they can be all-inclusive if based 
on a thorough analysis of the job, require deep trust in management, good manager-subordinate 
relations, and effective interpersonal skills. Unfortunately, these conditions are not fully met in many 
situations, though they can be developed if judged to be sufficiently important. 

 Group and organizationwide pay plans. Organizational effectiveness depends on employee 
cooperation in most instances. An organization may elect to tie pay, or at least some portion of pay, 
indirectly to individual performance. Seeking to foster team-work, a company may tie an incentive to 
some measure of group performance, or it may offer some type of profits or productivity-sharing plan 
for the whole plant or company. 

 Gains-sharing plans have been used for years in many varieties. The real power of a gains-sharing plan 
comes when it is supported by a climate of participation. Various structures, systems, and processes 
involve employees in decisions that improve the organization's performance and result in a bonus 
throughout the organization. 

 Russian management's approach to motivation.

Nowadays, top managers at Russian companies don't pay much attention to the employee motivation. 
Not only is it the result of the long communist background of the country, but it also is somewhat 
affected by the national traditions, customs and mentality.

 Many of the recently "commercialized" enterprises believe that employees are to be satisfied with their 
salary only, and a pay-for-performance system is, therefore, of no need. However, the failure to 
observe the different motivation factors, such as money, respect, promotion and others, can lead to a 
worsening performance and, as a result, to a lower efficiency organizationwide. 

 On the other hand, money is not considered to be the most influencing motivation factor by the 
employees themselves. Though it may be a more vital need of most Russian workers in comparison 
with their Western colleagues, at the same time they put more value on the cooperative atmosphere in 
the organization, rather than on the money side. And, thus, it is reasonable for the management to base 
the performance incentive system on some other factors, such as work security, pension etc. It's hard 
to predict the situation in the long-run, however one can expect that the value put on money as a 
performance motivation factor will rise. 

STRATEGY IMPLEMENTATION

Companies obviously need to improve strategy implementation activities, but the pace of these activities and the implementation itself have many problems. Primary objectives are somehow forgotten as the strategy moves |   into implementation, and the initial momentum is lost before the company realizes the expected benefits. The cause isn't easy to explain, but it can be attributed to a variety of problems.
Traditional strategy implementation concepts overemphasize structural aspects, reducing the whole effort to an organizational exercise. Ideally, an implementation effort is a "no boundaries'' set of activities that doesn't concentrate on implications of only one component, such as the organizational structure. When implementing a new strategy, it's dangerous to ignore the other components because strategy implementation requires an integrative point of view. You need to consider not only the organizational structure, but the soft facts as well—the cultural aspects and human resources perspective. Taking into account both the soft and hard facts (like turnover, operating profit, profitability ratios) ensures that cultural aspects and human resources receive at least the same status as organizational aspects. Altogether, this integrative interpretation allows you to develop implementation activities that are realistic.
It might seem like strategy implementation is an insurmountable obstacle. It isn't. But you should concentrate on four key success factors, which Figure 1 illustrates: culture, organization, people, and control systems and instruments.

1. CULTURE
Each organization possesses its own culture, i.e., a system of shared beliefs and values. The corporate culture creates and, in turn, is created by the quality of the internal environment; consequently, culture determines the extent of cooperation, degree of dedication, and depth of strategic thinking within an organization. An important element in this context is the motivation of the employees, which determines the potential and force for a significant change within the corporation's system. Before change can occur, the organization and its cultural values have to be "unfrozen" to understand why dramatic change is even necessary. While the need for change may be apparent to the top executives, it isn't always obvious to the rest of the organization.
Top management's principal challenge in the cultural context is to set the culture's tone, pace, and character-to see that it's conducive to the strategic changes that the executives are charged with implementing. When implementing strategy, the most important facet is top management's commitment to the strategic direction itself. In fact, this commitment is a prerequisite for strategy implementation, so top managers have to show their dedication to the effort. At the same time, this shows a positive sign for all affected employees.
To implement strategy successfully, senior executives must not assume that lower-level managers have the same perceptions of the strategic plan and its implementation, its underlying rationale, and its urgency. Instead, they must assume they don't, so the executives must persuade employees of the validity of their ideas.

2. ORGANIZATION

You should consider two aspects of your organization—its structure and its decision-flow processes. Structure deploys accountabilities so the company can achieve its goals and objectives and, ultimately, its mission. The enterprise's mission and goals are the general and specific accountabilities of top management. The goals then are subdivided into objectives that are delegated to the next level of executive management. In effect, a strategy defines both the firm's direction and top management's job.
Decision-flow processes, however, are the vehicles companies use to integrate results into coherent patterns for developing, implementing, and controlling decision making. Research studies indicate that less than 5% of the typical workforce comprehends their organization's strategy. Without understanding the general course of strategy, employees can't contribute to an effective implementation. What's necessary to help, reach this goal is a higher degree of transparency in the decision-making process.
One reason strategy implementation processes frequently result in problems or even fail is that the assignments of responsibilities are unclear. Who's responsible for what? To add to this problem, responsibilities are diffused through numerous organizational units that tend to think in only their own department structures. That's why cross-functional relations are critical to an implementation effort. Bureaucracy makes this situation even more challenging and can make the whole implementation a disaster.
To avoid power struggles between departments and within hierarchies, you should create a plan with clear assignments of responsibilities regarding detailed implementation activities. Through this approach, responsibilities become evident, and you can avoid potential problems before they arise.

3. PEOPLE

Human resources represents a valuable intangible asset, and recent research indicates that it is progressively becoming the key success factor within strategy implementation projects. In the past, one of the major reasons why strategy implementation efforts failed was that people were conspicuously absent from strategic planning. This just doesn't work. Employees have to be considered part of strategy implementation in general. Implementing strategic change requires the confidence, cooperation, and competencies of the organization's technical and managerial people, so the continual development of a company's vital asset—human resources—is a very high priority.
Another priority is managing change. It's a great challenge to deal with potential barriers to change because implementation efforts often fail when you underestimate these barriers. Experience shows that barriers against the implementation of the strategy can lead to a complete breakdown of the strategy.
These barriers are psychological issues, ranging from delay to outright rejection, and companies need to pay more attention to them. After all, strategy implementation consists mostly of psychological aspects, so by changing the way employees view and practice strategy implementation, senior executives can effectively transform change barriers into gateways for a successful execution.
Since change is part of the daily life within an organization, you need to emphasize communication regarding the changes to push the implementation process forward. One problem: The required communication with employees about the strategy implementation is frequently delayed until the changes have already crystallized. My recommendation? Focus on two-way communication because it solicits questions from employees. In addition, communication should cover the reasons employees are performing new requirements, tasks, and activities because of the strategic implementation.
This type of communication about organizational developments should take place both during and after an organizational change. It's essential to communicate information to all levels, and don't forget that the way you present a change to employees greatly influences their acceptance of it. To deal with this critical situation, you must develop an integrated communications plan. Such a plan is an effective vehicle for focusing employees' attention on the value of the selected strategy. Figure 2 illustrates a communications plan that will market the implementation in such a way as to create and maintain acceptance. It's indeed a big challenge to communicate this plan effectively and in a way that everybody understands it.
Beyond change management and communication, you have to consider the behavior of individual employees. Individual personality differences often determine and influence implementation, and different personality types require different management styles. For the purpose of strategy implementation, you should create a fit between the intended strategy and the specific personality profile of the implementation's key players in the various departments of the organization.
   	Next is teamwork. Teamwork plays an important role within the process of strategy implementation. When it comes down to implementation activities, however, this is often forgotten, even though it's indisputable that teams can play an important part in promoting the implementation.
[bookmark: _GoBack]   	To build effective, cohesive teams within strategy implementation, you should consider using the Myers-Briggs typology, which has proved to be a useful tool in determining personality differences. Recognizing different personality types and learning how to manage them effectively is a skill that you can learn. In fact, more than one million Myers-Briggs Type Indicators (MBTI™) surveys are performed each year in corporate settings for team building and management development. More than any other field of activity, implementation is the area that benefits most from a trained and personality-sensitive management team.
     	To generate acceptance for the implementation, middle managers must help formulate the strategy. More often than not, however, middle managers and supervisors have important and fertile knowledge that's seldom tapped in strategy formulation. As long as these managers are a part of the strategy process, they will be more motivated because they see themselves as an important part within the process. You need to make sure that happens.
     	As a result of involving managers and supervisors, you can increase your chances for a smooth, targeted, and accepted strategy implementation. That's why involving employees is an important milestone to making strategy everyone's everyday job. Without understanding the general course of strategy, employees can't contribute to an effective strategy implementation. That's exactly why the involvement of middle managers seems to be appropriate—to increase the general strategic awareness. At the same time, it promotes an integrative understanding of the strategic direction and helps to accomplish a strategic consensus.

4. CONTROL SYSTEMS AND INSTRUMENTS

An essential question for managers is how to assess performance during and after the implementation. This assessment or control function is a key aspect of the implementation processes.
     	In order to provide top management with reasonable assurance that strategic initiatives can be executed and are, indeed, being implemented as intended, a control system is required to develop and provide the necessary information. Such a control system focuses on critical issues. For example, one of the most critical points within strategy implementation processes is time restrictions. The problem? Many executives underestimate the amount of time needed and don't have a clearly focused view of the complexities involved when implementing strategies. Basically, it's difficult enough to identify the necessary implementation steps and even more difficult to estimate an appropriate time frame, so you have to determine the time-intense activities and harmonize them with the time capacity. One way to figure this out is through fine-tuning with the affected divisions and the managers responsible for them. In addition to the probable time frame, you should calculate an extra buffer for unexpected incidents.
       	To facilitate the implementation in general, you should use tools to support the processes adequately. Two implementation instruments help here: the balanced scorecard (BSC) and supportive software solutions.
      	 A popular and prevalent management system, the BSC considers financial as well as nonfinancial measures to translate a company's strategic objectives into a coherent set of performance measures. When it comes to meeting the criteria of a strategy-implementation instrument, it's an excellent fit. The individual character of each balanced scorecard ensures that the company's strategic objectives are linked to adequate operative measures. As a consequence, it provides even more than a controlling instrument for the implementation process—it offers a comprehensive management system that supports the steering of the process. A strategic planning system can't achieve its full potential until it's integrated with other control systems like budgets, information, and reward systems. The balanced scorecard provides a frame to integrate the pieces of the strategic planning initiative and meets the requirements that the strategic planning system
itself can display.
       	In the context of implementing strategies, companies neglect software solutions. IT support is becoming more and more important because information tools must be available and adequate to allow strategic decision makers to monitor progress toward strategic goals and objectives, track actual performance, pinpoint accountability, and— most important—provide an early warning of any need to adjust or reformulate the strategy. Unfortunately, this seems to be limited to enterprise resource planning (ERP) systems, which are prevalent in the operating environment of a company's day-to-day business.
      	The strategy implementation perspective demands systems with criteria different from those of conventional systems. How well the system can monitor and track the implementation process should be the center of interest. In the past, implementation-related activities were tracked manually or launched on an ad hoc basis so that there was a lack in mandatory installed business processes. The supportive application of adequate software solutions can be more than helpful to improve the quality of strategy implementation. In addition, a software solution is a starting point to define clear assignments of responsibilities throughout the organization's implementation processes. The advantage is that the responsibilities can be defined within a software solution and the responsible managers have to commit themselves to specific goals. Basically, this is an excellent approach to track the progress of the implementation and the individual managers' achievement of objectives.


STRATEGY IMPLEMENTATION—AN ENIGMA?

Curiously, some managers consider strategy implementation a strategic afterthought. Although creative chaos can help formulate strategy, a more administrative strategy implementation demands discipline, planning, motivation, and controlling processes. The implementation process normally demands much more energy and time than mere formulation of the strategy.
It's worth the effort. An efficient strategy implementation has an enormous impact on a company's success. Basically, a well-formulated strategy can only generate a sustainable added value for the company if it is implemented successfully, so regardless of the intrinsic merit of a particular strategy, it can't succeed if an effective implementation procedure is missing. The four key success factors can serve as your guide. 







