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Orgamsa!mns in South Afnca are pa)ﬂng out mﬂ]_mns Qf Rands m ﬁnanmal_ -

'--'.'__._.“mcantivestoaxecuuveswithoutlmowmgconclumveiy whether ornotcompany . |

” "-':perfoxmance actually mpmvas ata resilt of ﬁnanclal maenhve schemes,t.__ 5 o

| '.Umons, _tne medm workms, pohucxans a.nd others m paymg mcreamng IVREIE

" attention to the levels of compensation tha: executives receive, The quesuon; B
o '."belﬂgaskedlswhemerﬂleselevelsarereaﬂyw.essm‘y IR o
| o Thm, theﬁrstresearch othslﬂudm South Afuca, surveys thevwws of 121':-' L
A topmanagers, from 17 orgamsdhons usmg incentive schemes,onthe lmpact_
o of these schemes, There is convincing evidence that they are percrived to'_ )

S _-*.'_mcrease motivation and company perfor:nance, build teamwork and are

L effectwe m ahgnmg the mterests of managers and shamholde:rs The schames o |

~ are valuable in attractmg, retaining and motivating executives. Given the B
o 3'complex1ty of setting executive mmmmhon itis submmed that there be no .
.'mterference in the level of moenﬁve scheme payous. : -

“The factor analysss ylelded a four factor solunon, which was mterpremd m" _
 terms of the Iiterature review and constructs in the quesuonnmre The first
factor revealed that mcenuves are a motivator and increase company

- performance. The; build téamwork and aré effective in aligning the interests
of managers and shareholders. The second factor state that incentives should
be underpinned by openness and transparency A fundamental principle behind -

this lsthatmerelevantﬁnanmalposmon should be known by ali participants.

It was also- stated that the whole organisation i.e. all levels, should beonan
incentive scheme. The third factor highlighted risk aversion in these execuuves
- and that basic salary is most important. The fourth factor locus of controf,
stressed the importance. of the scheme to the individual personally in terms of
motwatmn, focus, raward retention of services and the abﬂity to contml the:

mcentxve scheme payout The smpnsmg ﬁndmg was the extent fo which SA
excentives were risk averse and just how 1mportant the_ b..;uc salary is.




| \_-__Gmdelmes, basedon thefacmr analys:ls, oontemanalvms and mrrespuMm%f N
e anﬂysts conductnd on the queshanna:uxesﬁ are oﬂbred to the demgners f’"-
- incensive  schemes.  Without correctly designed and-aggressive incemive

' schemes the owners of organisations oould expect véry ediocre, "9 to 5" mﬁ -
f-ofcomuutmentfmmthelrtopmanagementteam o
Incesz eschemesplay av:talmlemthedemgnofcmnpahu' munexatm,u
‘ff.systems mﬁmportance should nothe undemumated g




.__;I deglare that tlns reseamh report i mg own, unalded work. It is bemg g
submitéed in parnal fulfilment of the requirements for the degree of Master of B
| o Management in the Umvars!ty of the Witwatermﬂ Jahannesbmg It haa not EUTE

L 'j_ been subnnttad before for any degree or exanunatmn m :my uthez' Univermty o
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'_I‘his. research Teport is. being swmitted in the foz_mat.off-g'-jbum_al_ article,
together with an extended literature review. The zeticle is written in the format .
required by the South African Journat of Busim.ss Management 1o which it |

wﬂl be submlued for possible pubhcatton
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< ”A world mthout A’s, I!Iﬂlse gold sﬁrs, or mcmﬂves? No ﬂmnk you, S

Commumsm was medaudu d1dn‘t wo:k* o
Mnﬂauum R o _.

. Granuate School of Bus.ness Admmmtratlon, Umvemty ofthe Witwatemand
- Jnhannesburg, P.0. Box 98, Wits, ?cso. . . .

Organisations in South Africa are paying.out mill:ions-'af.Rands; in financial
 incentives to executives without knowing conclusively whether or not company
_performance actually improves as a result of financial mcentwe schemes |
Unions, the media, workers, politicians and others are paymg increasing |
sitention to the levels of compensation- that executives receive. The quesuon |
being asked is whether these levels are really necessary. B -
 This, the first research of its kind in South Africa, surveys the v1ews of 1.1
top managers, from 17 organisations using incentive schemes, on the lmpact |
of these schemes. There 1is conmncmg e\udence that they are peroewed to.
increase motivation and company permmance build: wamwork and- are
effective in aligning the interests of managers and __shareholders _‘I‘_he schemes_

: (swwm 1993) -




- _';2.'.-

- are valuable i attracung J:emmng and motwaimg executives Gwen the et
R -complemty ofsethng axecutwe remunﬁatlon, it 1s Submﬂted that there be nc o

:mtegfereme inthe Ieve.l of mentm: sc:hemt: Pﬂyou'ﬁ

The factor analyms yxalded a four factor solutmn wluch was. m._

: terms of tha hteratm’e review and constructs in the questlome The ﬁm S
S jfictor mvealed that incentives are a. motwamr and increase company . . .
o .performame L‘EFY hmld teamwnrkandareeffecuve mahgning themterestsﬁ._-if*-: DRI

- of managets and sharehnlders 'I’he second fa.ctor stated that incentives. should .

C : _.__."__beunderpmnedby opennessandﬁansparancy.Aﬁmdamentalpnmplebehind :
SR ﬂuszsthattherelevantﬁnanmaipusitmnshouldbekmwnbyaﬂpamcxpants R

gt was alss stated: that the whole orgamsauou ie, all lwels should be oman - |

g incentive scheme; The. third factor highlighted risk aversion in these execuuves o |

o -'andihatbamcsalaryismosnmpaﬂam Thefcurthfacwr, Ib*“ﬁfmﬂﬁ"’l« o .
-:-_'*-_.stmssedtheunp—ortameofthe schametomemdmdualpersomuymterms of.-'_ o

B mohvauon, focus, rcwa:d rel:enhon of services and the abihty to control the | ._
 incentive scheme payout “The surpnsmg firding was the extent to- whch 5A.
 executives were risk averse and just how jmportant the basic salary is. _

' Gmdehnes based on the factor analysis, content analys:s ami oorrespondéhoe g

C analysas conducted on the questionnaires, are oﬁe:ed to the demgnm of .

incentive schemes WithOut correctly designed and aggresswe incentive B
schemes the owners of organisations could expect very medlw.:'e, “9 05" type
ofcommtmentﬁmmthe:rbopmanagementmm o il

- Incentive schemes play av:.tal rolein the design of compemwe remunmalwn_
systemns. Their lmportanoe should ot be underestlmated. . |

| Maalskappye in Suid Afnka betaal miljosne rande in finansicle voordele aan
) mtvoerende ampﬁenare; wnder dat hulle west of 3 maatskappy beter presteer'

a8 gwoig van finansiéle skemas Unies, die media, werkers, politici en ander

bestee al hoe meer- aandag aan die vergoedmgsvlakke. van mtvoarenﬂe”-




| '.'.'Dxevmgofmmevmkkewwmmm:s,wmmmgm L
- Hierdie navormugasﬁeeerstevansysou:tm&uﬁ—Aﬁ:ka is 'n:”

";:-:m@mﬂgsopnmne van. dle patspektLEWe van 121 mpbestuurders wat_. Lo

- voordeleskemas "“Wa“g van 17 maamkappye, met die doel om  die mpakvan L T

'ﬁnansxele akemastehepaal ‘Daar is oorweldi

_ _pbrsepsiﬁbwtaandatdxtmohvsnngenmaats]mppypmm verhoag, Spanwerk"l-__'_'

' .'.fbou, o effekhef i om d1e belange van hesmurders en. aandelehoum in - .

: ooreanstemmmg i:ebnng Die skemasmwaardevol om bestuurdersteirek,te SR

_”motm t'en te behou. Gegewehoemgemkiceldmtisom mevergoedmg van:'-' o
'..]mtvaerendeamptenaretehepaal wordhleraanbeveeldatdaaraandxevlakvanz -

vuordeleskema—betahngs verander word e, o _ o
o Dxefaktorontledmg het nwerfaktoroplosmg opgelewer, watm termevanf .
- die literatmrstudies en konstrukte in die vraslys geinterpreteer is. Die eerste

o fakiormonaandatvomdele nmouvearderlsenmaatskappyprestaswverhoog R
. Dit bou Spanwerk en i effektief om die belange van bestuurders en. . - .
_aandelehouersmooreenstenmngtebnng Dwtweedefaktorduzdaampdaz o

~ vourdele deur oopheid en deursigtigheid onderlé moet word. ’n Basiese:

| bagmselhmnsdatdwsﬁndvmsakeaanalmalhekend woet wees, Dit word - |
_ | ook gestel dat die hele orgamsasze deel moet wees van " voorde]eskﬁma D1e

derde faktor bekiemtoon rmkovrees by Smd—Afnkaanse uitvoerende amptetmxe .

on hoe belangrik basiese salaris is. Die vierde faktor, locus van beheer,

bcklemtoon hoe belangrik die skema vir die individo per oonlik is, in terme
van motwenng fokus, beloning, retensie van dienste en die vermos om beheer
oor die beta]mg van die voordelepakket uit te oefen. Die verbasende bevmdlng
was die mate wasrtoe Suid-Afrikaanse uitvoerende- amptenare nsxkobevrees is
en hoe belangrik basies salarisse vir hulle is. Riglyne word aan ontwerpers van
voﬁrdeleskémas vuotgestel wat gebaseer is op die- fakaorontieding,
inhoudsontleding en korrespondensie-ontleding wat dear mlddel van die |
vraelyste gedoen 1s Sonder behoorlik ontwerpte - en meedmgende )

voordeleskemas kan dic eienaars van ondernemings 'n trae, ‘9-5 toegewydhe:d _-




”van hul tupbastunr verwa.g L ST
enﬂ:ebelangdaarvanmuetmeonderskatwmdnie




| What role 1f any - «hould mcenuves play in the Workplace?“ (I-Iaxvatd-__'; B R

- : :'Busmess Rmew, __Nov-Dec 1993, P 37) 'I‘lus 1ssue is. mtal in pmmdmg o i
. direction to. shareholders and’ nmuagers in. orgamsaﬁons, ‘and, poixttmans_f _. SO
ERERA canmdenng legxslanonthatvnjlimpactonexemhvepay, Theressamhmmsm}
R 'eonu:ibute towards the. scant body of knowledge ccnoemmg the mpact of e
N _ mcennve schemeson campany perfo:uance, ny gaﬁlermg ;
RN l_the paticipants themselves. e

"There is litfle doubt that the wor]d isinan extremely pmtracted recesmon. R o PRt

o .:_.OrmsanonsarecmnﬂyunderseveremessuwwpmﬁdeshardeMth; - B

o the handsomeretumsthat meymcapahhf’fpmducmgmmepm S

 results of the organisation (Milkovitch and Newman, 1984).

A widely held belief is that a financial incentive scheme wil motivate 01'._"" -
- “mcentmse executives to work harder and produce better results. However, |

| there is little' Pwdence that these schemes actualiy raise company perfomanoe

s Thmresea:chcanvassed settior managers views onﬂlelmpactofﬁnanmal o

incentive schemes on semor managers and on company patformance.

' Importame of the mch _ _ :
Organisations in South ﬁfma are paymg out m:llmns of Rmds in ﬁna.m

incentives to executwes mthout knowmg ooncluswelv whether or not company '
pe:formance actually nnproves as a Tesult ¢f these moentwe schemes ®-E _
Carporate Services, Salary Surveys, 1993). With very little evidence to prove )

' that incentive schemes. boost - performance levels, top ‘management hire
 compensation. experts to. design and implement comprehensive: ﬁnanclal' S
incentive packages (Crystal, 1992; n«..lacmamﬂaudagaran 1991; Iensen o

and Murphy, 1990)

~ T have nnplemanmdaxecunveﬁnammimcenuve schemesmanaﬁemmmhnng ST

- directors’ and managers’. performance in line with sharcholders’ high <

" expectations (Ross, Westerfield and Jaffe, 1990), Short term moenuveschem"_' S
-areusedinanatmmp;tohnkmanagemlperfo:mmandremunemnonmﬂw' |




'Ihea-eare seVeral reasons for focusmgo:: exemtave mcenuva schemes onl}’- - ;  g e

3-"F1"3ﬂ3'a itis “9113113’ a company 2 execuuves who comnussiun the dmgn and:' R
R -_"-"-_mPlementauon ofthemcentwescheme Seccmdly, mSouth Afnmﬂ:lereare-_ SO

'__'_Z '__, andthuﬂlv, ItaIIOWS onetufucus onthe decisionmakm'suffthef?ﬂ LR

;__-'_busmess. .’I'i.ﬁs resea:ch expiores whethex or not the parhczpants feel then:e isa

B posﬂwa 1mpact dus to the 1mp1ementat10n 0f ﬂxecuhve ﬁnancml mcenttve' j--_- : o

gchemes R ; B S PURE _ sl
Aparﬂ:letdhas{edtomany imqlnnesm somety, une ofmmg the' Lo

L _' dlfference in remunerauon levels bztween black and white empluyees on the S -
o mame 3ob 1eve1 (P—E Corporate Services South Aﬁ:lcan Sa]ary Surveys, 1993y,

. _'Most orgamsatmns are sl:lll i by whlhe male executives, Unions, media, S
= worknrs, pOJ.ltl('JaIls and Dthﬁlf&m paymg m&asﬂ‘]g attentlﬂn to the 13931& of'_ R

: compensamm that executwes reoenre (Brawnste.m and Panner 1992, Culpan, N

" Murti and Culpan, 1992; Holtzman, 1992; Jensen and Murphy, 1990). The ~

o _'queshon bemg asked js whether these levels are renlly necessary whe:._-'_ 'j |

o thousa:zdsare.omngthmr;ubs{ﬂoltzman, 1992; Spooner, 1979). Should these

execulive bonuws be stopped and- the moncy dlstnbuted more W1de1y and.

. evenly? Many people have real trouble understamhng Just wha.t any 001'P°1'ate o

3 "-executwe can possibly | ba doing to earn a seven-ﬁgure pay package (Kraus,
1980) Thxs tessarch answers sorne of these burmng quesuons Lo

-Sharttermreferstoﬁepenodofoneyearorshorter _ . .
_--Ekecntwesrefesstothetopmanagementneammthe oxganisatlon T]:IISIS '-
often known as "Exco” norgamsanons o - - Vel
: mmualincentwes&‘m_earefertt:any moneythatmpmdoutoverand-
-above guaranteed basic salary and bonuses, for aupenor pf 'm.anoe or far '
__"exceedmgcompanyperfomamemeasuresczngel 1935) |




B ' _Bergamm Frank]m once sald. *Ifyouwantta lctxow the meanmg of money, try N
o o _bm:romng some Bxecutwes generaliy downplay the 1mpm:tancs of mun.ey '

L analyﬂng the:r own mouves, and overemphaslse rewards m managmg ﬂ'lﬂlr - R

i ‘_J';subuxmnanes CEhrenfeld, 1942; McLaughhn 1993)

S Compunems of ﬁxe remumtmn package

R CItismot uncommon o find paymn costs. runmng as hlgh us 40 “’ 070 Peme“t::;

[ _-j:___of the total cost of doing busimess (Lawler, 1990). Pay is thus an important ©
" costto otganisations andtlmmmpanents oftheremuneratmmmxmustbeused S
o their fullest advantage. R R RN
" Mostof thotheory (MﬂkomtohandNeWman, 1984; Law1er 1933 Lawler, e
| f L : 1990 Armstrongand Murhs 1991\ suggests thatthere are four componen'sf i
s “of the Temuneration mix name!y, basic pay, f:mge beneﬁts short term

'_ mccmt:ves and loug term incntives, A. pmparly designed rewan:i system ¢an - .
bea kev conm’hutortathe effacuve;ness oftheorgamsatmn(Bell audHanson, ;
:198'?' Lawler, 1983; Lawler, 1984; FiorkawshandSchusher, 1992; Kaplanand '
Norton, 1992; Schuster, 1985; Walker, 1992). Reward systems can mﬂueme' |
tha followmg facturs, wluch in turn, influence cumpany performance
~ . Aftraction and retention of better perfoms '
S Motivatios to perform in particular ways,- :
= Culture fostered-in the organisation; |
e "Rmnforcement and definition of orgamsatmn strucu:re, :
AR --'Costofthepaymll . : .
| . Ore of the strategic decisfons that needs fo be made in the demgn of any
- reward system is whether or nof to base it on company performance (Lawler -

©1984). Short term fisancial incentive schemes are vwwed as the most effecuve -

~ component. of the remuneration mix in creahng ccmpei:ltwe advantage, '_
| motwatmg executives and hnking executive pay to the performance of the

compiny (Gerhaxt and M‘ilkomtch 1990' Iensen and. Murphy, 1990; Elhg '
1982) o :




and thie senmtwty Of these levels to executive performan e
cotisidered. Hipkin - (1993) performed nxtanswe calctﬂantms mcluding
._"j_.'_'__.-regresmon analysis to amve 4t the facmrs that best predlct execunve
o -iremuncratmn “His smdy mzaledseveralgood predmm whmh could be . sed _.._-:

o many combmatlon, for-example, company _sales, . net profit, number gf'_.l____-_'_' e
a __ L employees, value. of tanglble assets and level in the mgmﬁmm The - ; =
: almfoundthatthemarketpncmggfmmvepay reh edon sevemlmte md

o

’Ihe fundamental quesﬁon as ™ what detenmnes the A&Vel of executiva pay e

| factorsand shnuld notbeleﬁmchance

. __Mohvahm S
- .Does money mntzvate? The agt* old questlon

Elhg (1982) makes the point that the objectwe of a. sound compensatton'f a

also need tﬂ be IR

' programme is tos pay. currectly m relauon m performanee Yet, ifo: some

R “enigmatic reason, the yole of financial compensatton in employee mouvanon DR

and' parfonnance remaing ofie of the most frequently dlscussad but-under- - |

 researched areas in orgamsatxonalpv cholagy (Steersandl’arlaer 1985). When_' .

. investigating the relatmnsl.up between incentive schemes and company

o perfonnanee, one needs to consider whether or not the added remunerahnn' o

: . _really does nwtivate executives (Modzse, 1993)

* McLaughlin (1990; p. 61) ‘maintains that psychologmal theones of. -
motivation hive contributed to the confusion in industry about money andits
effect on employee behaviour." For every. theorist that says money is not a o
motivator, (Beer, 1992; Hertzberg, 1957; Maslow, 1954) there is a theory that
shows some posmve relationship between pay and motivation (Adams, 1965; .

: McCIeﬂand Atkmson, ClarkandLowell 1953, ’Vmom, 1964 Skmner 1969 S
‘Lawler, 1983; Steers and Porter, 1985). ‘The popular mmconoepuon that

© money is not a motivator is debated by Stewart (1953, p 37) wlxo argue's' A _.
- world w1thout A'g, praise, gold stars, or mcant:ves? No thank you, o
- Commumsm was- tned and it didn’ work“ Letby (1993) isin agrcemeut with

this - notion and poses the quesuon, if there is no relauonshxp between o |



L . 'mcentwes and ptu'formance, Why do managers hold on to such meffecuva__: - :

- : they want, that dumtly relata o mcmsedproducnmy, and thathave httle or‘--_ e ;i-'::__:__
L no ﬁnanclal casﬁ?“ (1993 P ). s e L LT T
: Motivationm seen as. "the foroﬁ on an mdmdnal to expendaﬁ‘ort“ (Iawler e

o 5:_.-:.1983 P 20) Lawler’s 'rlwory states thatanmdwidual’s mutivatlontobdlavel("'-._'_';f_r'".'_-_.

_macewﬁnwaylsgreahestwhen , L B
R -.-_.:-_.Thﬁmﬁmdualbehevesthatﬁle behamour wxllleadtospeclﬁc [T

R - outcnmes or rewards formance outcnme expectancy)
. : 2’ i 'Ihesg Q}Jtoomes 01‘ mwardg are ammve )

S "I‘heindmdual’speﬂ‘reﬂﬁonofhowhardltwﬂlbemaatheﬁle"‘ -_

K '_outcomeandﬂmprcsabmty of sucoess arewithmmch (efﬁort -
Lawler sfates. tha+ in order for @mployees to behrwc that an moenttve—basad .

- pay relationship exists, the above conditions need to be met. Lawler's (1983)
| and Adams” medel {Adams, 1965) suppvrt the supposmon that incentives wﬂl o

motivate executwes to perform better if certam condmons are met, such as_._. '

| _'atttactive rewards a belief that behavmur wﬂl 1ead to rewards ami a:-

concewabie chance of success,

Agency thenry and the mﬁe of incentwas : .
Agency theory describes # sitnation where the shareholders are not physmally

runcing the arganmatlon they own, having hired directors and managers to do
so. It is argued that the interests of the managers .re different from those of

 the sharcholders (Crystal, 1991; Eiliog, 1993; Olenick, 1989). Ross et al.
{1890 . 16) state that the "costs of resolving the conflicts of interest betwsen
managers and shareholders are special types of cost called coency costs.” These
agency -costs are the "mﬁmtonng costs of shareholders and the incentive fes
pald {o managers (Ross et al. 1990 p. 16) Thepnmary function of executive __ N

incentive schemes is to cnntrol the conflict of imerest between ﬁmnagementand- o

shareholders (Abowd, 1990; Culpan et al. 1992; Jeasen and Murphy, 1990;



| ”maus, 1930, xambm and larcker 1990 Rappaport 1986) Iensen and

T .' monem rewmﬂs then cl'ea‘i'.e the wfong wgv@nuves for CEQ& e
B Tlus rese&rch obtamed mfonnatmn from the managea's on theu' pﬂrcepnonsi ST

o of the mie and function of the executive ﬁnanmal meenhve scheme =

{-.._E’en‘cemiontheory s e e

N -j._.__PﬂfCePtlon is the Walf in whmh we mterpret m‘ glve meamng tn the World-:;- Ea o

 axound us (Stanton, Bizel, Walker, Abrat, Pitt and Staud, 1992). Peroepion -

ﬂfhen tIEPBnds rm the oblect bemg perceivgd Eﬁﬁ 011 0111' past cos. -. _.;
" (Blake and Ramsey, 1951). Perception theory suggesis. that mmmlm U

”:"’"'_-fpemephonabnutmcenuveschemwxshased onpastexpenenee Inv;ewofﬂusﬁ e

R itis ackmwledgeﬂ that the responses to the questiotinaire may well be based. SN

"ﬁon the respondents past. expmmnoes thh meentlves schemes and not the_'_:-\'.' L
'- _-_.'presentscheme Thxs,howevar,dommtdauactfmmthemmnpurposecfthm; o

o study, whlch is o survey those pemeptions

A major difference between tluq study ami others relaung 0 msentwe'_ -

o schemesandcompanypeﬁormanw:stheveryfact hatmzsthepamcipams;
wewsbmng surveyed : E

.Pnon:mseamh o T :

| _Three empmcal stud1es were foumi that cxanuned the hnk between execunve

pay and compaty. performance For two of the studies remunaramn data were -

gathered from the data bases of large remuneration consulmnc:es i the Unitaed'

‘States of America. For the thll‘d study Annual Fmanoia.l Statements aud the .

data from the Iohauneshurg Stock Exchange weze: uaed 'I‘here is little -
| agmement in these research projects with regard fo the 1mpact of zmentwe* o

- schemes on company performance

“The first of these three studies was conducted by m'hart and Mﬂkovitch .

(1990) in the United States of America on managenai compensahon The two}_. D

. -objactms of thetr reseamh weze:



- -11- :

o ':- Tn examme the extent 130 which argamsattons facmg simﬂar W“dm‘ms "fl'jﬁ."_:' S

- makedlffemnt demsuons eunoerning managerial GOmPGﬂsaﬂOﬂWﬂh respect - -

| tO hwc paj, brmus pa}' and eligxbﬂxty for long m mﬁ, and, .‘_.:: .. .:
R '_* TO explorethe conseqwms afmesa dwsmns for subsequent orgamsauon B :'_: = h

- performmasmwsuredbyrdmnonassets

e Lﬂngimdmal remueration_data were used on. appwmmately 16 ODD R
. managersm ZUUGIgamsanons,andslgmﬁcantbetween mganisanondlffmenm
o m compensatmn decnslons were evident. The study revealed that the least' R
signiﬁcant orgamsal:lon eﬁ‘ects were ou the ;evel of bamn pay The. largest- S
e ) '_'.'_';organisanun effectr were on thebnnus Ievelsandehglbmtyforthelong 131:::1 R :
© . incentives. These resulls indicated fhat orgamisations tend to distinguish .
¥ :.'themselves on decimons about the leval of bonuses; given ratherthan on basw_ _ : o o
o Uy PaerVelwas, thus, mtassomatedwuh ﬁnauczalperfarmanoe However, . -
S ;largm'incennves wereassomated with bctter cumpany ﬁnanmaiperformance o

sh

 The second of these studles was conducied hy Abowd (1990) in the Umted o

'States of Amenca in an attempt to determine whether pa:formance—based L
oompe:nsatmn affected corporate performame The remunemuon data used R
_ e were. obtamad fmm g mmpmsauon consulti.ng firm and ouvered some: ZSgOQO' |
- “ managers and 600 orgamsatmns over the perlod 1981 m 1986 Themrch o
was justified by the belief that performance hased renmuneration prov:des a__'_ |
- -vmmesoiuuomotheageucypmmem (Culpan e al. 1992; :rmenammxphy,_l L
1990; Kraus, 1980; Lambert and Larcker, 1950; Rappaport, 1986). Abowd
(1950, pi 68) concluded that "the results of the rescarch do lend credence,
however, to claims that benefits. can be gmn&i by mcreasing the pay-for- '

. -perfnrmance eomponent of manageual compensatmn“

Modlse (1993) exmmnad the correlatmn, and if mdeed one exxsts between o
 executive compensation and corporate performame in & sample of listed South
 Aftican compamﬁ Cmpambeperformance was viewed from the shareholdem’ -

: poim of . view in the form of increases in- the:r investments and dwidends

- Executive cempensanon was defined as the sum tutal of d:rectors emoluments o

i PR e Terrer e oo o ot L P




5‘111 w1th the total package

’fmlud:ng shareholdmg Incenttveb werenot isolatedm ﬂns smdy, hut grouped :

There were two malar ﬁndmgs The ﬁrst..was' tbat the dnrectors are

'mply causauon the ldw oerrefatton was exp!amed by the fact that settmgl: |

e g _execunve remunemtaan was more cmnplex thau Just hnkmg it o ﬁ‘e m oy

o state Whld'l measures of compauy erform

|  devised o do.

. =-cont1:1bute to posmve uompany performanoe?

S ._-posmveiy affected b}r the scneme?

m such a way 0. as to aligu then’ mﬁcrests w;th thnse of the e
__ shareholdex Secondly, thie relaﬁonshlp Petwesn eompensaunn and. corpomte PRy
performancs was not veryfstmng (r=.2871 in 1991) Although correlation does

e None uf thesa studxes has remrched lmw executives pemewe ﬁnanc:al'::'-;-'__::_' S
moenuves to unpact on indmdual end rompany serforman |
~ " differs from any known research in that it aitaed to eatablish How axeclmves-_ T
L :“vxew t!xe aﬂ'echveness of thesc schemes In this stutiy, managers were asked'-:
| affeced by the incentive scheme. “This was ﬂed backto wha!; tlm schme was

| ﬁquuesﬁompused1nﬂusexplommxyresearchmverthefoﬂomg
Do managers percmve thaz executive ﬁnancml uwentwe schemes_'.. o

. - Which measures of company performmme are perselve:d to’ be mostf.l o

3 Do managers percewe the acheme as ‘a mtwator for better':_'_

- _:_4._-._._.:_Aremoenhve#:chamesmvadmheaneffm%methodofmm S

o and retalmug the services of execuﬁves}

- 5 5 ':_Do tha pe:rceptmns d1ffer Bgross the vamus ihncﬁonal groups Ot o

'- 3 6. - Do thepayouts d1ffer ac:oss the vanous tuncuoual groups of mauagers? _' " | -
o 7. Which components of the remun.eratxon package are most 1mportant to' L



8 What a:e thﬂ most mpg;m_nt factOIs ta take mto munt wlmn T

demgmngmcenhvaschemes? B
9 Shnuldthawholanrganisaunnheunanmenuvescheme?

- _Iumtad the amaunt of - .nnentwe whama payout?

B mmm mmomme&z

el __ - 'I'he survey method was used o gather data for thm research 'I‘hls is the mosti"- : YR

0 commonlyused research method in somalmah(ﬁroenewam 1989; Leedy, - .
. 1989). The word survey means “to ook or to ses over o beyond fhecasaal
" glance or the superficial observation” (Leedy, 1989, p. 141). The | mamg ARSI

. P& research was done by mee.us ofa questxonnalra Groennwald (1989 pe

) states that "a survey provides a cross-section of the condition of caves at Cr
. ._._'_'a giVen tuna" 'The resea.tcher may, hnwever, emtrapolaw what is hksely to :'_ DA
. ---happenmtheﬁlturemxdermmﬂarmcmnstanoes, bydramngmnclumonsfwm

N onetranmbory collﬂcuonofdata (Leedy, 1989). - SRR o
B The queshomme des:gn was basedonarmew ofthe hteramretoiryto__._"
= testﬂmvanouspreposmons Itwasthu enhancedmfomsmups ofusersof

___'._-_._-5ncent1ve schemes, and in conjuriction with expertsandacademlcs in the field B o

10, Whatwcuxdrhe;mpheaﬁonshezfmerewasanysortofl"*_"_'j__""""':"’”'

: _'_'_ofremuneratwn ﬁxpﬂotrunwas conductedwxﬂlpotennalmsmmkfm- :' L

o 'eomprehensmn of tarmmnlogy, to mm out any unoertamtles that usm may o
L come 2 across and to 1dent:fy further consu'ucts s |
'I'he questmnnmre eonsxsbed of two parts

- The ﬁrst part, was an orgamsatmnal questmnnme compnsmg 10 opsn:- SR
 ended questxons presented in Table 1. It was mtanded for. the scheme B

admmlstralaor to ccmplete and enquired as to the type of scheme and |
assoclawd rules

. The second part was for mdmdual respondents, ie. senior managers"-- o o
currently on - incentive- schemes. It oompuseti 3 bmgmphlcal ad o
- demographic questions (i, 2 & 3); 4 open-ended guestions (4, 5, 28and"_' B
31y 3 questmns requiting rankmg 9, %0 & 32) and 23 sta.tements .



(sﬁﬁmeuts 6 10, 27 and 31) tﬂ be mtad ong Su-pomt lee.tt scale The "

statemientsandth;araw wmonsesamshownm’rable‘z

One orgamsauon queshmmmm and a pack of mdmdt"l qu&shﬂm Wﬂs |

e .ﬁ : f_sent © the contact person in the parh,mpatmg Drgamsauunsg ‘whe, then handed -{:f' .
. - _‘:out the questlonnmres to: the tOP executive feam. The s:ontact person: aisof.:';}
. smanged for the compltion of the organisation questionnaire, The respondents
e tg the Mmdua_[ quesmm Were semor muuves lIi 0 !‘g ams&tlﬁnﬂ known"_ s ._  :
BN St have incentive. scnemesa Bnd ‘these - execuuves were. the tiad: of

o ‘organisations, and the head of major fanctional areas, division or depamneﬂm - L
'_'Ihere were 121 eompleted indmdual quesﬁonna:res from 17 :' ranisations.

The method - of sampling was two  stage Judgementﬂl samplmg ﬁ"’m i
_”-'--j:'.mgamsatmnsknowntohave mcenhveschemes Dmcnphve stausucs, Faﬂto" BT
L Analysis, CorrcspOndenceAnalyas .-md Content Anal}'sis Wﬂm“mwm"m N

o :_'-___';heresults

o i Factnr smalyms ol e T T
o -Facmr anal}'sxs refm to a vanety of stahsncal techmques whose connnun. o
- -objecuvels data reductmn and summansatlon (Kim, 1978 Hau' Anderson,_-' h

o TathamandBlae-k, 1992), Thebrswams offactoranalysisare
o Todewnmnehowmanyfacmrsunderheasetofvaﬁables

gl Todetemﬁnetheaxtentbowhlchmchvanabledepmdsonmhfacmr TR

| - To allow interpretation of the factors (Barriard 1991),

The questlons in this research refer to moen&ve schemey and the rempanses_ = :-_ o

- fo them constifute the observed vanables Fa,ctor analysxs e\xammes the
.mterrelauonshlpsanmngthesevanables T TR
~ Campbeli and Stanley (1963) believe thax: thls type of demgn has led lD .

valuable explorauonsofthegenemhsabmtyorextemalvahdltyofthemmmaryf :' o

. statements,

_ Theobjecnveofﬂusresearch wastozdennfytheperoewednnpact of’."_ s

E _ ﬁnanclal mcenhve schemes It was possxble to use. factor analyas m descnbe o

- :the reiationshlps between the vmous dlmensms The factnr analys;s was amer o |



R 'I‘hls was usadw:nterprettheopenended questmns The objecuveofcuntent_,---_";_
o analysis is %0 take a non-guantitative document and. transform. it intu
) quantxumve data(MomonaﬂdMaram 1990) T T

This mploratory rescarch was analysed in terms of what the soheme was e
| '_"_dmgned to do from an orgamsatmnal pamt uf wew and the. parumpanta’ ST
- "-jr”’psrcepuuns ofthe 1mpact of the scheme el -

| e N oo S i OS9.

R 'E.j'COHespondeﬂce analysxs (Haar o czi 1992 Snoyman 1991) mazmultwanate
S * interval data usingmscahng meﬁmds Thivis donem nrderto faczhtate t‘he e
e :.._.: :_of Othﬂf muluvarlaiae sechmquas, such as factor amlym’ ch mqm data tO:-} e ..

o '_ be at 1east mterval m nature : f_ ':. SRR

FENDINGS

Chamcternsﬁuofﬁaﬂ’schemesinﬂﬂsrm SRR ST
| Theorgamsanonquesﬁonnalre(Table l)ﬁiledouthythaschemeadmimstmm_ S

| _ | provided the followmg mfonnatlon about the. 17 mcentwe schemes. L

| _'Themcennveschemeswemmwdedmwﬁmajnrcategone,sbasednnthetype;
- of measures used. The first category, individual measures, were: deﬁned as
| _ measurworobjechvasthatapphedtotheexecuuvesparsonﬂly Thesacund" )
. category, companymeasures refemtoﬁnanciaimeasuresfortheargamsauon
: _Some orga.msatmns had a combmatlon of mdmdual and eompany meﬂsures,'

- and this' formed theﬂnrd category.. The split in- categanes was ay, foliaws

' 1 Indmdual measums omyaorgamsations, Qmspondents), o
2 Company measures nnly ¢ orgamsaﬁons, 60 respondents), R

Combmatmn of both (6 orga.msattons, 4’7 respondentd)




'I'he mdw:dual measures mmpnsed mamly pmsonal )mectwe‘ and
'.“-behavmmal facmrs. ‘I‘he com;;any measures were a]l ﬁnacmal maasures off-ﬁ o

S a f _' _: some sort. The average pa,ynut was Inghest for the ﬂurd catsgury (.51.*5% of-.. | '_
S annual basm sala.ry) The secund hlghestavmge payoutwas in category two, .
I eompany measuxes (15 8% of annuak baszc salary) follawed by catf.gory one -

' (7.4% of annial basic salary). By far the most popular financial méasuro was:.,_‘: o
- 'some percentagc of pro:ﬁt 9% of orgamsatlons) as shown in Table 3.Itwas .

L surpnsing to: ﬁnd that the eecond most common measurc of performance was__".’

"'..'-’3':'based Ot the dlscretxon of the supmor whwh in mest cases Was thc Ctlnef'

| :-.'-:Execuuve()fﬁcer{CEO)orManagmg Dmscmr (MD) R
e Mostargamsahﬂns (M%)hadﬁﬂyﬂﬂethOPﬂfﬂmm 'I'he |
L __h1ghest ‘mumber of factors in any one organisation was nine factors. Table 4 -

o shows the numbar of perfannancﬂ measures by scheme. Incentwes wete .
. funded mfourdlfferentways Thetwo most common miethods (refer to Table -
L 8) weretapayoutapercenmgeoftheamountbywhlchtargetswemexceeded'
(2% of organisations); also known as super-profits, or 1o budget for the -

- payout (32% of orgamsatlons) All but one orgamsatwn pﬂid the incentive on o

| .._'_3anannualbasxsandBofihal?organmaﬁonshavehadapayonteveryyw-__ »

forthelastthmeoonsecutweyears Threeschemespmdemfouwooftheiasti' C

three yeats, and one orgamsatlon has quarbeﬂy pay outs and has pmd out, to
somaextent,eachquarterforthelastthreeyms o TR
| -~ The regulation and administration of the schemes was done pnmanly by the
top management team/BXCO (47 %), followed by the CEO/MD alore (35%).
' _Only two orgamsaﬁons reporhed the use: ofa group rmuneratmn commities or.

remuneratmn manager, which is the most pupular method used in the: United .

B States of Amenca (Crystal 1988) Implementauon of the scheme wag: left o
to line management in. 29% nfcasea followed by CEO)MD (18%), Human o
Resource Department (18%) and EXCO (18%) ‘This is in line with

expectaunns as it Is hnemanagementthathas to explamthe mechamcs ofthe a
scheme in most mstances '



_ _17.. . B

Most orgamsatmﬂs £76 %) apphed a hmltfcap, see Table 6 ﬁo the amount the _"3: -

! scheme Wﬂlﬂ IJK}' Ouh ThF. most common hlmt oF cap ﬂiat organasat[ons:__fl’"‘ _'
Yoo "'-,-'.mpose on the mcenuve scheme payout was 30% ufannual basic pay, which
Lo s genem]ly less than the limits in the United ngdom and Umted States of"; RS

ey | ‘smenca a..awler, 1990; Annsm,ng aﬂd M"Ihs 1991)

.;':Payazut amnunts and level ni‘ satasi’acﬂen

._ Themeanpayoutmrespondenlswaa 1’2‘ S% nfanmalbaﬁicremunemuon The SR
SR ,-_proposmnns that the hxgher the level of the employge i ﬂ,e mgmm ﬂle“_._;_ o
©°" igher the incentive payouts, andthat line mansgement get more than staff
. g -.-_;.:-ﬁluctwns, wassuppomed 'I'able'?‘ mﬂect;.mdeta:lthapaymfor &Chgmug ._
. The hlghex lavel emplnyeeggt an average payuut 0f24 0% of annual hasm S |
o _._.-_;pay, whilit the lower levels averaged 15.8%. Line functions gotanmmge Of_: o

C O 20.8% ofannual hasicpay,andstaffﬁmchonsgotanavemge of 15.1%. -
B Respondentswereaskedtomdmatetheuievelofﬂmfacunnmﬂlprewous'

expen:mc mvolvmg incentive schemes (see Table 8} The. Chi, Square tests__ I

. = revealed that there. was no mgnﬁcmtmﬂereme in saﬁsfactton benveen any of L .
o | the groups des;m:e the apparent meqmﬁes of the payout. There was, however, |

B MOfad'ﬁemmmmuon(p_'ﬁﬁljWiththeCEOIM);'GMaudmher |
(lowerievels),thantherewasbetweenhneandstaff(p _291) m&gmﬁesj- e

that executwes find 11: more aoceptable that incentive amounts dﬂ'fer by level =

~in the Memrchy, and less aaccptable for mcentive amounts to differ between <

line and- staff functions on the same Jevel. By imy ‘watma, mwork and
: mternaleqmtyarewewedasmponantandexecutwasonthesameteamwould " _
like 10 see more eqmtable rewards, 'Ihere was aiso 1o sxgmﬁcant dszarence. . _:
 (p=.946) between the levels of satisfaction and the type (individual measure,
- _company measure, both) of moeunve schsme More than halfthe res.pondents o

 were satisfid (45.5%) or very satisfied (10.7%) with financial incentive =

_ schmnasandthereasonsgwenmmdicatemeahleQ Itmmterestmgtonobe' S
| ﬂ:atonﬂlenegauvemde, moremsonswevegvmwhenrespondentschecmd:_ i
verydxssausﬁed (116%)thanou1ydlssausﬁbd (124%) Atotal of 19.0% of
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y _.respondents felt neutral ahout theh past expenences W‘.lﬂl IIICE ﬂtNﬁS l es SR
- When analysmg the leval of saﬁsfacuun and the amount ofthe Iastmcenuw:_-}. T

| payout that respondm!.s 'ecemad (see Table 8), the average payaut amonnt o ;”.-:
o goes u;s as the 1eve1 of satssfanhnn goes up Those who are. most sausﬁzd got : '_ __
L --.";by far the b1ggest payout. T.he average payout vetsus the level of sausfacuon e R

o is; Vﬂfy mausfamy avemge paynutofﬁ 6% unsansfactozy 8. 2%, neuu:al" |

Ll 13 2%, satisfactory 21, 8% and very satisfictory 29.5% of annual basic salary. e ST

s 'I‘he quesnan is, are they the happwst beca.use they gat the blggesf myout? '_ 3
S If one Iooks at the Teasons cxted for then: sat[sfacﬁon’ it would @Iﬁr not, :.;_
L Reasons gwen for therr sattsfachun Were- "goud performamewas rewarded -

o :."focus was pm\uded" "one eouid mﬂuence the paymzt antena" "tha scheme g o

: w&a we]_l d—BlgﬂBd and “11'. pI'OVIded mﬂtlvaﬁ(h - K | B e
" 'Ihereasonsmtedby unsausﬁedrespondentswexe, pnorlydestgnedschemes e

--.whmh ara subjecnve and mt meaaurable“, "goal posts moved" : "payeut tog

smailanddeferred and payuutmatthewhnmoftheCEO]hm These

--fmmﬂﬂg thelﬂ Mﬂtwatlon theory states that one: would expectm seerewards' |

_ comme.nmxrata Wlth onesmput (Adams, 1965; McCielland Atkmson C!ark o
- and Lowell, 1953; Veoom, 1964; Skmna', 1969; Lawler, 1983 Steers n.d_ C

Porter, 1985). Theseres;mndentsgotsmallmcenuvepayeuts andtheywould e

| -probablywewtheaxmputashmg gmatertbantherewardtheygot

' 'Factors that comﬁbute te pnsitrve company performanee N L
Respondents were asked what they oonsxdered tobethetop 3 facm (mferto
" Table 10) contnbutmg fo posltwe cnmpauy perfonnance These were;

- Motivated staff (15.6%); . o
‘. Rewaxﬂ systems and moenhvm (13 8%),
| = Cléar direction and goals (11.9%).

| This tled up well w1th the Teasons why respondents thought the orgamsatmn . : .

'-had ani incentive scheme (see Table 11). Reasons cited were:
-=To moﬁvm.ep_:plqyees Q@5.7%;
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- To reward ﬁmse who pm-fom(i‘ﬂ 5%); B R
.. .- To imprave financial pesformance of the oompany (19 0%)

_ : Ea.ch scheme MStrator was asked to document the purpose °f thelr.
e "j_'.'compaﬂy S mcenuve schemc (see 'I‘able 12) Thﬁ tOP 3 reasons mmd were = :

-_‘-I‘n 1mpmve ﬁnanmal pomtmn of oompany (40.6%),
- To reward above aVerage pﬁformance (15 6%), S

. '- -To shareinthe:sucwss ofthecampany (15 6%) _ ER T
s .-The mast notable dlfference between the Ieasﬂns gwenby mdmdua]s and those e

e gzve,n by admlmsnatom is" that the most pred

© . individuals, name:iy to monvate employees, did not faature nearly as stmngly .

on the company fut. -

Factnrs underiymg pemepﬁnns nfmcenﬁve schmmes

| - The matrix ofﬁfequencies ofresponses to the. 21 statements 011 the ﬁve—pomt -
o _-__leertscalewas subjected to correspondenceanalyms Thls involves oonvemng o

© the data from ordinal 0 inferval in order o do the factor analysis. The
| Euchdmnd;stanceb&tweenscalepmnts ontheﬁrsttwopnneipalaxcswasused_;

| tﬁcmateanmtervalscalﬂﬁﬂgmgfmmltos Themtervalsca]ewhlchwas’_ s

“factor listed by -

. _developedmsplayedascalemuwunhkethenumevcalvaluesoﬂ 2,3, 4and
5 normally associated with the Likert scale, There is an unusual closeriess

between the Slrongly Dlsagree and Dlsagree (1.000 t0.1.380 as opposed ol
Factor analysis was Ihen zatried out on this scaled data, and a four factor
solution was. chosen using the eagen values in excess. of unity, The results of -

factor analysis show the facto zumber and the statements that loaded onto

‘that, facior, The statements are then examined and an underlymg theme or :
name- is attributed to the factor, The factors were mtcrpreted and. named

i _-heanngﬂtehteraturemuew andconsﬁuctsmthequesﬂonmmmmd 'I'he o

'_rotabedvanmaxfactorloadmgsandthe smmmentsthatloadedonto eanhfacmr .

- are shown in’ 'I'able 13 The statemants in the quemmnnalre ara shown m ’.{‘able "



2 and start mth stabeﬂxent 6 (56) The ﬁrst ﬁve quesnons were blographh-“i R j. :
| and openemied Questions. SR SRR S

- Statements 7, B, 9, 14, and 18 as shown in the’l dmdual questionnaire foad REERE X
L -__-._:.fffonto the first factun All of these slatements support. the notion. that moenﬁve-:‘_':. R
N | sche;: es work. A bntal of 89.2 % of respondents agreed that ﬁnancxal incentive , o '.

ER _schemes are effeenve in increasing sompany perfommnce @an. i was"f Sy

petoeaved by 62 0% of respondents thait orgamsauons thh incentive schemes . .

- perfors beter than those without schemes (§14). All five of these siatements
U received a modal seore of four wlnch indicated agreement that incentives <

: '.mcrease personal moﬁvanon and company performance, build teamwork and' .

o "areeffechvemahgnmg themterestsofmanagemand shareholders This factor <

| "\_._uesmmththehﬁeraturerevlew anmotvaﬁontheory agencyﬂleuryandpnor _
remrch md:catmg the posmve lluk between mcenuves and company "

o ._Statements 19 0 and 2t 1oad onto_the second factor The eonstmct that_"__- i
underpms thm factor is thatﬂle whole: orgamsatmn shouldbe on an ﬂeentwe" -

' scheme and pamcnpanw should have access o ﬁnanmat statements (see Tible
| 2) A total of 68,6 % of executives. wants the whole orgamsatmn, all levels and N
JOb categories, onan mcentlve scheme (S19. A total of 62.8§% of resyondents -
woula share financial information with all levels in the organisation if the "

mc&mﬁve schexme Was company—mde (SZI) ' :

Statements 10 11 15 a.nd23 load nntothetlurd factor The underlymg theme- 3
 is the need for a stable and h:gh basic sa]a:y and an aversion for misk, This -
| resultlsanunexpectedﬁndmg but maltes sense when viewed againgt the
backdrop of the turmoil in which SA executives find themselves foday. Atotal
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 teso%of respondents betieved tat they would work a hard- Hhether there: R

- '-'f_"”wasa scheme or ﬁot

Statements 6, 8 | 13 22 and 24 1oad rmto the fourth factor The cammon"_ :

8 .thread ) these statements is. the personal xmportancu nf the scheme o the o
.. _'mdmdual in terms of motmatlon focus, reward retenuan of services andthe c

E K 'abmty to control the moennve scheme payout A mtal of 74. 4% of respondents_.. -
= ' agreed that: the moentwe schema is nnpmtant in monvaﬁng them- (88) L

JItis mteresnng 1o note that the. respondenﬁs vho mdwated dlssansfacuon .

-' :vnththe mcenhvc scheme mted viotations of the above: factors in the scheme N
o des:gn The most ﬂagrant v...-lanon was- the lack of indmdual control over the' L

- scheme which was mdmatedby reasons surhasvaguetargets, factors that were B
- not measurable and’ payout that was at CEUIMD dlscretlon -

_ Themscoveryofmesefourfactorsprovxdes nleardlrechonm thedemgners

- of incentive schemes and highlights the- ﬁmdamental pnnclples of moentlve :
schf.me design, Incenuve scheme demgn needs {o be undermnneal by tha'
pnnclples referred tointhe factors, in paruculax the sharing of financial results

“and the importance of the pariicipant having some control over the measures:
and factors in the scheme |

The findmgs are related to the literature review to detsrmine whether there 1s'
any connccranbetween the moandwldanﬂfyﬂleumque ﬁndingsrelevantto
the Snuth African envuonment

Compzny performm and incentive sn:hm .
‘There is overwhehmng agreement (89.2% of respondents staied agreement) )
indicated by atatements 7 and 14 that organisations with financial incentive
schemes perform better than those without, ’I‘lus is consmtent with the ﬁndmgi |



O .’ofpﬂorremxchers formmple Gerhanandmkmtch (1990), andBen and S
" Hanson (1987, For ths sample, e Toble, rour cn sles was el tobothe.
T _'_mﬁ o pgsihva]_y affected by the scheme Tﬁe*e vas substanhal a,greement..:_:f;-i_'_-._ |
o .-._._..-__-E'.:;-apphcahle, the soheme poszuvely unpacted om Retum on ﬂ[lllty (74 2%),
. Rewmon capm employed (68.1%), Eamlﬂgs per share (65.7%), Retumon

SR sales (80.0%), Growth in sales (78.0%), Grawh i equity (57 1% Gr:owth R
S proﬁt (74 o%) and Diwdenda B share (53 s%) Ll

K noes mwey muﬁvate‘!

o -'_by the mcentlve scheme in pPace as shcwn by SS in 'I‘able 2 It was an

o - important part of 64 4% of res;mndmts‘ remuneratlou package. This supperts_ o

= . ___...motwatmntheonstssuchasﬁ.dams 1965 McClelland Atlunson Clarkand

- Lowell, 1953; Vroom, 1964; Skinner, 1969; Lawler, 1983; Steers and Porter,

7985, One concluaon that could be drawa is that the wndmons mentmned by' S

- ‘Lawler (1983). were met by most of the:schemes, Fiiher way; pammpants__ .

. behmve that they are motwated by moenuve schemes. R

'-:ﬁneenuves andaharmmermmm

L _'_TheagemytheorywasupheldbyﬁwresponsesmsmtemntsiSand%,whera"'.

o the.rewas?d. 4% and 52, 1%agreemen respectively., Respondents feltthatthe-:__"

schemes aligned manager's expectations with those of the sharcholder, and that
they provided focus. Factor 1 includes the concept of agency iLaory and the -

' not:on that mcentwes are an important mstrument for the shareholder was

Impoﬂamwofmcennvesaspm'tohhepndsage

‘I&le ﬁndmgs that Jemerge from the facmr analysm cleariy mdlcabe the_
imporiance of incentive schemesmthadesagn of remuneratmnpackages This

is supported by the incidence of incentive schemes in South Afncan business-



R .Bffecuve in creahng compeﬂtwe adva

; '--whmh maxound 7’5 (P-E Cmparabe&emees Salm:y Suweys, 1993)

An unexpecbed ﬁnding m tmns of zhe hterature mview an_dfpnor research. o G

. . is the Mportance of basw s.ala.ry This mmpongnt Was ramd aa the mﬁt'*:l.‘;:': g o

| ﬂ"i:Tables 14,15 und 16). This result coﬁcurs w:th statement 10 and 15 o ﬂle_"'[;_ R

L E '__fﬁlakart scale whlch mdmted the. des:re to keep tha basic: salary at & constait f
o levelandnottodrop 1tfnramaregenemus formulannthemoenuvnscheme T

. tis also corgruent with factor 3 of the factor analysm wmch mdxmes a need e
o ;f”-',.-r"forh:ghbamsala:yandnskavmmn I
mamclety that is punchdmnkmthc»hange, re-organisatibnandre-'_-' L
o engmeenug 1t1s not surpnmng that some sort of stab:hty will be suught in
; _'tarms oftheremunerauon paekage, This- ma,r explain the need fora h:gh,--:- S

secure bastc. salary fm‘ Stmth Afnm axecutwes

o It is, howeve;r, fuliy acknow! edged by respondents tor S 14 that orgamsahons- -

- 'mth incentives nmperform those without. This response aliudes to an element o
- ofselfmterestwhxchlsgreaterthnnanmwwstmmegoodofthecompauy L

. and shareholder. This also alludesmtheprenuse ﬂi&twhantheschemwwerc
deslgneca aad commumcated to emplayees there was little emphasm on'the

agencyﬂleorymmponentc*’thesgheme Noemphasis wasplaoedonthe-__;” o

'shar&oldet Comparatively, the. mmatlon in the United States of Amenca of
United ngdom is more stable and, general,ly, there is a greater percentage of
' incentive or risk pay (Abowd, 1990; Armstrong and Murlis, 1991; Crysial,
1991; Elhg, 1982, Foulkes, 19915 Jenson and Whurphy, 1990) Having oontrol'
~over one’s desunymtems ofmcenttves was also nne of the factors. (factoM), :
. undm'pmnmg the argument for seehng control and stab:hty S

Itis widely acknowiedged that remunemtaon systems need to be desxgned to |
attract and retain good staff. A total- of 66.2% of respondentsagreed that

.'1ncentzveshelptoattractataff Execunmaﬂsoi%ltthatmcenuveshelpmmm S

the services of empluyeas (6ﬁ 9% of respondents) Incentives, thus, form al

vital part of remumtwn system demgn and the scheme demgn should natbe
left to chance, : -



T --_..24._
o ._ ;The mpﬂncanm Uf ieglslaﬁon sm schmmes

'.':_The intense medin. ‘campaign and public Outcry regardmg hzgh executwe;:'_?__-'._
" salaries and bonuses has led to considerable debmw. Goversments find .

o 3""themSalecaughtmthe cmssﬁre, eapecimly whmtherearecaﬂsforsomesm} o
of lﬁgtslatxve intesvention curbing lavish payouts. - el RRE
B Should govamments mtervene in the arena of inr:antiv&s it cnuld only be m,: '_ i o ';.
"“-ff-_.:_fone of wo areas. Firstly, that there should not be any’ enormous payouts, of o o
e _'-_;j'_payouts overaoertamhmit,and semndly tbat 01ganisations shnuld sharethair R '
o __:_'-proﬁts w1thallleveﬂs Ux emplnym e e e e
- Th first option goes against fant £ this"reséa'rdh‘in ﬂiat 1tisperoe1ved R
that. mouvauon would deorsase, ou  nies would not perform. as Wﬂﬂ,.:_f T

teamwark would suffer and the interests of shareholders and manage.nent_.-_

._._--would notbealigned. Given e oom;lemty of settmg execunve et meration SR
(o=, 1993; Hipkin, 1993), It is necessary to reward top executives using
" well xe! 'ched predlcﬁors of market mnﬁr eve:n when people are losing their: -'
- jobs: The. issue of- 1axg,e dm:repames w pay is more of a moral and not & |
legal, economic or vemunertion isme, Government intervention would be

: notlung slmrt of dxsastrour from all pomts of view 1f remunerahon pohcy was |
'Ihere was, however a very posmve response fo the seoond option in fam o
2, which:states that respondents felt that the whole organisadon should be on_ N
. an incentive scheme. Over ‘and above that; it was exp:essed that there would -
be no problem with shaz:mg the relevant financial information with all levels.
of employees This-would also help to satisfy the agency theory in that al
“levels of the orgamsahon would be aligned with shareholder thmk:mg -
Moivation at all levels in the orgaisation would probably increase and all
would share i m tha success of the business, Includmg all leveis of employee on

a onmpany-wlde incentive scheme would reflect the: present: changes in our

'country. 'I’h:s may also bea vehlcle for a more meamngful method of solvmg

business problems, mproving company performanceand all employees shanng o

in the fatc of the. busmess Arguablyv _th:s is also a form of wmlth_' |



- redismbuuonandspreadmg pmﬁts morewdeiy S

Inceume scﬂ:eme dwagn cumdem‘(tms far ﬂne SA orgamsaﬂm

'I'hm rasearch provxdes mcenuve scheme des:gnem with gmdehnes on thez
¢mc1a1 elem&nts of. any mcentwe scheme_and remuneraﬁan systom demgn for -

a South Aﬁncan enmnment

In tenns of pe:fonnancs mwsures and payout far less mnphas:s should ’he-t '_ _'f;
placed ﬂﬂ dxscrehonary PRYOW Of bonuaes where itis at the sole dlmretmn oct‘ e
- the CHO/MD. Discretion was the second most popmarpmfomance measure
and means of fundmg the mcmltive scheme (see Table 3) ‘When reepomdents
We:l:e very lmsatlsﬁed Wxth incen&ve s::hemas 2 reason fxequenﬂy melmomdf

was that the payout was at the disemuon of the C:EOIMD (see Table 9)

It wonld he a.dmsablc te reduoe the dependence ‘on buﬂgetmg for the :

| mcanﬁvn schemepayout, andmaketheshlﬂwshannguverandabwemm' e

agmd upon leve.ls ‘This would require sharaholder educatmu and may eVenf-_ v |
requ:ure some minor changes to the ﬁnanmal repurhng system Tha suggesmd_ o
absolute minimum: thai. the incentive. scheme should alm at paymg out m 15% B

aboveiheguamnheed salary (see Table 8) andxdea!ly the. payout should be

20% 1o 25% above gua:mnteed salary (Armstmng and Murhs 199 1l .. .

'1992; Elhg, 1932 Lawler, 1984, MﬂkovmchandNewman, 1984; Rappaport j -
'wam L
 Sciiemes should be des:gned 1o sansfy the factors menuoned in the factm‘.
analyms,namely ST - s L T
- Openness artd sharmg the fonmulae ﬁnanmal resalts and showing the' '_ o
Basm sala:y 1s xmportam and meenuve schemes should zmt ba used. to
malmupdeﬁcxenmesmﬁusm, IR e
Inclumonofcntennthatcanbeinﬂuencedhvparﬁmpants ER

Other goldenmles mentioned hy the execuuvesin fhe study mcludn- e
: Rewardgoodandzmprovedperfonnance, P e
. Cnmmumcatethefocus, mtentionandduechon ofthescheme thoroughly,



ff_ L -i-.{hamesmng the fantorsthatﬁopexecnhves ﬂunk increase mmyanyperformmlce

' ‘The most prominent of these Were; motivated staff, reward systemsand clear

" goals and siratogics. Table: 10 lststhe other faciors, These shoud notbeseen
. "to bemutualb* exclusm of any oﬂler mtermnons the orgamsauon is planmng ST

Deﬁlgna schsme that is SJmple and fa:r

Tk Contmct partlcipatlon and clanfy the mot:vaﬁon elemeﬂcs ofthe snheme :_ R _'
‘I‘o further enhance company performanoe orgamsauons should cunsnder.;-_}

o The demgn of mcenﬁv:e schemes shoutd ensme a close he up as to Why the_:f _: L

a orgamsanon haS a 80113!!16 and Why parl:[clpantsthmk therels d scheme MOI‘B s :::
= '. o : tlmught 5110“1‘1 bﬂ gwen to the mouvatmn alemant of the schmnes, as 1t would . '_ﬁ:-' : -
. . ._. 3 'appea!' that the schemes i m the samplem m ﬁmcmny dnven, Thls mPhes | 2
: ;__-more parhcxpauon andmmmtmemt in the design of schemes, ‘Scheme deslgn o
SR :..._-_;_._'.;.'_should focus on the team where posmble andl. for best perfomce’ there
o | shouid be 10 difference in. the. earnings potenual of hne and staﬁmns S

S The 1mportance of basic salary in unstable t:mes should ‘not be B i
undereshmated Vana‘s}epayreferstoﬂlecum:eptwhemonemhmdtodoa .

| joh and only recewe a pomon of th.e salary in guaranined earmngs for'_ =

o axample’m% 'Iheba}ance ofthepackagempmdoutoncomplenonofmm . . o
_ _. .'-mutually agreed upon’ ob]echvcs 'Ihls is also known as nsk pay and the _' .;j‘- -

o conceptappears to- beawhﬂeoﬁforSauth Afmanexecuﬁves. Rt
. The literature review indicated that of the four compoments o the'. .
- '-remuneramn mix, - short tenn mcentwes are most oﬁen used tao create'_ SR
. competitive advantage. This research does not bear this out. South African

' -_o:ganisatlons aremomhkelytodﬂerenﬁatethmnsﬂvesonthenamsofbamc'-:-- _
- 'salary Iforgamsatmns wanwd tocreate compeuuveadvantagexnmmunefaum" o :ﬁ_
sysmmsdeagn incentives Would bethecorrectarenatodo so (Gethart and =~

o '.Nmknmwh +1990; Jensen and Mutphy, 1990 “Ellig, 1982) This nutlon is._”'_

. supported hy 62.5 % of executives in ﬂns study who believe that crgamsauons_ N : N
"thh moent:ve s‘/'hm‘l%pezl'fotrm batter than those without scheme:; T



'_'Limﬂmmmw research

" -_ The p0pnlat10n ‘was limited to orgamsauons kmawn te have exeeuﬁve ﬁnanmal _:- R R
mwntzve schemes Dam gathenng wa,s dene by means ef a quesl:xonnmle and__ | L .

_-fhm’aremany
SO ;___-_f_oncompany performance o

- L -_Emplncahons i‘or E‘utm'e R.esem-dx

'answers as the respondents lmew the mey top1c It is: acknowledged that
fent vambles apart from incentive schemes that unpact EE

c '_-_-_:.'.The nwa for exeeuuve- ﬁnamxal mcennve schemes 1s lnbfutable fmm a_"" .-
o __.-___-.mfgmlanon s reqmred on ﬂus subJect and reeommendauons ftll' furthe;-.'

o - = A Smdy thatmehxdesalllemlsmﬂleorgamsatmn, L

= A Iongltudmal study - that exammes the ﬁnancial performance of:__:

o orgamsatmns w1th meennve schemes versus the erfc
o w:thout. | : :

- C(}NCLUSION

.In tlns article-a ghmpse is prowded of the thmkmg and pemepuons of semor_-_ .

o mamgersandﬂleeﬁ’ectofmcenuvesﬂhemes ‘Iheevﬂencelsaverwhelmmgly.

. L in favour of such schemes Nearly aﬂ semor ma.nagers think that the scheme L

i -. ‘affects their organmaﬁen s pe.rformanee posxtWely ineentwe schemes should_ _
 mot be curtailed or market forees tampered with, but J:aiher they should be
_extended to all levels of employee However, basic. sala:y is. 1mportant and

_ ..should not suffer at the expense of an menuve scheme The results mchcated e

& belief that the whole organisaion should share in the success of the =
 company. msm@ﬂapowerﬁﬁ messagetnourleaders |

. The role that compensation plays in improving eompany pexformanee

'.beeommgmereasmglynnportant GlnbalmarketsareshnnhngreqmnngSouth |
_'_:__Afncamimpmveeompeﬁtweness Itmarguedmthmreportthatorgamsatmns T






; : '*1".&- H:m 13 the hunus poul detnrmined? F&r'
“"'“‘faﬂe of pl‘af'lt, & pnrcen‘tage_of sone other tarqet_'- St

. Gt '-tha aﬁheme pay nut?
P Yo -terps of the scheme rules?
«& In practice ovar the" psst 3 yeara
s (on avéragai? o :

' ?‘ th"'_ egulates and admmsters ihe -insenﬁve schm‘!
B, Who was responaibla for design1ng the Schenm
Hha uas respmsibl.e For the 1twlamentation of the schama?

0. For- how many years has the seheme heen 'm‘ operatwn? (Hhat uanth ﬁnd year Ha.s o
1ha schene 'lntruﬂuced}

11. Is thg schese capped or Limiteﬁ in terms of payout potenﬂal‘! For mwte dan.ona: ks
Conly re&awe, a8y 30:( 3 unes aﬂnmf basic sa}.atvy -m any: one’ ygnr? _

1 .12._5_1'?__1:!_1_&_ schéne is gapped qr,-_-L‘lmitad,_Hhat -‘_!s the cap or Limit? |
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= Sitronply. Eaaaree 5 = Ftraigly- Aqrae}
Lhuestions 1 -ta 5 are blograghical) -

‘l_he underlined unber 13 the madal cate_gpryj

I .T Faﬁnnﬁal. inneﬁtive seheﬂes are y 5_ AGET
performanee‘- » _ PR

. .-:8; The fihencial mcent‘lva scheme i impartant in mntwati‘ng ne m e

B s‘l:ri\re fur hetter campany reaul.ts

po mmﬁgeuent-"teé 'rk-'-

9. 4 f1nanu1al 'ineentive snhemu pmm' :

- Iuoul.d prefer to- recaive a higher baaie aalarr and m fimial
'Inoentive s@hema

."'

| 1. I Huu!.d uark aa hard Hheth&'r tl'lare HBS 8 scheme or. nnt

o 12; A ﬁnanaiat mrentwe schema helbs to “ﬁ"a“ ﬂW mru'lts ‘“‘ f"p

managenent. Level.:

13.‘ A finshcial 'incent‘ive schem halps 10 retain sewiees at ari ' Ve
organisatun 2 ) o

s 14- Drgan'isatinns uith fmamnal incanﬂve schenes gennratly P@r‘fom hettel‘:--
than those withnut achsﬂms. T _ o

o 15. 1 unuld prefel to lover my hasir. salary and hwe Aa. mora genemus e
" Tormila on the 1ncentive scheme, - : S

' 1 16 Organ'isatiuns tahd to distinguish themselves Trom cther urqanis&twns :
3 on decisions aboltt the Levat of humaes ‘given rather ‘than o0 hasia pay R

e 1?. 'rhera 1a a tink bemeen manager'lal. ef'fort and eumpanv perfamama

s 13 Incentive. schemes are e'}fnctive 1n ahgn'mg the intereats uf manaaars
- with those of shur'ehul.ﬂer& .

o 19 The Hhule urganisatiun shnutd ba nn an 1nc=ntwa amama, o




R T np' prob K
g all lwel.s 7n the.* nrganismon if the ‘lncmt‘lue schem uas_campany Hida.'-

Y23, 1 tyink that this many’s results ml.d be the sanie Hhe’ther \

sraraneu:

zo. Acca,ss T orgamsation f-ir:annial. statemmts 'Is 1mportmt aheo un an

- '-_mcentwe schnma. e

L. in sharma the ‘fimnmal mfnrmtiou'mh

packag e

-i-:laanagement uere of-a ﬁnmcmt mcant‘lve scheme o not,

.. The schm gives e focus in terus of sharehal.der ‘expectations,

5, 1#'1 perveive the targets o tim 'll'icenti\l'e scheua ta'he tog hm{,
-1 do yot try to-achieve them, " S ST

éfi".cur financiel incentive scheme pneit‘ivmy affacts the fnll.uuing

1 8. ividands per share-

26, he greater the ‘lnmt'l\m scheme pz.ynut, the hardar z tand tn Hork. L :

: 'measums o'f cnmpany perfnrmance. o

' :":-a aetum on capl‘Lal. eﬁployaﬁ

|- 3 Earnings per share

o & aeturn m sales

5 ﬁmth 1n sales

b ﬁrmh 'in equ-!ty

' R Gruuth_-m_profit

%
Z: 5
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s| - Percentage

N _-ifER‘f saﬂsm.mu‘r
A % - Rewards - gogd and impmvad parfnrmance _
& erovides sativetich and. fnc.us .
B i ~Can_Influente. thepayuut
-_..‘a. mher

o sm:tmc#onv }

-} %, Soheme. pays well. an:l regularly

S -;l. el l-designed sche

Lo B ﬁnﬂ\m{ng affe_
. .‘I‘- Othe E :

;smpi.e,_faw, m ’ll'lfl.l.lehae i'l: : . IAE SR

L -IIEUT!!J&L ; ‘ :
% 4. Poorly desigmed - 'Inonhs‘istent, aubject'we

e S Hard to achieve target, daes nbt pay out
“ o1 % Do net know foruul.a
i, other R .

. ;'unsausmmnv : woael ' el
“g-1. Foorly dasigned schmae - m measurable, auhje::twe

S o Latk: of wutpal -discussion. and gnul pasts are N,U\Ieﬂ S

N shnrt Teru and vague
‘1 4., other - _

vaawr msmsmcmv

1. veorly deésigned schamg - ul‘lmhsﬂc tal‘g&ts, vagua R

2.. Payout ‘too swall and deferred too long
3. tayout is on CEO-vhin and d‘laereﬁm o
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" RESPREIEATS 1
_ mmus oreRY mmm :

[ . Naﬂvated atott- tded-matwn, e aetermmm, effm,'
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- 20 .r{euerd systen and ‘incem:wes
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msr EFFE!‘:I’IUE ma&r Iﬂ nanmmh
T S XRY COERTINS COTFETITIVE ADVANTAGE.
.:.t1 = gost effective & 4 = least. effactive) g
CRank.-by percentage of respendents in each rank.
- Vegs 4588 uf respmdents ranked basu: sal.ary 11 S

'_ anPoNEuT_

T an'}n Salary |
e short Term Incentim o
3. long Tere Incentives ' ..




. t'! = must effenﬂve 2 & = Leéget: effestwe)
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. - 1‘mﬂnucmﬂ ._

S . 'The mcentzve scheme debane ‘rages on. Executw& mcenuve schemw wnhout'f T
S dxfﬁcult targets are not easy to ﬂefend 'I‘hey become ripe targets for scorn by IR
E :'_:pmbmg J(ml'ﬂahsts and acade.mms m'gets for shareholder dISSaHSfaCtlon apd,

o rotennaﬂy, Iegal action. agamsthoards 'I‘hephﬁosophy ofexecutwe mcenhvesf__-:'__i__ﬁ | |
o requues rethmhng Ifthey serva no purpose other than ego sahsfhcnon nf SRR

- executives who msh 1o feel they are. bemg paid for supanor petformm, T
" there mustbeamoredefenmble -1t 0 mention less expensive - way ofdomg}-*-‘ﬁ R

_-thls Ifthey truly motwaie supfu'ior""

o demonstrable than 1t currenﬂy appeaxs (Mahoney, 1985)

N What role if any - should manuves play in the workplﬂoe‘?" (Hawﬂfds o

cé, then it should be more'_'_-' R

'_:Busmess Review Nov—Dec 1993, P 37) This msue 8 vital in prov:mng'f L

~ direction- 1o, shareholders and " managers: in orgamsauons, and pohtaclans o

' 'oonmdenng leglslahonthaxmll mpacton executwepay. Thwxeaem'cha;ms |

o moonmbutetowardstnescantboﬁyofknowledgeconcemmgﬂlempactof- S

. mcennve schemes on company performance, by gathe:nng empmcal data from _
: the partimpants themsefves. What role do the executives of large corporatmns e

piay in" corporation dominated society and “are they bmng sufﬁmenﬂy- '

o moﬁvaﬁedby thelureofgam?

. Thm;is jl_ittle.doiib't that the Worl_d is in an extremely protracted recession.
. Organisatiam are currently under severe pressure to provide 1harehnldm's w‘ith :
 the handsome returns: that they wexe capable of producing in the past. Many ¥
have lmnlemenmd executwe ﬁnanclal incentive schemes in an attempt to: bring -

 directors’ and managers’ perfonnanoe in line ~ith shareholders’ high

expectaﬁons (Ross,. Wesberﬁeid andJaffe 1990) Short term mcentwe schemes
are used to try to hnkmanagenalperformance and remuneration to themults

of the orgamsatmn (Mﬂkova.mh and Newman, 1984) The sdea of ma.king_ o |



“55_._

L werkers sha.re i proﬁts is 5 very attraeuve ene and 1t woulti seem that zt 1s_"5_:' i

e from there that harmory s between Capﬂﬂland Labour should come. But the L | DT
| pragtical formula for such gharing has 10t yet been found (Fayol, 1049),
s : © " Several decades fater the formala still seems to be illusive. An Objechve of this
L f research is to estabhsh gmdehnes fer deslgmng effechve remunmtmn and’ 5- '_

A, 'Wldely held behef 1s that a ﬁnanclal mcenuve scheme wﬂl moﬁvate Dl‘_'._::: - -
R "incentivise” executives to work harder. and produce | better realts. However, - o
KR there:shttleemdencethatthesesehemes actuaﬂy rale.eompm'jperformanee. B
R 'Iihls researeh canvassed semor managers mws on the 1mpact of ﬁnanclal

R _' mcentt\re schemes o senior managem' and on mmpany pg:formance

_-Orgamsatmns in Seuth Afnca are paymg cmt mﬂhons of Rands in ﬁnanem "

: meentwes to exeeutwes thhoutlmmg eomluswely whetherer not cumpany__' S -
 performance actually improves as 4 result of these incentive schemes ®E -
- Corporate Sexvices, Salary Surveys, 1993). With very litle evidence toprove

_”_ﬂaat mcentive sehemes boest pm'formance leve!s, top: management l:ure :

eumpensaﬁon experts 1o design. and, 1mplement eomprehenslve ﬁnanclel SN

__menuvesehemes({:rysml 1992,De1acronx ands“u 1991 I and

Murphy, 1990). | - : :
. There are several reasons for focusing on executnvemcennveschemes only o

-."Fil'SﬂygJtmusuallyacompanysexecuuveswhoeommssionthedes@md

_‘ mtplementauen of the incentive scheme Secondly, m South. Aftica there are

o 'very fexv etgamsauons that have such. schemes throughOut all levels in the. o
| orgamsanon, and thirdly, it allows one to focus on the decxsmn makers ofthe .
“business, ‘Ihmresearehmplores whetherernettheparuclpants feelthere 1sa |

" pesmve unpact due fo the mplementatmn of exeeuuve n:mnelal incentive

. schemes.



L i';-thi‘fenr:.:uuc:ra m remunerauon Ievels between black and whma employees 01!

" sam job level (- Corporate Services South African Salary Surveys, 1993).
Most orgamw'ans are’ still mn by whma male executwes Umtms, medm o
B3 worksrs, polificiane and o’thers are paying increasing aﬁenton to the levels of'_":_ s

'Mmﬁ and Culpan, 1992; Hokzman 1992, rome and Mmphy, 1990; The
,:queshon bemg askad is. whether these levels are reany necessazy whe,n-' N
::_-j;.--__.thousands are: Iosing the;r ]obs. (HOItzman, 1992 Spuoner, 1979) Should
- B :-these tmecutwe bomxses be stoppedand the mon.,y d:srtnhuted more w1de1y and '
B evtmly? M&nypeoplehaverwl tmubleunderstandmg,;ust what amy'cmpora_ L P
'.':executlvc can. possﬁly be dmng to eam & seven-ﬁgure pay. package (Kraus ST
R 1980) ‘This msearch answers some of theseburmng qumtmns AN

n eﬁmtnnns L R PR
S i Short term refers m ﬁae penud of one vearor shorter . S
B ‘Executives refors to the top management temn in the orgammon Tlus zs' B
?'often - "Exco® mmgammﬂs ST e o
BERARE E‘inmclal incenhve Schemes refer to any money that is Pﬂid ﬁllt aver aﬂd i
L above guaranteed basic salary and bonuses,  for supenor perfownance or for S
e eﬁmpany performancemeasuesfﬂngel 1985) AR

| '_The hmature rewew covers the theory base reiam1g w theresearch top;c i .
| While much has been written about remungration and raotivation theory, ther:e' e
o is httle emdence of p;:mr research on mcentwe schemes as a motwator fo"-- S
The theory base to be oovered mcludes

S | 1 :.' .' The compunents ofa remunemtwn package and AN
FRN howshorttermmeuﬁvesﬁtm SRR



e -'It is nnt uncommon fo tmd payroll costs runmng as high as 40 to '70 percent e
- of the total cost of domg business (Lawler 1990). At executive level at léast .

L = :'40% of the te*al. cost of empioymant 1s pmd out as frmge beneﬁts and' .

P incentives. Pay is-thus an impa-tant cost o orgamsahons and the componmts S

R ioftheremuneraﬁonpackageﬂxmmedmbwsedmtheu fuilestadvantage.

0 .__'.Lawler (1983) states that a properly demgned reward system can be a key_ N _- o

_' conmhumr bo the effecnveness of the orgamsaunn Reward systems can | | |

R p*\tenhally mﬂuenoethefollawmgfactors whlchmmrn mﬂuence company R

Amm mdmtemﬂ 0 fbet m o

o Motwtionto perform in P“r"““l“’ “"’Ws

e _5.::.-'.__Cultm’e fgs\’ered m the: orgamsahon

. “ Rmnforoeand deﬁne tmnstn.c’a.re

o .:.Types of moentwes and thelr apphcabﬂlty “"“d




_ 'Ihere ate. vanatlons in opmon as to the number oi' ccmponents wiuch- L
_":._--oomprlsctheremunemtmnmlx, but most of themeorysuggeststhatﬂ:em axe
i four components (Milkowmh aud Newman, 1984' Iawler 1983 Lawler, EET

N '_'._'-‘1990- Axmstmngandehs 1991). Inbroadterm..theseare, o
S e Bamc pay,
e _:'_':’""-Shortiaermmeennves,
' - ----:L@nsbermmcexmves_ _

e Gerhart and Milkowwh (1990, p 5) staw that "emplayers are seent aspnee.

- takers” meaning thatthey must pay the going safe 1/ they am to be .

“ L oompehuvc It1sthelevelothamcsa1arythat1srefenedtohem Thepomtm_
mmthebamcsﬂarydoesnot&fferwﬁdyacmssorganisaﬁonsuftbesame'

- mzemtermsofwmpanysaks,assets numbarofamploymaﬂdlevelmtbe"-

- B Drganlsation It is: submitted that competitive advantage in remuneratlon"
package design thus needs to be gained through e use of the oomponents that

_ ahgn closely to the ne;formance of the company i.e. short term mcentwe
~ schemes. T‘hlspomonofthepackagemayvarywmlcompauypmmmnceand

. oompetttwe advanmge Hes i in the hands of the execuuve 1f the scheme iswell
desngned '

Shoit term. ﬁnanmal incentive schemes refer to schemes that operate over a one
year period and are viewed as the most effective part of the remuneration mix
in creating compstitive advantage and motivating executives. {Gerhart and R
Milkovitch, 1990; Jensen and Murphy, 1990; Elhg, 1982). This msearch tests

 this supposition against the ‘perceptions of MANBESTH on the - schemes The

1mportance of the incentive schemes needs to be identified for remuueratlon
 package design, and the relative importance of each of the components of the
package carefuily considered, Information is sought on the relative importance



S :nf thevanouselements ofthe remunerahon mandconclusmnsamdmwn as-f._- o
L ..m ‘how one shauld dss;gn effecﬁve remuneratmn packages for the SA;}__ '_
""}"_:exaqutWe Lo o IS RN

:_ - '_-_:__'_'Orgamsaﬁons should chouse and destgn schemes that pmvn!e the closest links' 3
ot s ’ousmess sttategy Sohustf,x (1985) views mcenhves as the wost

. __'_.-mamgers nﬂen refer to the: remunerauon system as a sttategc Tever: 1o .
. encowage the desired dctions and bebaviours from executives. Theseschemes, f

powm-ful nommunmators of pm*ntzcs in the top pe:fomung oompames. Top o

Bmﬂﬂ? operaﬁngonanannuatbasls formpanofthlsreseamh ’I‘hemust BT

B G:tmrp pexfmnanm bxmus, |

. common forms of ﬂleseannual or short term moentwe schemes are :efmedm BT f"’f?_

N Profztshanngschemes- PR P
- Indmwal performance bonus, o

Gam Shal‘mg schemes o

__--.Annnportantoon&,lemhmmmocnuvemhemedeszgmsﬁ:ebalancubetwem
qummtatwe and quaLmuve performance factors. Quanﬂtauve factcrs W PR

. usually ﬁnancxal meas.tes used in company financial statements, Exmples of

" these measures are profit; custs: and shareholder value. Individual measures
'uscnuyencompass someformofquahtaﬂvefacm suchaspersnnalobgecuves PR
| When categonsmg moenuve schemes: for analys:s, the .ype of scheme is - RS

o _Remuheration- and moti'vaﬁanfﬂieory states that any scheme+3 only an in'aeﬂtivﬁ

. '_ thn mehasdmteontml over fhe elements that gomtomalﬂnguap
o (Lawler, 1983} Most schemes covera - do vanety efﬁnanciaimeasuressnch -
| ;_asproﬁbs, msts sales targets, edgets and spamﬁed remms To cs;mply with .



: -"-'."motwahnn and remunerauon t]mry, partlclpants should have mﬂuence and __

__ : '_]control over these measures ’ﬂus mh tests the. importﬁnce of havmg

e _-cantrol nver one s destmy and bemg able 0. mﬂueme the measures ot ﬂ‘"

R - scheme Respondents are asked to mdmate their level of safisfaction with past o
experiences wnhmcennve schemes. Theyarealso aslmd toprov:dereamnsfor:_._;ﬁ- L

e ':___thamdmawd level of satlsfz...tton and this s finked o the literaure:

= ; _;'-'..;.;:'I‘ile mpm:tmee of &eﬁgn

e ':f_Scheme desxgn is zmpoerhendomg rcseamt. afﬂ:us nature Quastions are

__.whetherornottherelsacaporhmumthescheme. R [T

. 'The ana.)'ms of tesulm must take scheme. deeugn d:ffetencrts mto fwcount as

o there: nmy be. d;ffcmwes i percepton between execunfes ot the various -

schemes An eazample of this might be the dlfference in percepmon hetween-i L
. exacutlves ﬁn a scheme that has. mdmdual measures that is capped varsus the '

R & perception of someons on a scheme that is company. onentated with 1o cap . |

E 'I'l:emtenuunufttusreseaﬂhlswmmnyheﬂterornmtherearedlffemmes

| “in perceptlon hetWeen the various schemes Tlus has mpﬁcauons for. the o
'.recommendanons onwhemedesmn. o L o |

| 4.: M@mmm:‘ ;ﬂmm. -
o When mvesUgahng the relatxonsh1p between incentive schemes and company_ _ | _
petformanceoneneedstoonnslderwheﬂmornottheaddedremunemuon o

really matbarsmmouvaung executives (Mndlse, 1593). Ifso, how much more
mmunerahon is . required to motwate executives. “The extent to. which o

executives believe to be rotivated by money is asked in this research.

"Extensxve research and enquiry: has been. mnducwd as fo how nmch an e

mt:entive scheme yout should be for it to motivate. In this research the Ievel_ :

of sausfantwn w1th incentive schemes wil be analysed in conjunction with the -

last payout that the exacutwe reomved and oonciumons draWn as to whether or



o : ) uot tlwrels any imk. 'I‘lus sectmn covers some of the well known remunzratmn _' - Lo
B '__;._':_._;monvatmn theones ami how they 11& in with this study. SRR S

| _'Thls thcory statesthat human needs form a hmrarchical progresmon, El:lrough B
T -iﬁvele-fels (,B1eshauval 1984; Steetsand Portex, 1987) Maslow propnsed that e
" obe moved up the fieed memrchyandone could notmovefrom one levelto -

_-_-::_-.thenaxtunhlthelower orderneedhadbgensahsﬁed Thel }'ofneeds_'__‘:'_i R
D _m mMg order are as follows» Phymnlogmal mds, safety 2 eeds :

___fhelongmgnrssorlqveneeds eswmnneeds andtheneedfor selfantuahsaﬁon

L 3;'(Ma310w, 1954). Relating pay to this themy, itis pnstulated that money 15
.."_more inctined to_ motivate at the lower levels: of the needs hierarchy. This
- ﬂ:eory would not support the nutum that ‘money’ really mouvates exacutwes o

o '_'unless there were substantaal amounts of money.

. Aocordmg 0 Maslows theory, executlves would be ‘La]f way up the levels on
the hi hzrar»hy, which is the level describing safety needs. me a remunaahon

. 'pomt of view, safety needsrelatemmelevel acd- myoﬂameofgamauﬁeed

~ pay, Uﬂlen associated with basic pay. Executives will be aslmd to indicate the

_relauve 1mportance of the oomponents ofa remuneratlon package An analysxs ' |

of the answers wii give: some. m&cauon of the need for safet;
4.2, me-eﬂmm-g tw‘c’;’- fadw meox_-y .

: Herzberg refers to: twosets of needs calied the Hyglene and. Mutlvatﬂr needs :
(Herzherg, Malmnerand Snydae-rman 1957). TheHygLeneneedsareconcemed o
with a person’s "bmloglcal nature, with gratification of basic physiologicat
' sauvxval drives,. with the avoidance of pam, and the removal of ﬁustrahng o

c:rcumstanoes“ (Bmsheuval 1984 p. 59). I-Iygmne factors are- generally not - |
assug;a.ted with the job itself but with the enviroriment in which the job has o



o _:.be performed and mclude com:htions of servwe, xabom- pohmes and the

He rdmuneranon the employee receives for doing the gob

I _.'.f'enercxse: of sk:lls, mte;lhgeme and rea;pnnmbihty, fm' oppnr{umues ho achleve. L \
and rwewe recogmtmn, and grow as aperson. Herzbexg beheves that;t s on!y’f.__:-‘, o

e 'the mntwators thax can have a ]astmg effect on motwauon, ‘Ihese twn factom‘ - :_._: RH

R o "_do not form a conhnuum smi should be vxawed separateiy

o -'_I:“?"_:From apay pomt ofview mepmhﬂanonmthatmomycmonly rehevepam.“*__.f_ _' _'
o and reduce dnssatxsfacuon It can mot, motwate as it is the mouvators that o

o :'-petform that ﬁmctxon. This theory of motivation would ‘ot support the'- B
o  proposal that financial incentive . schermos- positively. enhanms oompany R

o ” __ performance or motivate: execuhves to work harder
o 43Expmcythmmm N

L Pc rwrandlawlerdevelopedtheexpectancy theory mudf “motwaﬁunxsm
- asthe foroe on an individual to expend effort” (Lawier. 1983, p..20). This
_theory states that an mdmdual’s mouvauon to behave in a eertmn way is
.'greatestwhen - . o o
L Themdmdual b&evesthat thehehawour wﬂl lead to speelﬁc outoomes f
~or rewards (parformance outcome expectancy)
2. These outcomes or rewards. are attractwe. o

3. The individual’s perception of how hard it wﬂl be to a.chleve me*il

outcome and the probabﬂity of success are wzthm Teach. (effort- .
perfonnance expectancy) '

Lawler statm that in order for employees to beheve that an mcennve based pay'._ - |

_ re!ahonshlp exists, the above condmons need to be met, The ‘model is shown
. in ﬁgure L |



: Fimimwmwmdat

ﬂh'lhty

'Effartj _i»_"- P'e‘_ i rmnnce » Mm_ av_ Satisfqgtio_n-_

A pmons ma:ivamn 1s a. funetion af- e

: .a”. Bffors to perforiance expeciaieies - LT e
Per*fnt‘mnnoe 15 outchny axpectarwias R R
Parceived attractweness of nutepmes :. L

e ':'_._oulacoma of zewardk Thxs emphasisea the need for incentive scheme miem that =

o are avaﬂable for pal’l:lclpants o see. 'I‘he @Brgcts in the schame should Tot be5 PR

movedcrchanged,asthmwﬂlchange the expe:ted autcemeandrewm‘
TheSecondcondatiﬁnthatneedstobemetisﬁzatthemoenuvemwardwm-*--:?---.73 :

L S e meamngful It is hexe that the debate- begms because thm:e is no absolute y
= fvalue for “meaniugful Theonstshave suggwted thatameaningﬁxl reward for SRR
extra effort is 15% (B:esheuval 1984 Crystal 1992 Elhg 1982, Lawler, R

This modalﬂ wmﬂd support the suppomﬁon that moentlve.s wﬂl mnuvate .
e execnnves to perform bette if the conditions mentmned above were nght. The S
o -’ﬁrst condmon is that the effort expauded by the executives will lead to some"; el

1984 Mﬂmch and Newman, 1984, Armstmng aud Mmhs, 1991) Anﬁ.: __ o
_ -analymsmllbedonemﬂusstudy mat cumpﬂres melevelofsausfacuon w:th R

-I  the msennve sci" e gnd the amonnt of payout that the respondent receive&

E . 'This can than e compa:ed to'the theory base. -

Thethn-d cr!tena thatneeds to be metls that the targets atemtlﬁn reach."-: o

. From an moenuve scheme pomt of vmw, unrealishc ‘targets thit reqmre 00 e
| '_._;mnchefforttoreach dﬂut&atheexemuvesdmemd mohvakontostnvefor_’_,._.'- L

the target, For this reason the targeis need fo be set with the particlpsatand
snme negoﬁahon may be l'eq‘ured, Wiﬂlout tlus t11e pa:hc:pant may 31"“ “Pf:-"'- o



T 44 Adams eqnﬁty theory

Adams eqmty theory states that mdmduals stnve tq mmntam a balzmce- L
'_.";:_-:between theu' mputs to. the: orgamaatmn ana ﬂm rmtputlrﬂward recmved__ i
. e (Adams 1963). Gmphwally this is siwwn in @zgm o S

___{__mb sausfacnon
o St
RIS .'Fmd_mn L

__';-.Ifanmdzvidualpmexvesanxmbalancebetweenthetwos1desofﬂaescaleit_‘,_-._ E

| ' ”:lssuggeswdmatmemmwduaiwmtakesmmrecufyth,,simanomlntermsi

o ofa ﬁnanc:al incentive payout, this theory would support tbe notion. that the-_' L
_"i_mdiwdual would try andmereasetheinputmdeofthe equauon Thlswould L
| dnclude increaamg the effort and parsonal performance w1th a view that the e

g ': | oulputs will alsu increase. In. other words, be mntwated to work harder and e

produce better. regults for ‘more. money In the event of the eﬁo;t and S .
performamegomgupforapenodofttmeandtharewaxdnavermamaases, e

o the theor.y smtes that the parhctpantmil reduoe the xnput to mamh theuutput



i 3&gency theory descnbes a sltua%n where tﬁe shareholders are not physm‘ll
" mnmng the orgamsatlon they uwn 'md havez hn'ed dimctors and managm‘s tof{?

| R > These agency costs are the "momtonng eosts of shateholders and lize meenhve _

L feepaidio managers” (Ross ef al. 1990 p: 16). The primary function of
R '_"_ﬁ'_execuuve ingentive s:;hsmes isto mml the conﬁlct of interest berween_-’ L .
- managerient and shareholders (Abowd, 1990; Jeasen and Murphy, 1990; | .

© o Kraus, 1980 ‘Lambert and Larcker, 1990). Tensen and Maurphy (1990, p. 149).’._-_;_{"-- S
| _makg the pomtthat money i not evetythmg but nonmunetary rewards often - .

*-_il:-'f_"createthewmng incennvesforCEOs" Iﬁoﬂxerwords, ﬂ15mnuey15m1portant=;”:‘:_ _"

L "'_andwhatgetswwardedgetsdone‘ L

| '.Tlus resea.rch seeks tb obtam mformatlon from the managers on’ theu: s .
S peroeptions of the Tole and ﬁlncuon of the executwe financial incennve*
" 'scheme, Thepercepnonswlﬂthenberelahedbacktotheagemytheoryaswall R

- asinput from the scheme administrator a5'to what the organisations purposss - T
are for havmg the incentwe schema. Acoording to the agency theory, the hﬂk: ;
to the shareliolder should be @ fundamental design principle in of incentive

scheme that:scommumcabedmdetmltnthe partmpants anthescheme The

do. _so Teis argued that ths muerasts of the managers are. di;ffment from thcese_ﬂf o
_'-of ﬂm shareholders Ross et al. (1990 p 16) staﬁe that ths "costs of resolvmg ; L :
l:he canﬂmts of mtere;st between managers and shareholders are’s  special types S

o rasponses for-this quesm a wﬂl m&aate the Ievel of shareholdsr awareiwss;sf::._;_ i

o amongst pa:tlclpants



) ’I‘here are many dxfferent measures of oompany pexfmmance Thts researchf Lo

' thear mcentwe scheme. The measuras chosen are. cmnmonly used in Sauth_' |
Aﬁman hterature when mmpanng tha perfnrmance and s:z.e of orgamsat:ons.

T ._(Greenblo 1993) Theperfom measures wgre also chos-en based on the E

zikehhoad matmempmanagemelnuhashadmcessmthm S
R | ;For th:s reseamh execntves were asked. whu..h of the foﬂovnng measures of |

____aremostaffectedbythe]rscImme

. ':.'Retumon eqmty _

Rstumoncapualemployed
___'_._Eanungspersham '
~ Return on sales

..};..__Gmwthmsaies __

| _Growthmeqmty

A Growth in profit o

PRSI

.The éxtéﬂx' to which executives can contro. gach of theée m&asures diffleré'by.'

) _' menauueofthecompany,ﬂxelevelandfuucunninﬂ;eorgamsauon Tha'_

- -answers in this section need to be tied back to the motivation theories.

 Information will be gathered as to what the inoenﬁve scheme was desmgned o
- do and the peme:.ved mpact onthevanous measures of eompany performancr "

7. mmmom_mqm__._ o

| Peroeptmn ] the ‘way we mterpret or give meanmg m the woniawund us. }

- (Stanton, Btzel, Walker, Abratt, Pitt and Staude, 1992). Our perceptionsofien =
_ depmd ort thﬁ.ﬂbjﬁct beang viewer: and our experiences. 50 ﬂm -_Wheh-. we o



= -_."..recerve mformatmn the mmd compares it w1ﬂ1 a large sbore Df mlages in PR

gaals of perceptton are 130 a::hleve enwmnmental stahlhty and create_ PR

deﬁmtenass Our pﬁweptlons attemPt to achlesve for us-a, woﬂd ﬂiﬂt is
S relanvcly stahle by axcludmg as much coutradit.tory ewdemf: a posslble. It_ el

'_=Pemepuon ﬂ:em'y suggests that much of the managenal pereepuon abow the -; e
| 'moentwe schemesmﬂbebased tmpast experience. Ithll bmmportantto got L

o soms input as to what the managers past experiences have been. It also

T suggests thatthe managers’ pmoeptxons wﬂlbeclose to their reahty and Would

B :'::_want the incentive schemes to work as they tave been designed to do. 'Hns SRR
_' stud}’intendatuasmswhether tbzparhmpants perceawe ﬂ*e mcenhve schemes S

K : tobedomgwhatthay weredesxgned to do.

. Geriast and mmm (1990) conduced sesearch in the United States of_ B

: Amenca on managenai compensatmn which had two purposes The ﬁrst part

. examined the extent to whxch orgamsatlons fa.cmg sxmﬂar condmons make
. dxffemnt decisions concermng mana,gmal compensation: regardmg basm pay, '
N borus pay, and eligibility for long term mceutwes. “The second part-of the
research explored the consequences of theso decisions for subsequent |
organisation. performance as measured by return on assets Longitus*inal

: _mmmreratmn data from a large compensation consultancy was used from
appmmmaﬁely 16 000 managersm 200 organisations, and sxgmﬁcmt betwesn-

orgamsatwn differences in compensatmn decisions were found. The study |

revealed that the smallest organisation effects are on the level of basic pay.

_Thelargmturgamsatmneffacﬂswereonthebomslevelsandehgibﬂ;tyforthe o

long term: mcentwes The results thus showed: that organisations ‘tend (ao' |
 distinguish t_l_:emsalves on d_emsuons about the level of bonuses given rather than -



motwaﬁug axecnnves Thelr study d1d 1ot cover tlus and it 1s ecomn

_;'_'_'__Abowd (1990) cenducted mearch i the United - States of Amenca L
:_.:_'-f__‘:mvmtlgabng whethmr pmformamebased compemahcn affected corporate - R
" pm'formance 'I‘heremunemuon datausedwere obtmmd f'"umaoompensauon.'-yﬁ L
.""_-'wmuMgﬁmMWVMsome'zs OOOmanagersandGOOorgamsanonsova- S
e '___'_fthepenad 1981 to 1986. The reason for ﬂ:eresearchw&sgusnﬁedmﬂ]ebehef"_'_' -
thtnpmoebasedremuneraﬁonpmudesamblssaluuonmtheagemy
- problem. Abowd (1990, . 68) concluded that "the results of the researchdo -
- lend credence, hawever,mclannsﬁuatbeneﬁmmbegmnsdbymms{ngmef R
y—for pe:fonnance componentofmanagenal compansauon“ Thxsmsearch
' mtendstoestabhsh whethe:r m?mgempacezvamwhesoandthe e:xtentof- :

- '_ Modise (1993) examited the correlation, and the extent of the cortelation if _' R

. one-existed betwesn executwe compensatlon and co:pomte performance ina
'-sample of hswd South African orgamsatmns on the Iohannesburg Stock

o 'Exchmge Corpomte performanicu was viewed form the shareholders point of |
o vww m the form of increases in thear mvestments and dmdends Execuﬂve-ﬁ |

' _ o compensatton was deﬁneﬁ as- the sum totalofdlrecm emolumants excludmg o _
- shamholmng b3 dld not isolate mcentwe schemes spacl.ﬁcally, but grouped it T

mmthetotalpaekage

’l‘here we:e two maJOI‘ ﬁndmgs‘ 'Ihe ﬁzst was that the dJrectors

: ""oompensated in such a way so asto ahgn the:r mterests wﬂh ﬂmse of the

Lo o _:on ba:nc pay Pay le‘rel was thus not asmcmted thh ﬁnancxal PR
SR :-"however, larger mcennves were assncmed thh betber ﬁnancml pﬂ'fﬂrmance D

| Tins research fucuses on managenal percepﬁon regardmg the use, . of the; L
L 'camponentts in the: remunera.tmn mix for oreating compauhve advantage and: S e



IR _\The hteramxe review has shown that the rale that mcentwes play moo
R orgamsahons has far reachmg xmphcatlons for the captams of mdustry and__-ff S

o o ' was notvery stmng (r-—- 28'? m 1991) Tb:s was explmnedbyﬁle T
.~ fact that semng executwe remuneratzon was mare oomplex than gust ?mkn:g 1t DI

- beme out byreseamh donehy I-]ipkm (1993) Sl e T

' Incentwes are not merely haud—auts bo those in cuntrol. They serve many ST

| '.’:'-:ZP“rPUses- E A

B _ :. < Executwes are mouvated bv mcemive schemes and beheve that orgamsauons e
P thh mnennvesperform betterthanthose mthout schemes R
- Incentives provide focus in terms of shareholder expectatmns They are

L :powerful levers for the owners of businesses fo guide the behaviour of thm.r'- T

.apgombedduectm's 1nemtemgentuscofmcenhvesismmpwmm$&aﬁegy T
| - for aligning. orgamsauonal and individual goals by treating employees a8
.'_"_._f_partnersmhoththsnsksandthesumsofﬂlehu&ness |

- Determxmng the le.vels of executtve pay is not an- arbmary calculatmn, :
_ 1s strongly mﬂuenced by econormc and ‘market factors, Incentwu assnst in

"aciuevmgtheselevelsandmmwgmlmatnacm quahtyexecuuvestotlne' S

~ organisation. . e
L. Incennves help to retam the semces of top perfonnmg staff They ane:_ -

effecuve in fostetmg and. rmnforcmg the. desu'ed cultm-e in the orgamsauon. - __
| Orgalnsamns that have Mghly mouvated st;aff oﬂaen save on payroll costs in o

o _-'ﬂ]e long term mdlrecﬂy enha:ncmg CDIIIPHJIY performance

| Perhaps m:ganmauons should be askmg What is the eost of not umng an--_ N
I mcentwe schemu to dnve your busmess?

- Bﬁﬁi"tf-is ﬁefféo.ﬂ_ﬁ'ns & powet i o making wrévide, ot oy



mﬂuencmg tracie Jaws betaureen ma,jor powcrs, but also questmmng the pa.v E
_"-:-.maiesdfnmywmpames. T T |
e The pnbhc spoﬂlght Is highlighti larga mctmﬁve payouts at a tune whe-.n _'
" thousands of people are losing their jobs. Fecling the pressure from ail S!ﬂes e
. ""'?.j:;_'gav;emments Bee Et%mg forced to conslcier ofﬁcial intervention. - RS

Prevmusly seheme ﬂestgu has been slmsh m the. old rel:able theones of'{];_i--._}_
e _motwatlon, remunﬂ:ahon and emnomms EEER T

B mh““"@lfhepmpaﬂtsmmkwsvmwthﬁsubjeﬂ? Istmsmtoneoftheff
o most lmportant vanables? Yet the amount of resea oh amwd at mmhgama_'_ R
pens Thls res earch will enhm that body of knowledge and dmmh::___ C
S m mth some mwm,. Tt p“’”de PR
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