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Seminar 
Reward Management and Strategies.

Strategic Reward Systems
Learning outcomes:

By the end of tutorial students should be able to:

· Demonstrate an understanding of Equity, Agency and Tournament theories and RM importance
· Apply theoretical knowledge on practice: 
* develop solution for Inequity situation in the company.
Activity 1. Lecture Recap (15-20 minutes):

Ask students the following questions. Ask them to provide examples from real life, if needed.
· What is Reward Management? Aims?

· What is Total Reward? Components? What are the differences between traditional and total reward approach?

· What are the main issues with compensation system design?

· List main legal constrains of pay system.

· What systems should Reward system be consistent with?

· What is Equity Theory? Who is the Author? What are the main assumptions of equity theory? What are the Cases according to Equity Theory? (3 Cases) What are consequences of Inequity?

· Describe Agency Theory and Tournament Theory?
Activity 2. Problem discussion – Case Study (15 mins). Provide students with the following Case Study on Equity Theory (One paper for 2 students). Let them read the case and then, ask them for their opinion regarding the case. What do they suggest? How the situation can be solved?
Case: 
Mary has been working at ABC Co. for almost ten years, gaining knowledgeable experience. John is now hired to work for ABC Co., at the same position and job classification as Mary. Mary and John are teamed together to work on a research project, involving late nights, and very long hours. They spend much of their time in each other’s offices. Mary notices that John has gotten settled rather quickly, decorating with memorabilia from his college years and fraternity house. After quite some time, Mary learns that John earns more money than her. She learns that their educational backgrounds are quite similar, and both went to prestigious universities. She cannot think of why John would be earning more money than her.  

Mary takes a logical step and goes straight to her supervisor, Mark. After much evasion of the question, Mark confirms that John, in fact, earn more money; however, Mark did not offer any substantiating evidence to support the decision to pay John more. While in Mark’s office, Mary notices that Mark also has collegiate and fraternity décor; however, that is not what seemed odd, as many individuals decorated the offices with college memorabilia. What caught Mary's eye was that Mark’s office looked nearly identical to John’s office (similar school and fraternity items).  At this point, Mary concluded that John earns more money because he already knew the supervisor. In fact, the two had been in the same pledge class in college, and probably knew each other quite well. Mary feels as though this is unfair. She has an abundance job experience with the same educational background and feels as though John should not be earning more money than Mary, just because he attended the same university as Mark.

Mary continues to work with John to complete the research project, and notices that John doesn’t seem to be putting as much effort as he could be into the project. Also, John has been spending much of his time at work goofing off and distracting other individuals from their own respective tasks. After several weeks, Mary and John are informed that they are up for a promotion, which will earn them more money. They will receive a larger office, more benefits, and a more prestigious title. Mary begins to notice that Mark often goes to lunch with John, which appear not to be just working lunches.  Further, she hears Mark often offer additional suggestion and advice to John and others in the office, which is well beyond the scope of Mark’s job classification. It is apparent to Mary that Mark favors John over the other employees. As such, Mary feels as though there is little chance for her to receive the promotion, as it is Mark’s evaluation that will determine who is going to be promoted, regardless of the level of experience and job performance.

As Mary feels her chance of obtaining the promotion is dwindling (diminish gradually in size, amount, or strength), she stops going the extra mile to stand out when working on assignments. She begins to only follow instructions and complete the work accordingly, putting forth only minimal effort.  Whereas, before, she would add a personal cover page to her reports, or the extra binding to make it look more professional, and she might stay that little extra time at night to ensure that last little detail for a meeting the next morning is perfect. 

John’s performance at work has also not improved since hearing about the promotion. In fact, it has only further declined. He often arrives to work later than expected, completes less work than required, and the work he does chose to complete is presented in a sloppy manner, and typically not by the desired time and date. It becomes clear to Mary that John is not working towards the promotion. However, John is already discussing with other co-workers what changes he can and will make once he promoted. She feels as though he will get the promotion without earning it.  

Activity 3. Practical Task “Role Play” (20 mins). Required materials and tools: Printed Scenarios of Theories and roles for every group.
Description and instructions: Divide students into 3 groups (4 students). Each group will get an individual task. Other students might become spectators or will do Activity 4 (below).
Exercise: 3 different theories and roles:
Equity theory

Task: There is an entity called “Summer Time” consisting of the following team:

· Accountant

· Marketing manager

· HR manager

· Director
Director: You are director of the company “Summer Time” which produces ice tea and you have only started operating, therefore, you do not have as much financial resources as your competitors and are not able to pay salary that is higher than of your competitors. Part of financial resources that you have you allocate to salary of your employees. You decided to allocate 2 000 000 soms to the salary of top-level employees. You try to be fair in salary allocation. As long as you believe that Accountant’s job is harder than the job of Marketing manager and HR manager, you decide to pay more to accountant. This leads to tensions between colleagues, workflow in your company is upset and you have to solve this issue, to make work process more productive. 

Accountant: you know that the amount you are paid is higher compared to other specialists’ of the same level in the company (HR manager and Marketing manager). You are paid 800 000 soums. You feel that your colleagues believe that it is unfair, and, thus, you start working much harder than your colleagues in order to compensate the difference in salary: you start working 10 hours a day instead of regular 8 and sometimes even come on Saturday. However, you still feel being isolated, because colleagues do not want to talk to you as you are paid more than them. Despite hostile atmosphere, you do not want to leave the “Summer Time”, because you know that the other company would pay you less.

Marketing manager: you believe that your work is of the same importance as the one of Accountant. Thus, you feel that it is unjust that you receive salary lower than the Accountant: you receive 600 000 soums. You do not feel satisfied and your motivation lowers. However, you do not want to leave the “Summer Time” as you know that the other company would pay you less. So, you stay in the “Summer Time”, but reduce productivity to make it fair that you receive less than Accountant: instead of increasing number of consumers on 1000 people, you make increase in number of consumers on 500 people only to be your aim. You try to go home earlier and come to work later all the time.

HR manager: You receive 600 000 soums. Same as Marketing manager, but lower than Accountant. You also feel that it is unfair that Accountant receives more and totally understand concerns of Marketing manager. However, you also know that if you leave “Summer Time” and go to its competitor you will be paid more. However, you are afraid to risk and decide to try your luck in “Summer Time” first. So you decide to unite with Marketing manager and convince him/her to go to Director and demand increase in salary threatening him that you will leave the company, otherwise. You feel that if you go there together you will have more power. Meanwhile, you reduce your productivity to make it fair that you receive less than Accountant: you try to go home earlier and come to work later; you do not try your best in attracting great professionals to “Summer Time” and hire employees with poor performance.

Agency Theory

Task: There are two companies “Bliss” (juice producer) and “Hydrolife” (water producer) which decide to merge.

·  “Bliss” Director

· Accountant of “Bliss”

· “Hydrolife” Director

· Marketing manager of “Hydrolife”

“Bliss” Director: You see that it will be very profitable for your company to unite with “Hydrolife” because you will be able to increase your market share, number of consumers and enter new market of water production. You want this merge to happen. You know that “Hydrolife” employees are paid less than “Bliss” employees and you understand that after merger you will have to lower salary of “Bliss” employees to make salaries equal. However, you still believe that the merger will bring more good than harm.

Accountant of “Bliss”: You know that in case “Bliss” and “Hydrolife” merge your salary will be lowered, that is why you are not interested in it at all. In fact, you want to try your best to prevent the merger. You know that Director of “Bliss” does not know the financial situation of competitor in details. So you use this fact to manipulate him: instead of saying the truth that “Hydrolife” is now in a very good state financially, you say that they have huge debt and that is why are interested in merger. You tell Director that instead of increase in profitability merger with “Hydrolife” will bring loss to “Bliss”, because “Hydrolife” will use financial resources of “Bliss” to cover its debt. You hope this will stop “Bliss” Director from wanting the merger and your salary will be kept at the same level.

“Hydrolife” Director: You see the advantage of merging with “Bliss” because you want to increase your company’s competitiveness. Right now such companies as “Nestle” and “Shaffof” are much more profitable and attractive to consumers. So you feel you lose your consumers to competitors and have to fix this. Thus, merger with such profitable and known company as “Bliss” will bring you more resources and will help you to improve image and become equal to “Nestle” and “Shaffof”. You are afraid that merger may not happen so you promise to your Merger and Acquisitions manager that in case the merger will happen you will promote him/her and increase salary.

Mergers and Acquisitions manager: You are very interested in merger, because in case you make everything right you will be promoted and your salary will be increased. Therefore, you try your best to make merger happen. While gathering information, you found out that in long-term “Bliss” Director has in plans to get rid of “Hydrolife” Director and put own person as the head of the “Hydrolife”. You decide to hide this fact, because in this case merger will not happen and you will not be promoted and your salary will not be increased. You continue describing benefits of merger to your Director.

Tournament Theory

Task: Marketing company “Dreamlife” gets order from “Nike” to conduct marketing campaign for their new line of shoes for tennis. Company consists of: 

· Director of “Dreamlife”

· Marketing team A

· Marketing team B

· Marketing team C

Director: You are very interested in the order from “Nike” because in case they will be satisfied with your proposal you will get the long-term contract with this company and they will only make order to you in the next 5 years. You decide to organize tender inside your own company. You divide employees on teams A, B and C and you tell them that the team which will propose the best marketing campaign will get huge bonuses, own automobiles and vacation on Bahamas. Those on second place will get own latest smartphones and bonuses (less than the winner). Those on third place will only get bonuses. In the end “Nike” liked your proposal and concluded a 5 year contract with you. However, because of competition employees within your company do not want to work with each other, you have very unhealthy environment and work process is upset.

Marketing team A: You got the best members in this team and you have already come up with the great idea. You working on it and you feel that you will win the tender, because others are still thinking of what could be proposed and other teams do not have the best professionals. At the same time you feel that colleagues from teams B and C are treating you coldly, they do not want to have lunch with you anymore and do not share funny stories from personal life. You feel isolated, but you do not want to give up on the idea to win and get great benefits. So you start treating colleagues from team B and C in the hostile way too. You are also afraid they will steal your ideas and hack your computer so you are very careful with storing ideas and become a bit paranoid. In the end you get second place.

Marketing team B: You did not get the best professionals comparing to team A and you feel that you may lose. You also did not come up with any good idea yet, those that were proposed have already been implemented by other companies and you know that “Nike” will not like it. You start to think of how can you get rid of team A and win the project. You come to the idea that you can offer team C to unite and work on the idea for your team. In case you will win the tender you promise team C to share all the benefits you got. You feel that only if you unite you will win team A. You get third place in the end.

Marketing team C: You are in the same position as team B: not enough good professionals and no good ideas. Proposal of team B to unite against team A sounds very attractive. You agree to unite forces and work on the idea for team B. However, you also feel that you are under the risk, you do not trust team B: though it promised to share all the benefits with you if it wins, you still are afraid what if they do not. So, you start working on your own idea too, but do not let team B know about it, pretending that you are still working on their project. In the end, your team wins, because your project sounds much better than the one of team A and B. As you did not promise anything to team B, you feel free to use all the benefits you got and leave for Bahamas enjoying bonuses. When you come back you find colleagues from team B very angry at you because of betrayal. You also find that team A is also not satisfied as it lost, so those two teams united against you.

Activity 4. For those, who do not wish to participate as volunteers/advisors in the above Activity 3. 
Description and instructions: Divide students into groups (2-3 students) depending on quantity of students left. Each group will get a single Myth (from their Home Reading). 

Exercise: Initially each group should discuss statement within the group for 5 minutes. After that organize debates between two opposite groups. Each group have two chance by 3 minutes time-frame to preset arguments for and against their statements.

· Labor rates and labor costs are the same thing.

· Labor costs can be reduced by lowering labor rates.

· Labor costs are a significant portion of total costs.

· Low labor costs are a potent source of competitive advantage.

· The most effective way to work productively is through individual incentive compensation.

· People work primarily for money.

BREAK (15-20 MINUTES) IF NEEDED.
Activity 4. Group Presentations (20 mins). Group presents their little performance. Audience should guess, what Theory has been presented. After the presentation of each group, there should be a short Q&A session with other groups and audience. Students should think of what kind of issues were raised in the scenario, and as a whole group come to conclusion how these issues can be resolved.
Activity 5. Wrap-up and Revision (10 mins). Each student presents what s/he learnt from the session. Quick questions. Answers should be short. 
Activity 6. Q&A Session and Conclusion (5 mins). Ask students if they have any questions about Equity and Tournament Theories. Remind about reading corresponding chapters of their textbooks 
· Armstong’s Book of Human Resource Management Practice (Armstrong, Taylor).

Part 1. Chapter 1.  p. 8
Part 3. Chapter 13.  p. 176; 179

· Human Resource Management (Torrington, Hall, Taylor, Atkinson).

Part 6. Chapter 21. 

p. 413s

pp. 422-423

· Additional Reading materials on Intranet (Lecture 8 folder)

The Equity Theory.
