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Remuneration. Its role as a component of organisation reshaping.PRIVATE 

Introduction

This paper is based on a business school lecture I gave about 7 years ago. It has been updated and some modern examples incorporated. It deliberately does not deal with dotcom and virtual companies to any great extent as they face different issues.

The 1980's business culture in the USA and internationally put a considerable emphasis on personal reward on the basis that highly motivated individuals could transform organisations and societies.  The extreme example was Gordon Gecko in Wall Street stating that greed was good. The 90's, however, have seen companies traumatised and bankrupted by the inappropriate use of remuneration as a motivator. There was also a “told you so” attitude to the dotcom crash. Such discussion as is taking place this century is still a reaction to the 90s rather than based on a new philosophy. 
Yet major corporate successes have been built on reward based remuneration systems. Phones4U recently and Allied Dunbar in  financial services market is an earlier example.  

The notorious Barings Bank had individual traders on bonuses in the millions yet in the long term these motivated individuals were not fulfilling the company's objectives.  Moreover even when an individual's reward system is based on entirely appropriate performance indicators, resulting in the organisation’s success and he or she is rewarded, there may still be problems arising from the large differential between salaries of senior people and those of middle management.  A payment system that depresses or demotivates 10 people for every one it motivates may not be the best for the organisation.

Wise organisations are therefore trying to reward and motivate all staff so that staff act energetically to further the corporation’s interests both short and long term and feel they have been treated fairly.  However there must be properly in place the link between the items on which they are being rewarded and the actions they are able to take to influence the desired outcome.  In other words the management and organisation system must be in balance with the remuneration system.  This paper is largely about achieving that balance. 
What remuneration can and can't do.
A remuneration system in general cannot transform behaviour on its own. Amongst other factors, it should be consistent with the organisation structure, the culture and the chain of command within the organisation.

A remuneration system can transform behaviour but it may not be in the direction hoped for.  Rogue options and futures dealers such as Nick Leeson of Barings Bank can break the organisation through their behaviour in that an uncovered deal could make a loss greater than the bank’s shareholders’ funds.  The dealer should be aware of this yet Nick Leeson had a different risk aversion profile to that of the organisation.  He believed that if he pulled off a tricky deal he would be a hero and that if he failed and lost the bank a great deal of money he would be dismissed but with a good reference (to save the bank embarrassment externally) and could carry on elsewhere where he left off.  Furthermore his remuneration pattern led him to consider only short-term gain rather than the long-term position of his organisation - be it market share, reputation or whatever.  Obviously the fact that Nick Leeson's behaviour was inadequately monitored provides a fundamental clue as to one of the pre-conditions for a successful remuneration system.  

A remuneration system can actually stifle initiative if the rewards being offered or achieved apparently bear no relation to performance; this arises if an individual is being measured on something he can scarcely influence.  For example if a bank manager were being rewarded on new accounts attracted to his branch and yet he had terms of reference that allowed him no opportunity to market his bank in the community and he had little influence over the central marketing support being offered, such a bank manager would have every right to regard new business as being almost outside his control.  If he were wise he would identify what else really mattered to his superiors and the organisation and work to satisfy that; it might be good administration, minimum discrepancies, well controlled operating costs, or low percentage bad debts.  Such an individual would actually ignore the remuneration structure and gain reward and promotion by following the real signals that the organisation was giving out not the signals in a remuneration package.  A wise organisation accepts that:

· It is reasonable for the individual manager to act in his or her own interests.


· Managers work for people not organisations and want to please the superiors closest to them or failing that their peer group.

· Managers want to achieve and will be attracted to those tasks at which they know they can succeed usually favouring the short term at the expense of the long term.

The clear implication is that an organisation should lay some groundwork before relying on a remuneration structure to change performance and behaviour. 

Pre-conditions

There are four major pre-conditions to the installation of an effective reward structure. 

Measurement: There must be a clear definition of success and an ability to measure it. The organisation cannot spend too much time discussing what it must do to be successful and what each manager must do to contribute to that success (and how to do it).  As a consequence the manager being rewarded should have a balanced portfolio of measures all of which must be met if the organisation is to be successful. This is “The Balanced Scorecard Approach” and The Bridge Management Group takes the robust view that:

“If you don't measure it you won't get it.”  

Monitoring: It is not enough to be able to measure what the manager is trying to achieve. The formal measuring and monitoring system must be in place and a system for agreeing new action plans when a monitoring indicates a measure is not being achieved. We have seen the consequences at organisations like Barings Bank if monitoring does not take place.  In other circumstances if the performance measures are not monitored properly or only monitored in a review at the year end it can give the manager signals that they don't really matter or, worse still, that failure is acceptable providing all the managers fail together.  Proper rigorous monitoring gives:

· Signals that the measures matter to the organisation and that failure is not acceptable. 

· Responsibility put where it belongs. Where a manager is not achieving one of his performance measures, it must be the responsibility of the manager in question to correct the deviation but the manager must be made aware that he can call on organisational resource if it is needed. 

· Certainty that the manager knows the real organisational priorities lie. 

Span of Influence and Control: The organisation must ensure that the individual can manage to achieve the performance measures set out (this is the how part of the equation).  This is partly having the tools for the job and partly ensuring that short term organisational factors don't over-influence managers or drive them from their real objective. The organisation must also ensure that its own design (be it bureaucratic or loose) is appropriate to what is being asked of managers. 

1) Clear Strategy: An organisation's achieving a clear strategy is not an event that will take place in the future, it is a journey.  A Balanced Scorecard can (and should) be put into an organisation even when it has a relatively muddled strategy. The Balanced Scorecard can then play a major part in influencing the organisation to develop and clarify its strategy. However a well thought out remuneration system will achieve its best results if the organisation’s vision and strategy are clear and well communicated and above all cascaded down to the individual manager in terms of broad objectives, performance measures and action plans.  The process of doing this will help identify organisational imbalances.  In the example of the bank manager above who was being pressed for new business and market share, the manager is able to say to the organisation. "You have set new business as one of the organisation's objectives, yet the resources to achieve it are not properly in the control of those expected to achieve it.  Nor are there sufficient resources.  If we are to achieve this objective we need to know that group marketing is putting its resources behind the same objective and not a different one."

If organisational and management disputes are resolved by reference to strategy and the balanced score card there will be pressure on the organisation to refine its structure and remuneration systems. 

As has been shown, these four preconditions for achieving an effective remuneration structure all have organisational ramifications on the type of structure and communications the organisation might adopt. The options available are discussed below.

Organisation Structure.

There are many factors that go to make up an organisation structure, all of which can be changed or developed if an organisation needs to change direction. We have moved on from the iconoclastic approach typified in Hammer’s “Re-engineering the Corporation” advocating radical and disruptive changes to organisation structure, The Bridge Management Group believes that in general change is achieved more effectively without turning the organisation upside down.  The main task is to create an organisation design that is capable of delivering the strategic intentions of management. The key components of organisation structure can be grouped as follows: 

· Chain of Command

· The Organisation Culture

· Non-command Networks (the informal organisation)

· Time in Control

· The carrot and stick philosophy

· Non Financial Rewards (positive and negative sanctions)

· Feedback and Flexibility

· Jobs based on understandable groupings of work

Chain of command: 

An individual is far more influenced by his or her boss than by the reward structure.  This has two ramifications. First and this is frequently forgotten, the boss' own remuneration must be dependent on his staff doing the right things. Along with that, the other organisational levers held by those seen in the change of command - patronage and praise, career development, promotion, etc.- must be working with and not against the reward structure. 

The Organisation Culture:  

An organisation's culture is the non-verbal chain of command. It is based on a set of shared values that provide the framework of behaviour and decision-making.  It is the cumulated learning and wisdom of the organisation and resides in: 

· each member's knowledge of individuals being commended for their behaviour in a particular fashion: 

· in observing the behaviour of successful people in the organisation (however they derived their success) 

· in the way that rules and organisation manuals are and aren't written, 

· in which department talk to which, and all sorts of other factors.  

The ideal organisation culture is one where if an individual is confronted with a decision to make, the accumulated culture ensures that the individual is able to do the right thing without having to refer to management or manuals.

Every organisation has a culture; some cultures are weak others are strong, some cultures help the organisation to pull in a particular direction whereas other cultures are potentially destructive.  

A weak culture where few of the signals described exist means that the organisation is deprived of a valuable tool in trying to change or move faster.  However an over strong culture based on past success can be equally damaging when change is needed.  A classic example is IBM where the culture pushed individuals towards the idea of centralisation of power, encouraging the development of mainframe computers and trading with similar organisations that also wished to centralise power.  When technology through the PC network made possible a devolution of power, the individuals within IBM who understood this were in general not powerful enough to work against the entrenched culture. 

Culture is a tool in the organisation structure, which a wise management must ensure stimulates the organisation.  

Good cultures and bad cultures.   

A good culture is one where the departmental sub cultures are consistent with the organisation's overall culture and individuals can move in the organisation easily and effectively, transfer skills and knowledge and are at home in any part of the organisation.  A bad or dysfunctional culture is one where the sub cultures are stronger than the organisation's overall culture.  This can happen in a manufacturing organisation where R&D and manufacturing have strong sub cultures and do not allow other people to pervade or influence them.  When the organisation is successful these parts of the organisation will attract the strong and successful people and the sub culture will deliberately isolate itself from the rest of the organisation. Marketing, financial control or sales will develop sub-cultures in self-defence but these will stand little chance of influencing the overall direction of the organisation.  A classic example of this type of dysfunctional culture was Rolls Royce in the late 60's prior to entering receivership over the Lockheed contract.

· International organisations or organisations merged from companies with vastly different traditions may suffer from this type of dysfunctional culture unless management takes a strong hold. 

· Boeing in the 1980’s had to adapt a previously successful culture and shared set of values to take into account the changed social and development expectations of a highly skilled workforce. 

The culture must be sufficiently consistent with the reward structure being installed or the organisation will need some reshaping and an active effort made to change cultural norms.  For example the UK governments keep attempting to introduce performance-related pay into schools where a component of pay will be based on exam results or value added, a measure of parental satisfaction, and other measures.  At present the "professional culture" in teaching although under pressure remains so sure of its own competence and rightness that it despises any market based measures believing that neither parent ratings nor exam results are genuine measures of what they are achieving.  A government or employer who wishes to reshape the schools organisation to meet more market-based objectives will have to change the culture. Only then can it change the reward structure.

The organisation must be clear what shared values it has and wishes to develop and whether they are in balance with the desired strategy.

Non-Command Networks (the informal organisation):  

Most people when they refer to an organisation structure consider the bureaucratic army model with its clear chains of command.  There are other ways, for example, the matrix organisation where two of the axes can be function and international region. There is also the modern project based team organisation where an individual holds down his existing role but also takes authority from the team for managing change in his own area and across other aspects of the organisation.  Technically both the matrix and the project team are non-command networks.  Although the individuals in question are apparently given some authority their decisions and changes can only stick if the organisation is broadly willing to accept the change.  Other non-command networks exist through dotted line relationships where divisional financial controllers or marketing controllers for example also have a dotted line relationship to a function in the centre of the organisation as well as to their direct managing director.  Because of the complexity of many modern organisations and the fact that circumstances change so rapidly, such organisations frequently do not want to install a rigid organisation structure and wish to rely on non-command networks. 

However, all organisations have an informal structure, which is often not known to management. These are sometimes more effective ways of getting things done than the “proper” way but are vulnerable to unconscious management interference and do not always fall within the reward system.

· Organisation design must therefore concentrate on the processes, which deliver the results, and reward and recognition mechanisms must favour individual and team performance by reference to the appropriate “balanced scorecard” indicators of success.

Time in Control:  

This was a concept introduced by Elliot Jacques based on studies of US bureaucratic organisations including the military.  Briefly the longer it takes for the ramifications of a decision to be known (e.g. locating an oil refinery) the more important it is that the organisation and reward structure reflect this fact.  

· The organisation structure must do so in general by keeping people sufficiently long in particular roles or functions that they have to bear the brunt of any of their own poor decision making.  

· Secondly the reward structure must ensure that they cannot duck their long-term responsibilities by over emphasising the short term.  

· Lastly where an organisation has to make crucial long-term decisions there must be a strong analytical and advisory culture and an organisational mechanism for ensuring that the decision carries support.

These considerations obviously apply in Boeing or Rolls Royce Aerospace where one is looking at building long-term customer relationships or designing and introducing products with possibly a 15-20 year life cycle. 

The Carrot and Stick Philosophy

Most organisations pride themselves on being enlightened and prefer to give incentives to encourage the right behaviour regarding any form of punishment as being demotivating. Yet there must be some balance between reward and punishment preferably well biased towards reward otherwise the manager cannot know where the boundaries are to his or her range of actions or why particular things matter to the organisation. Furthermore there is the danger that a reward becomes a right and the individual feels a genuine sense of injustice if it is taken away. The stick must be used occasionally and wisely to manage expectations, to ensure that the reward is not seen as a right and to ensure that it is highly valued.

· The Mars organisation has a generous remuneration structure with built-in short-term salary increases on the achievement of budgeted trigger points. The catch is that salaries are adjusted downwards if the performance falls back. Managers can correct this and do not see it as a permanent punishment but a temporary setback (fairly imposed) which it is clearly possible to overcome with energetic action.

Non Financial Reward and Punishment: 

Any effective organisation structure must have measurement and monitoring and ensure that money is not over-emphasised; if it is over-emphasised management will inevitably gravitate towards short term issues and put pressure on the organisation to measure things where they know "they can make a fast buck".  However the other rewards and punishments must be consistent with the remuneration structure.  If an organisation promotes individuals who have not succeeded or treats training and career development as a reward rather than a response to a need it is creating an organisation structure where individual managers try and gain the patronage and protection of key people or work in areas of influence rather than fulfilling their objectives.

Consistency of reward and recognition is vital.

The same applies to punishment.  Any punishment should be just, timely and as certain as possible.  Justice is vital; too often the failure of a venture is followed by the search for the guilty, the punishment of the innocent, and the promotion of those not involved. Furthermore if an individual is supposed to implement an agreed strategy and subsequent research by that individual while implementing indicates the strategy is flawed and should be abandoned this should be seen as a success rather than a failure.

· Any punishment should swift, certain and accurate “pour encourager les autres”. It is demotivating to see apparently favoured individuals (“untouchables”) getting away with things. 

· Positive encouragement, public support and recognition should be given to any individual making a determined attempt to rehabilitate him or herself after such a punishment

Effective measurement, monitoring and feedback are essential if financial remuneration and non-financial rewards and punishment are to work in the same direction. 

Feedback and Flexibility: 

An organisation with good monitoring systems needs to give good feedback.  Feedback implies a willingness to change course and constantly refine the objectives and Balanced Scorecard. This implies a flexibility within the organisation. An implication in today's climate is that the more complex a challenge the organisation faces the more flexible it needs to be. This is particularly vital in flat well-networked organisations and has clear ramifications on reward systems. 

· If an organisation is attempting to install a sophisticated reward system based on a Balanced Scorecard of objectives the organisation must have a flexible organisation structure.

Jobs based on understandable groupings of work

In order for an individual to be held accountable and to be motivated by the rewards for performance in a job, it is essential that there is clarity on the definition of the job and the boundaries around it. This is best achieved by grouping the work in a stage of a process into a logically complete whole which can be “owned” by an individual or a team. Ownership is a major motivator and the logic of the job design can override preconception of workload; for example Volvo found it motivating to assign the task of assembling a complete car to a single multi-skilled team. Other car builders have profited from designing a job around a complete step in the building process e.g. cylinder head assembly. Management jobs should be treated in the same way with similar emphasis on completeness and ownership.

Best results are achieved by people who know precisely what they are doing and how to measure their success. Such people are likely to strive for a reward when it is offered.
Implications for a changing organisation
Typically organisations are developing a longer term thinking. Decisions made over the next year will have consequences well into the future; however it organises itself it will need some non-command networks; this applies especially if the organisation wishes the reward structure to play a part in changing behaviours. 

Any organisation considering reshaping will wish to evaluate the structure currently in existence, and to develop more effective processes and command structures in relation to the business strategy.
Types of Organisation

Charles Handy has undertaken extensive work on the varied organisation structures in existence and identified the key factors in determining why organisations are structured the way they are:

· History. An organisation may, for example, have been built around a strong leader/ founder and continue to be run by autocratic strong leaders. Another organisation may be the result of a merger of several organisations and be run more by committee or consensus to keep the old power blocs in some sort of balance.

· Technology. When an organisation has achieved success by exploiting a technology, its structure may appear technology driven. For example in the early 20th century Ford organised his company in division of labour and production line terms. Such companies are often called bureaucratic and staff are expected to fit into well defined roles. However cheaper decentralising technologies in PC’s and telecommunications have made it possible to organise on a team basis where an individual or team is responsible for the whole of a function rather than one task within it. For example Hammer cites the claims department of an insurance company where an individual takes responsibility for the whole claim rather than simply despatching the sum claimed.

· People and Cultures. The whole of society’s conventions and cultures will influence what individuals expect or tolerate from their organisations. The Japanese sometimes work in ways the Americans will not for example. This is a challenge for international organisations: do they operate to one blueprint and only employ people who accept that culture or do they modify their stance depending on which country they operate in? Consumer goods marketers like Mars or Procter & Gamble operate virtually identically in each country whereas capital goods suppliers need to adapt to national and cultural differences to create the right customer relationships.

· The purpose of the organisation  It is clear that a property dealing company will organise itself differently from a Social Security Benefits Office or a car plant. Each will give individuals different levels of discretion and expect them to interact with each other and customers in different ways.

There are basically 4 types of organisation substructure

· Strong  Leadership

· Bureaucratic and role based

· Team and Project based

· Association of individuals

Strong Leadership. Here a strong leader ensures that a team gravitates towards him or her, and work as much in the leaders style as possible, even to the extent of second guessing the leader. Managers learn by undertaking small projects and gradually being given larger ones as the leader’s confidence increases; the penalty for failure or disloyalty is always dismissal. Typical examples are the top management of Microsoft or Caudwell Group or Hanson plc and EDS from an earlier era. Such organisations have the following properties

· Can be good and decisive in a crisis

· Short term and tactical rather than strategic

· Poor succession planning

· In general poor at changing direction

Bureaucratic and role based. 
This is the economy of scale type of organisation where tasks are broken down, organised rationalised and measured. Management is also structured into the discrete functions of marketing, finance etc. and performance is measured and monitored. Such organisations put great weight on terms of reference, extent of authority and policy manuals. Top management safe rather than strong. Most large organisations in older industries are largely of this pattern: heavy manufacturing, insurance, cars, retail. Typical properties.

· Good in stable environments, poor in rapidly changing ones

· Can think long term

· Efficient and can control growth

· Unimaginative over new opportunities or issues

· Usually poor on a crisis (until a leader takes over)

Handy, Kanter and Peters have all addressed themselves to this type of organisation, implying that it must change behaviour to survive.

Team and Project Based.  
This type of organisation often exists where work is varied and problems have to be solved within a time scale. Processes are unlikely to have major economies of scale and the output can be seen as craftwork rather than mass production. Typical industries that work on this basis are advertising, the modern armed forces, and specialist engineering. Although management may organise itself by function, it is good at working across disciplines and fewer decisions are referred up than in the bureaucratic organisation. Occasionally companies have adopted the matrix structure to ensure this cross discipline working. Managers tend to be well educated in this type of organisation and enjoy their independence. Typical properties.

· Can think strategically and long term

· Can cope with many changing environments

· Not always cost effective, consequently can be poor in economic downturn

· Flexible management who can swap roles but poor at routine

· Limits to growth and size

This was very fashionable 10 years ago with many management thinkers believing that this organisation structure would supplement the bureaucratic structure. They are now coming to the conclusion that in large organisations both may have to operate in different substructures.

Association of Individuals. This can best be summarised as where the organisation serves the individual and not vice versa. Typical examples are associations of accountants, doctors or management consultants, university departments and some co-operatives. The individuals capable of working this way are usually skilled and invariably demanding. The service that they offer need not take place inside the organisation and is suitable for outworking. The modern “networked” organisation is based on a core organisation having an association with such companies and individuals. As more people wish to work in this way traditional organisations will have to respond.

Organisational Decisions and Structure

The following examples discuss an organisation’s task and the structures it might adopt.

· Tactical rapid decision making in high risk high reward environment e.g. foreign exchange dealing requires one type of organisation. Such an organisation is likely to group round a charismatic leader (a Warburg or JPMorgan) or it might take on the association of individuals pattern (as Barings appeared to do). If it does the latter, there have to be some controls or the tail is wagging the dog.

· Repeated regular tasks with an emphasis on operations and tactical changes rather than long term strategy.  This might apply to a wholesale or distribution organisation or even a retailer or manufacturer in a relatively staid environment; Mars, Wal Mart or Tesco. It could be argued that Tesco’s success is its ability not only to roll out a formula and grow rapidly but also its ability to change and reinvent itself. It is a successful example of combining the bureaucratic and project cultures. 

· Constant change in technology and direction, expensive decisions with a relatively short term pay back but long-term consequences.  Hewlett Packard is typical of such companies for changes in technology and direction. It is an exponent of the team and project based culture and has created networks beyond the core company encouraging outworking and “open book suppliers”.
· Major investment, complex sales processes and long relationships with customers, Boeing, the old IBM. In general these companies have adopted the bureaucratic model overlaid with the project based model. The greatest success will result from a combination of the exhaustive exploitation of technical and marketing advantage at low risk (Mars and Wal Mart) and the consistent innovation which is needed to support a leadership position in major markets (Microsoft). 

There is an apparent inconsistency in that if an organisation ought to structure itself according to the type of tasks it has to do should there be major differences between organisations apparently in the same industry: for example Ford and General Motors.  Ford had a unified command structure whereas General Motors was much more divisionalised and had an embryo matrix.  These different structures meant that Ford and GM were good at different things and had slightly different emphases.  Ford was strong on operations, and value engineering whereas General Motors was stronger on marketing and distribution.

The international Dutch company Philips maintained a matrix organisation for a long time and was competing in the same industry as Japanese companies which had a greater emphasis on project teams. For a time Philips was out-performed by Japanese rivals in almost every facet of the business except possibly R&D: it is therefore significant that Philips has changed its organisation and is if anything moved towards a Japanese model.  

The implication is that if an organisation perceives a need to reshape its organisation it should be on the clear basis of critical success factors for the future and the core competencies that it requires achieving its ambitions.  That will indicate the areas of the operation that need emphasis and the type of organisation best suited to expressing that emphasis.. 

Pay Structures and how they relate to Organisations

This section describes tools that are available to the remuneration engineer and the type of organisation they are best suited to.

Base Salary

In our view this is suited to relatively few organisations although it can work reasonably effectively in several.  If an organisation is not in a state of change and has a strong professional service ethos (for example a library) it is possible it can function by paying salaries without disharmony or inconsistencies.  The Bridge Management Group believes strongly that such an organisation would do better still if it showed more imagination.

Annual increments based on seniority

This is often an improvement on base salary alone and tends to be found either in:

· bureaucratic organisations where individuals are long time in a particular post and likely to get better at what they do over a period of time or in:

· Organisations such as retailers where a lot of individuals are doing a similar job and management is reasonably confident that it can assess them accurately.

Such an organisation is likely to combine its salary structure with a job evaluation scheme.  In The Bridge Management Group's view an organisation can achieve the worst of several worlds from adopting this structure.  First of all a rigorous job evaluation scheme encourages a literal attitude among managers and slows down change.  All the managers attempt to structure the job in a way that will gain it a high evaluation rather than according to the organisations needs. This makes change very difficult to impose on the organisation or for it to become a self-learning organisation. Also it can encourage the more negative forms of trade unionism. Some of these effects may have happened at both Sainsburys and M&S, which responded inadequately to changes in their markets. 

Staff Benefits

This includes items such as health insurance, pension, canteen, car allowance, sabbaticals, assistance in re-training, etc.  In general the organisations that can offer a wide range of such benefits are responsible prosperous and well established.  However there is the danger that the organisation can become over paternalistic or bureaucratic in this part of its reward structure and continue with a benefit long after its need has past or when its staff are changing in character and require different things.  For example many organisations structure their benefits system around married male managers with 2.4 children.  Parts of the package are irrelevant to the women and minorities and part timers who were entering the management structure.

The Menu Approach

Some modern organisations have recognised that staff have different needs but wish to provide a range of benefits because they get greater economies of scale than if the individual attempted to provide the benefit out of salary. Such firms then offer the staff a choice of benefits from the “menu”.  The international organisation EDS has a very sophisticated form of this menu.  A manager is given a certain number of points and each of the benefits costs a certain number of points.  A manager if he wishes can spend his points on a better grade of car, whereas another manager can spend it on health treatment and yet another can augment a pension.  The menu system of benefit recognises the differences between managers and also works extremely well in an international organisation where different benefits can have different cultural ramifications.  For example the company car matters in the United Kingdom less so anywhere else.  

The Bonus

In the past this related to objectives often short-term objectives and was often based on the department’s performance rather than that of the individual.  The advantage of such a bonus system is that it only requires money when the firm can afford to pay it but The Bridge Management Group believes it has limited value as a motivational tool. Furthermore under the typical bonus scheme, the time between the good performance and the reward being triggered is too long and this either limits its effect as a motivator or worse still, the employee does not make the connection.

The “Mars” growth system

This is a scheme whereby a budget is agreed and precise performance triggers are established on the achievement of which base salaries will be raised. Equally if performance falls back below a previous trigger performance level, salaries are reduced accordingly. The scheme is wholly on an enlarged team basis (sometimes a complete business unit) so that the team is motivated to support all members for the benefit of all. Individuals who cannot make the required speed get jettisoned by their colleagues.
The Balanced Scorecard Bonus

This is where the individual has frequent regular discussions based on the Balanced Scorecard and is rewarded for the achievement of Balanced Scorecard targets as soon as they are achieved.  The Bridge Management Group believes this has major advantages in almost any organisation.

· It is seen as fair.

· It forces the organisation to plan, measure and monitor effectively.

· It ensures that the individual is rewarded for his or her endeavours regardless of the overall performance of the organisation.

· It means that every manager inputs into strategy talking a common language.  (This is likely to arise especially if individual feels his Balanced Scorecard is inappropriate or he or she is experiencing new circumstances)

Departmental or Group Bonus

It has to be recognised that not all individuals will be sufficiently senior to have a remuneration package based on a Balanced Scorecard or where there are genuine difficulties in measuring the individual's performance.  Under those circumstances a group or departmental bonus is appropriate.  

A bonus based on the overall company performance. 

It is always appropriate to relate individual performance to group performance to ensure that managers are accepting their shared responsibilities and not looking after themselves at the expense of others.

Share Options and Issue of Shares

There has been some embarrassment about this form of motivation in the United Kingdom and the United States in that a few senior managers appear to have experienced mega rewards not totally related to performance.  The problem is that such senior managers are taking long-term decisions and the share prices being influenced by short term factors. Share options and an employee share scheme should be means for middle and senior managers to build up a stake in the company over the long term rather than an instrument for tax for short term gain and as such they have an important role in the remuneration structure. 

This may be more difficult when a company is a division of a major group or the shares are narrowly quoted.
Profit Share.  

This is slightly different from a group bonus and can be differently structured for different grades of management. It is only appropriate as a qualifying general condition for more direct rewards. In truth no individual in an organisation is in complete control of profit except possibly the chief executive. Attempts to hold individual managers accountable for profit do not normally succeed.

Managers Assessment

If an organisation has a proper balanced scorecard, paying a reward based on a manager’s assessment of performance is superfluous.  However, while Balanced Scorecard is being installed it may be appropriate for an organisation to rely on managers’ assessments in the short term.

These are the broad tools available to the remuneration engineer.  The measures should relate closely to the individuals personal performance and the individual must understand clearly what he has to do to qualify. Again The Bridge Management Group would emphasise strongly that changes in remuneration structure while important should not lead the organisation’s restructuring process but be an integral part of it.

The Implementation of Organisation Restructuring and Changing the Remuneration System

To undertake this effect we believe the following 3 factors must be in place.

Broad Vision and Strategy. These must be in place and broadly owned by the organisation. Furthermore there must have been created an atmosphere of change with the organisation respecting top management and leadership and being broadly committed to change. 

Action Plans Senior managers should be well down the road of producing action plans based on the expressed need to change.

Organisational Strategy There is generally a need for a flatter organisation with better communications across disciplines and project teams able to cross disciplines to effect change. 

Any organisation re-design should be undertaken at this stage as the organisation will have a reasonably clear understanding of the critical success factors for its future, the core competencies required and which the organisation structure needs to emphasise.

Organisation Design

At this stage the company will have a broad idea of the type of organisation structure it wants.  It is therefore in a position to examine the motivation and needs of the individual required for such an organisation and likely to succeed within it.  It will be looking to encourage and reward factors such as 

· Loyalty/continuity

· Initiative

· Spotting high flyers

· Educated managers able to maintain a complex range of objectives simultaneously.

The organisation can then design an overall remuneration and benefit package designed to continue to attract and motivate such individuals.  

Conclusions

The Bridge Management Group believes that there are “Ten Commandments” that an effective remuneration structure must follow. 

The remuneration and reward structure must:

1) Support the business strategy

2) Encourage the desired behaviour

3) Reward relevant performance

4) Be fair

5) Be substantial

6) Be Tax efficient

7) Be timely (The reward must take place close to the achievement)

8) Incorporate non financial rewards (Recognition can be as important as cash)

9) Be firm (A bonus lost through missing target should not be recoverable whereas a salary increase should only be delayed until target is reached)

10) Be crystal clear 
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