On the Folly of Rewarding A, While Hoping for B

This is an updated version of a classic article written by Steven Kerr. It looks at several different institutions and how they reward, in contrast to their goals. Since humans will seek to do those activities that are rewarded, the problem exists.

Fouled Up Systems

In Politics

· Goals are structured for high acceptance, and low quality results (the goal is not to offend anyone). Therefore, official goals are vague and non-operational.

· Operative goals are high quality but low in acceptance (they specify where money will come from and which alternative goals will be ignored).

· Citizens want specific goals, but since high acceptance is sought, candidates are vague (at least through the election).

· The electorate could change this if it decided to vote for candidates who only spoke in specifics.

In War

· If the Army’s goal is to win the war and the men on the front-line’s goal is to go home, there is an immediate conflict of goals.

· In WWII, soldiers couldn’t go home until the war was won; therefore, they were more likely to obey orders. In Vietnam, soldiers went home upon completion of tour of duty; therefore, they were less likely to obey orders that endangered the lives. The goal was just to stay alive, so “fragging” and “search and evade” resulted.

· Persons will accept authority if they believe it is compatible with their personal interests.

In Medicine
· Doctors have two types of errors: labeling a well person sick (type I) or a sick person well (type II)

· Type I errors are common, because the punishment for type II errors are so great: guilt, embarrassment, lawsuits.

· In addition, type I errors are rewarded with increased clients and revenues.

In Universities

· Universities want good teaching but reward almost exclusively on research.

· Professors must determine how they’re going to split their time between research and teaching. Since financial rewards for good teaching are small and rare (few teachers are recognized), professors will focus on research where the rewards are greatest. Punishments are rare for bad teaching.

· Publishing is easy to document (resume builder); good teaching is more difficult.

· For students, grades are rewarded instead of knowledge (therefore plagiarism, term paper writing services exist).
In Consulting

· Those in a company responsible for conducting evaluations (HR) are often in charge of implementing the changes. In general, they are more concerned in justifying the expense of consultants by collecting anecdotes about how successful the program was than having a formal, revealing evaluation.

· Although management wants a systematic evaluation, HR doesn’t want to implement the change and instead provides the positive anecdotes mentioned above, thus management ends up rewarding ignorance.

· The consultants aren’t likely to interfere because they are busy gathering similar anecdotes for their next client pitch.

In Sports

· Teamwork is emphasized, but individual performance is rewarded

· The person who scores the most points will most likely be acknowledged, therefore players will think of themselves
In Government

· Next year’s budget is determined as a function of this year’s expenditures, so there is no incentive to cut this year’s expenditures or negotiate cheaper contracts.
In Business

· At a group health claims division, employees were rewarded for having few written complaints. Since complaints were usually about underpayment, the result was “when in doubt, pay out”

· Merit increases for the top employees were maxed at 5%, while the most incompetent got a min of 3%, thus there was little incentive to excel.

· However, 3 absences resulted in the elimination of any award. Employees responded to this. Therefore, the firm had hoped for performance but rewarded attendance.

· The U.S. government rewards those who identify fraud by giving the whistleblower 30% of its total. This encourages employees to allow the fraud to continue and grow, and then blow the whistle when the amount is large.

	We hope for…
	But we reward…

	Long-term growth; environmental responsibility
	Quarterly earnings

	Teamwork
	Individual effort

	Setting challenging “stretch” objectives
	Achieving goals; “making the numbers”

	Downsizing; rightsizing; delayering; restructuring
	Adding staff; adding budget

	Commitment to total quality
	Shipping on schedule, even with defects

	Candor; surfacing bad news early
	Reporting good news; agreeing with the boss


Causes for the Folly

Fascination with an “Objective” Criterion

· Simple, quantifiable standards are preferred

· In unpredictable areas of the organization, objective criterion may cause goal displacement

Overemphasis on Highly Visible Behaviors

· Difficult to observe certain important tasks

· Example: in baseball, hitting a homerun is more visible than advancing base runners

· Team building and creativity are often under-rewarded

Hypocrisy

· Rewarder getting behavior they want, in spite of goals of organization

· Example: Judges promise to be “tough on crime”, but they receive campaign contributions from defense attorneys (prosecutors are barred from making such contributions)

Emphasis on Morality or Equity Rather than Efficiency

· Withholding support for an action under the guise that one’s waiting for something better or to diffuse responsibility

Altering the Reward System

I. Analyze what behaviors are being rewarded (managers are often surprised by the results)

II. Change formal reward system to reinforce desired behavior

Postscript

The irony of this article becoming a management “classic” is that everyone who has read the article probably didn’t learn anything. It’s content is so apparent; yet, these problems still plague organizations.

More on the folly:

Steven Kerr’s folly is still prevalent in corporate America. In a poll of several companies, respondents repeatedly identified the following follies in their organizations:

	We hope for…
	But we reward…

	Team work and collaboration
	The best team members

	Innovative thinking and risk taking
	Proven methods and not making mistakes

	Development of people skills
	Technical achievements and accomplishments

	Employee involvement and empowerment
	Tight control over operations and resources

	High achievement
	Another year’s effort


The respondents’ reasons for the folly:

Inability to break out of the old ways of thinking about reward and recognition practices.

· There’s a need for new goal and target definition (system focused, not job or function focused).

· Consider non-quantifiable behavior.

· Deterrents to change include management reluctance and the entitlement mentality of employees.

Lack of a holistic or overall system view of performance factors and results.

· Organizational structures designed for optimization of sub-unit results (even at the expense of the total organization).

Continuing focus on short-term results by management and shareholders.

The Knowing-Doing Gap: When Internal Competition Turns Friends into Enemies

Competition in society or a company is a matter of choice; it is not an intrinsic part of human nature. However, competition is widely thought to increase performance, and as a result, it is widely implemented in companies in different forms.

I. How internal competitive dynamics create knowing-doing gaps

Undermining Organizational Loyalty: Creating Turnover in Investment Banks

I-banking depends heavily on the knowledge and skill of its people. Because of the high turnover of the industry, it’s difficult for bankers to keep pace with the constant influx of new names and faces, not to mention to learn what knowledge or skills each newcomer possesses. This is due to banking’s individualistic and competitive culture. Rude and abusive behavior is often tolerated. Individual performance is rewarded with little regard to the impact an individual’s behavior has on the organization. Because they are compensated based on transactions attracted and executed, bankers tend to regard success as their own, dissuading loyalty and doing little to promote the development of junior bankers. There are a few team-based cultures (Goldman, Barclays Global) that avoid many of the adverse consequences of zero-sum competition by avoiding labeling employees as “winners” or “losers”. Nothing in a competitive environment builds any attachment between people and their companies.

Undermining Teamwork and Creating Software Bugs at Microsoft

Given the complexity of the programs created, many programmers must work on different pieces of one program. An understanding of what others are doing and how they are doing it is essential in insuring that the pieces will work together and that there won’t be any “bugs”. However, the allocation of rewards undermined teamwork with a low salary and a “forced curve” bonus pool. As a result, programmers resisted helping one another, in part, because if one employee did poorly another employee moved up on the bonus curve. Programmers also didn’t want other programmers to see their work, in fear of a mistake being identified. As a result, knowledge was rarely shared and the final products were often buggy.

Undermining Knowledge Sharing: Why Fresh Choice Didn’t Learn from Zoopa

It’s often easier to learn from competitors than it is to learn from colleagues. Implementing a colleague’s best practices is an acknowledgement that someone else is performing better than you. Fresh Choice acquired Zoopa, in part because it wanted to integrate some of Zoopa’s best practices in its stores. What happened was neither group wanted to acknowledge the strengths of the other; insults between the companies were common; and most of Zoopa’s best talent left the company.

Undermining the Spread of “Best Practices” within GM: Identifying with the Unit Rather than the Organization
A strong social identity within a unit creates both a “that’s how things are done here” mentality and a lack of willingness to share information with other units. It also makes it more likely that knowledge shared from other parts of the firm will be rejected (as inferior to the unit’s knowledge or processes). At GM, this was particularly true among car types (e.g. one worked for Pontiac, not GM).

II. Why Organizations Continue to Foster Dysfunctional Internal Competition

When people have strongly held but unexamined beliefs, they act on those beliefs without ever surfacing the underlying assumptions and asking if, indeed, their beliefs are logical or empirically sound. Here the authors challenge some of those assumptions.

Doing Well Is Not the Same as Winning

· Competition is emphasized because it is believe that it produces better performance.

· If organizations identify “winners”, they are in effect also identifying “losers”. This zero-sum competition fails to acknowledge other successes. Thus, relative performance evaluations should be avoided.

· “Superior performance does not require performance; it seems to usually require its absence.”

· Pygmalion effect: if you believe your employees will do well, they do (a self-fulfilling prophecy)

Internal Competition May Seem Fair to Individuals, but the Cost to the Organization Is Usually High

· Concerned about relative rank, employees avoid helping their peers and, at worst, undermine or sabotage their peers’ performance.

· The theory is to avoid unfair conditions, such as a PC salesperson who is rewarded on absolute sales volume is unfairly punished if it’s a poor season for PC sales in general. Nonetheless, it’s still better to avoid relative evaluations.

Management Entails Mostly Novel Intellectual Tasks, Not Routine Physical Work

· Tasks that involve creativity, learning or discovering new ways to do things require a drastically different environment than those tasks that have been repeated over and over. They require an environment without scrutiny, evaluation or competition.

Interdependence, Not Independence, Is the Fact of Organizational Life

· Competition works well with independence, but companies are interdependent.

· The willingness of employees to work together is the major determinant of organizational effectiveness and efficiency.

· Learning and building and leveraging intellectual capital, require a “sharing culture”.

Leaders Are often Trained and Rewarded for Valuing Internal Competition

· Managers who are in a position to eliminate internal competition have often been the beneficiaries of such competition (e.g. they became managers because they won a series of “competitions).

· In schools, there are class ranks; in consulting or i-banking, only a few employees are promoted to the next level. It is an idea that is repeatedly reinforced.

III. Internal Competition Is Most Likely to Be Prevalent and Harmful When…

The section covers 7 bullet main policies to avoid. You can read each individual point in the text; but the main idea is that internal competition occurs when individual or sub-unit performance is rewarded, especially in comparison to other individual or sub-units or relative to expectations.

IV. External Versus Internal Competition

Competition is not all together bad; however, it is best to be competitive with external factors (such as other companies). Internal competition can be avoided by focusing on common goal. This is achieved through programs like profit sharing and stock ownership. When an external threat emerges, management uses warlike language, but internally cooperation is sought.

V. How Companies Avoid Turning Friends into Enemies

· Focus competitive energy on external threats. Southwest Airlines did this when UAL introduced intra-state flights in California. Employees who were previously complacent became re-invigorated, and company performance improved in every area.

· In 1984, Apple used the same tactic in rallying its employees against IBM, a “threat to the information age and future freedom of the industry.”

· The Men’s Wearhouse encourages collaboration among employees. If one employee “hogs” a disproportionate number of the customers, he/she will be fired regardless of individual productivity.

· Firms need to be willing to make tough decision to eliminate unhealthy internal competition, such as firing problem employees regardless of their individual performance.

· Bonuses should be consistent with long-term goals and not short-term performance.

· At SonoSite, they eliminated internal competition by eliminating bonuses all together. Compensation is from a higher base salary and stock options.

VI. Ways of Overcoming Destructive Internal Competition

The section covers 9 bullet points for overcoming destructive internal competition. You can read each individual point in the text; but the main idea is to have the people, organizational structures and policies that enable a cooperative work environment, and to get rid of all factors that inhibit cooperation.

