Study 1: Incentive Compensation for GM’s

’73 Salter said, “No best incentive plan function: he said the compensation system should fit corporate strategy.”

Study 2: Behavioral effects of incentive mechanisms on individual motivation and task performance. 

Study 3: Dysfunctional consequences of incentive compensation systems (Incentive programs can have powerful behavioral consequences). 

Hypothesis: Business unit objections are more likely to be achieved if the incentive compensation system is tied to the strategy of the SBU. 

Variables:

Start-up – Initial Phase (Not Covered)

Build – A company focusing in gaining market growth. 

Harvest – A company focusing on short-term earnings and cash flow maximization. 

Divest – Selling of assets (Not Covered)

Subjective Compensation – Compensation based on non-formulaic methods. This means things like company image, reputation, etc. 

Long-Run – Focusing on Sales Growth, Market Share, New Product Development. 

Short-Run – Focusing on Cost Control, Operating Profits, Profit Margin, Cash Flow, ROI

Domain: 

For-profit Single Business Units

SBU – A unit or division inside a company. For example: Large companies like GM is created by many SBU’s. Medium sized companies, like a Auto Parts Wholesaler can also have SBU’s (They could be selling Truck and Auto parts). A small business would be considered a Single Business Unit. 

Relationships: 

1. If Build, Then SBU should focus on Long-Run Criteria.  = GOOD FIT

2. If Harvest, Then SBU should focus on Short-Run Criteria. = GOOD FIT

3. If Build, Then use subjective Compensation. = GOOD FIT

Prediction: 

GOOD FIT RESULTS IN: Higher Business Effectiveness. 

Empirical Results:

Build SBU with a LR Strategy & Subjective approach -> Good Fit

Harvest SBU with LR Strategy & Subjective approach -> Bad Fit

Build SBU with SR Strategy & Subjective approach -> Inconclusive

Harvest SBU with SR Strategy & Subjective approach -> Inconclusive

Conclusion:

Good Fit results in higher business effectiveness because:

1. A Fit Compensation Program = Increased Job Satisfaction & Job Involvement. 

2. Increased Job Satisfaction & Job Involvement = Higher Business Effectiveness. 

