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Abstract

Tournaments are a reward system commonly used intesdual
output is difficult to measure. Like all reward ®rss, a
tournament has some advantages and disadvantalyesspdper
discusses the effects of implementing a tournanegrerd system,
by using results from previous experiments. By @oimdpthese
results with information from a real world firm,ishpaper seeks to
find possible improvements for using tournamenetasward
systems.
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1. Introduction

Tournaments have been around for a long time. Thoogstly observed in sports and games,
some firms have implemented a tournament systeeward their employees. Such a reward
system creates a different working environment th@more often used fixed or variable
(per unit) pay schemes. Currently there has beencagase in the number of researches
investigating these different working conditionsieTmost important findings from these
papers concern the effects on the incentives anddfting of labour.

In this paper the focus is on the experimentalistiderformed with respect to tournaments.
By combining the results of these experiments, ghser will try to provide and overview of
research results and use them to find an oppoyttmimprove on these systems.

To do so, this paper will start with describing #féects of a tournament design and
separating them into sorting and incentive effdetdlowing that will be a detailed review of
a tournament design implemented by a multinationakulting firm. Using the information

of this company and combining it with the resultshe experiments, opportunities for
improvement of this particular system will be intigated. By investigating the advantages
and flaws of this system however, this informatioay also prove useful to other firms
implementing a tournament reward system. Combitiiegesults this way may also lead to
new insights and provide a new point of view faufe research and some final remarks

regarding the research are given in the conclusion.



2. The effects of tournament design

This chapter will try to determine the effects @fitnament design on the motivation of
employees. Using data from existing field and lapegiments, | will try to distinguish the
most important factors to consider when implemenériournament system in a firm. These
factors will later be used to identify possibleeets of a real world firm’s performance pay
framework and to see if there is room for improvame

First will be a brief description of rank-order toaments. Then will be an explanation why
labour market experiments are used to identifyefifiects on a real world firm instead of
theoretical or empirical studies about tournamesigh. Following that will be a discussion
of the findings from these labour market experiraemiiere | will separately discuss the role

of each factor on the behaviour of the employees.
2.0.1 Rank-order tournaments

Tournaments use competition as an incentive ddeicagents by rewarding them according
to their relative performance compared to othentsfeThe rewards for these tournaments
are fixed in advance. Such reward systems are ynolsslerved in sports, but there are firms
using tournaments as a reward system as well.Mpkmentation of a tournament as a
reward system has a number of effects on the betiasf employees that will be discussed
later.

The focus in this paper will be on tournament resystems for firms. Under such reward
systems, employees in equivalent functions (peeesjated against each other. By setting
certain rewards (usually monetary, but they caa ke the form of non-monetary rewards)
in advance, with a higher reward for the ‘winneykthe tournament this system may
stimulate the employees to perform well. Examplehese rewards are an increase in base
pay, a bonus or an award for employee of the mdwier the past few decades, there have
been numerous articles discussing the effectsush&onents and the role of specific factors in

a tournament design. The theoretical and experamh@ntings from these articles will be

! Harbring, C., Irlenbusch, B. 2008 experimental study on tournament deslgbour Economics 10, page
443-464



discussed later. Why was chosen to use informétmn experiments and not empirical

evidence will be explained below.
2.0.2 Why labour market experiments?

As scientific research often requires that the filescare tested in order to be accepted, data is
needed. This data can come from several diffel@nices. Friedman and Sunder make a
distinction between the following types of datappenstance and experimental data, and field
and laboratory dataAs they describe it, happenstance data is therdgyet of uncontrolled,
naturally occurring economic activity. On the othand, experimental data is made explicitly
for scientific purposes under controlled conditioAso, data from natural environments is
considered field data, whereas data generatedhim environment is considered laboratory
data. Using these distinctions, Friedman and Sutider allow for four possible combinations
of these data sources. These are field and labgraappenstance data and field and
laboratory experiments. In this paper | will uséyamwo of the four combinations, being the
field experiments and laboratory experiments. Befmmtinuing with the results from the
experiments, | will briefly summarize the advantged disadvantages of using experiments

compared to happenstance data.

As there is a large amount of happenstance datkablaon the subject of labour markets, |
will argue below why | choose to use experimentdhdn this paper using an example from
Falk and Fehr's articl2When considering tournament theory, laboratoryeeirpents have
certain advantages compared to happenstance orieghgdata. The most obvious of these
advantages is that using empirical tests to stneeffects of tournament theory requires a
large amount of information that is often not aahlé, but can be (easily) implemented in
laboratory experiments. For example informatiorarding the effort cost function of the
employees and the payoff function of the firm. Asoasequence, experiments are able to
derive and test a precise prediction by observifayteand prize choices of the subjects
participating. When using happenstance data thiso&) impossible to accomplish due to the
lack of information.

Another problem that can be excluded with experisienthe environment. As many factors
may play a role when considering sabotage for el@mpth experiments these factors can

2 Friedman, D., Sunder, S. 19B&perimental Methods. A Primer for Economi§ambridge University Press
3 Falk, A., Fehr, E. 2008vhy labour market experiments@bour Economics 10, page 399-406



be excluded and studied separately. Such factarbeshe amount of communication
between employees, and how well they know eaclr.oBiece there are many other
environmental factors that may influence the resadt well, experiments allow for better
control.

Finally, as experiments generally report their iifgs and conditions in detail, they can be
easily replicated in order to verify its results1 e contrary, as Falk and Fehr put it, often
the best that can be achieved with field happenstdata is that the variables of interest are

correlated.

The main criticisms on experiments according t&Bald Fehr are the followirfgAs
(laboratory) experimental studies are often pertarat universities using students, a major
objection to this method is that the subject pediiased. The argument behind this is that
students lack the experience professionals haweder to deal with many problems. Another
objection often heard is the fact that subjectaakatake their decisions seriously (enough), as
the stakes in the experiments are too low. Bubalgh there is agreement on the fact that
higher stakes generally reduce variance in behayeg. Camerer and Hogatththere is

still some discussion regarding the effect on ayetaehaviour. Finally, due to the small
number of participants in many experiments, thaltegould be questioned. As this criticism
could be justified, | will try to reduce these pleins as much as possible.

In order to reduce these problems, in this pageall consider both laboratory and field
experiments regarding tournament design to idettigyroles that different factors play in
such a performance pay framework. Reason for shisat using several experiments on the
same topic in order to determine the effect oféHfestors reduces the chance of biased or
incorrect results. At the same time, using multgteeriments effectively increases the total
number of participants thereby even further redyitive chance of using wrong conclusions.
Also, using field experiments adds more realisithéoresults, although at the cost of control.
Therefore | will use the two as complements whessfimde and from there try to determine

my conclusion.

* Falk, A., Fehr, E. 2008vhy labour market experiments@bour Economics 10, page 401-403
® Camerer, C.F., Hogarth, a.R.M. 1988 effects of financial incentives in experimeatseview and capital-
labor-production frameworklournal of Risk and Uncertainty, page 7-42



2.1 Sorting effects

The first effect discussed will be the sorting efféhis is logical to treat first since it actyall
occurs before workers start at a specific firm.ti@gr(or worker self-selection) can be
described as follows: agents with different charastics feel attracted by different pay
schemes and therefore systematically self-seléztparticular firms and organizations if
possible® The idea behind this sorting effect is that maapctive employees will prefer
performance pay over a fixed hourly or monthly sglas they know that they have a
relatively high productivity that will allow thenotincrease their income by using such a
system. On the other hand, less productive wonkél$end to prefer firms without a
performance pay system, as they are not attraiiteem’ While most studies only consider
the incentive effects of switching from performampeg/ systems to fixed wage systems, in
this section | will try to separately identify teerting effect. It should be noted however, that
as there are only limited experiments availablecWhiiy to separately identify these effects, a
significant part of the results in the experimestteon are derived from the articles of
Dohmen and Falk and Eriksson and Villeval (seerfotgs 6 and 7).

2.1.1 Theoretical predictions regarding sorting efcts of tournaments

Although it may seem this way, there is no singlmplete theory that covers most of the real
life tournaments observed in the economy. Thergheneever, a number of more specific
theories that may provide some insight on the bieb@wf participants in tournamerftg.his
section will discuss some of these theoretical iptieohs regarding sorting into tournaments.
As the focus in this chapter will be on sortingfdse continuing there will be a brief

overview of different types of sorting models. Fitsere are the sorting models of education.
Since education (e.g. years of schooling and gjadedten used as a benchmark for the
ability of individuals, this is often used in litgure in combination with sorting models (such
as the one by Andrew Weiss 1983)Iso, in practice, education is often used to algn

person’s ability to potential employers. Anotheillvk@own line of sorting models considers

® Dohmen, T., Falk, A. 200RPerformance Pay and Multi-dimensional Sorting —dRrctivity, Preferences and
GenderlZA Discussion Paper No. 2001

" Eriksson, T., Villeval, M.C. 200Berformance Pay, Sorting and Social Motivatimurnal of Economic
Behavior and Organization 68, 2, page 412-421

8 Davies, T., Stoian, A. 200Measuring the Sorting and Incentive Effects of fiannent Prizes

° Weiss, A. 1983\ Sorting-cum-Learning Model of Educati®he Journal of Political Economy, 91, No. 3, page
420-442



partners in a marriage (most notably Becker 1973here are also models using other
examples however. Though using different examphese is a common feature in all these
models: positive (negative) complementarities irdpasitive (negative) sorting in
equilibrium For the example of marriage in the article of Beckhat would imply that the
most desirable persons would get together andatime $10lds for the most undesirable.
However, most of the theories discussed here censatting as the self-selection of workers
into jobs and are from the employees’ point of view

The most important assumption in theoretical modsggrding sorting is heterogeneity. This
assumption allows for different levels of produitinamong individuals, which in turn makes
productivity sorting possible. Productivity sortingn roughly be described as the division
between high skilled and low skilled workers (anédrgthing in between) among firms.
Theoretical models describing this sorting of weskamong firms are in consensus that
incentive pay attracts more productive workers édse the introduction to this chapter).
Generally, the reason why fixed pay systems attoaatr quality workers can be explained
with the lemons problertf As there is information asymmetry between worleers
employers, there is no way for employers to berelytcertain about the skill level of a
person. Assuming workers know their own productiviihe more productive ones will prefer
working under a variable pay scheme over a fixezlasthis will provide them with a higher
income (if there are no other differences betwéenabs). With the variable pay scheme
being more attractive for the more productive woskand the fixed scheme better for the
less productive workers, this will lead to a s@festion of workers called sorting. This first
theoretical prediction of worker self-selection &a®n skill level is called productivity

sorting.

More recently, there have also been some theokgtiedictions regarding the sorting of non-
skill traits as a result of various pay schertidgon-skill traits can be described as all
individual traits that have no direct link with phactivity (e.g. ambition, optimism). What
used to be labelled as “ability” in the past nowlédined by the non-skilled traits. One

possible explanation found in the literature, awly employers value these non-skill traits is

19Becker, G.S. 1978 Theory of Marriage: Part The Journal of Political Economy, 81, No. 4, pag8-846

" de Melo, R.L. 200%orting in the Labor Market: Theory and Measurengniversity of Chicago

12 Akerlof, G.A. 1970The Market for ‘Lemons’: Quality Uncertainty ancetMarket Mechanisr@uarterly
Journal of Economics, 84, 3, page 488-500

13 Stefanec, N.P. 2016 centive pay: Productivity, sorting, and adjaceantsThe Journal of Socio-Economics,
39, page 171-179



the following. Humans prefer to interact with indivals whose preferences are in line with
their own objectives$? These types of worker preferences, or charadtejsthich are found
profitable by the employers, can be described @anitive-enhancing preferences. Together,
these behavioural preferences and the productiNieyadan be labelled as worker quality,
instead of the more dated and vague term “abifity&s it is impossible to describe every
individual personality trait in this paper, belovlliee some of the more general traits which
have been debated over both theoretically as weadhapirically. Reason why these non-skill
traits were chosen is the fact that they appebetof interest to employers. The non-skill
traits discussed below are the core self-evaluadtaits from Judge et al, being self-esteem,
generalized self-efficacy, locus of control and &éoral stability:® Another non-skill trait
discussed below is the selfishness or willingnesbperate of workers.

Reason why employers may value non-skill traithsag self-evaluation can be that there is
evidence that these traits are linked to job satt8fn and job performance. First of all, it is
argued that self-evaluation is related positivelyob satisfaction for the following reasons.
High self-esteem could cause a person to view betiggang job as an opportunity that he can
benefit from, whereas a person with low self-estegght view that same job as a chance to
fail.'” Locus of control, an individual's generalized extpgons about where control over
subsequent events resides, is also argued toyabgitinfluence job satisfaction since workers
that feel they have more control are less likelgtay in dissatisfying job. Self-efficacy, a
person’s belief about his or her ability and cafyatti accomplish a task or to deal with the
challenges of life, also is assumed to be posttigelrelated with job satisfaction as it is
associated with success on the jdlvhether selfishness influences job satisfaction is
unclear, but it can be easily linked to job perfanoe as will be explained below.

Then there also is the relationship of self-evadunatvith job performance. There is quite

some theoretical support for a positive relatiopsietween these factors. One such theory is

1 Bowles, S., Gintis, H., Osbourne, M. 20@tentive-enhancing preferences: personality, baraand
earningsThe American Economic Review, 91, No. 2, page 158-

15 Stefanec, N.P. 201@centive pay: Productivity, sorting, and adjaceamntsThe Journal of Socio-Economics,
39, page 172

16 Judge, T.A., Bono, J.E. 20®elationship of Core Self-Evaluations Traits - &&feem, Generalized Self-
Efficacy, Locus of Control, and Job Performanceévéta-Analysislournal of Applied Psychology, 86, No. 1,
page 80-92

" Locke, E.A., McClear, K., Knight, D. 19%elf-esteem and wotkternational Review of
Industrial/Organizational Psychology, 11, page 1-32

18 Spector, P.E. 198ehavior in organizations as a function of empldyéacus of controPsychological
Bulletin, 91, page 482-497

9 Judge, T.A., Locke, E.A., Durham, C.C. 198 dispositional causes of job satisfaction: Aecevaluations
approachResearch in Organizational Behavior, 19, page B8l-1



the self-consistency theory, which suggests thdividuals are motivated to behave in a
manner consistent with their self-imageélhus according to this theory, a person with high
self-esteem would perform well in order to maintiésnpositive self-image. Also, according

to the model of learned helplessness, positivemigtic persons are less likely to display
motivational deficits (e.g. lowering their effohen faced with unfavourable conditiottdn
contrast, more pessimistic individuals show theasjite behaviour. However, high self-
esteem also creates the risk of an individual bémgmmverconfident? Overconfidence may
create the illusion for an individual that it wélicceed at a given task, where the the
performance may be negatively influenced due tch of skill. Then there is also
selfishness. This characteristic can also be limleghtively to job performance through
sabotage. When considering a tournament, thete/&sy/a the possibility of sabotage, due to
the nature of the reward systéfrs sabotage is an activity performed only to inseean
individual’s chance of winning (by lowering the pebility of winning of others), it can be
said that this is a selfish activity. Thereforean be argued that more selfish persons are less
likely to cooperate under a tournament system,maock likely to sabotage their colleagues in

order to improve their own probability of winning.

Besides the influence of these non-skill traitshsas self-evaluation and selfishness on job
performance and job satisfaction, they may alseeladed to the preferences of individuals.
The reasoning behind this is the fact that theseskdl traits are characteristics. As described
above, there are many theories linking these ndhtskits with job satisfaction and job
performance. Following this reasoning, these nahl{s&its may influence the preferences of
individuals. For example, a person with low selfees is likely to have other preferences
than an individual with higher self-esteem consitgthe reward structure of a job. The
person with low self-esteem may not want to wordlerma tournament system as he is less
convinced of his ability (and with that his proléliof winning the tournament and income).
These preferences are then assumed to lead toléastiinfluence) job sorting. There is a
significant amount of literature available on théerof preferences in the sorting process. A

good example is the theory of equalizing differeniog Sherwin Roseff. The main argument

2 Korman, A.K. 1970roward an hypothesis of work behavimurnal of Applied Psychology, 54, page 31-41
%L peterson, C., Seligman, M.E.P. 1984usal explanations as a risk factor for depressifimeory and evidence
Psychological Review, 91, page 347-374

%2 Bénabou, R., Tirole , J. 20@2If-Confidence and Personal Motivatibhe Quarterly Journal of Economics,

117, No. 3, page 871-915

% Lazear, E.P. 198Pay Equality and Industrial Politicdournal of Political Economy, 91, page 561-580

* Rosen, S. 198Bandbook of Labor Economics, Volumé&lsevier Science Publishers BV, Chapter 12
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of this theory is that workers sort themselves jotis with different attributes, based on their
preferences for those attributes (though othemiiees such as salary still play a role). This
would imply that people who enjoy social interantfor example should find work where
they would have a lot of interaction with customersolleagues, as this would increase their
payoff.

Combining these theories, it could be argued tbatskill traits impact the job sorting
process indirectly. As non-skill traits such as-sehluation and selfishness partly determine
the preferences of workers, they may influencestiving process through these preferences.
And because there is quite an amount of literadmeglable discussing the relation of
preferences and sorting, theory would suggestibiatskill traits, besides other incentives
(such as monetary rewards) does influence thengodtcisions of individuals. Whether these
theoretical predictions are observed in practiaissussed below in the chapter of sorting

experiments.

2.1.2 Job sorting experiments

Due to the versatility in humans and their behaniand the different conditions under which
people live, reality is practically never exacthgtsame as how it is reflected by theory when
trying to model human behaviour. In order to galvetter understanding of how much of the
theories from above are observed in real life, skistion will use a number of labour market
experiments from various sources. These experintevis been performed in other articles,
and the main goal of this section is to provideaerview of these experiments with the most
important conclusions from these articles with redga job sorting.

The theoretical prediction that tournaments attmaate productive workers is also observed
in labour market experiments. Eriksson and Ville@ahong others, observe in their
experiment that high skilled workers prefer vareaply schemes over fixed pay schefiies.
The explanation they provide in their article is fact that high skilled workers have a higher
expected payoff under variable pay schemes. Astiaeg a higher expected payoff under the
variable system, this will result in the self-s¢les of more productive workers to the
variable (tournament) reward system. In the expemninperformed by Dohmen and Falk, it is
also observed that the output is also much highdeua variable pay scheme than under a

% Eriksson, T., Villeval, M.C. 200Berformance Pay, Sorting and Social Motivatilmurnal of Economic
Behavior and Organization 68, 2, page 412-421
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fixed reward systerft This increase in output is largely driven by preiikity sorting

according to Dohmen and Falk.

However, this increase in output due to produgtisdrting may not be as high as observed
by Dohmen and Falk, as their experiment did nosmter efficiency wages (pay employees
above the market-clearing wage in order to incréaseroductivity or efficiency) and it only
used one period. Why this increase in output mayaas high as Dohmen and Falk
observed can be found in the experiment from Eoikssd Villeval (see footnote 25). In
their experiment performance pay became less atteaender repeated interaction and
efficiency wages. Reason for this was, that fixedd offered efficiency wages which made
it more attractive for the least high skilled persdo work under a fixed pay scheme. Also,
fixed wages are considered to be less risky thdompeance pay systems, as they offer more
stability?’ It can be argued that this risk factor becomereisingly more important as there
are more periods to consider with respect to ingaseisk is positively correlated over time.
Where fixed income offers a stable prospect offtiigre income, this is not the case under a
tournament reward system. The result of this uag@st may cause the more risk averse high

skilled workers to prefer a fixed reward schemer@performance pay system.

Besides sorting based on productivity, there is #ig role of non-skill traits in the sorting
process. Although this topic is given more attemtiecently, there have been few experiments
regarding this subject so far. One of the more wmdiwn of these experiments is the one
performed by Dohmen and Falk in which they letitlseibjects choose between a fixed,
variable and tournament reward syst&rn this experiment they do not only focus on the
productivity of the subjects and its role in theid@n process, but also on personal attitudes,

or non-skill traits.

As already described in the previous section, themuld expect these non-skill traits to play
a role in the job sorting process. The experimémanmen and Falk confirms this statement,
as one of its conclusions is that personal attgwd&ect the sorting decision in a systematic

way. In their experiment, they used non-skill s&tch as self-assessment, risk attitudes,

% Dohmen, T., Falk, A. 200Performance Pay and Multi-dimensional Sorting —dRrctivity, Preferences and
GenderlZA Discussion Paper No. 2001

2" Eriksson, T., Teyssier, S., Villeval, M.C. 2088lf-selection and the Efficiency of Tournamé&usnomic
Inquiry, 47, page 530-548

% Dohmen, T., Falk, A. 200Performance Pay and Multi-dimensional Sorting —dRrctivity, Preferences and
GenderlZA Discussion Paper No. 2001

12



social preferences and personal indicators. Fdr efthese non-skill traits they also provided
possible explanations of how they interacted whlhdorting decision. These explanations are

given below.

In their article, Dohmen and Falk argued that thggff in tournaments not only depends on
individual output, but also on the output of cofjaas. Therefore they claimed that a person’s
belief about his relative rank affects the decigimselect a tournament reward systém.
Because a person’s belief about his relative rar&ktournament is the result of his self-
assessment (see Judge et al’s core self-evaluaditsin the section of theoretical predictions
above), they argue that relative self-assessméattafthe decision to select into a
tournament. This was also supported by the expeatiaethey found that relative self-
assessment significantly predicts sorting intoviaeable pay system.

Another non-skill trait that Dohmen and Falk obseto influence the sorting decision into
tournaments is risk attitud® The way risk attitude is involved here, is becaalseariable

pay systems yield an uncertain income for the eygas in contrast to fixed pay schemes.
Hence, in their article Dohmen and Falk argue theiutility of a variable pay scheme is
lower for more risk averse persons than for make meutral individuals. Due to the lower
utility of variable pay schemes for risk aversespas, they conclude that risk attitude affects
the sorting decision, as more risk averse workexdess likely to self-select into tournament
and piece rate systems. This is also supportetieogxperiment they performed.

Then there are the social preferences. Most litezaegarding social preferences and
tournaments is about fairness and selfishness.nRegperiments have found that if people
care about fairness this may influence the optiyali contracts. For example Fehr, Klein
and Schmidt found that contracts that are optimt@mall agents are selfish might be less
efficient if there are some people that care akitiess’” This also works the other way;
contracts that are inefficient when all agentssalésh, can reach high levels of efficiency if
there are agents that care about fairness. DohnteRalk also considered reciprocal fairness
in their experiment. They observed that this sqmiaference plays no role in sorting to either

fixed or variable pay schemes, but does seem lweinée the attractiveness of tournaménts.

2 Dohmen, T., Falk, A. 200Performance Pay and Multi-dimensional Sorting —dRretivity, Preferences and
GenderlZA Discussion Paper No. 2001, page 19-20

% Dohmen, T., Falk, A. 200Performance Pay and Multi-dimensional Sorting —dRrctivity, Preferences and
GenderlZA Discussion Paper No. 2001, page 20-21

3L Fehr, E., Klein, A., Schmidt, K. 2007airness and Contract Desigiconometrica 75, 1, page 121-154

%2 Dohmen, T., Falk, A. 200Performance Pay and Multi-dimensional Sorting —dRrctivity, Preferences and
GenderlZA Discussion Paper No. 2001, page 21-23
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Possible explanations they provide in their arteoke the fact that in tournaments higher work
effort imposes a negative externality on othergt(dsecreases their probability of winning).
But more importantly, they argue that since toureats lead to unequal outcomes this system
is more likely to attract selfish individuals. Thssalso supported by their experiment, as they
observe that tournaments attract significantly fe=sple that care about reciprocal fairness
than fixed wage contracts.

The last group of non-skill traits discussed in Bam and Falk are the personal indicators.
More specifically the focus they made here is amdge and personality. Correcting for
productivity, they observed that men are more Jikelchoose a variable pay system than
women®® Their explanation for this finding is that thiesft is at least partly driven by

gender specific risk preferences. This argumentoeaibacked up, as there have been
numerous other studies which have shown that orageevomen tend to be more risk averse
than men as well (see for example Croson and Ghé&wyith personality Dohmen and Falk
refer to what they label as ‘soft skills’ such asponsibility and positive attitude. When
viewing from a bit broader perspective howeverytban also be considered as a part of the
non-skill traits. Using personality information thie experiment’s subjects from
guestionnaires, Dohmen and Falk found that perggrtides influence the sorting decision
with respect to different pay schemes. How persgnalffluences the sorting decision differs
with different personality traits. For example, ebhs&d was that women that are “self-
confident”, “reckless” and “can deal easily withHfek” are more likely to choose for
tournaments, whereas women that were “rather shy@ntally stable” and “unwilling to
experiment” were more likely choose a revenue-sigaeward scheme.

Also, though not an experimental result, it shdagdkept in mind that there are also some
empirical measures of non-skill traits such asRbsenberg Self-Esteem score and the Rotter
Scale of Externality score that can be linked wittentives. This suggests that these non-skill

traits are also of interest to employ&ts.

% Dohmen, T., Falk, A. 200Performance Pay and Multi-dimensional Sorting —dRrctivity, Preferences and
GenderlZA Discussion Paper No. 2001, page 23-26

3 Croson, R., Gneezy, U. 20@&Ender Differences in Preferencésurnal of Economic Literature, 47, 2, page
448-474

% Bowles, S., Gintis, H., Osbourne, M. 200He determinants of earnings: a behavioral approdetrnal of
Economic Literature, 39, page 1137-1176
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2.1.3 Overview

In short, the main conclusion of this chapter &sfidct that not only productivity and wage
seem to determine the sorting decisions of laliboygh they are still important, non-skill
traits seem to play an important role as well. 8iltgh the role of non-skill traits is recently
becoming more popular among scientists, there haea few experiments regarding this
subject. These experiments came up with some stiegeobservations however. Self-
assessment, risk attitude, social preferences arsdipal indicators all seem to be related to
the sorting decision of workers in some way. Artti@lgh this paper is limited to
experimental findings, these observations were @iade in empirical studies.

Given the observations from the experiments, itlmasaid that implementing a tournament
reward system instead of fixed or piece rate systdhaffect job sorting in the following
ways.

Perhaps the most important finding with respedaiting into tournaments is the fact that
tournaments tend to attract more productive pedy@eause they have a higher expected
payoff under such a reward system than with a fp@gscheme. However, the impact of
productivity sorting may differ from what DohmendaRalk observed in their experiment
when considering repeated interaction and if ofiners offer efficiency wages. Efficiency
wages and repeated interaction may result in e legh skilled and most risk averse
persons to prefer another reward system over th@ament system. This leaves the most
highly skilled and least risk averse persons tecehe tournament system.

With respect to self-assessment, tournaments carpexted to attract people that have more
belief in themselves (e.g. higher self-esteemjhase types of persons will belief their
probability of winning the tournament is higher.i§hlso brings the risk of attracting
overconfident workers. Being a variable pay schemteurnament can also be expected to
attract less risk averse individuals, due to theediainty of income. Also, as a result of the
competitive nature of a tournament system, it isetikely to attract people that care less
about reciprocal fairness and tend to be morestelkinally, personal indicators are also
related to sorting into tournament reward systeamspurnaments attract relatively more men

than women, as they are less risk averse on average
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2.2 Incentive effects

Tournaments have several implications on agentsgwieur. These implications can be
divided in sorting and incentive effects. Sortimglancentive effects are driven by specific
characteristics of the tournament design. Tournasiea and prize structure are regarded as
the most crucial elements of a tournament strucithie aim of this chapter is to determine if,
and to what extend sorting and incentive effectsioand how they are driven by specific
design characteristics such as size and prizetsteudBy using experimental studies the
impact of sorting, incentive effects, and more dpecharacteristics of tournaments on the
behaviour of agents will be examined. The behavad@gents consists of productive and

destructive behaviour (e.g. effort and sabotage).

There is general consensus among scientists thanghlementation of a tournament design
in a firm will have an effect on the incentivestbé employees. How such a system
specifically effects each individual worker is Istir a large part unknown. Ever since Lazear
and Rosen® seminal paper in 1981, however, researchers hes@nfie more and more
interested in the effects of tournament designgs $éction will provide a brief overview of
the literature regarding the incentive effectsanfrhament design.

The main setup of the model of Lazear and Ros#raisthe output of the worker depends on
his effort and an individual random component. Witat setup, they find an equilibrium,
where the effort of the worker depends positivaitioe difference between the winner and
the loser prize (or prize spread). Also, as thiierfce of the random component increases,
the amount of effort exerted by the worker(s) wékcrease. With their model they showed

that tournaments could induce efficient effort lsyéke piece rates.

The main extensions to this initial work with reg&o the incentive effects of a tournament
design consider the effects of factors such ag@mzead (the difference between winner and
loser prizes), tournament size, the amount of méiron available (both to workers and
employers) and repeated interaction. Although taoment theory is a broad subject, much of
it follows from the agency theory and related btere. Important related literature analyses

how the characteristics of an organization, sudfsasompensation system, can improve

% Lazear, E.P., Rosen, S. 1984&nk-Order Tournaments as Optimum Labor Contrdotsnal of Political
Economy, 89, No. 5, page 841-864

16



worker performance under imperfect information arith monitoring costs. The focus with
tournament literature lies mostly with individuabiker characteristics and organizational
characteristics, and the effect they have on efficy and incentives under such a reward

system.

The incentive effects of a tournament design stinectan be described as a self-enforcing
reward structure that is desirable when monitoisngjther unreliable or costfy. Tournament
theory explains this by arguing that the attractbhigher salaries motivates workers at all
job levels below to devote more attention towandgbizational interests and on the other
hand makes shirking less attractive. In contradimegry, the focus is slightly different, as
there the alignment of individual and organizatigrraferences is considered. Workers can
exert a large amount of effort, either to the beereéfthe organization or to shirk. So in
contracting theory, the incentive effects of a tament design are explained by the improved
alignment of the interests of workers with the engation. Both tournament theory and
contracting theory are a part of the more broachegéheory.

Keeping the focus more on tournament theory indhisle, following is one of the most (or
perhaps the most) famous examples of incentivesuimament theory in order to provide a
better view of how incentives work under a tournahtesign. The example mentioned is
about corporate tournaments and executive compengaumerous articles have been
written about this subject, e.g. Conyon ébal

As mentioned before, in tournament theory a grduggents compete for a fixed prize and
are rewarded according to their relative perforneaiitie example of corporate tournaments
and executive compensation is one of the applicatad such a competition. In this example,
employees compete for the position of CEO in amoization. As in tournament theory the
prizes are fixed in advance, agents (the employeaag)exert effort in order to improve their
chances of winning a prize. The same holds fortsgournaments (hence the name
tournament theory), where the absolute performdoes not matter, but only the relative
performance compared to the other agents/competitatters. There can be only one person

or team that wins a gold medal in each separatgebttion during the Olympics for example.

37 Lazear, E.P., Rosen, S. 1984&nk-Order Tournaments as Optimum Labor Contrdotsnal of Political
Economy, 89, No. 5, page 841-864

3 Conyon, M.J., Peck, S.1., Sadler, G.V. 2@drporate Tournaments and Executive Compensatigittece
from the U.K Strategic Management Journal, 22, page 805-815
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The properties of tournament systems have drawattbation of researchers for some time
now, and there have been several papers that epedithese properties. An important article
regarding this theory is an article by Prendergast.this article Prendergast collected
information from a number of important theoretiaatl empirical researches (e.g. Groves et
al 1994, Lazear 1996), which she then used to mainimportant issues in this topic. With

her survey she found evidence to support the thihatyrelative performance payment
contracts (incentives) influence the behaviourmpkyees. The roles of other factors such as
risk and peer pressure were less obvious. Reasdhi$ds mainly the lack of data to
empirically confirm theories regarding such suljees personnel databases are often not
easily accessible. Another problem is the lacktefdture regarding contracts in complex
jobs, such as consultancy, where output is less than in for example the woodcutting
business. Therefore, below will be an overvieweafesal experimental findings regarding
tournaments to reduce this data problem, as inrerpats more data can be created. The next
paragraph however, will first discuss some predidifrom tournament models, which will
then be used in the section of the experimentssiothese theories.

2.2.1 Theoretical predictions regarding tournamenincentives

The first theoretical predictions that will be dissed here, regard tournament prizes. In
firms, such prizes usually are promotions (whictmeawith an increase in salary) or cash
bonuses for good performance. However, prizesiatdode non-monetary rewards that
employees may value, such as an increase in rabpgity®r the more interesting
assignments that may come with a promotion. Homeigeis assumed for the rest of this

section with respect to the ability of workers.

Related to tournament theory incentives, are sépegdictions from tournament models

regarding the behaviour of employé84n short they can be summarized as follows:

1) larger prizes motivate more effort and perforoean
2) there is a U-shaped relationship between pranattes and rewards

3) prizes are relatively larger higher up the mehg in order to maintain incentives

% prendergast, C. 199%e provision of incentives in firdsurnal of Economic Literature, 37, page 7-63
0 Gibbs, M. 1995Testing Tournaments? An Appraisal of the TheoryEvidence_abor Law Journal
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1) The first prediction made by theoretical tournamantels is that there is a positive
relationship between tournament prize and the effdrese models predict that a prize
(monetary or non-monetary) stimulates workers &@remore effort as compared to not
offering a prize. A monetary prize can be seerhaglifference in wage between different
levels, whereas a non-monetary reward can take fioamg. These non-monetary rewards
can be grouped as awards and their effects arathebeing studied more intensitelf

prizes stimulate effort, higher output and perfanoceshould be expected as a result from a
larger prize (usually a larger wage g&phs mentioned earlier, a larger prize (spread) will
also influence the sorting decisions of potentmptoyees. The focus in this section however,

will be on the incentive effects.

2) Another factor often discussed in tournameetditure is tournament size. As employees in
a tournament reward system compete for a prizeyuhgber of competitors (the tournament
size) influences their chances of winning the taamant. This in turn, will have an impact on
the behaviour of the workers. Assuming the prizediaed, different tournament sizes may

lead employees to exert low, high or even no effeee graph below).

Effort

0 112 1
Probability of winning

Considering the graph above, in order to keep effioa constant high level, the rewards at a
very low or high probability of winning should belatively high compared to the reward if
the probability of winning is (close to) one harhis would result in a U-shaped relationship
between promotion rates (probability of winningflaewards. As the number of participants
influences the probability of winning, a questioneanployer implementing a tournament

system could ask himself is whether it is bettandoe a single tournament with many

“ Neckermann, S., Frey, B.S. 2088ards as Incentivesistitute for Empirical Research in Economics,
Working Paper No. 334, University of Zurich

“2 Bloom, M. 1999The performance effects of pay dispersion on iddads and organizationa&cadamy of
Management Journal, 42 page 25-40
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participants or multiple tournaments with few peaipants*® Given the relation between
tournament size and the probability of winning,rtament models predict that the prize is
increasing with the number of participants (toureatrsize)*

3) The last two predictions of tournament modetsassed here are if there are many job
levels in a firm, the compensation gap will incee#sndividuals move up in the hierarchy.
Also, in sequential elimination tournaments (muétipunds), workers will compete with
each other at given job levels. As the winner(ghese tournaments are promoted, they will
compete in the next round for an even higher joklleTherefore, promotion in one round

will also indicate that those workers promotedstiiein the race for the next round. For this
reason, the prizes of winning the later rounds eilBoences the effort exerted in the first
round. If the stakes are high enough (large pqzeas), this may lead to a more than healthy
competition between workers of the same firm. A®m@sequence, problems such as sabotage
may occur’® Because the prizes at the final rounds affecettize company, tournament
models predict that compensation is an increasingtion of the organizational level and

may help to understand the large salaries of CEOfsultinationals:’

2.2.2 Experimental findings regarding tournament ircentives

As mentioned earlier, there are many predictiorsetan the theoretical tournament models.
As theory and reality, are (almost) never the satue,to simplifications in the models and
unpredictable human behaviour, this section will ota several experimental researches
performed on tournament theory models in orderteide a more realistic view on
tournament incentives. Below are the observationispmssible explanations for these

experiments with regard to incentives.

3 Harbring, C., Irlenbusch, B. 2008 experimental study on tournament deslgrbour Economics 10, page
443-464

“ Prendergast, C. 199%e provision of incentives in firdsurnal of Economic Literature, 37, page 7-63

> Eriksson, T. 199&xecutive compensation and tournament theory: dogpitests on Danish datdournal of
Labour Economics, 17(2) page 224-242

“ Lazear, E.P. 198Pay Equality and Industrial Politicdournal of Political Economy, 91, page 561-580

" Lambert, R.A., Larker, D.F., Weigelt, K. 1998e structure of organizational incentivadministrative
Science Quarterly, 38 page 438-461
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One of the most important observations from thepe®ments is that under variable pay
schemes the output is much higher than with fixedards*® According to Dohmen and Falk,
this difference in output under fixed and variat@deard systems can be largely attributed to
productivity sorting (see also sorting chaptersdtontributing to this increase in output is
the fact that reported effort under variable payesaes is significantly higher than under
fixed ones. As all firms, with the possible exceptbf non-profit firms, would prefer a larger
output, why would a firm prefer a fixed reward ®yatover a variable one? Some other

experimental observations may provide an answer.

Another observation often observed in experimeniis kggard to reward systems is that not
only the effort exerted by the employees is higheter variable systems, but there also tends
to be significantly more stress and exhaustion ayweorkers in firms with variable pay
scheme$? Reason for this, is the fact that variable systeemsrd more effort (in fact firms
usually reward higher output, but this can be asdeby the workers if they increase their
effort). This relation between wage and effort @ases the pressure on workers in a variable
system as they have more incentives to perfornebéthe higher pressure on the employees
may in turn lead to stress, and eventually exhansts a result from working overtime
consistently. Under a tournament reward systemrgperted stress is even higher as the
pressure on individuals is larger due to the moragetitive nature of the system. As wage in
such systems does not only depend on output, boitoal the relative performance of the
employees, this automatically creates a more cdtiyeetvorking environment, hence
resulting in more pressure (especially on the Iskafied workers that will have to exert even
more effort to compensate for their lack of skills)

Also interesting to note with regard to efforthetfact that experimental evidence indicates
that more competitive and more risk tolerant pesdend to exert more effort in (promotion)
tournaments® Altmann, Falk and Wibral provide some possiblelamations for these
observations in an experiment with a random shbirkt, the more competitive persons
exerted higher output after receiving intermediatglback. Therefore, in the case of more
competitive persons, knowing how they are doing mash them to exert some extra effort in

order to win the tournament. Second, their explandbr the fact that they observe risk

“8 Dohmen, T., Falk, A. 200Performance Pay and Multi-dimensional Sorting —dRrctivity, Preferences and
GenderlZA Discussion Paper No. 2001 page 13-15

“9Dohmen, T., Falk, A. 200Performance Pay and Multi-dimensional Sorting —dRrctivity, Preferences and
GenderlZA Discussion Paper No. 2001 page 26

0 Altmann, S., Falk, A., Wibral, M. 200fromotion in Multi-Stage Elimination Tournaments: Bxperimental
InvestigationWorking paper
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attitude is related to effort is as follows. Thegue that effort choices in tournaments are
risky for two reasons. One being the fact thatabgput of individuals does not only depend
on effort, but on a random shock (a factor not l®d by the individual) as well. Their

other argument is that there is also a strategicinvolved in the workers decision to exert
effort, as promotion decisions in their experimeégpend on the relative comparison of
outputs, which in turn depend on the competitoebdviour. Keeping in mind the sorting
effect discussed earlier, which indicates that ncorapetitive and risk tolerant workers will
apply to the firm; this may be beneficial to therfias these persons tend to exert more effort

in tournaments as well.

More specifically, tournament reward systems doamby provide more stimulus for
employees to increase their effort, they also glevhem with some negative incentives. A
field experimental study by Burks, Carpenter an@t@ofor example, shows that there is less
cooperation under performance pay than there s avitxed system due to the more
competitive nature of the performance pay systeAs tournament systems are even more
competitive than standard performance pay systdras;ooperation should be even lower.
This is, in fact, what is predicted by tournamémgary and also observed in experiments.
Depending on the circumstances, it could even teainployees sabotaging each other,
which is, needless to say, negative for the firmngdering the previous paragraph, which
explains that more competitive and risk toleranmspes are more willing to exert effort in
order to win the tournament, it would seem logtbat they are also less willing to cooperate
and more likely to sabotage their colleagues. Budeir competitive nature, | would expect
them to be less cooperative as it decreases tha@nces of winning the tournament (since it
helps increasing the output of others). On therdthed, being less risk averse, they would
value a possible punishment for sabotage (whenhtalayver than a more risk averse person.
Unfortunately | did not find an experimental resdaconfirming this, but it would be
interesting to see it tested.

What also has a significant impact on the incestoeemployees working under a (relative)
performance pay system is the prize structure. Uadeurnament system, that would be the
height and the amount of winner and loser prizegdrding the role of prize structure and

incentives in tournaments, there have been peridisaeeral experiments which included this

1 Burks, S., Carpenter, J., Goette, L. 26@formance Pay and the Erosion of Worker CooperatField
Experimental EvidencZA Discussion Paper No. 2013
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factor. The most interesting observation founchm éxperiments, considering prize structure
is the fact that a balanced fraction of winner lxseér prizes is optimal for stimulating
productive activities. Although there is only wesalpport for these findings, this observed in
a number of experiments such as the ones perfobméthrbring and Irlenbuséhand by
Orrison, Schotter and Weigétt.

Unlike theoretical analysis suggest, Harbring atehbusch, similar to Orrison, Schotter and
Weigelt, argue that workers do not limit their belba on the (constant) marginal probability
of winning (based on their observations). Both expents had observations where at some
point the effort was lower while the fraction ofrwmier prizes was larger (e.g. lower effort
when fraction of winner prizes was 2/3 than at.IT2)s implies that even though the
marginal probability of winning was larger, at sop@nts the reported effort was not, hence
contradicting with theory.

Possible explanations for this observation areehgtloyees are not willing to spend any
(extra) effort if the probability of obtaining a mner prize is close to zero or one
(achievement motivation theory). If the chance ofring for a worker is close to zero, he
will know that it is pointless to spend any effag he will not end up with the winner prize.
On the other hand if the probability of winning foworker is very high (close to one), the
employee may not be willing to spend extra effarha is convinced he will end up with a
winner prize anyway. Agents may even end up shirlkihen there are too much winner
prizes availabl&* For this reason, a fraction of winner and losézgs which lies somewhere
in between is optimal for stimulating productiveiaties. This is also more or less in line
with the theoretical models predicting a U-shapsdtionship between promotion rates and
rewards (following from a concave relationship begw effort and probability of being
promoted). Some possible explanations for the [arteat very high or low chances of
winning mentioned in the experiments are the adnent motivation theory and the
vulnerability concept. The achievement motivatibedry explains the low effort at high
chances of winning by the fact that people takdepm their accomplishments. If there is no
challenge to winning a prize (the chance is higlorkers will be less motivated according to

this theory. The vulnerability concept considerg/Hast the equilibrium payoff of an agent

2 Harbring, C., Irlenbusch, B. 20@8w many winners are good to have? On tournameittssabotage
Journal of Economic Behavior & Organization 65, p&§2-702

3 Orrison, A., Schotter, A., Weigelt, K. 2004ultiperson tournaments: an experimental examimatio
Management Science 50, page 268-279

> Orrison, A., Schotter, A., Weigelt, K. 2004ultiperson tournaments: an experimental examimatio
Management Science 50, page 275
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would decrease if others were to deviate from thelierium effort level>® In Harbring and
Irlenbusch’s experiment it was shown that agergsaore vulnerable if the number of winner
and loser prizes is balanc&dThis implies that the reduction of payoff for werk, as a result
of an increase in effort by other workers, is |atga this point. It is then argued that this
leads the workers to exert higher effort, as tieraore to lose. For example, a worker has
more to lose in a tournament with a balanced foaadf winner prizes than in a tournament
with a relatively large fraction of winner prizdsone of his colleages exerts more effort. The
reason for this is that the deviation in the praligtof winning for the worker is relatively
larger with a balanced fraction of prizes compadced large fraction of winner prizes when
one of his collegeas increases his effort levels Trdicates that a worker has more to lose
with the balanced fraction of winner prizes (henigre vulnerable), providing him with more

incentives to increase his own effort as well.

Although in theory tournament size is consideredhgvortant factor, experiments indicate
that it has (almost) no effect on the behaviougraployees. As long as the fraction of prizes
remains the same, a change of tournament sizeperiexents does not significantly impact

the effort exerted or the amount of sabotage bykersr’

2.2.3 Overview

Summarizing this chapter, it can be said that n@egictions of tournament theory models
(regarding incentives) are confirmed in labour neakxperiments. The most important of
these confirmations is the fact that pay schemasatte linked to performance result in higher
effort of employees. Another important finding,@fsedicted by theoretical models, is that
the prize structure has a significant influencetenbehaviour of employees. A balanced
amount of winner and loser prizes appears to benaptTournament size is, as predicted, of
no significant influence as long as the fractiopozes remains the same. Also observed in
the experiments is that more risk tolerant personaverage exert higher effort levels than

less risk tolerant persons.

% Nalbantian, H.R., Schotter, A. 19%4oductivity under group incentives: an experiméstadyNew York
University Research Report #94-04

¢ Harbring, C., Irlenbusch, B. 20@8w many winners are good to have? On tournameittssabotage
Journal of Economic Behavior & Organization 65, p&§2-702

" Harbring, C., Irlenbusch, B. 2068w many winners are good to have? On tournameittssabotage
Journal of Economic Behavior & Organization 65, p&§2-702
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There are some negative effects found in the tonema systems as well. Due to the more
competitive nature of the system, stress and exioaugported is higher and the willingness
to cooperate decreases. Even worse, tournamestsystimulate not only productive effort,
but also destructive effort (sabotage).
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3. The Firm

The aim of this chapter is to provide a link betwélge experiments and reality. Seeing how
tournament systems are applied in real life mayigea better understanding of its
workings, and combining its results with theory axgeriments could lead to more efficient
reward systems for firms (at least for firms simaéa the one discussed here). Using
information provided by a real world firm, this gitar will first provide a general description
of the firm and its business in order to see wleyfthm chose to implement a tournament
system. Following that is a detailed overview & tompany’s tournament reward system.
After that there will be an evaluation of the figrtournament system by combining the
results of the experiments with the real world egsof the firm. Applying the experimental
results to the real world system may provide agbethderstanding of that particular firms

reward system and allows to identify any possitsiprovements®

%8 Note: Due to privacy considerations, the naméeffirm will not be mentioned in this article. Hovez most
of the information used in this article is retridvieom an information package provided by the fand from the
company’s website. For this reason, there will &lsao references to these two sources in thistehap
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3.1 General description of the firm

The company used in this article is a multinatia@isultancy firm. This implies that it is a
firm that consists of experts that provide profesal advice to organizations for a fee, and
that it operates in multiple countries. This settiall describe the main business of the
company and the market it operates in. Reason kkyséction is included is that a better
understanding of the specific situation of thignfiand the environment it operates in may
help the reader to see how the reward system imfkgethe firm. First will be an overview of
the main business of the firm, describing the fgmmost important activities. Following that
will be a section discussing the market and othk&graal factors playing a role on the firm’s

performance.
3.1.1 Main business of the firm

As mentioned above, the firm (or firm X from now)as a (management) consultancy firm
active in multiple countries. Being a consultaniesnf its main business consists of aiding the
firm’s clients in achieving their goals. Firm X psltheir clients realize these goals by using
their specific knowledge and experience. More ®ghint, consultancy firms like firm X
usually aid clients that require help with for exgenimproving their performance or entering

a new market.

The main business areas of firm X discussed beldhonly provide a short description of
how clients are generally assisted by consultamoysf This is done using the general
descriptions from the consultancy group webSitlthough there are differences between
consultancy firms in the way they help their clgnt is not necessary to go into details here
for the following reason. The aim of this sectisrio provide some insight into the business
activities of firm X as a consultancy firm in orderhelp understand the nature of the reward
system. Details of firm X that are important fordenstanding the reward system however are

included in the section regarding the reward system

%9 http://www.theconsultancygroup.nl
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Helping firms enter new markets is a task usuadiyedby a consultancy firm by performing a
market entry analysis. Such an analysis answerguéstion whether or not a certain market
should be entered and if so how and when. Althdhgtspecific approach to answering these
guestions differs among consultancy firms, thedmsa remains the same. First the relevant
markets are observed and evaluated and then tiseqaences of several entry options are
compared (e.g. fusion, franchise or takeoverhéfclients decide to enter the market based
on these results, the consultancy firm can alsp Wweh the implementation of the market
entry.

Helping to increase the revenues in existing marisetisually done based on a market
analysis of the current markets. This type of agialyries to determine the market position of
the client and how well it is doing compared toctsnpetitors. Using methods like the
SWOT-analysis the consultancy firm can help cliemigrove their market position and

revenues in existing markets.

Mentioned above, firm X as a whole can be consttlarea management consultancy firm.
Management consultancy can be divided into thersuipg of strategy consulting, IT
consulting and business consulting. Where helpimigrang new markets and increasing the
revenues could best be described as strategy tmgsuinproving performance and
efficiency are more of a combination between IT badiness consulting. Strategy consulting
could be seen more as advice about the stratedhg lsiness consultants help with the
implementation of this strategy in various wayg (supply chain management or human
resource consulting). The goal of IT consultingpiprovide advice to clients on how best to
use information technology to meet their busindgsatives.

Using these definitions, helping to improve to @enal performance can be considered
mostly IT and partly business consulting. Delivgranclients products and services more

effectively and efficiently on the other hand candategorized mostly as business consulting.
3.1.2 The business environment
This section will discuss the current global cotesuty market, how it got to this point, and

what trends can be expected in the future. Thi®ree in order to see how the business

environment influences firm X. As a result, thidlwrovide some more insight into if and

0 Kotler, P., Keller, K. 2008/arketing Management (twelfth editioBhapter 2, Pearson Education, New Jersey
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how the reward system is related to the businegsogrment now and in the future. The
global consultancy market is discussed here, bedaus X is a multinational company

active on multiple continenfs.

The management consultancy industry grew with theetbpment of management. Founded
in 1886 Arthur D. Little founded the first managarheonsultancy firm with the same name.
Since then, the consulting market has gone a langamd has grown significantly. Especially
in the 1980s and 1990s there was a rapid growthasfagement consulting in the US and
Europe®?
The current state of the consultancy market igelalt of differentiation of management
consultancy firms. This differentiation has leddar main types of consultancy firmfis.

» Large management and strategic consulting spstsial

* Boutique firms

* Medium-sized information technology consultanicsné

* Large networks
Firm X best suits the large network type of firmel@wv will be a brief description of these
types of firms and some expected developmentsicohsultancy market based on recent

developments and trends in this market.

The large management and strategic consulting @ssionly offer strategy consulting and
are specialized in a specific industry.

Boutique firms are often small firms, and are farenumerous than the other types of
consultancy firms. These agencies focus on speiéias of consulting expertise in specific
industries or technologies. Such small niche congsatompete with the larger and broader
consultancy firms in the areas they specialise in.

Then there are the medium-sized information teamotonsultancy firms that combine the
boutique firm style with some of the same serveed technologies global firms offer to their

clients.

%1 Note: As | was unable to obtain a management dingundustry report, the information in this panay not
be entirely up to date as the only other relevantees available were two articles from 2007. tstl not be a
problem for the rest of the article however; asghegose of this section is merely to show whatdiecare
influencing the global consultancy market.

%2 Brondoni, S.M. 200 Management Consulting, Global Markets and CorpoidggworkingSYMPHONYA,
Emerging Issues in Management

% Brondoni, S.M. 200 Management Consulting, Global Markets and CorpoidggworkingSYMPHONYA,
Emerging Issues in Management
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And there are the large networks such as firm ¥eiified organizations that provide a
broad range of services, among which informati@hnielogy consulting. Compared to the
boutique firms however, these larger firms oftemena more reliable reputation that may

attract more clients.

Since the beginning of this century there have Iseseral developments in the consulting
market. Today, some of the most important trendeeénconsultancy market are the result of
increasing globalization. This globalization of #ensultancy market is driven by several
factors. A main driver is the client demaffdAs many western firms expand their business to
other geographic regions such as Asia, it beconme attractive for service firms to
establish an office in those regions. Another ingaarconsideration is the indigenous client
demand. If consultancy firms want to serve loctdlyused clients in for example China, it is
important to have an office in that country. Besidéent demand, other factors influence
globalization in this market as well, however ctidemand is the most influential.

Besides creating opportunities in new markets, @labtion has increased the competition in
the consultancy market as well. Combined with #eent economic crisis this has led to
tighter budgets, shorter engagements and more daivg@®idding. Also, although new
markets are arising in India and China, the coasalf market is still limited to the developed
areas of the world, which only adds to the comjetiin the market. Mentioned above, large
firms such firm X, will not only have to competettviother large consultancy agencies but
will also face local competition from the smallerubique firms.

This is not the only competition faced by consuttafirms however. A recent trend in the
management consulting market is the rise of intexoasulting group$® In order to reduce
costs from hiring external experts, an increasimgpiper of large firms have created their own
internal consulting groups to improve the perforo®af their company. Needless to say that

this indicates that the business environment af # is highly competitive.

® Bernard, A., Byrne, J., et al. 200he Management Consulting Industry Confronts Glighéibn Center for
International Business, The Tuck School

% Brondoni, S.M. 200 Management Consulting, Global Markets and CorpoidggworkingSYMPHONYA,
Emerging Issues in Management
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3.2 The reward system

This section will discuss the system used by firtoXeward their employe&8 it will start
with description of the individual components of ferformance management framework,
followed by a description of the interaction betwéleese components and a brief overview.
These components are objective setting, outconessisent, comparing and rating and plan
development. The information of this framework Maiter be used in another section of this
paper for the evaluation of the reward system.

Performance Management

===®  Set Objectives 0—1

Plan Development Assess Outcomes

L Compare & Rate ‘J

Graphical overview of firm X’s Performance Manageieramework

¢ Note: the information in this section is takennfrthe information package provided by firm X, mentd at
the start of the chapter (page 26).
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3.2.1 Objective setting

The aim of objective setting in the performance agament framework of firm X is to make
sure that all employees know what is expectedahntand what they need to do. Before
continuing with the details of this process, theikbe a description of firm X’s definition of
what an objective is.

Firm X describes an objective as a measurable pedfs statement of results an individual
in the company is expected to achieve. In this cmphey combine their own ideas
regarding objectives with the well-known SMART atijees first mentioned by DordH.

With SMART standing for Specific, Measurable, Aclable, Relevant and Time-bound. The
idea behind such clear goals is that it allowsqesgo focus their effort in a better way. Firm
X’'s SMART objectives are defined by descriptions éargets. Descriptions can be seen as
the way to reach a goal, including possible chgksn significance, focus and a timeframe for
the meeting objectives. Targets on the other hamthe destinations and describe what
should be accomplished. Therefore, targets als@ s a benchmark to determine the
amount of success on reaching objectives. Firm { ases objectives for the most relevant

activities and do not include (simple) day-to-dagponsibilities.

The reason why firm X sets these objectives idleaveemployees an active participant of
their performance management system. As mentiobedea objective setting provides the
employees better knowledge of what they are exgagotaccomplish. By regularly (at least
once per year) rating the results achieved by padace against objectives, this system also
provides the workers with incentives to reach thagectives and thus increases their effort if
necessary. The incentives mentioned here are s off the rewards related to different
levels of ratings (e.g. bonus for good rating), athwill be more thoroughly discussed in this
section under compare and rate.

Also, in order to align the corporate strategy wita individual objectives, firm X sets the
individual objectives while keeping in mind the asg¢he company values most. These areas
in which firm X is interested mostly are shareholded stakeholder value, people skills and
profits and are called the Leadership Contribufieas. This results in all employees having
at least one objective related to each of thesesafiéhe amount of objectives varies per
employee, but tends to increase with their levebgferience and the complexity of their role.

% Doran, G.T. 198There's a S.M.A.R.T. way to write management'ssgrad objectiveManagement Review,
Vol. 70, Issue 11, page 35-36
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When objectives are set precisely depends on peedfywork they are set for. Also

objectives can and should be revisited over tirmedessary.

3.2.2 Assess outcomes

The second step of the performance managementwarkés the assessment of outcomes.
This step is required in order to rank the emplsyiadahe following step of the process.
Individual performance in firm X is evaluated usmegults and behaviours. Consequently, the
performance of employees is not only linked withatvis achieved, but with how they
achieved this as well. The assessment of outcomi@sn X is an ongoing process, providing
the workers with feedback regularly (at least twaeess per year) and allows them to improve
themselves. Besides this continuous process offir#tion feedback, at the end of a project
or assignment employees receive formal feedbagketisregarding their performance at that
particular job.

This information feedback revolves around a conmmed system called myPerformance.
Supervisors use this system to rate the employesswork with using results against
objectives in the Leadership Contribution Areas beldaviours using performance factors.
The performance factors are designed to capturethewesults are achieved and vary among
different workforces and career levels. The myReartnce system does not only allow
supervisors to rate the performance of employagsalbo allows for workers to comment on
their colleagues and allows them to provide evidasfdheir own contributions by
documenting self input. Together, the ratings efrisults and performance factors provide
the employees with an understanding of their peréorce against their job standards, which

provide the basis for the comparing and rating.

Before the comparing and rating occurs howevergtlsethe nomination of promotion
candidates (see annual process timeline B8 amhich occurs at a specific time each year
rather than being a continuous process. The kegriaconsidered at the decision whether or
not to nominate a person for promotions are thieviohg:

* Individual’'s months at level and past performanc

* Individual's demonstrated and sustained abibtperform at the next level

* Firm X’s ability to staff the individual to theient at the next level

% Source: Information package firm X
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Nomination for promotion does not guarantee thenmtion however, as the final promotion
decisions are based on the individual’s readinesslvance and the business need for higher-
level employees.

To be nominated, managers can submit the namesdfdates to the human resources
department. The bases for such submissions afethiactors mentioned above. Once this is
done, the promotion candidates can use the myRPeaftze system to request promotion input
from up to six assessors. These assessors haeestebutives that the candidate has had to
deal with regularly during the last performancerysae timeline below for an overview of

the performance year). Human resources then revlevwsominations and the promotion
input from the assessors and then decides whethmat do promote the candidate. If the
employee has had no recent exposure (or not entlglpromotion decision will be

postponed.

Firm X’s annual process timeline

Late March - April August - October

Assess Outcomes Compare and Rate

Self Input Feedback | Preliminary Career Final Rating Notification of
Submitted & | Submitted (Praject) Counselor Meetings Compensation Rating,
Feedback Rating Preliminary Administration Promotion and
Requested Meetings Recs Compensation
Submitted Decisions
Nomination Promotion
of Promotion | Assessments Plan Development
Candidates | Requested & * Annual
(Consulting) Submitted Reviews
(Consulting) New Performance Conducted
Year Begins June 1

: Set Objectives/Ongoing Performance Feedback 1

3.2.3 Compare & rate

The compare and rate section of the reward systémoX is what turns their system into a
tournament. Both the objective setting and thesassent of outcomes are necessary steps in
order support the rating system. At the compareratidg step the contribution of workers is
discussed and compared a peer group. Based arothigarison, the annual contribution

rating is determined.
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The comparison of employees occurs at the ratingtings (see the timeline above). In these
rating meetings individual contribution at projerstsliscussed, based on the assessed
outcomes earlier in the performance year and r@geghst peers at the project(s) the
employee was involved. Based on the assessmerteddlbcontribution for the performance
year the career counsellor then recommends a rfatirige individual. After that workers are
compared with employees of equivalent experiencefamction in a peer group in the same
geographical area (or “deployed-to” organizatianjiétermine a relative contribution. There
is no formula for determining the ratings, but tlaeg based on thoughtful, objective
discussions according to the information packageiged by firm X. As the firm uses a
common framework to determine the individual paerfance, the comparison of employees is
also made easier. At the end of these rating ngetthe rewards are given to the employees
based on their relative rank in their peer groupw&ds include increases in the base pay and
a possible bonus. Also good ratings may improvectfaces of being nominated for
promotion later in the performance year. What dpdly is discussed during the rating
meetings is mentioned below.

In the rating meetings, not only the contributidnnalividuals is discussed, but also the
support of firm X’s core values is taken into aaeb hese values include respect for others,
integrity, client value creation, teamwork, talantd a heart for the company. Besides the
individual contribution and these core values, fifrspecifically lists factors that are (not)

taken into consideration when determining the gatihemployees. This list is given below:

Considered Not considered

Individual performance feedback including the rg$in| Previous ratings
for each leadership contribution area and for the

performance factors

Scope and complexity of roles Past experience poitie current performance year
Reason for any un-staffed time Potential for praombr promotion candidacy
Trends in performance Retention risk

How individual results compare to what is expeaied Part-time or leave status

someone at a given career level

Leadership survey scores (for senior managers) rrivéfbon related to gender, age, race/ethnicity,

sexual orientation

Demonstrated stewardship/corporate citizenship | Operational or quality issues with the project not

(involvement with the company, also a core value) | related to the individual's performance

Administrative compliance Personal bias againgbaebehaviors or styles
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At first glance, two of these factors may seemawoti@adict each other. The previous ratings
are not considered, but the trend in performancehs implies that one year of bad
performance will not be considered in a rating nmggtout several years of bad performance
after each other will be. Other interesting factoese are retention risk, part-time or leave
status, which should not be considered and denaiadtstewardship. As persons that have a
higher retention risk, or only work part-time mag $een as less involved with the company.
Since the annual ratings are based on (thouglutfjgctive) discussions, the involvement of
personal bias in the rating decisions can not bewed entirely.

During the rating meetings, employees are laddeydtieir supervisors based on the
comparison of performance and contribution. Thiglex shows the place of individual
employees relative to his peers. The exact ratirsgweorker is a number, such as 4 out of 10
(with number 1 being to best performer in the mgeup). Based on these ratings, the
contribution of the worker in relation to its peeen be determined using the rating scale. The
guideline in this scale is that at least 40% ofehegloyees should perform consistent with
peer group. This percentage can improve if thezdewer workers that perform above
average for that particular group. Well performergployees can perform (significantly)
above peer group and very well performing workeesad the very top of their peer group.
For employees performing above average, there igppar limit of the percentages that can
be in the particular groups but does not have teebehed. Workers whose contribution is
considered below the average of the peer grougratged as well and have a limit of up to
10%. This ladder is then used to identify the togd lower performers and to reward them

appropriately.

Based on the nominations, during the rating mestsmme nomination candidates are also
recommended for promotion (preliminary rating mmegs) and the promotion decisions are
made final as well (final rating meetings). Whére supervisors of an employee perform the
preliminary rating meetings, the final rating mags include senior executives, career
counsellors and members of the human resourcestaegrd. The career counsellor (usually a
supervisor) represents the employee for which hesigonsible during the final rating

meeting. Once the final rating meetings are finishkere is one final review by the
leadership before approving of the final ratingidiens. After that, the final contribution
ratings form the basis for the compensation deassguch as a bonus or base pay adjustment

(the compensation administration step in the anpraaess timeline).
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3.2.4 Plan development

Plan development is the final step in firm X’s aahprocess. This step is used to review the
past performance year and, more importantly, ptamfor the future. Planning for the future
and the annual review are done by the career chorssand the employees they are assigned
to. The first issues discussed at the plan devetopre the key performance themes of the
previous performance year. Based on this revieg/fdahus shifts to planning for the future
with suggestions for possible development anditrgiactivities. The main objectives of this
future planning are to ensure objectives are fmealifor the current project or role, to discuss
the job satisfaction of the employees and to ghgriormance feedback and skill gaps with
possible development activities in order to allbm workers to reach their performance

objectives and career goals.
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3.3 Evaluation

This section will try to evaluate firm X’s rewargsdsem based on the experiments performed
in the previous chapter. It will start with a dission considering the effects of firm X’s
reward system on the sorting decisions based oexgperimental data. Following that, there
will be a similar discussion regarding the effegftshe performance management framework
and the effects it can be expected to have omttentives of firm X’s employees based on
the experimental data mentioned earlier. Basedthesetdiscussions, there will follow a new
discussion in which the strengths and weaknesst® atward system will be discussed.
Following that there will be argued if (and whett@@re is room for improvement in firm X’s

reward system.

3.3.1 Evaluation of sorting effects

The reward system of firm X is a typical tournamgydgtem. Considering the sorting
experiments mentioned before, this implies thatelage certain effects regarding labour with
respect to the attractiveness of firm X as an egygplolhe effects identified in the sorting
experiments and their effects on firm X are sumpeatibelow.

Productivity sorting is often one of the first effe that comes to mind when considering a
tournament reward system and one of the main redsofirms to implement such a system.
Due to the higher expected payoff such a systetds/ier more productive people, a
tournament reward system is more likely to attraote productive people. However, given
that there is repeated interaction and some otitmes Dffer efficiency wages in the real world
this also has some consequences on the sortingjaeoif labour. The least productive of the
highly skilled may prefer to work for a firm whigiays efficiency wages leaving the more
highly skilled to apply to firm X. Repeated intetian seems to influence the level of risk
aversity of labour preferring a tournament rewgisteam. The least risk averse persons are
attracted to firm X.

Besides the productivity sorting effects for firm tkere are also sorting effects based on non-
skill traits (such as risk aversity mentioned ao¥es pointed out in the experiments section,
a tournament system such as implemented by firm Mely to result in less risk averse
persons to apply to the company. Also relatedsl aversion is gender. As men tend to be

less risk averse on average, it can be expectédetasively more men will apply to firm X as
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well. Other non-skill traits such as self-assesdraad social preferences are related to the
sorting decision of firm X in the following way. €tompany will tend to attract people with
higher self-esteem as they will think better ofitltbances in the tournament. Due to the
competitive nature of the tournament system imptaeteby firm X, the workers willing to
work under such a system will tend to be more selfiHowever, as firm X tries to include
other values, such as teamwork, in their rewartesyss well this may slightly reduce the
selfishness of (potential) employees. Still, asithgortance of such factors as team work lags
behind performance in the tournament, firm X wkely attract more selfish workers on

average compared to companies with other rewatdrsgs’

3.3.2 Evaluation of incentive effects

By implementing a tournament reward system, firroréated several incentives for its
employees that they otherwise would not have hhad.imost important of these effects have
been identified by experiments, which have beeaudised in a previous chapter. How
exactly the reward system as it is implementedroy X affects the incentives of its
employees is summarized below.

The main reason why firm X would prefer a tournatsstem is to stimulate employees to
increase their effort. This is also confirmed bg #xperiments, as pay schemes that are linked
to performance result in a higher effort of emplkes/eThe increase in productivity is even
more increased, as another experiment concludeadntbree competitive and risk tolerant
persons tend to exert more effort in tournamente(wprovided with intermediate feedback).
Given that firm X tends to attract more risk tolgrand competitive workers due to their
reward system and they provide employees with naotis performance feedback, the
amount of effort exerted will be even greater.

The fraction of winner and loser prizes affectsitieentives of employees as well. As firm

X’s combination of winner and loser prizes seentetingely balanced (the probability of
winning is neither very large nor very small) ahd percentage of winners and losers remains
the same as the tournament size varies, their gtiaeture appears to be optimal.

Besides these positive incentive effects, therabs@some downsides on implementing a
tournament reward system. Due to the competitiveraaf the tournament, the reported

level of stress and exhaustion increases as wed Willingness to cooperate under such a
system decreases as well and a tournament systgravea cause some employees to devote

some of their effort to sabotage. By including ¢astsuch as teamwork in their reward
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system, firm X partially reduces the incentivesabotage. The inclusion of these factors may
also cause a reduction in the reported levelsre$stand exhaustion. On average however,
firm X’s tournament system will be more likely thrsulate sabotage and report higher levels
of stress than other, more conservative, rewargg)ys

Another incentive created by firm X's reward systésrfor employees to invest some time
into getting on friendly terms with his or her careounsellor. As the career counsellor plays
an important role in both the promotion and ragmngcess for the employees he is assigned
to, workers may want to invest part of their effiariget on good terms with their career
counsellor as they think this might improve thdiances for promotion or lead to a higher
rating. Though firm X tries not to involve persomés in these decisions, it may prove
difficult in practice to keep these factors outlud equation completely when such decisions
are made based on discussions.

Finally, the myPerformance system, allowing empésy® provide feedback on each other
will provide some positive incentives as well. Bageiving regular feedback about how an
employee is doing; this may result in higher effbthe worker is afraid he might be
performing not well enough. This system is alsellito increase the cooperation between

employees, as bad team workers will receive neg&tiedback from their colleagues.

3.3.3 Strengths, weaknesses and suggestions

With the tournament reward system of firm X evadaitthis section will try to determine the
strengths, weaknesses and possible improvemerdsite strengths and weaknesses of firm
X will be discussed, based on the evaluations hedjéneral description of the firm. After
that, the aim of this section is to identify thelplems commonly encountered when
implementing a tournament reward system, but d&eddss obvious problems associated with
such a system. Using firm X as an example, this@ewill try to provide new insights on

the tournament reward system and see if thereors for improvements. Such solutions may
also be beneficial to other firms struggling witle tsame issues from tournament systems as
firm X. Finding possible improvements for firm Xfeward system proved to be quite

difficult, as the company implemented their touresasystem quite well. However, using

the experiments as a basis, a few possible impremewere found.

After analyzing the evaluations and the descriptibfirm X some strengths and weaknesses

of the reward system could be identified. An impattaspect of the tournament reward

40



system beneficial to firm X is the productivity 8og. Given that firm X is a consultancy

firm, attracting high quality workers is even margortant than most other types of firms as
its main business is focused on knowledge. Thiemagsion automatically leads to another
strength of this reward system for firm X. As thaimbusiness involves aiding clients with
knowledge, productivity may prove difficult to meas which makes it hard to stimulate
employees to exert more effort under other rewgstesns. What could also be considered as
a strength is that this tournament reward systezpkéhe employees of firm X on edge and
competitive and does not allow for slacking. Tlsismportant for firm X as the global
consultancy market is becoming more competitiva eessult of a reduction in clients
following the economic crisis and the increased petition of small boutique firms and
internal consulting groups.

The competitive nature of the reward system coldd be seen as a weakness leading to
increased levels of stress and exhaustion amontpgegs. Another obvious weakness of the
reward system is the reduction in cooperationhasiisg knowledge is essential for a

consultancy firm.

One possible way to improve upon firm X’'s systerbyaninimizing the negative aspects of
their tournament system. The major drawbacks ofdbemament system are the increased
chance of sabotage together with the decreaseojecation of employees and the higher
levels of reported stress and exhaustion thatvioltom working under such a competitive
environment. Firm X partially tackles these probseny including factors such as team work
in the rating system and allowing the workers tdipipate in the objective setting (reducing
stress as they influence their own objectives)reluce sabotage and stress even further
however, an option firm X could consider is to atteeir rating system.

What could be done is pooling employees with pesmdomly just before the compare and
rating step. By creating at least two random paatsbefore the comparing and rating step,
the incentive to sabotage the people an employekswath is reduced. The reason for this
is, that if there are at least two pools of pekes &re only created just before comparing and
rating, the incentive for individuals to sabotalyeit colleagues is reduced as they do not
know whether or not they are in the same ‘peer’gbaok reducing the incentive to sabotage.
By creating more pools of peers, the incentivestyotage will be reduced even further, as
the chance an individual is pooled with a colleadeereases. Creating too much pools
however, may cause administrative problems. Byoamnzing the pooling just before the

compare and rating step, it can be prevented tifi@tnation regarding an individual’'s peers
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is somehow obtained beforehand (thus increasingtieative for sabotage again). As a
result the cooperation between team members magase as well and the level of stress may
decline as workers may feel more part of a teankimgrtowards a common goal. In order to
provide even more incentives to cooperate as a,t@aoghly) similar project teams could be
rated against each other as well based on thdwrpgaince as a team. It is important however
to keep the laddering system of individuals witengeo prevent shirking within teams.
Switching to a system where the effort of team&vwgarded as well may reduce stress and
create more involvement with colleagues. This ngstesn would create new incentives to
sabotage other teams on the other hand. But as ithkass interaction between different
project teams than between project members, ovehttage can be expected to decline as a
result.

With the importance of the career counsellors engtomotion and rating process for the
employees, there is an incentive for workers tootepart of their effort to ‘befriending’ their
career counsellor. This may lead to some emplotyer=ducing their productive effort and
spending part of their time getting on good ternith wheir career counsellor. As a result,
these counsellors might become biased and it megnbe difficult to ignore this factor in the
rating decision. To deal with these problems, kigst to regularly switch career counsellors
for individuals in order to prevent a bias playagole in the rating decision and to keep
employees focused on their job.

Besides these possible improvements of the rewestérs, there is an idea for a possible
improvement of firm X’s tournament system whichuigs some more research. This idea is
based on the article of Fehr, Klein and Schrffidia their research they considered the
optimality of contracts with respect to fairnesevwNassuming that the contracts for a given
project team in firm X are not optimal when allireanembers are relatively selfish (due to
sorting and the tournament design), the efficienitihe team may be improved if one or

more less selfish persons (or care more aboutefss)nwere added to the team. As mentioned
before, this requires further research before angtban be said with certainty, but it would
be interesting to compare the efficiency of projeeims with only relatively selfish members
to teams with one or two people that care more tafainmess. The idea remains however, that
adding some less selfish people to a project teamresult in more cooperation and

productivity. One way to determine project teams iy would be by using personality test,

%9 Note: Whether or not firm X regularly switchesear counselors was not mentioned in the information
package and is therefore mentioned as a possipi@imment.
O Fehr, E., Klein, A., Schmidt, K. 2007airness and Contract Desigiconometrica 75, 1, page 121-154
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or perhaps adding a woman to each project grougviend to be less competitive on
average). To determine the exact composition abates that would be favorable when
creating projects groups would require more re$edrere is evidence however, that team
composition affects performance. For example thmelgecomposition of teams and the
gender of the manager (or project leader in thég cpintly affect performance under

competition’*

"I Delfgaauw, J., Dur, R., Sol, J., Verbeke, W. 2088@rnament Incentives in the Field: Gender Diffe@sin
the WorkplacéTlinbergen Institute Discussion Paper, Tl 2009-06Bfasmus University Rotterdam
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4. Conclusion

In this paper, the effects of a tournament deseyretbeen examined and there have been
considered some options to improve upon this systém paper started off by determining
the effects of a tournament reward system and agpgrthem into sorting and incentive
effects. After listing these experimental resudtseview of firm X’'s reward system followed.
By combining these results with the informatiomfirirm X, possible improvements for
tournament systems in practice were determined.

The most important experimental results were rdltdgoroductivity, cooperation and stress
and exhaustion. A tournament reward system is iii@ly to attract more productive people
and provides workers with incentives to increassr tbffort. At the same time, the
competitive nature of the system reduces the witless to cooperate and may even lead to
sabotage. The competitiveness created by thismyaso results in higher reported levels of
stress and exhaustion. To improve on the tournasystém therefore, these were the factors
mainly considered. Any modifications to the tourmatnsystem (of firm X) that either
increase the level of (productive) effort and perfance or decrease the amount of sabotage
or level of stress and exhaustion could qualifg @®ssible improvement.

In short, the possible improvements for the revegrstem of firm X are the following. A
regular change of career counsellor may increaséetrel of productive effort as it can be
expected to result in less time devoted by empeyebefriending them. Another way to
possibly improve the efficiency of firm X’s tournamt system is by randomly pooling
employees with peers just before comparing andgdtiem. This may result in more
cooperation among project members and reduce Ykeedéstress and exhaustion. At the
same time the incentive to perform well remainsraployees still participate in a
tournament. To even further stimulate team effod @ocoperation, project teams could be
laddered the same way employees are to providerggr incentive to perform well as a
team. As there is generally less interaction betwBHerent project teams than within project
teams, the chance of sabotage occurring in this wadkbe smaller than within teams.

These possible improvements should be testechiinsever, to provide more detailed insight
in their specific influence on the tournament redvsystem. Less clear, but perhaps even
more interesting for future research is the rolpexsonality on the productivity of project
teams. It would be interesting to see an experimegdrding the productivity of such teams
with respect to different combinations of persayalypes.
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