
 
  

  

Compensation 
 

Course Module in Human Resources Management 
 
Course Modules help faculty select and sequence HBS Publishing titles for use in segments of a course. 
Each module represents subject matter experts’ thinking about the best materials to assign and how to 
organize them to facilitate learning. In making selections, we’ve received guidance from faculty at Harvard 
Business School and other major academic institutions. 
 
Each module recommends four to six items. Whenever possible at least one alternative item for each 
main recommendation is included. Cases form the core of many modules, but we also include readings 
from Harvard Business Review, HBS background notes, and other course materials. 
 
1. Overview of suggested content (HBS cases unless otherwise noted) 
 

Title Author Product 
Number 

Publication 
Year 

Pages Teaching 
Note 

1.Introduction 
Incentive Strategy Within 
Organizations (HBS 
background note) 

Hall 902131 2002 38 -- 

Alternative: Six Dangerous 
Myths About Pay (HBR 
article) 

Pfeffer 6773 1998 12p -- 

2. Piece Rate Pay 
Performance Pay at Safelite 
Auto Glass (A) 

Hall 800291 
 
B case: 
800292 

2000; 
Rev.2001 
 
same 

11p 
 
 
5p 

902187 

Alternative: Performance Pay 
for MGOA Physicians (A) 

Barro 904028 
 
B case: 
906005 

2003, 
Rev.2005 
 
2005 

12p 
 
 
8p 

-- 
 
 
-- 

3. Gainsharing 
Harrah’s Entertainment: 
Rewarding Our People 

DeLong 403008 2002, 
Rev.2003 

16p 403155 

4. Using Compensation Strategies to Shape Culture or Build Teams 
When Salaries Aren’t Secret 
(HBR case) 

Case R0105X 2001 9p -- 

Alternative 1: A Simpler Way 
to Pay (HBR article) 

Zehnder 6765 2001 6p -- 

Alternative 2: The Ottawa 
Voyageurs  

DeLong 404023 2003 12p -- 

5. Stock Compensation 

https://hbsp.harvard.edu/product/902131-PDF-ENG?itemFindingMethod=Search
https://hbsp.harvard.edu/product/902131-PDF-ENG?itemFindingMethod=Search
https://hbsp.harvard.edu/product/6773-PDF-ENG?itemFindingMethod=Search
https://hbsp.harvard.edu/product/6773-PDF-ENG?itemFindingMethod=Search
https://hbsp.harvard.edu/product/800291-PDF-ENG?itemFindingMethod=Search
https://hbsp.harvard.edu/product/800291-PDF-ENG?itemFindingMethod=Search
https://hbsp.harvard.edu/product/904028-PDF-ENG?itemFindingMethod=Search
https://hbsp.harvard.edu/product/904028-PDF-ENG?itemFindingMethod=Search
https://hbsp.harvard.edu/product/403008-PDF-ENG?itemFindingMethod=Search
https://hbsp.harvard.edu/product/403008-PDF-ENG?itemFindingMethod=Search
https://hbsp.harvard.edu/product/R0105X-PDF-ENG?itemFindingMethod=Search
https://hbsp.harvard.edu/product/6765-PDF-ENG?itemFindingMethod=Search
https://hbsp.harvard.edu/product/6765-PDF-ENG?itemFindingMethod=Search
https://hbsp.harvard.edu/product/404023-PDF-ENG?itemFindingMethod=Search
https://hbsp.harvard.edu/product/404023-PDF-ENG?itemFindingMethod=Search


 
  

  

What You Need to Know About 
Stock Options (HBR article) 

Hall R00205 2000 9p -- 

Alternative: Note on 
Employee Stock Ownership 
Plans (ESOPs) and Phantom 
Stock Plans (HBS 
background note) 

Crane 201034 2000 8p -- 

 
II. Rationale for selection and sequencing the items in this module 
The module opens with an unusually rich and expansive background note on the strategic use of 
incentives, covering market and motivational issues, performance measurement, design of reward 
systems, and other key topics. The note will prepare students to get the most out of subsequent case 
readings on compensation. If you’d prefer to prepare students with a briefer over, consider Jeffrey 
Pfeffer’s provocative HBR piece “Six Dangerous Myths About Pay.” 
 
Segments 2 and 3 deal with specific incentive systems designed to increase productivity and create 
greater fairness across a range of employees. Segment 2’s main case on Safelite Auto Glass explores 
basic issues of piece-rate pay in an easily understandable work setting; the alternative case examines the 
piece-rate concept as applied to physicians. Segment 3, which features a case on the gaming giant 
Harrah’s, explores the question: How can management best use pay incentives to promote a customer-
centric philosophy among frontline service employees? Harrah’s has used a work-group gainsharing 
program, rather than individual incentives or corporate-wide profit-sharing, to achieve its objectives, and 
now the gainsharing approach is up for review. 
 
The cases in segment 4 pick up on a key theme in the Harrah’s case: the effects, intended and otherwise, 
of incentive programs on group behavior generally and corporate culture specifically. And the final 
segment looks at stock compensation. 
 
III. Detailed description of recommended items 
 
1. Introduction 
Incentive Strategy Within Organizations Brian J. Hall (HBS background note) 
This case serves as a supplement to any course on incentive design and implementation. The analysis 
first locates incentive strategy within the larger structure of organizations and markets and then helps to 
define the central components and difficulties of incentive design. The case focuses on the principal 
difficulties in implementing incentive systems, including the trade off between objective and subjective 
performance metrics, how to design incentive systems in team environments, and the inherent problems 
with designing incentive systems in environments where workers are involved in multiple activities. 
Learning Objective: To learn about the language and structure of incentive design within organizations. 
Subjects: Bonuses; Compensation; Incentives; Performance measurement. 
 
Alternative: Six Dangerous Myths About Pay Jeffrey Pfeffer (Harvard Business Review OnPoint article) 
This is an enhanced edition of HBR article 98309, originally published in May/June 1998. HBR OnPoint 
articles save you time by enhancing an original Harvard Business Review article with an overview and an 
annotated bibliography. This enables you to scan, absorb, and share the management insights. In this 
article, Jeffrey Pfeffer (Thomas D. Dee Professor of Organizational Behavior at Stanford Business 
School) identifies widely accepted "fictions" about pay, disproves them with evidence, and then offers 

https://hbsp.harvard.edu/product/R00205-PDF-ENG?itemFindingMethod=Search
https://hbsp.harvard.edu/product/R00205-PDF-ENG?itemFindingMethod=Search
https://hbsp.harvard.edu/product/201034-PDF-ENG?itemFindingMethod=Search
https://hbsp.harvard.edu/product/201034-PDF-ENG?itemFindingMethod=Search
https://hbsp.harvard.edu/product/201034-PDF-ENG?itemFindingMethod=Search
https://hbsp.harvard.edu/product/201034-PDF-ENG?itemFindingMethod=Search
http://hbsp.harvard.edu/cb/product/902131-PDF-ENG
http://hbsp.harvard.edu/cb/product/6773-PDF-ENG


 
  

  

advice on how managers should pay their employees, and why. Every day, executives make decisions 
about pay, and they do so in a shifting landscape. As more and more companies base less of their 
compensation on straight salary and look to other financial options, managers are bombarded with advice 
about the best approaches. Much of the conventional wisdom and public discussion about pay today is 
misleading, incorrect, or both. The result is that business people are adopting wrongheaded notions about 
how to pay people and why. In particular, they are subscribing to six dangerous myths about pay: 1) 
Labor rates are the same as labor costs; 2) Cutting labor rates will lower labor costs; 3) Labor costs 
represent a large portion of a company's total costs; 4) Keeping labor costs low creates a potent and 
sustainable competitive edge; 5) Individual incentive pay improves performance; and 6) People work 
primarily for the money. The author explains why these myths are so pervasive, shows where they go 
wrong, and suggests how leaders might think more productively about compensation. With increasing 
frequency, the author says, managers are harming their organizations by buying into--and acting on--
these myths. Those that do, he warns, are probably doomed to endless tinkering with pay that will 
accomplish little but cost a lot. Subjects: Compensation; Control systems; Employee attitude; Employee 
benefits; Executive committees; Human resources management; Incentives; Motivation. 
 
2. Piece Rate Pay 
Performance Pay at Safelite Auto Glass (A) Brian J. Hall 
Describes a company's changing of its compensation and incentive plan. In particular, it shows how a 
change from hourly pay to piece rate pay (for windshield installers) affected productivity, pay, and 
turnover. Subjects: Compensation; Incentives; Performance measurement. Setting: Columbus, OH; 
automobile glass; 4000 employees; 1993-97. 
 
Alternative: Performance Pay for MGOA Physicians (A) Jason R. Barro 
Examines the transition of an orthopedic surgical group at a premier teaching and research hospital from 
a system in which the surgeons are compensated with flat salaries to a system where they are 
compensated based on profitability. Allows for an examination of several critical issues in incentive 
strategy, including pay-to-performance in a not-for-profit environment, whether a compensation system is 
truly aligned with value creation (issues of quality of care and research time), and the difficulty in 
designing a compensation system in a competitive labor market when the objectives of the institution 
extend beyond pure profit maximization. This is a rewritten version of an earlier case. 
Learning Objective: To examine compensation, incentive issues, and pay-for-performance in a not-for-
profit environment. Subjects: Compensation; Health care; Incentives; Professionals; Profitability. Setting: 
Massachusetts, health care, $5-6 million, 20 employees, 1998-99. 
 
3. Gainsharing  
Harrah’s Entertainment: Rewarding Our People Thomas J. DeLong 
Marilyn Winn, head of human resources at Harrah's Entertainment, must make a recommendation to the 
company's president and CEO about whether the existing bonus payout program is effective at motivating 
employees or whether it should be revised and/or replaced. A recent downturn in economic conditions led 
Winn to wonder whether customer service payouts were the most efficient way to make Harrah's a 
service-driven and customer-driven company. 
Learning Objective: To teach students about the importance of aligning strategy and human capital 
practices. Subjects: Compensation; Customer service; Human resources management; Organizational 
behavior; Personnel policies; Service management. Setting: Las Vegas, gaming/entertainment, large, 
2002. 

http://hbsp.harvard.edu/cb/product/800291-PDF-ENG
http://hbsp.harvard.edu/cb/product/904028-PDF-ENG
http://hbsp.harvard.edu/cb/product/403008-PDF-ENG


 
  

  

 
4. Using Compensation Strategies to Shape Culture or Build Teams 
When Salaries Aren’t Secret John Case (Harvard Business Review case study) 
This is an enhanced edition of HBR article R0105A, originally published in January 2001. HBR OnPoint 
articles save you time by enhancing an original Harvard Business Review article with an overview that 
draws out the main points and an annotated bibliography that points you to related resources. This 
enables you to scan, absorb, and share the management insights with others. The day before Treece 
McDavitt was to leave RightNow!, an off-price women's fashion retailer, the 26-year-old computer wizard 
accessed HR's files and e-mailed employees' salaries to the entire staff. Now everyone knows what 
everyone else is making; they are either infuriated that they are making too little or embarrassed that they 
are making too much. Salary disparities are out there for everyone to see, and CEO Hank Adamson has 
to do something to smooth things over. Hank's trusted advisers talk extensively with the CEO about his 
options, ultimately coming down on two sides. Charlie Herald, vice president of human resources, takes a 
"You get a lemon, you make lemonade" approach: keep making the salaries public to ensure fairness and 
to push employees to higher performance, he advises. Meanwhile, CFO Harriet Duval sees the need for 
damage control: apologize, clean up the company's compensation system, and continue to keep--or at 
least try to keep--salaries private, she says. Four commentators offer their advice on the problem 
presented in this fictional case study. Subjects: Compensation; HBR case discussions; Human resources 
management; Open book management; Wages & salaries. 
 
Alternative 1: A Simpler Way to Pay Egon Zehnder (Harvard Business Review OnPoint article) 
This is an enhanced edition of HBR article R0104B, originally published in April 2001. HBR OnPoint 
articles save you time by enhancing an original Harvard Business Review article with an overview that 
draws out the main points and an annotated bibliography that points you to related resources. This 
enables you to scan, absorb, and share the management insights with others. There have been many 
changes in professional services since Egon Zehnder founded his executive search firm nearly four 
decades ago—not the least of which has been a shift in the way professionals pay themselves. When he 
started, compensation everywhere was strongly tied to seniority. Today, partners at most professional 
services firms are paid according to the size of their client billings and their ability to bring in new clients. 
But Egon Zehnder International, which now has 57 offices worldwide, has stuck with the old-fashioned 
way to pay. In addition to giving partners base salaries and equal shares in a percentage of the profit, the 
firm apportions another fraction of the profit based only on length of tenure as partner. Yet the firm 
attracts outstanding consultants, and its turnover rate is low. The reasons, the author says, are simple: 
the firm's approach to compensation forces it to hire team players--consultants who get more pleasure 
from the group's success than from their own advancement. And the seniority-based system requires the 
firm to find people who want to stay for the long haul. Call the system a relic, says Zehnder, but don't call 
it nonsense. It works. In this article, the author describes the extremely intensive interview process used 
to hire the right kind of people. By the time the interviews are over, he says, potential hires know that 
people in the firm's Boston office think and act the same way as people in its Brazil offices—and that they 
themselves must think and act that way if they are to succeed at the firm. Subjects: Compensation; 
Employment interviews; Executive committees; Partnerships; Professionals; Recruitment; Seniority. 
 
Alternative 2: The Ottawa Voyageurs Thomas J. DeLong 
Manuel Tertuliano, head coach of a professional soccer club, must make some difficult decisions about 
the compensation of six of his players. Specifically, he must decide how to allocate $850,000 among 
these six players in a way that will benefit his team, which has just finished second to last in the league 

http://hbsp.harvard.edu/cb/product/R0105X-PDF-ENG
http://hbsp.harvard.edu/cb/product/6765-PDF-ENG
http://hbsp.harvard.edu/cb/product/404023-PDF-ENG


 
  

  

and faces being eliminated from the league if team performance and game attendance don't improve. 
Tertuliano realizes that compensation is a key tool in motivating his players. In deciding on these six 
players' compensation, Tertuliano must ensure that he not only recognizes them, but also the other 
players on the team for the value each individual contributes to the team. 
Learning Objective: To consider the challenges in making compensation decisions, in this case, for an 
underperforming team. Subjects: Compensation; Decision making; Human resources management; 
Motivation; Performance appraisal; Recreation; Sports; Teams. Setting: Canada, professional sports 
teams, 2003. 
 
5. Stock Compensation  
What You Need to Know About Stock Options Brian J. Hall (Harvard Business Review article) 
Stock option grants have come to dominate the pay of top executives. But while they've made many 
people wealthy, their impact on business in general remains controversial. Critics say options motivate 
corporate leaders to boost stock values in the short run rather than build companies that will thrive over 
the long run. Drawing on an extensive analysis of the real-world impact of options, Brian Hall argues that 
the critics are wrong. Option grants are the best compensation mechanism we have for getting managers 
to act in ways that ensure the long-term success of their companies and the well-being of workers and 
stockholders. But because options tend to be poorly understood, companies often end up with 
counterproductive plans. The author explains the three types of option plans that can be used. Fixed 
value plans, for which executives receive options of a predetermined value every year, are ideal for 
companies that set pay according to compensation surveys, but they weaken the link between pay and 
performance. Fixed number plans, which stipulate the number of options executives will receive over the 
plan period, provide a much stronger link. The lump-sum mega grant is the most highly leveraged type of 
grant because it not only fixes the number of options in advance; it fixes the exercise price as well. The 
type of plan must be carefully matched to the company's strategy. The article is accompanied by several 
exhibits, including a chart entitled "Which Plan?" that succinctly sets out the weaknesses and strengths of 
each type of option program. Subjects: Accounting policies; Compensation; ESOP; Incentives; Stock 
options. 
 
Alternative: Note on Employee Stock Ownership Plans (ESOPs) and Phantom Stock Plans Dwight Crane (HBS 
background note) 
Provides a brief overview of employee stock ownership plans (ESOPs) and phantom stock plans for 
owners of closely held companies. ESOPs can be used as a tool of corporate financing, and can provide 
employees with ownership interests. Phantom stock plans can reward executives for value creation 
without giving up ownership. Covers typical company motives for establishing such plans, regulation, tax 
advantages, administrative costs, issues of corporate governance, and payment of plan benefit. Includes 
a two-page bibliography with references to further sources of legal and tax information. Subjects: 
Employee benefits; ESOP; Executive committees; Financing; Small business; Succession planning. 
  

http://hbsp.harvard.edu/cb/product/R00205-PDF-ENG
http://hbsp.harvard.edu/cb/product/201034-PDF-ENG

