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Should your organisation be using an employee incentive scheme?

Yes or no.
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What do you understand by the term employee incentive scheme?

What are some examples that you are familiar with from your

organisation, or other organisations with which you work?
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A rich design space

An incentive scheme links a performance metric to consequences for the

employee, with the objective of changing his/her behaviour.

@ What will be measured, by whom?

e Subjective or objective performance metrics, simple or composite,

individual or team, local or independent performance monitors...
@ How will the performance metric(s) determine consequences?
o Relative or absolute comparisons, thresholds or piece rates...
© What are the consequences?

e Financial (bonus, promotion) or non-financial...
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Example: Rwandan imihigo system

© Hybrid of objective and subjective assessment by line manager.

e A set of objective performance metrics agreed, used to specify
individual-level targets at the start of the year. Individual
performance assessed against targets at the end of the year.

o Must give explicit consideration to the ministry’s Single Action Plan

(SAP) when choosing targets.

o Plus subjective performance appraisal of skills and conduct.

@ Absolute, threshold scheme.

@ Financial payoff (3 percent of salary).
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2. Choosing objective performance metrics

The Government of Rwanda sought advice on the principles that should

guide the choice of objective performance metrics.

What do you think these principles should be?

Are there issues that you would be particularly concerned about?
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What does the theory say?

To determine the optimal set of objective performance metrics (for each

employee within the organisation), the principal requires a clear sense of:

@ All valued outcomes, including those that cannot easily be observed.

@ The underlying production function (causal chain) that contributes to this

set of valued outcomes.

Why?
A To ensure choice of informative performance metrics.

B To avoid multitasking and gaming concerns.
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A hypothetical production function, inspired by a MINICOM SAP.
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What metrics should be included in the employee’s imihigo contract?
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The theory says:

@ IF the success or otherwise of the employee’s task can be observed, then it
should form the basis of the contract.

Guiding principle: aim as far up the causal chain as possible.

@ BUT if the task cannot be observed, then BOTH Activity 1 and Activity 2
should be used as performance metrics (assuming both are observed).

Guiding principle: include an additional metric if it is informative.

But what if the underlying production function looks like this....



External factors

Availability of local producers

Employee
Task

Liaise with Turkish
producers

!

Activity 1

Activity 2

Turkish trade fair

Turkish trade
agreement signed

!

Outcome
28 % export
growth

[

External factors
Turkish politics

External factors
Global demand




External factors

Availability of local producers

Employee
Task

Liaise with Turkish
producers

!

Activity 1

Activity 2

Turkish trade fair

Turkish trade
agreement signed

!

Outcome
28 % export
growth

[

External factors
Turkish politics

External factors
Global demand

Should Activity 2 still be included as a performance metric?




External factors

Availability of local producers
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Liaise with Turkish
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!

Activity 1

Activity 2

Turkish trade fair

Turkish trade
agreement signed

!

Outcome
28 % export
growth

[

External factors
Turkish politics

External factors
Global demand

Should Activity 2 still be included as a performance metric?

No. It is no longer informative.
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Only Activity 2 is observable. Should it be included in the contract?
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The theory says:

@ IF alignment is low, and effort substitutability is high, then only limited
(if any) weight should be put on Activity 2.

Guiding principle: be cautious of rewarding only what can be

measured.

But what if another activity—the number of phone calls to DEO

offices—becomes available as an observable performance metric...
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Another hypothetical production function, inspired by a MINEDUC SAP.

External factors
Local labor market
conditions

Employee -
Task1 [ ] Activity 1 Outcome
Find schools with Teacher Improved child
high rates of attendance literacy
absenteeism rate
Activity 2 =—|  External factors
No. meetings Availability of DEOs
with DEOs
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The theory says no.

Including Activity 3 as a performance metric gives the employee an
incentive to substitute effort towards an unvalued action.

This is typically referred to as gaming.
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Evidence of (un)intended consequences?

So much for the theory.

Is there any evidence that an incentive scheme, based on objective
performance metrics linked to financial rewards, can improve valued

outcomes without creating unintended consequences?

Yes, with careful design. Will briefly describe the key features of the
STARS scheme, designed in partnership with MINEDUC and REB.
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STARS was a pay-for-performance scheme for teachers in Rwandan

primary schools. RCT in AYs 2016-2018. Scale-up currently underway.

Key features:

© Composite performance metric, based on the 4Ps: teacher presence,
teacher preparation, teacher pedagogy, and student test-score performance.

Design based on discussions of underlying prodn. function (and a pilot).
@ Seeded tournaments (pay-for-percentile), to avoid multi-tasking concerns.
© Penalties if enrolled children did not sit tests, to avoid gaming concerns.

© Budget comparable to imihigo scheme (not currently used for teachers).
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Impact evaluation

@ Positive impact on student learning, especially in English, Science and

Social Studies by Year 2.

@ No evidence of differential impacts by baseline student ability

(multi-tasking) or selective test entry (gaming).

But doesn't pay-for-performance demotivate teachers?
@ Survey responses indicate STARS scheme was popular among teachers.
@ No evidence of a negative impact on teacher retention.

@ BUT some evidence of weakened pro-social motivation.



Distributional effects by baseline (same-subject) scores, Year 2

Difference between P4P and FW arms, Year 2
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3. Summing up

Check list of questions to ask about an employee incentive scheme that

includes objective performance metrics.

1. Do you have a good sense of the underlying production function that
contributes to the set of all valued outcomes?
If no, pause. If yes:

2. Are the included metrics aimed sufficiently far up the causal chain?
Include a metric only if it is informative.

3. Are the included metrics contributing directly to the valued outcome?

Do not include a metric simply because it can be measured.

Even if yes to all three, is the scheme right for your political context?



Should your organisation be using an employee incentive scheme?

Yes, no, not sure.



