
Organizational Behaviour-II
Prof. S. Srinivasan

Vinod Gupta School of Management
Indian Institute of Technology-Kharagpur

Lecture-60
Rewarding Teams (Contd.)

Welcome to the lecture 5 of the module 12. And the previous lecture we discussed about

various types of rewards and what is reward and then different types of rewards provided to

the teams and we also discussed about different dichotomies with respect to intrinsic and

extrinsic, performance based, membership based and also, we discussed about financial and

non-financial.

Today's lecture we are going to discuss about related theories, because when I was discussing

about the dichotomies of intrinsic versus extrinsic or financial versus non-financial profile

rewards, we were discussing we have to understand what my employees or what my team

really needs based on assessing and understanding that needs or the motivations organization

has to design their reward system, so that they will be able to repeat that this most desirable

behaviour in the workplace. So, we are trying to understand the theories behind to providing

the rewards to the employees.

(Refer Slide Time: 01:23)

So, today we are going to discuss about theories related to rewards what motivates employees

to perform and behave in such a way, what kind of rewards will be make them perform, what
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has been expected or desirable behaviour and what type of rewards to be offered to the

teams?

(Refer Slide Time: 01:42)

So, let us get into the lecture and try to understand the theories which are related having a

relation to the reward systems. We are going to discuss about 5 important aspects, one is

about motivational theories. Motivational theory in this specifically we are going to talk

about Maslow's hierarchy theory of needs. Then we are going to discuss about Herzberg's

dual factor theory. Then we are going to discuss about expectancy theory and we are also

going to discuss about agency theory and finally we will discuss about what are the

traditional methods of administering pay for the employees in the team or maybe for a team

members.

(Refer Slide Time: 02:19)
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Now, let us understand the theories. So, when you are trying to understand the motivational

theories what does it actually focus? It focuses on what motivates individuals to perform or

act in a certain way. So, this is largely driven from the need based perspective because based

on the need employees or individuals are motivated to behave in a certain way because of the

need they behave in a certain way that is going to motivate them then.

So, if you look at the scientific management and the principles where Taylor has actually

conceptualized the management approach wherein, he primarily used training the employees

behave in a in a systematic way or in the designed way so and aligning the economic

incentives, providing economic incentive to influence the way employee will behave in a

certain way or the way they will work. So, if drawing from this perspective we are going to

discuss about 2 important things: one is Maslow's hierarchy of needs.

(Refer Slide Time: 03:17)

Another is Herzberg's dual factor theory. So, let us discuss this Maslow's hierarchy of needs;

some of you would have already learnt about this theory, I am going to explain this theory.

So, as per the Maslow’s you know Maslow's was saying that there are it is a hierarchy, it is a

kind of a parameter you can see that it is a hierarchy theory of needs. So, every individual

will have these 5 levels of needs.

This starting from physiological safety, social esteem and self actualization. It is called self

actualization. Now so he has actually classified this theory and these needs into lower order

and the higher order needs. So, these 2 both physiological and safety needs are lower order
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needs. These are all more extrinsic to nature. Now what is these physiological needs? It is

about now providing food, shelter and clothing.

These are very basic needs or maybe you can even call it as a basic needs. These are all the

basic needs individuals will be first important things now you have to make these basic needs

then the safety needs. Now both from physical as well as the psychological safety one expect.

Now what he says that every individual will be if the lower order needs are substantially

fulfilled then the next level of the needs are activated.

Imagine the situations when you are starving for a food what will be your motivations? You

want to earn money and eat or maybe you want to get some food that is what your

motivation. So, you have been carving for a food you will be looking for an opportunity to

get food. So, when your lower order needs which are physiological needs are not met you

cannot think about your social needs belonging, socially means belonging needs.

So, I wanted to have a good relationship, I need friendship, so nobody can think about it

when you are really hungry and starving and your immediate need is that what is your

motivation you wanted to eat something, so that now you will be able to fulfill your

immediate need. So, as per his theory, he says if the lower orders are substantially fulfilled or

each levels of the needs are substantially fulfilled then next levels of the need are activated.

When my basic needs are met food, shelter, cloth has been met then comes my safety needs I

will be talking about my psychological safety or physical safety, once my safety needs are

met then my next need is activated. Then now these needs are met now I am looking for

social needs; which are belongingness and I need to have a relationship, I want to have a

family or probably I want to have a good friends around me, I am longing for a social

relationship.

Once this is actually getting fulfilled then you the next level of the need are getting active

which is self-esteem need. If you look at self esteem and self actualization these are higher

order need which are intrinsically which are in these needs are satisfied internally. So, self

actualization is a stage where one has to capable of realizing one's own capabilities. That is

called the highest level of needs a self actualization needs.
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So, every individual needs are different based on what level of the hierarchy this individual

are, then they will be motivated to satisfy these needs; every individual will be in a different

levels of the hierarchy they will be looking out to satisfy certain the needs. So, as in this

theory he says that unless otherwise you are not able to feel free the lower order needs and it

will be difficult for you to know this is a individual may not go look for the higher order

needs.

So, that is why when you talk about a lower order needs is basically if you can able to know

provide basic or the salary basic pay or minimum salary or a decent salary, minimum wage.

These are all important things which are going to fulfill the employees lower order needs.

Then you also provide job security, how long you are going to provide them the job. These

are all going to satisfy the lower order needs of the employees.

Then comes we are talking about now esteem or we are talking about belonging or self

actualization needs which are more intrinsic motivation. So, as I said if the employees in a

different level higher in the positions they will be expecting more of an intrinsic reward. So,

that I am looking for self-esteem needs I wanted to feel really satisfied being meaningful in

doing some jobs.

And now then we are talking about self actualization, I am able to realize what I really

wanted to achieve. So, this each individual will have different levels of needs, based on

understanding the needs of the employees or the needs of the teams you have to provide

rewards, otherwise what will happen you might assume that people are in these needs and

then if you put a reward, it will not motivate the members.

So, they might feel like this is not relevant for me I am not enjoying it, so I do not want it

then you cannot motivate the employee. So, understanding the needs will provide a basis for

you as a manager or you as an individual to see what is going to motivate me as an

individual.

(Refer Slide Time: 08:20)
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Then comes this next theory we are going to talk about is Herzberg dual factor theory and

what he says that now he is classifying into 2 factor, 1 is hygiene and motivators. So, when

you talk about these 2 and the lower order needs of, I am just trying to relate on a Maslow’s

hierarchy theory with the Herzberg's dual factor theory where this lower order needs are

corroborated to hygiene factors, which are basic needs. Then motivators are most of the

higher order needs, higher order needs of self actualization. These are all coming into

motivator factor. So, I will explain this in detail now.

(Refer Slide Time: 09:09)

So, Herzberg what he says that he is trying to understand what makes an individual to be

satisfied in a job, what we generally understand job satisfaction. So, what is opposite of the

job satisfaction? We always feel opposite of this job satisfaction is job dissatisfaction, what
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he says is opposite of job satisfaction is no job satisfaction. Similarly, he also proposed the

idea the concept that opposite of job dissatisfaction is no job dissatisfaction.

He proposes that it is a continuum; job satisfaction, dissatisfaction. So, for example, if I am

removing the factor which are making me an individual to feel dissatisfied not necessarily

going to make a person satisfied, it is only going to make there is no dissatisfaction. For

example; I am not the pay is very low I am really dissatisfied. I am just paying the right pay;

it is not going to make me satisfied it is going to remove my dissatisfaction.

Similarly, if you wanted to know provides satisfaction you have to come up focus on certain

things. So, that is where he says so to removing what creates dissatisfactions so those are all

called hygiene factors. Without this hygiene factor where it is also related to basic needs

basic or lower order needs. If you are not able to meet or provide this then you are not able to

you cannot create remove the dissatisfaction from the employees.

So, this hygiene factors which are salary, basic work conditions, safety in the workplace and

company policies. These are all hygiene factors, what is it actually going to do? It is going to

remove the dissatisfaction and move a person to a no dissatisfaction; it is not that I am

satisfied. But to create the satisfactions you need motivators what are those motivators?

Which are all higher order needs.

Higher order needs which are specifically focusing on achievement, responsibility, growth

opportunity and if you are able to create this by these are the motivators; this will actually

create satisfaction. So, now if you are trying to understand the concept of reward if you

wanted to know remove the dissatisfaction from employees what kind of reward practice you

can do?

You can focus on this, providing more salary, probably providing better working conditions.

In case you want to create more job satisfaction, you have to focus on the motivators which

are more intrinsic to the individuals and whereas the hygiene factors are more of the extrinsic

to the individuals, it will be related to dissatisfaction. If you want to remove the

dissatisfactions yes you provide this. So, as to remove the dissatisfaction again reiterating,

removing dissatisfaction not going to create satisfactions.
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In order to create satisfactions; you have to focus on intrinsic rewards if you are able to create

a reward system which are going to feed the intrinsic part of the individual then you are going

to create job satisfaction among the employees. So, now you understand these 2 theories are

essentially providing lot of insight to understand what kind of a reward system will work for

employees; am I focusing on dissatisfaction; am I removing the decision or am I focusing on

more job satisfactions?

If I am focusing on job satisfaction yes, I as a company or I as a manager I need to work on

creating more of intrinsic reward system for my employees, so that I can act as a motivator to

have more satisfactions. And if you want to remove the dissatisfaction yes, you focus on the

extrinsic rewards in terms of the pay, bonus, working condition, basic things meeting the

lower order needs then you will be able to remove the dissatisfaction. Now let us go to the

next theory which is an expectancy theory.

(Refer Slide Time: 13:29)

So, what does it expectancy theory of motivation which says that now each individual

employees are motivated to work when they expect that now when they are able to achieve

certain goal I am going to get a reward that reward is going to be valuable for me or probably

let us say, I value this let us say this X. Now I say I am trying to create the link between how

this motivation going to work.

Let us say I perceive that yes when I put my effort, I will be able to carry out the task A;

when I carry out the task A my company is going to provide me a reward which is B; this

reward is related to the X which I value. X is what I value and this is me I am putting an
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effort carrying out the task or target then this will leave to get a reward. With this reward will

help me to create this value.

So, this is what the expectancy theory, individual will be motivated in expecting that yes if I

put an effort; if I am able to deliver something in return my organization is going to respond

to me by way of providing me certain rewards, that reward is important to me because that is

a value it is going to create.

(Refer Slide Time: 14:56)

Now I want to explain this in detail further; see we are talking about the first sequence yes

there is an individual effort I am going to put an effort and then that effort will lead to

creating a performance. So, when I perform something means this action part or tasks are

able to reach the target. Now, when I am able to reach this performance that will result me

and my organization will provide me rewards.

So, that reward is associated with my personal goal, probably let us say my company will pay

me more incentives, I am in a need of more money to meet my certain needs. Now imagine,

see now I am putting this effort and it will lead to performance that performance will lead to

create my organization will be private rewards which are important to me. So, this is the

connection of the expectancy that yes.

With that expectations, this is the end expectations I have, expecting this but to get that

expectancy or realize that expectancy I need to flow through this of creating a performance;

that performance will result in a reward; that reward will give me what I expect. So, this is
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what the reward expectancy theory provides. There is an effort performance relationship and

performance reward relationship.

This is first level relationship and this is second level of relationship and this is the third level

of relationship. So, all these 3 links between the boxes must be intact; it should be connected.

Otherwise, you cannot expect the motivation to occur, because I put some effort that will lead

to a performance. Let us say now I am putting an effort but it will not lead to a performance

what will happen?

Eventually other sequence will be broken; that connection will be broken. So, I put an effort

that effort should lead to a performance that performance should lead to a reward, that

rewards would lead to what I realize; what I expect. So, individual must feel that if they try, if

they put an effort they can perform. If they perform, I will be rewarded, yes, I will be

rewarded. If I rewarded that will be which I value the most.

I am coming to see if you can see about something they care about which is what I value, it

can be money, it can be a recognition, it can be maybe internal appreciations or the employee

of the month or best team of the month probably can be anything which I value the most there

is a connection between the what I expect the most. So, this way organization has to build a

reward system to meet what my employees expect; if you are able to provide them that will

motivate your employees. So, rewarding is also an important function of motivating my

employees. So, you have to understand what their expectations are based on that you have to

create this reward practices.

(Refer Slide Time: 17:51)
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Now comes the next theory we are going to talk about this I already explained in detail and

these rewards when you talk about both financial and non-financial ways, we are talking

about as I said recognition or rewards and awards.

(Refer Slide Time: 17:59)

Now we are going to discuss about rewarding and agency theory. What is this agency theory?

Agency theory draws its name from the fact that yes people who are in control of a large

corporations are seldom the owners; rather than in almost all cases these agents are

responsible for represent the interest of the owners, maybe sometimes you refer managers or

the agents of the organization yes.

So, the ownership lies with somebody maybe the stakeholders but who runs the business

CEOs are the managers who are running the business they become an agent of these owners.
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This theory has been widely recognized in both finance and economics approach to

understanding the behaviour by individuals and group; both inside and outside the

corporation. What this theory says? This theory tries to explain how managers are different

from the owners in using pay and other forms of compensation to effectively run the

organizations because they are the agents of the owners. So, how these manager and owners

are different in terms of a pay or compensation practice in running the organizations.

(Refer Slide Time: 19:11)

So, what this managers generally do, this theory also explains the role of risk and how owners

and managers may vary in approaches to the risk taking, because managers are different in

the way they take the risk than the owners. So, this also talks about time horizons between the

owners and managers. Because owners are having a long term origin because they are the

custodian of the organizations, their long term goal is to maximize the value over time

because they are going to stay longer period. Whereas, the managers must have a short time

origin because they are given short targets, short time goals, immediate goals to be reached,

immediate targets to be provided, so they required a short term results.

So, what they do know they will actually go with incentive system, paid system to its

members to enable them to reach the goals. So, what do they do? Managers will come up

with short term goals or a short-term incentive system or immediate pay or bonus system; so

that how well they performed in last 4 quarters based on that they provide incentives. So, this

agency theory which also says that yes how an individual is going to provide kind of an

incentive system. So, the managers use a different way of reward system compared to the

owners.
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Because the owners are the custodians have a long term orientation because they are going to

run the organization for a long term where may be the goals or long term goals. Whereas,

managers might have a short term goals and the way they engage in realizing the goals they

will provide a short term benefits or bonuses or merit pay based may be closely tied, how will

they performed in the last 4 quarters because managers will also be evaluated or provided

incentives based on how they are able to perform in the last 1 quarter or 1 year. So, there will

be short term based focus.

(Refer Slide Time: 21:09)

So, now having discussed about all these theory now we are going to go and discuss about

different traditional methods of administering pay. So, there are 2 traditional methods. One is

basic pay, base pay which is a base pay; another is a merit pay. So, we will discuss this in

addition we will also discuss about other forms of pay systems we talk about.

(Refer Slide Time: 21:29)
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What is base pay approach? So, base wages or salary is the amount of money that individual

is paid based on the hourly basis or the monthly or weekly basis, annual basis? Now these are

all can be paid. Now these are generally in its yearly CTC then that will be broken down into

monthly CTC. So, these are all the basic components. So, it is a basic components of wage,

which are essential or at least the least pay to be paid.

This base pay talk about, I cannot hire somebody below this pay, below this way that is a base

pay. The base pay also talks about yes because I am going to hire a people to deliver some set

of tasks; it is always set of task case I am going to hire an employee to deliver set of tasks.

When they wanted to deliver the set of task, I need to provide some base pay. Then what will

happen, so to deliver the minimum set of tasks I need to provide the basic pay, this is a

minimum at least that I have to pay to hire somebody for my organization. Now comes a

merit pay.

(Refer Slide Time: 22:54)
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What is this merit pay? It is typically try to pre-determine the criteria. For example; a

company may give all of its employee’s cost of living allowance then allocate additional

funds for those were just meritorious. Meaning that yes, out of this pool of my employees

there are different approaches organization follow, full of these employees I am trying to rank

1, 2, 3, 4, 5; I am saying the top 2 performers will get a merit pay.

So, because they are trying to see that yes because they have been really excellent, they are

exceeding the performance, I am going to pay them additional incentives that is where merit

based pay comes and we are also talk about performance linked pay, performance based pay

or variable pay. This is called a merit pay or the variable pay, performance linked bonuses.

There is also another thing called merit pay then variable pay and we have also discussed

about performance linked pay.

What happened to this performance linked pay? What generally happens I am going to pay

you the base pay which is yes, this bare minimum that I have not to pay you for the job you

do and also whatever you going to pay, for example; the sales managers based on the volume

of sales they do propose net percentage will be paid as an incentive to you. Let us say if you

are exceeding let us say you as a sales manager, you have to sale you know a volume of 50 or

100 products then if you go beyond under products then I am to give you more incentives.

Then let us say talk about a performance linked pay then there is also piece rate pay and what

you do know when you are able to pay based on the productivity, number of pieces you do

then I pay you a piece rate. Then there are other forms of pay system which are going to be

1179



like I am going to discuss about the other forms of reward system which are employee’s stock

option or we are also going to talk about where when you talk about employee’s stock options

where the leaders or the teams are the members who do exceedingly well, I want to give you

some share options, you can buy the share of a company at the fixed rate.

And then you can keep the share for certain number of years that is kind of motivating my

employees if they are able to pay really well if they do exceedingly well, I am going to

provide them more incentives way of paying this and then I can also pay profit sharing annual

bonuses, cash based bonuses or incentive bonuses. I can pay different ways of rewarding my

organization, my employees and teams in terms of the different reward system.

(Refer Slide Time: 25:57)

So, now in this lecture what we discussed is.

(Refer Slide Time: 26:00)
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Now we have discussed about important aspect of a theory related to rewards because this

theory says a reward is not an independent activity, what we understand from this is reward is

not an independent activity, it should always have an association with respect to needs or

what motivates employees. If my rewards are focusing on the needs or what motivates them

then it will be more fruitful for both.

Both I mean, employee or team also for employer; yes you will succeed as an employer by

providing the rewards and this providing the rewards the employee and team will be able to

perform really better. So, this will be more fruitful. So, this and understanding the theories

and understanding what is going to influence my employees will provide a basis to

understand what kind of a reward I can pay, what kind of a reward system I should develop

within my organization to reward my teams and my employees so, as to enable their

performances.

So, in this lecture we discussed about now 4 important theories specifically 3 motivational

theories, one is about Maslow's hierarchy of needs then Hertzberg’s dual factor theory and we

also discussed about expectancy theory which provides more interesting insights on how the

rewards are linked with the performance or the motivation of the employees that will give

you insight about.

What should I focus, should I focus on intrinsic rewards or a financial reward or a

non-financial reward or should I focus on extrinsic rewards just to know remove the

dissatisfaction of my employees then we also discussed about traditional method of paying
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we discussed the base pay method and we also discussed about the merit pay beyond that we

also discussed about now performance linked pay and variable pay and we also discussed

about piece rate and then employee stock up option we call it ESOP which is employee stock

ownership.

Stock option wearing that now employees are provided the teams are provided with taking

shares of the organization at a fixed price, this is a part of an organization's rewarding

practice to the highly performing employees or the teams in an organization. So, with this we

are concluding this module and thank you so much for enrolling in this course, thank you.
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