Group Assignment AIP 6.21
Woodhaven service is implementing an incentive pay method which pays a base rate of three fifths the average salary and the rest commission pay. This method would pay an average salary on and average week but still insure against a bad week.

General Effect:

This incentive payment method would result in an increase in efficiency of the mechanics. The increase in efficiency would generally be less than that of a pure commission model. This model is more appropriate for this business as it is an easier transition for the mechanics which insures against a bad week. This method of payment would highlight the mechanics that are not being efficient and punish them appropriately; it would also reward those mechanics who were more efficient.

Divergent Behaviours:

As the commission would be decided on a job basis it would motivate mechanics to take short cuts to save time. Mechanics would be rewarded for rushing jobs through. Mechanics that were spending more time on vehicles to ensure a quality job would be punished for not completing enough jobs.
These behaviours would be very damaging for a small business that relies on customer loyalty. A poor job by a single mechanic would lose the loyalty of that customer and damage the reputation of the whole service station. Woodhouse is a service station that relies on customer loyalty for both its fuel services and the repair section of the station. A reputation for poor quality repair jobs would severely damage the customer loyalty of both the fuel and repair sections’ customers.

Harold’s Plan V’s Honest Jack’s:

As Harold’s pay method is only partly commission based there is a smaller percentage of the pay check that encourages divergent behaviour. Mechanics would be taking the same risk of getting caught for a smaller monetary reward. In a bad week there is less incentive for divergent behaviour because the mechanics are guaranteed a base wage of three hundred dollars; therefore they do not have to resort to divergent behaviour just to get a pay check at the end of the week. Harold’s payment methods does not punish mechanics for what they can’t control, this breeds company loyalty within the mechanics. Loyal mechanics are less likely to undertake divergent behaviour which will damage the company’s reputation.
Upper bound on weekly pay:

Placing an upper bound of seven hundred and fifty dollars on the mechanics weekly pay is a safety method. If there is an upper bound the amount of divergent behaviour possible is limited. Mechanics would be taking a risk of getting caught and fired for two hundred and fifty dollars more a week. This is a large risk for a small reward. Placing an upper bound limits the reward possible for divergent behaviour. The lower the reward the less incentive there is to take the risk.

This upper bound may breed contempt within the mechanics if they legitimately perform well for a week and are capped at seven hundred and fifty dollars for their hard work.
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