Annual bonuses in BFSI can
lead to short-term thinking

Long-Term Rewards May Reduce Bad Debt In Fin Services

By Vikram Bector

grow from $2.6 trillion

in 2017 to $6 trillion in
the next 10 years and we are po-
ised to become the third-ar-
gest economy in
the world. A sig-
nificant pool of
capital will be ne-
eded to fund this
rapid growth in
GDP. Higher financial penetra-
tion, significant reforms un-
dertaken by the government
and the focus on technology
are expected to quadruple the
size of the financial services
sector —which continuestoat-
tract top-notch talent.

Performance-based annu-
al bonuses are a norm in the
financial services sector. It is
a myth that the annual vari-
able pay and bonuses are ef-
fective in boosting perfor-
mance. Inmy opinion, annual
bonuses are taken as a given
in a high-growth setting. It
may appear that higher bonu-
ses lead to better performan-
ce and motivation, but that is
not the case always.

In fact, there are five vec-
tors of success that create
high performance for indivi-
duals and corporations in the
banking, financial services
and insurance (BFSI) sector:

The first vector is invest-
ment ingreat talent. thasbeen
proven that successful busines-
ses attract great talent, which
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BOOM TIME? Higher financial penetration and focus on technology

are expected to quadruple the size of the financial services sector

in turn creates successful busi-
nesses. Itisa virtuouscycle. Ra-
pid business growth led by cha-
rismatic founding teams at-
tracts top quality talent from
within and outside the sector;
and has a fantastic snowball ef-
fect on the overall performan-
ce. Top individuals like to work
with winning teams and entre-
preneurial leaders.

Thatbringsustothesecond
vector of destiny: Sharing we-
alth through long-term incenti-
ve programmes. Such plans
are more effective as they align
the interestof the organisation
with that of the individual. Sin-
ce most money lent by the sec-
tor does not come back within
the same year, linking incenti-
ve plans to the business cycle
and closures of loans is the
most effective.

Employees need to be re-
warded for their annual ef-
forts. However, given the re-
centchallengesin thesectorre-

lated to bad debts, a keen eye
needs to be kept on delinquen-
cies. Annual bonus plans so-
metimes lead to shortterm
thinkingand subsequently, ris-
Ky behaviour. To circumvent
this, organisations should
align their long-term incenti-
ves to performance through
the lending cycle so that people
can be paid as and when the
money comes back to the com-
pany. These incentives work
when coupled with strong go-
vernance mechanisms and
risk-mitigation processes.
Entrepreneurship, the
third vector, is a strong belief
andacorevalueinseveralor-
ganisations. Hiring and pro-
moting people for their ent-
repreneurial spirithasenab-
led sizeable growth in the
BFSI sector. Linked to entre-
preneurship is the fourth
vector of culture and more
importantly, a startup cultu-
re. New product ideas that

emergefromalllevelsinanor-
ganisation embody a compa-
ny’sdeepexpertiseandreflect
a deep understanding of cus-
tomer needs and wants. Lea-
dership conclaves, skip-level
and all-hands meetings have
helped organisations preser-
ve this startup culture.

The fifth vector of success
is keeping the family at the
centre of our universe. It is fa-
mily — parents, spouses, part-
ners, siblings and children —
that provides us all the stability
and support to fulfil career
aspirations and goals. Organi-
sationswhicharecommittedto
understanding and fulfilling
the needs of the family ecosys-
tem have been able to sustain
high performance. Companies
must consistently endeavour
to partner with its employees
and their families in their qu-
est for meeting financial, men-
tal, physical wellness, rela-
tionship and career goals.

AtPiramal Group, itis our
endeavour to focus on a com-
bination of these five vectors
of building a successful BFSI
business: Investing in great
talent, focusing on long-term
financial incentives, promo-
ting an entrepreneurial spi-
rit, maintaining the startup
DNA, and pursuing a family-
firstapproach.
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