
Harry Franzheim—an HR/OD Practitioner for 
over 30 years—has published this newsletter to bring 

you careful insight into reducing costs and 
unlocking employee potential.

The best way to improve the perfor-
mance of any team, division, or de-
partment is to add a little competition 

— right? It’s simple, really: create a contest, 
add an incentive, define the rules and the 
boundaries, and step back and watch the 
Key Performance Indicators (KPIs) sky-
rocket! Need to improve your safety record?  
Just add “Bingo.” Need to boost sales? Just 
create a really big reward (people like get-
ting new automobiles). That’s got to work!  
Might the numbers improve with just the 
right amount of inducements? Absolutely, 
the numbers will improve. Humans can 
achieve just about any number you want 
when they’re rewarded with enough 
goodies. But how they get the numbers to 
improve will disappoint you.
Do Rewards Work?

Rewards systems do very little to im-
prove a process or product quality. In fact, 
without being given the opportunities to 

make improvements, humans will either 
distort the system or distort the numbers to 
achieve the desired results. And, as we have 
seen time and time again, good people will 
do dumb things just to get the reward.  

This isn’t new material we are covering 
here. W. Edwards Deming taught us this 
back in the 1920s, and in the 1990s Alfie 
Kohn’s book Punished By Rewards railed 
about the problem with gold stars, incen-
tive plans, and grading systems. Current 
best-selling business author Dan Pink 
demonstrates how incentives not only don’t 
work but can actually decrease performance 
and learning. But it is amazing to me to see 
how many business leaders still believe that 
internal competition drives better business 
performance. It just isn’t so. Managers that 
think this way are “ducking their leadership 
responsibilities.”  

Do employees like getting goodies?  
Sure they do! But that’s part of the problem; 
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Creating competition among your employees is a good thing—right? Not necessarily. Competition fosters a selfish 
and insular work environment that eliminates cooperation of ideas, creativity, and strategic thinking.

Dan Pink, author of Drive, reports that a study 
funded by the U.S. Federal Reserve Bank shows that 
for people doing tasks above rudimentary cognitive 
skill levels, the higher the reward, the lower their 
performance. For simple, noncognitive tasks, 
rewards do work. But for any activity requiring at 
least modest conceptual work, the opposite is true. 
For improved performance, Pink suggests these 
ingredients: autonomy (allow self-direction), 
mastery (getting good at something), and purpose 
(connecting to a greater cause).

they are “performing” simply to get the 
goodie. Take the goodie away and per-
formance returns to the pre-goodie level.  
Offer another goodie and things get better, 
but eventually even the goodie isn’t good 
enough and the employees will demand 
better goodies! 
Two Theories

There are two theories that are at play in 
this problem.  

Theory #1    “Competition Is     
Better than Cooperation”  

Picture a crew boat with eight crew 
members each rowing at their personal best 
trying to row faster than the next person. Got 
it? Now picture a crew boat where each crew 
member is rowing at the same pace (usually 
at the slowest individual’s pace) but all to-
gether. See? Examine your commute home 
or your next business trip involving air travel. 
Will you see more evidence of competition 



or more evidence of cooperation?  
Just recently we completed our leader-

ship training with a client and we were 
learning about internal competition versus 
cooperation. This particular client had all 
sorts of internal competition schemes set 
up to reward the department with the best 
safety, quality, organization, and cleanli-
ness. The GM was quite proud of his 
brilliant design. And then, as part of the 
lesson, we played the “Win As Much As 
You Can” game, also known as the “Zero 
Sum” game (described beautifully in Peter 
Senge’s book The Fifth Discipline). In the 
game, participants are put into one of four 
teams. The game calls for 10 rounds of “Win 
as Much as You Can.” And all that has to be 
decided by the individual teams is to play 
either a red card or a black card. The teams 
are instructed not to communicate with the 
other teams except by the card color that is 
played. The combination of cards played 
determines who wins points. The possible 
combinations and results are as follows:

Can you see the best strategy to “Win as 
Much as You Can”?  This client could not.  
Round after round the team with the GM 
got further and further ahead by playing the 
red card, even deceiving the other teams 
by telling them they would play the black 
card, only to switch last second. Overall, 
however, the “red card” playing resulted in 
tremendous losses for the WHOLE team. 
Once we revealed the design of the game 
and how the only strategy that makes sense 
when thinking of the WHOLE and not the 

Extrinsic Motivators

Money
Incentives
Gold Stars
“Goodies”
Rewards
Pay for Performance

Intrinsic Motivators

Challenges
Success
Creating
Learning
Growth
Teamwork

Combination

All play Red

3 play Red
1 play Black

2 play Red
2 play Black

1 play Red
3 play Black

All play Black

Result

All lose 1 point

Red win 2 points
Black lose 6 points

Red win 4 points
Black lose 4 points

Red win 6 points
Black lose 2 points

All win 1 point
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parts is to play the black card, the GM got 
embarrassed and blamed me, the facilitator, 
for setting him up! Any combination other 
than each team playing the black card re-
sults in zero or negative points when taken 
as a whole. Only when all play the black 
card does the company win positive points.

So maybe, by design, I wasn’t that 
forthcoming about who “You” is in “Win as 
Much as You Can,” but I always follow up 
with, “Does it feel like red cards are being 
played here at work?” and the answer is 
always emphatically “YES.” So, while I 
can take the heat for the game, they must 
be willing to take heat for trying to opti-
mize their own departments or divisions 
at the risk of suboptimizing the company 
as a whole! After all, there should be NO 
confusion who “YOU” is at work; people 
can simply look at the name that signs all 
of their paychecks! Competition causes 
humans to find ways to cheat or to win at 
someone else’s expense; how does that 
improve quality, safety, or productivity?

Theory #2    “Extrinsic 
Motivation Is Better than 
Intrinsic Motivation”  

First a few simple definitions. Simply put, 
extrinsic motivation comes from external 
forces and instrinsic motivation comes from 
internal forces. Examples of each are below:

Most extrinsic motivators come with a 
direct price tag.  On the other hand, intrinsic 
motivators are relatively cheap.  Dr. W. 
Edwards Deming phrases it this way: “One 
is born with intrinsic motivation, self-
esteem, dignity, cooperation, curiosity, joy 

in learning. These attributes are high at the 
beginning of life, but are gradually crushed 
by the forces of destruction. These forces 
cause humiliation, fear, self-defense, and 
competition for the gold star, high grade, 
high rating on the job. They lead anyone to 
play to win, not for fun. They crush out joy in 
learning, joy on the job, innovation. Extrinsic 
motivation (complete resignation to external 
pressures) gradually replaces intrinsic moti-
vation, self-esteem, and dignity.”

How is it possible to create a team en-
vironment where employees are expected 
to innovate, share, collaborate when they 
are subject to such forces of destruction?  
Employers should save their cash on their 
rewards and incentives and instead work on 
designing interesting and challenging work.  
Abolish the annual review; it is a waste of 
time and it is ruining your people.

Internal competition and extrinsic 
rewards are the lazy manager’s way of “hit-
ting the numbers.” But the damage they are 
doing to the organization is unknowable.  
Good people will do dumb things like pencil 
whipping the numbers (cheating to get 
desired results) or taking shortcuts (usually 
safety and quality standards are the first to 
be skipped), causing distortions in both the 
system and in the numbers. Yet so many 
managers (not leaders) take such pride when 
they give the quarterly Power Point and Excel 
presentation showing how their brilliant 
incentive plan worked! And some CEO is 
taking pride in finding, training and harvest-
ing such brilliant managers. ne

Competition causes 
humans to find ways to 
cheat or to win at someone 
else’s expense; how does 
that improve quality, safety, 
or productivity?


