Case Study

Harrah’s Entertainment Inc.: Rewarding Our People
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Harrah’s entertainment is the world’s largest gaming company (Harrahs.com). However, just because the company is the largest in its industry does not mean the company has not faced challenges. During the 1990s Harrah’s started losing market share and profits decreased. In 1999, Harrah’s changed its company strategy from its long time approach of competing by building bigger and better buildings to focusing on customer satisfaction. Over the past few years Harrah’s has invested heavily in two major issues: increasing customer satisfaction and improving employee motivation. Harrah’s knows that employees are critical to customer satisfaction and thus to the success of the business.  

Currently, Harrah’s is struggling with balancing employee motivation with increasing customer satisfaction.  Profits are down, the economy is sluggish, and it is more important than ever to insure employees are happy and customers are satisfied. Harrah’s has always given a lot of attention to its employees’ feelings and thoughts and continues to do so today. Nevertheless, too much employee loyalty through the years has led to some employees not wanting change. Some employees still want to complete tasks the way they were done years ago. The mentality of some of the employees is not focused on customer satisfaction. The employees are focused on the prior ways of competing, which is on the aesthetics of the casinos. Change is necessary and getting employees to adapt to being motivated to improve customer satisfaction is a must. The Harrah’s HR manager, Marilyn Winn, is under pressure to make the employees feel valued while motivating them to change. 

In 1999 a new reward system was initiated to help employees focus on customer satisfaction. Employees were rewarded money for improving customer service. A total of $16 million was paid out in reward bonuses by the middle of 2001, and yet customer service levels were not where they needed to be. There were a lot of controversies to whether the incentive plan to improve customer service was working. Some managers expressed they did not like that 30% of their bonus was made up of employee feedback and 40% customer service metrics. If managers had to take disciplinary action on an employee, that particular employee could have given a poor assessment of the manager or acted poorly toward a customer. Other managers liked the incentive plans and thought it brought a lot of excitement to the employees. On the other hand, employees who worked hard to meet the goals and improved customer satisfaction without meeting the target were frustrated. The employees thought the goals were too aggressive and were getting discouraged. 

The bonus payout program is an effective motivator but should be revised. As shown throughout the years since the program was first introduced, there has been some positive improvement. The turnover rate is down, how fast employees get to customer when called has improved significantly, and lower-level employees are ecstatic that they have the potential to get a bonus. Nevertheless, since there is still room for improvement; there are several suggestions that we offer to Marilyn Winn on how to address revising the incentive plan. We also have additional suggestions on getting employees to feel appreciated.  
We asked Scott Langser, a person familiar with casino bonus systems, what he thought about the current situation with Harrah’s and bonus systems in general and he replied, “During my 24 years as Sr. VP, Treasurer and Secretary with Kirk Kerkorian and MGM MIRAGE, my experience was (a) the bonus system for upper level executives was based only upon profitability, whereas (b) the bonus system for the rank and file was based upon the development of a company-wide bonus pool based upon profitability, with allocation of that pool to the properties based upon their profit contribution, with further allocation to department heads for further allocation to employees based upon their achievements.

My experience was primarily with the upper level executives, and I can say without a doubt that money was the only retention factor for their continued service.  They were primarily motivated by their bonus arrangement, which was always a percentage calculation of profitability - either division profitability (such as casino marketing and their ability to bring in high rollers), or the casino/hotel subsidiary profitability, or the overall corporate profitability, or a combination thereof.

Then there were always exceptions to the rule, such as bonuses or success fees provided to executives based upon successful implementation of new policy or project or business strategy. I do not recollect any turf wars among properties, since each property had their bonus pool calculation determined by the corporate office each year, with further allocation to department by the president of that property.

I do not recollect any instance where bonuses for managers/directors/executives were determined in part by their subordinates.  I am aware that Harrah's is quite sensitive to employee training/advancement/fairness, and I am aware that they use college textbook approaches and logical formal business management techniques to handle issues, as opposed to many other entities in the gaming/hotel business, so that certainly accounts for their methods of bonus awarding.

In my experience, the reason that bonuses for executives were only based upon profitability was that if there was ever a serious issue about competence or personality, they were simply given their bonus and then let go.”
We then searched for the opinion of a second expert, Mr. Bill Weatherford, and asked his opinion on the case and of Mr. Langser’s response.  He replied: “You can not get much closer to this issue than Scott.  His comments are excellent! The one comment I would add is that the 30% bonus structure you mentioned below was probably not well liked because managers’ bonuses were tied, in part, to a subjective process which had the ability to be manipulated. In Las Vegas and with casinos in general, the business cornerstone is money generation (and lots of it). My professional experience has shown me that money is the great modifier of behavior and if everyone in the entire organization is focused on cash profitability, the goals are pretty black and white, and there really is no need for subjective bonus criteria. There will always be exceptions, of course, especially at the lowest level of employment. Simple, but highly rewarding bonus plans, where the employees have the greatest amount of control over what they earn, are the best.”
Based on the previous information received from Mr. Langser and Mr. Weatherford, as well as what we read in the case study there are several suggestions that we would make to Marilyn Winn on how to address revising the incentive plan. Additionally, we have suggestions on how to get employees to feel appreciated.  Our first suggestion to Marilyn would be that the goals are not clear to employees and thus should be clearly stated and understandable. Simply stating that if a department converts 4% of non-As to As, the department would qualify for a bonus is not acceptable.  There should be a published chart that everyone has access to showing the relationship between each increase in customer satisfaction and bonus potential. Second, the employees should be rewarded on any increase they receivee. The employee should not be penalized by not getting a bonus if the goal was to raise customer satisfaction by 5% and it rose by 4%. The employee should still earn some type of bonus for increasing customer satisfaction. We would suggest that at each level that customer satisfaction rises that the employee is compensated. For example, if customer satisfaction stays at the same level as it was the previous quarter then an employee would still get a $25.00 bonus. However, if the customer satisfaction level rose 3% then the employee would get a $50.00 bonus and so on. If the customer satisfaction level decreased from where it was previously, the employee would not get a bonus. The employee would also be encouraged to attend a customer service class to learn additional customer service skills. There would still be a $200 cap on the incentive payout. 

Another suggestion is to remember that not all employees may be motivated by money. Some employees are motivated by recognition. It would be a good idea to have a recognition ball or a recognition party each quarter to identify the employees who have helped increase customer service and/or profits. Some casino managers have had a barbeque cookout to show gratitude and appreciation of the increase in customer satisfaction ratings. There should be some type of company-wide program focused on employee recognition. Acknowledging that employees have done a great job and making it public motivates a lot of people. Furthermore, managers should be encouraged to express to employees throughout the day that a good job is being done. We believe it is critical that this is done since a lot of the Harrah’s employees have been there for years and need to know they are still appreciated and wanted. 

The process of change requires good communication to the employees. Harrah’s wants employees to feel respected and appreciated. This can be accomplished, but employees need to be able to voice their opinions and concerns. This is a major part of organization behavior. To help employees feel valued we suggest asking the employees for their input on the incentive plan. Have the employees fill out questionnaires regarding the reward plan. Have several meetings throughout the day and night to listen to employee’s suggestions and input. Ask employees of their opinion on the reward incentives and what would they like to see change. Employees were used to running their own casinos and did not like that there were new goals to meet without their input. Involving employees in the process of creating or revising the incentive plan will help increase employee motivation. Employees will feel that they are part of the decision making process and will be more apt to be motivated knowing they helped create the incentive plan. Employees make a great contribution to the success of the business and insuring they feel valued is critical to motivation. 

Customer satisfaction is another aspect that Harrah’s is focusing on. We have stated several suggestions above on increasing employee motivation to help increase customer satisfaction. Nevertheless, there are additional tasks that Harrah’s can do to try to increase customer satisfaction and profits. Harrah’s goal is to create individual and unique experiences for each customer. Harrah’s is known for doing just this and promoting responsible gaming (Harrah’s.com). 
One of the most important elements in creating a successful business is having happy and loyal customers. These customers recommend your product or service to family, friends, and associates. This can be achieved by the customer-driven quality. “Quality” is continually evolving, an emerging consensus includes Continuous Improvement and Learning: Continuous improvement and learning refers to both incremental and “breakthrough” improvement, and applies to both the individual and organizational levels.  Improvement and learning can be directed toward better products and services, to better processes, and to being more responsive, adaptive, and efficient.

There are many areas that Harrah’s can improve to raise the overall quality and customer satisfaction.  Thus to gain more market share and to be the first choice among travelers, Total Customer Satisfaction and Total Quality Management in all its services is required. Customers are increasingly becoming conscious of the quality of service being provided and the value proposition provided by the services they are paying for. Therefore, it becomes imperative for Harrah’s to pay attention to the minutest details in terms of its services and provide the utmost satisfaction to the consumers. It is not only the attractive rates and service that interests consumers now days. Today's informed consumers want something of value which is not offered by other hotel operators.
Our recommendation is that as Marilyn enters into the meeting with Gary, she should do so with confidence.  Her numbers and the performance of her department are very good.  She has substantially lowered the turnover rate and the incentive plan has increased customer satisfaction.  Resting on her laurels would be a mistake, though.  She should not be shy in highlighting these accomplishments.  Our suggestions to Marilyn would be as follows:

1. Begin the meeting with an expression of gratitude for the confidence placed in her and for the support she has been receiving from upper management.  Thank Gary for the time and for the interest in receiving her input in these important areas of the business.

2. Summarize the positive accomplishments of both the turnover rate as well as the customer service quotas.  If at all possible, it would make a tremendous effect on a numbers person like Gary to be able to quantify in terms of dollars and sense the revenue generated by these accomplishments.  As HR director, Marilyn should be able to identify the cost savings of higher employee retention.  This could add up to a significant amount of revenue to the corporation.  It would be more difficult to measure the revenue generated by the increase in customer satisfaction, though there are metrics available to measure the increase in revenue caused by higher customer retention.  Emphasize that these positives more than balance out the $16 million cost of the incentive program.

3. These two areas are not perfect and could use some tweaking.  No program remains effective without consistent adjustments based on result analysis, market changes and personnel feedback.  The suggestions Marilyn can provide are improvements on the present set up.  The framework does not need to change, though the incentives need to be adjusted as we have outlined above.  

4. Make specific suggestions as to how to improve the system.  Begin with proposals to further incentivize upper management. Though these are not usually the responsibility of the HR department, Marilyn could propose to help in implementing an incentive program based on the two parameters of employee and customer retention.  Middle managers could also benefit from an incentive program as well as funds to randomly reward employees who go beyond.

5. Marilyn should propose to implement additional customer service training for all employees.  As already described, this is the area in which Harrah’s must excel in order to compete as the focus is less on flashy and large facilities, but on a rewarding customer experience.

6. Finally, Marilyn should suggest a focus on employees in the company’s next annual report.

REFERENCES
Bergiel, E. (2009). Organizational Theory and Behavior, Harrah’s Entertainment, Inc.: Rewarding Our People (pp.86-101). United States: McGraw-Hill/Irwin

Greenberg, J. (2005). Managing Behavior in Organizations (4th ed.). New Jersey: Pearson Prentice Hall
Harrah’s Homepage. (2009). Harrah’s Website. Retrieved on May 21, 2009 from www.harrahs.com 

