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SDSB Impact is the newsletter of the LUMS
Suleman Dawood School of Business.

The SDSB faculty engages in cutting-edge
research in all major fields of business
studies. SDSB Impact summarizes the
findings of the faculty’s research for the
benefit of the larger public—especially
managers, executives, entrepreneurs, and
policy-makers. These findings emerge from
pioneering research conducted by the SDSB
faculty and published in the world’s best
journals and case hubs. The newsletter
attempts to distill the most important or
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Do Bonuses and Other Extrinsic Rewards
Guarantee Greater Employee Creativity?

By dint of the very nature of their jobs, managers have to make tough
financial decisions. Offering extrinsic rewards—such as bonuses,
incentive pay, etc.—is usually not one of them, since it makes , - 0
intuitive sense that a promise of such rewards boosts employee :" oy
performance. But does it also boost employee creativity? According i L. '
to a recent paper published by M. Abdur Rahman Malik, Arif N. Butt,
and Jin Nam Choi in the Journal of Organizational Behavior (2014),
that may not be the case necessarily.

In their research, Malik and his co-authors argue that extrinsic
rewards lead to greater creativity on the part of only those
employees who possess two key traits: confidence in their own
abilities to perform creatively; and willful ownership of the success
and failure of their work. Employees who have both these personality
traits—confidence in their creative talent and in their ownership of
their output—respond most positively to extrinsic rewards intended
to boost creativity. In addition to these two traits, extrinsic rewards
enhance employees’ creativity only when the employees consider
these rewards as important and valuable.

e

Also, contrary to popular perception, such rewards are not
necessarily neutral in their effects either. A manager may announce
a reward intended to increase creativity assuming that in the best
case scenario the intended purpose will be achieved, while in the
worst case scenario the employee output in terms of creativity will
remain the same as before. The evidence presented in the research,
however, betrays this assumption.

According to the authors, such rewards can actually have negative
effects as well, as those employees who either do not consider
themselves to be creative, or who think that their success and failure
in their task is not entirely up to them, may give up on the creative
task assigned to them altogether. As a result, they may shift their
energies towards tasks that lead to the goals that they value and that
they know they can attain. This will compromise their output with
respect to the creative task for which the reward was promised in the
first place.

About the Authors

M. Abdur Rahman Malik is Assistant Professor at the
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In short, in order to increase employee creativity through extrinsic
rewards, managers must target those employees who display the two
characteristics mentioned above. This further implies that for
managers to be able to identify creative minds from within the

workforce, they need to know the personalities of the employees—
their priorities, their strengths, and their motivations.

The data for this research were collected through questionnaires

Arif N. Butt is Professor at the Suleman Dawood School
of Business, LUMS. He teaches negotiations and conflict
management, team building and leadership, and cross-
cultural and performance management. He is the

director for the executive programme on Negotiation
Skills. His work has been published in the journal of
Organizational Behavior, the Asia Pacific Journal of
Management and the Journal of Business Ethics.

answered by 181 employee-supervisor pairs.
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Does Microfinance Enhance Gender Equality

in Access to Finance in Pakistan?

Millions of donor dollars continue to be poured into microfinance
interventions despite mounting evidence that microfinance is not able
to improve development indicators, gender inequality being one of
them. In a new paper published in Feminist Economics (2016), Ghazal
M. Zulfigar questions the wisdom of continued investment in
microfinance when there are other, more direct ways available to
tackle gender disparity.

Pakistan’s microfinance sector is divided between microfinance
institutions (MFIs), that employ the NGO-model, and microfinance
banks (MFBs), that follow the banking model. In a country that ranked
144th out of 145 countries in the World Economic Forum’s 2015
Global Gender Gap Index, Zulfigar finds no evidence of improvement
in gender equality in access to finance through microfinance.

While the MFI sector as a whole lends primarily to women rather than
to men, most institutions do not require that the women who bear the
loan in their names use it themselves. These institutions understand
that given current patriarchal realities, the majority of Pakistani
women’s microcredit loans will be used by their male relatives. They
remain reluctant to take action against this practice or to discourage
it. The result is that women’s own enterprises remain cash-strapped
and their financial needs unmet.

Even more blatantly discriminatory is the lending practice of MFBs,
for the majority of their clients constitute male borrowers. In
Pakistan, MFBs end up worsening the gender gap in access to finance.
More than 90 percent of the loans lent by MFBs that have spun off
from MFIs, who lent exclusively to women, include loans given out to
men.

Another practice that sets poor women back is gold-collateralized
lending. Gold is usually the only asset poor and middle-class Pakistani
women call their own and which contributes to their social and
economic security. MFBs have been lending against gold since 2010,
but stepped it up in 2012 after the State Bank assigned gold-backed
microcredit arisk-free rating. Some MFBs increased their gold-backed
lending up to 70 percent of their total credit portfolio. Lending against
gold has been used to disburse emergency cash to poor and lower-
middle income households by MFBs, a practice that will lead to many
women either losing their gold permanently or not being able to see it
anytime soon because of repeated loan rollovers.

The author argues that the primary reason these practices have
proliferated in the microfinance industry is the competing claims on
microfinance institutions. The double bottom line, one social and the
other financial, makes these institutions inherently unstable, leading
to a much heavier emphasis on the financial. This is accentuated by
the commercialization of microfinance in global markets over the past
two decades, which has placed intense pressure on lenders to focus
on repayment rates, cash, and income flows.

These findings are based on extensive and in-depth fieldwork
including 140 semi-structured interviews, non-participant
observations of the entire microcredit loan process, and group
meetings of borrowers and loan officers.
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Whither Went Risk Sharing in Islamic Finance?

Many investors—who are by definition in the business of generating
high returns—opt out of profitable investments just because of the
associated risks, however minimal those risks might be. Nobel Laureate
in Economics Daniel Kahneman and Amos Tversky attribute this
behavior to our natural psychology of decision making that assigns more
weight to losses than to gains. This is why investors generally prefer to
operate in the debt market (characterized by relatively fixed but lower
returns) rather than in the equities market (characterized by the
possibility of high returns over longer periods of time).

The kind of risk sharing prevalent in the equities market formed the
cornerstone of Islamic finance. Over the years, however, the popularity
of the risk sharing feature in Islamic financial markets seems to have
been on the decline. Saad Azmat and M. Naiman Jalil, along with Michael
Skully and Kym Brown, are the first to offer an explanation for this
phenomenon from a behavioral perspective in a research article
accepted in the Journal of Economic Behavior & Organization (2016).

Using theoretical modelling to study investor behavior, the authors were
able to find that Shariah-sensitive investors who were loss-averse and
who followed up on their investment returns frequently (weekly or
monthly) preferred Islamic debt bonds (Sukuk) over risk sharing
instruments. Also, while investors who followed up on their investment
returns less frequently did not necessarily behave similarly towards
Islamic debt bonds, they seemed to prefer Islamic equities over the
original risk sharing instruments.

It is because of this pattern of behavior on the part of Shariah-sensitive
investors that risk sharing in Islamic finance markets has shrunk
colossally, as greater investments in Islamic debt bonds and Islamic
equities have jointly crowded it out. This has resulted in a situation
whereby Islamic instruments that share important features with
conventional financial products are causing the popularity of risk
sharing to decline.
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