' Annals of Social Sciences &

Management Studies
ISSN: 2641-838X

Opinion

Volume 8 Issue 3 - March 2023
DOI: 10.19080/ASM.2023.08.555736

5% Juniper
P&Eﬁlﬁ JJ B3LISHERS

key to the Researchers

Ann Soc Sci Manage Stud
Copyright © All rights are reserved by Michael Gerlich

Time for Change: Rethinking Top Managers’ Bonus
Systems for A Sustainable and Prosperous Future

Michael Gerlich*

Senior Lecturer, SBS Swiss Business School, Management Department, Switzerland

Submission: March 23, 2023; Published: March 29, 2023

“Corresponding author: Michael Gerlich, Senior Lecturer, SBS Swiss Business School, Management Department, Flughafenstr.3, CH-8302 Zurich-

Kloten, Switzerland

Abstract

This opinion paper explores the negative consequences of short-termism in western corporations and the influence of short-term oriented
political systems on the business world. It highlights the need for a paradigm shift towards long-term orientation and sustainable growth,
focusing on four key areas: redesigning bonus systems, encouraging a culture of long-term thinking, fostering transparency and accountability,
and engaging shareholders in long-term discussions. Through practical examples, the paper demonstrates how businesses can effectively
implement these strategies to promote long-term value creation, ensuring their long-term success and contributing to a more sustainable and

resilient global economy.
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Introduction

In today’s fast-paced business environment, there is an ur-
gent need to shift focus from short-term gains to long-term strat-
egies. The study I recently published revealed a stark disconnect
between top managers’ understanding of long-term orientation’s
benefits and their inclination to prioritize short-term rewards. As
someone deeply concerned about the future of businesses and
their impact on society, I believe it’s high time we revise the bonus
systems for top managers in western corporations. This change
would encourage a long-term perspective and ensure more sus-
tainable and responsible business practices.

The Short-termism Problem

Short-termism in western corporations is not only harmful to
the long-term sustainability of businesses but also detrimental to
society and the environment [1]. Managers who prioritize their
personal gains, such as annual bonuses, often make decisions that
may yield immediate results but compromise long-term value
creation. This approach creates a vicious cycle where business-
es struggle to adapt to changing market conditions, leading to
suboptimal performance and, ultimately, failure. The problem of
short-termism is further exacerbated by the political systems in
western democracies, which are inherently short-term oriented
due to their electoral cycles [2]. Elections are often held every four
years, which encourages politicians to focus on achieving results
within their term in office to secure re-election. This short-term
focus leads to a preference for quick wins and policies that pro

duce visible results within a few years, at the expense of long-term
strategies and investments.

Long-term goals that require investment today but will only
yield results in the future are not popular among politicians, as
they entail budgetary expenditures that may appear negative
during their tenure. The positive outcomes of such investments
may only materialize when the opposition, or at least not the ini-
tiating politician, is in power. Consequently, subsidies and gov-
ernment programs are naturally short-term oriented, favoring
projects with immediate benefits over those that contribute to
long-term progress. This short-term mindset permeates the busi-
ness world as well, as companies often align their strategies with
government policies and subsidies. The pressure to deliver short-
term results also comes from shareholders and investors who de-
mand rapid returns on their investments. This environment leads
to businesses adopting short-term strategies, with top managers
incentivized to prioritize their personal gains over the long-term
success of their organizations as a study of Gerlich [3] shows.

It is crucial for both businesses and governments to recognize
the systemic nature of short-termism and work towards fostering
a culture of long-term thinking. Political systems must evolve to
incentivize long-term policies and investments that address socie-
tal and environmental challenges, such as climate change, income
inequality, and infrastructure development. This shift will require
reevaluating electoral cycles and political incentives to encourage
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politicians to focus on the long-term well-being of their constitu-
encies.

In the business world, a change in incentives and bonus struc-
tures for top managers is needed to promote long-term strategies
and sustainable growth [4]. This change must be accompanied
by a shift in shareholder expectations and investment practices
that prioritize long-term value creation over short-term gains. By
adopting a long-term perspective, both governments and busi-
nesses can work together to build a more sustainable and equita-
ble future for all.

Addressing the shortcomings of the current bonus system for
top managers in western corporations is essential to ensure that
managers’ incentives align with the long-term interests of share-
holders, employees, and society at large. Short-term thinking,
which is often promoted by the current bonus systems, can lead
to a lack of innovation, insufficient investments in research and
development, and a disregard for the potential impact on the en-
vironment and society.

To counteract these detrimental effects, corporations must
shift their focus towards long-term performance, cultivating a
more sustainable and forward-looking approach to business man-
agement. One way to achieve this is by redesigning bonus systems
to reward long-term achievements and incorporating non-fi-
nancial measures such as environmental, social, and governance
(ESG) criteria.

A strong corporate culture that values patience, commitment,
and responsible decision-making is also key to achieving long-
term success. By investing in training and development programs
that emphasize long-term planning and sustainable growth, orga-
nizations can empower employees and managers to adopt a long-
term perspective. This cultural shift can lead to better strategic
decision-making, improved risk management, and a more robust
and resilient organization.

Building trust and commitment among stakeholders is essen-
tial for a successful transition to long-term thinking. Managers
who communicate their long-term strategies clearly and consis-
tently to all stakeholders, including employees and shareholders,
foster a sense of trustand commitment. This transparency ensures
that everyone is working towards the same long-term objectives,
fostering an environment of collaboration and accountability.

Lastly, actively engaging shareholders in discussions about
long-term strategies and their benefits is crucial. By involving
shareholders in these conversations, businesses can create a
shared understanding and commitment to long-term value cre-
ation. This engagement can contribute to a more sustainable and
resilient global economy at large.

The Necessity for Change

I strongly believe that the current bonus system is fundamen-
tally flawed, as it incentivizes short-term thinking and under-

mines the overall sustainability of businesses. This system needs
an overhaul to align managers’ incentives with the long-term in-
terests of shareholders, employees, and society at large.

To achieve this alignment, organizations should:

i. Redesign bonus systems to reward long-term perfor-
mance: Companies must move away from annual bonus
schemes and instead adopt performance metrics that reflect
long-term goals, such as multi-year performance targets, en-
vironmental, social, and governance (ESG) criteria, and other
non-financial measures.

ii.  Encourage a culture of long-term thinking: A cultural
shift is needed where businesses value patience, commitment
to long-term objectives, and responsible decision-making.
Organizations should invest in training and development pro-
grams that emphasize the importance of long-term planning
and sustainable growth.

iii.  Foster transparency and accountability: Managers must
communicate long-term strategies clearly to all stakeholders,
including employees and shareholders. This transparency
helps build trust and ensures that everyone is working to-
wards the same long-term objectives.

iv.  Engage shareholders in long-term discussions: It is cru-
cial to involve shareholders in conversations about long-term
strategies and their benefits. By actively engaging sharehold-
ers in these discussions, businesses can create a shared under-
standing and commitment to long-term value creation.

Our current short-term focus in western societies and corpo-
rations significantly hinders our ability to tackle pressing global
problems like climate change. By embracing a long-term orienta-
tion, businesses can contribute to sustainable development and
help build a better future for all. The four steps outlined earlier
provide a roadmap for corporations to address the short-term ori-
entation problem within their performance management systems,
motivating the adoption of urgently needed long-term strategies.

Breaking away from short-termism is critical in addressing
complex issues that require long-term planning and commit-
ment. Climate change, for instance, demands concerted efforts
from businesses, governments, and individuals to transition to a
low-carbon economy, invest in clean technologies, and develop
innovative solutions. Short-term goals, while important in main-
taining operational efficiency, cannot fully capture the essence of
these long-term challenges.

Implementing long-term strategies requires overcoming the
obstacle of breaking them down into manageable short-term goals
that can be monitored effectively. This process may involve revisit-
ing existing performance measurement tools and developing new
ones that capture the long-term value creation while providing
actionable insights for the short term. Organizations can leverage
emerging technologies, such as data analytics and artificial in-
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telligence, to identify patterns, trends, and correlations that may
not be immediately apparent, thus enabling more informed deci-
sion-making.

Furthermore, the transition to long-term orientation should
be a collective effort that transcends organizational boundaries.
Policymakers, investors, and consumers also have a role to play
in fostering a long-term mindset. For instance, governments can
introduce regulations and incentives that encourage businesses to
prioritize long-term sustainability, while investors can shift their
focus from short-term gains to long-term value creation. Consum-
ers, on the other hand, can drive change by supporting companies
that demonstrate a commitment to sustainability and long-term
growth.

Conclusion

The current bonus systems for top managers in western cor-
porations are a significant hindrance to the adoption of long-term
orientation strategies. It is my firm belief that revising these sys-

This work is licensed under Creative
@ @ Commons Attribution 4.0 License
DOI: 10.19080/ASM.2023.08.555736

tems to incentivize and reward long-term thinking will drive a cul-
tural shift towards sustainable business practices. The responsi-
bility lies with organizations, shareholders, and regulators to work
together and create a future where businesses thrive responsibly
and contribute positively to society and the environment.
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