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Course Description: 
Personnel matters are often considered too soft, or too humane to be dealt with 

rigorously. Personnel Economics is one of the first disciplines which attempt to provide 
detailed and unambiguous answers to issues that managers face when dealing with their 
personnel. This course uses economics to answer many of practical questions. For 
example: 

 
 How do I set the appropriate hiring standard? 
 Should I consider the company’s financial situation when setting hiring standard? 
 Should I pay workers based on their hours or work or on their output? 
 How can I create incentives for my workers? 
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Human Resource Practices and Incentives 
 
Instructor:  Shingo Takahashi 
Office hours: Thursday 2:40~4:30 
 
Required Textbook: Edward Lazear and Michael Gibbs 2008. Personnel Economics in 
Practice, Wiley 
 
Course Overview 
 
Personnel matters are often considered too soft, or too humane to be dealt with 
rigorously. Personnel Economics is one of the first disciplines which attempt to provide 
detailed and unambiguous answers to issues that managers face when dealing with 
their personnel. This course uses economics to answer many of practical questions. For 
example: 
 
 How do I set the appropriate hiring standard? 
 Should I consider the company’s financial situation when setting hiring standard? 
 Should I pay workers based on their hours or work or on their output? 
 How can I create incentives for my workers? 
 
Course Objectives 
 
The course objectives are first to provide students with a framework from which to 
judge the impact and appropriateness of various employment practices and second, to 
provide an opportunity to further your analytical skills. We make occasional use of 
mathematics, however, the focus is on the intuition.  
 
Career Relevance 
 
Since human resource practices affect the performance of the entire firm, this course is 
relevant for the general managers, either in private sectors or public sectors. You will 
have a strong framework from which to judge the appropriateness of various practices. 
For IR/IDP students, this course will show you some of the core concepts of economics, 
such as principal-agent theories, and the rank-order tournament theories, applied to 



ADC6551 

personnel matters. 
 
Prerequisite 
 
Prerequisite is that you have taken the following subjects 
 
IR/IDP students: Microeconomics, Statistics for Economics and Business 
IM students: Managerial economics and applied statistics 
 
 
Course Schedule 
 
Theme 1: Hiring workers (Week 1-Week 2) 
 

A. Setting Hiring Standards 
1. The Trade Off Between Highly-Skilled and Less Skilled Workers 
2. Hiring Risky Workers 

 
B. Hiring the Right People 

1. Self-Selection and Contingent Contracts 
2. Learning Workers’ Ability 
3. Monitoring Costs 

 
Theme 2:  Compensating Workers (Week 3-Week 4) 
 

A. Variable Pay or Straight Salary 
B. Output Based Compensation 
C. Time-Based Compensation 
D. Short-Run v.s. Long Run Incentives 
E. Non Monetary Compensation 
F. Subjective Evaluation 

 
In this part, we use the following two Harvard Business School case studies 
 
Case: Performance Pay at Safelite Auto Glass (A) & (B) 
Case: Bennett, Strang, & Farris 
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Theme 3:  Motivating Worker (Week 7 – Week 9) 
 

A. Promotion as Motivators 
B. Absolute evaluation v.s relative evaluation 
C. Seniority-based incentive schemes 

 
The grading 
 
Homework assignments      20% 
Midterm exam               40% 
Final exam                  40% 
 
Exam dates 
Midterm: Feb 14 (Week 6) 
Final: March 21 
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