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Your Turn : Merrill

~ During the financial crisis at the end of the last decade, Merrill Lynch was acquired iy Bank

of America for $50 billion. The reason for the acquisition was that Merrill Lynch was unsune

- it could survive the crisis on its own. What really made headlines, however, was the @isga-

sure that Merrill Lynch had paid out $3.6 billion in bonuses just before being taken Wh'

- Bank of America.®* These bonuses were paid while the federal government was spending hundreds
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QUESTIONS:

1. What will be the result of the bidding war for top brokers? Will most firms benefit? Who will
be the winners and losers? What about the brokers?

2. Explain why there is such a strong relationship between pay and performance for brokers.
Why isn’t this true of many other jobs?

3. Should Bank of America change its compensation strategy to include more subjective assess-
ments of performance and a greater emphasis on cross-selling? What effect might this have
on its success in the bidding war for top brokers?

4. In chapter 1, we talked about incentive and sorting effects of pay strategies. Describe the
incentive and sorting effects at Merrill Lynch and how changes to the compensation strategy
might affect them.




