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Reward for performance and contribution


Introduction
The following report provides a contextual understanding of reward, its principles, how it impacts culture, employees and ultimately the productiveness, effectiveness, and success of an organisation.


AC1.1-Reward Importance 
Reward plays a vital role in attracting and retaining employees. Effective reward packages must meet employees needs whilst driving organisational culture, performance (CIPD 2023a) and engagement.

The total reward approach includes financial elements, alongside benefits, the working environment and employee investment, such as training, development, and promotion (Calnan 2015), establishing balance between the organisational and employee needs. Contents of this approach can be numerous and varied, often creating confusion, misinterpretation, lack of awareness and understanding rewards. Communicative competence is essential within organisations to remove barriers, ensuring employees awareness and understanding of what is available, assisting in driving engagement, motivation, attraction, and retention, all of which drive continuous improvement, relating to individual and organisational performance.

Fairness is an important principle of reward, impacting both organisational culture and performance. CIPD 2019 Reward Management Survey, highlights organisations must ensure consistency and transparency in decision making for rewards, ensuring a fair approach, understanding employee’s definition of fairness, and acknowledging that there will be varying perspectives across employees. The survey concludes organisations that develop a “bespoke” approach, aligning the organisational goal with the needs of employees, are more effective. Although effective, “the relationship between rewards employee’s value and those that motivate them is complex and contextual” (Hajduk 2017). 

Costs play an important factor in tailoring reward options to meet employee’s needs ensuring equality and fairness. A solution could be providing employees with reward options, removing a one size suits all approach, supporting the Maslow hierarchy of needs concept, reducing costs on ineffective and unwanted rewards.  

Another reward principle relates to intrinsic rewards, often driving personal, psychological benefits such as respect and decision making, creating a psychological contract, enhanced by verbal recognition and extrinsic rewards, generally financial in nature. These will be discussed in more depth, later within the report.
GA Pensions reward strategy must be impactful. Serving a purpose of rewarding employees fairly, creating a culture of appreciation and recognition, enhancing loyalty, engagement, commitment, value, and internally motivated employees, all of which are crucial to performance and success.
AC1.2-Initiatives and practices
The implementations of any policies and initiatives, including those of rewards, must possess the fundamental principles of fairness, removing discriminatory behaviour, favourable treatment or bias, ensuring impartiality, equity, and policies and initiatives are standard and consistent across the organisation (Armstrong & Taylor 2022), promoting inclusion. 

Line managers play a significant role within reward management implementation, often having direct and frequent contact with employees (Taylor & Woodhams 2022) and most likely responsible for the decision-making process when rewarding employees, with extrinsic rewards such bonuses and performance related pay, often linked to an appraisal process. Line mangers also play a pivotal role in the implementation of intrinsic rewards such as the working environment, recognition, and development. 

Assessing and understanding the impact on employees, enhances the success of intrinsic and extrinsic rewards.  Conducting reviews to establish what employees value most and if rewards are deemed beneficial and equitable or have organisations adopted a one size fits all approach. Collaborative working with employees, communicating the benefits the organisation offers and empowering employee voice is crucial in understanding what employees value the most if they are positively impacting motivation, engagement, and performance or if they are merely ineffective, an opinion supported by Charles Cotton :- 

“Taking time to invest not just in employee benefits but also in how you provide and communicate these benefits can improve employee retention, engagement and wellbeing so it’s well worth getting right” (Urquhart 2022)
External competitiveness such as within demographic variations, could impact the effectiveness of reward implementation, for example, gym membership is only beneficial for employees who use the gym or discount schemes in high end retails shops and restaurants, for employees on the National Minimum wage!  Although both support consistent initiatives, the implementation of such reward policies and practices has the potential to be deemed unfair and ineffective, negatively impacting, and de-motivating employees. 

Effective communication is crucial in ensuring reward policy initiatives are effectively implemented (CIPD 2023b) and have a positive impact. 

AC1.3-Approach to reward.
Performance management is a strategic approach to increase effectiveness and efficiency, enhancing both individual and organisational performance to deliver profits, growth, quality, and service (Armstrong & Baron 2005), driving continuous improvements and capabilities within the organisation. 

Organisational performance and profitability, impacts reward strategy and how that profit is distributed and aligned to the rewards, influencing rewards offered to employees.

Research highlights that although financial rewards are important, non-financial rewards are equally important, leading to more originations adopting a total award strategy, supporting this balance (CIPD 2023c) and meeting the needs of their employers, driving a more inclusive and fair reward strategy.

Reward strategies can influence an organisations attractiveness to new and existing employees and their performance, especially when financial rewards are aligned to performance.

Several factors influence an organisational approach to reward. Profitability is one area which will significantly impact rewards, especially within the private sector where there is more flexibility around where profits are aligned but potentially there is also more competition, negatively impacting profitability.

Rewards such as pay awards, profit related pay, performance related bonus’ or cost of living uplifts can be significantly impacted by both internal and external pressures. Inflation, changes within the market, organisational profitability, stakeholders vote, and union involvement as witnessed this year in several public sectors (CIPD 2023a) can all impact the approach to reward.

Legislation is another impactor, where organisations are required, relating to fairness and equality, to meet the legal requirements in areas such as equal pay, reporting on gender pay gaps, National Minimum Wage and National Living Wage (CIPD 2023a).

Historical expectations from employees and stakeholders can also impact approach to rewards. External pressure from the COVID pandemic has led to organisations re-evaluating rewards.  Charles Cotton, CIPD Senior Reward and Performance Adviser predicts more organisations will focus on financial wellbeing, as they cannot return to pre-pandemic reward assumptions, ensuring rewards are aligned to the business and employee needs (Whitehouse 2020), further noted is the importance of communication in enhancing acceptance and understanding.

AC1.4- Benefits
Employee benefits are often costly parts of reward strategies; therefore, it is important to balance cost with effectiveness and value to employees (Armstrong 2007).

Performance related pay (PRP) is an effective way to reward high-performing employees, incentivising them to deliver or exceed their KPI’s. The reward frequency and appropriateness would depend on the organisational practices (CIPD 2023d).

PRP creates a culture where employees understand organisational expectations, their role in achieving this, and rewards associated with it, positively impacting organisational performance (CIPD 2023d). Financial rewards can be effective motivators for attracting new talent, increasing moral, effectiveness and performance within existing employees. Aligning these to company values and objectives, provides employees with expectations and purpose of their role, emphasising positive and professional behaviours expected. PRP enhances employee control and autonomy to increase their salary, allowing clear insight into expectations and reducing the need for supervision (Indeed 2022).

Where employees feel processes are fair, it enhances motivation to perform, unfair processes and application demotivates and creates conflict (Cotton, Gifford, Young 2022).  PRP can create divides within employees less likely to engage in collaborative teamwork focusing on their own rewards and managers judgment can be subjective to bias and discrimination, negatively impacting employees. PRP can also drive a culture of quantity over quality, (CIPD 2023d) impacting customers, stakeholders, and organisational reputation.
Employee’s mental health needs continue to rise (Cave 2023) with organisations increasingly considering mental wellbeing as an essential strategic factor, identifying impacts on performance, absenteeism, motivation, and morale (Muller-Heyndyk 2018). Implementing benefits to support mental health, such as Employee Assisted programmes and work-life balance support employee’s mental health alongside signposting GP and support groups. Whilst employers are not required by law to provide an EAP, it plays a vital role in supporting employee wellbeing, minimising absenteeism, and demonstrating a duty of care as an employer. Costs and resources significantly impact mental health support availability and fear of discrimination impacts employees when seeking support. Organisational culture will affect whether employees and line managers have open and supportive conversations and The Equality ACT 2010, also affords protection to specific mental health illnesses and organisations have a responsibility to make reasonable adjustments to support these (CIPD 2023e). 
AC1.5- Extrinsic and Intrinsic rewards
Reward practices aim to increase employee and organisational performance, creating a fair and equitable performance culture, enhancing morale, engagement, and motivation by intrinsically or extrinsically rewarding employees.

Intrinsic rewards are psychological motivators, ensuring employees feel engaged, challenged, and interested in their work, investing in employees through development, promoting autonomy, appreciation, and a feeling of respect (Hajduk 2017) enhancing a sense of purpose.

Extrinsic rewards motivate employees through different channels including monetary rewards such as bonuses, performance related pay, or recognition rewards.

Herzberg’s Theory of Motivation identifies two factors “hygiene and motivation” that impact employees’ motivation, identifying “hygiene factors” as intrinsic rewards and “motivating factors” as extrinsic rewards, suggesting hygiene factors may prevent job dissatisfaction, but not necessarily lead to job satisfaction, suggesting job satisfaction is primarily driven by motivational factors (Nickerson,C 2023).

Armstrong (2007) suggests that extrinsic motivators have an immediate, but short-term effect, whereas intrinsic motivators are likely to have a longer-term impact as they are inherent within individuals and not imposed externally. Employees on fixed rates of pays or salaries, who may not benefit from incentivised pay/bonuses, will present enhanced motivation on receiving annual salary increases, but this motivation will be short lived as there is no continued incentive.

Organisations will invariably use both reward strategies, endeavouring to establish a reward balance, creating a culture for employees to drive continuous improvement whilst sustaining both organisational and individual performance. However, one must consider the nature of the organisation (Taylor & Woodhams 2022). For example, employees in telephone sales may have incentivised bonus for delivering their KPI’s but is that process fairly measured for all employees and do they motivate all employees to perform, if not, the risk is demotivated and underperforming employees!

Pink (2009) suggests that bonus and higher pay result in better performance within the workplace where tasks consist of basic mechanical skills, whereas tasks involving cognitive skills, creativity and high-level decision making, higher pay resulted in lower performance where organisations " should pay enough to take the issue of money off the table". Pink further suggests, motivating employees beyond tasks in areas such as autonomy, purpose and development enhances engagement, resulting in increased satisfaction and performance.  

AC2.1-Reward environment
Organisational business or sector controls internal factors, for example, values, objectives, and desirable behaviours of employees, moulding organisational culture, which, alongside the political and social climate, influences and contributes to the reward strategy (Armstrong 2010). 

External factors impact the reward environment, including societal factors, rates of pay, globalisation, labour market, trade unions and UK legislation (Armstrong 2010). PESTLE (Political, Economic, Sociological, Technological, Legal and Environment) analysis identifies impacting factors, influencing decisions and strategies, reducing threats and maximising opportunities (CIPD 2023f).

Financial considerations for reward include an organisation’s ability to pay, inflation, stakeholders and changes within market rate, varying dependent on the sector (CIPD 2023f). Private, public, and voluntary sectors will have varying factors and governance that will impact rewards flexibility.   

Organisations, within the private sector, are answerable to board members, company owners and shareholders where profitability is the fundamental objective. Generous financial rewards and pay incentives form part of the strategy, promoting a performance culture (Green 2022) Financial autonomy is not afforded to the public sector with stricter financial frameworks within government budgets (Green 2022). Their objective is providing an excellent, cost-effective service to the public, not profitability. 
Trade unions and collective bargaining still influence the public sector regarding pay awards, recently observed with teachers, NHS, and transportation in addition to holiday entitlement, flexible working and generous pension schemes, however, with more flexibility and women working within the labour market, collective bargaining is proving more difficult (Taylor and Woodhams 2022). 
Market competition drives private sectors pay awards exposing areas of vulnerability and legal complications on equal pay or gender pay gaps, where different salaries are awarded for the same work, or unfair rewards packages that are not legally compliant (Taylor and Woodhams 2022).
Economic challenges since COVID and the cost-of-living crisis have impacted employee’s financial dependence on a continuous wage, but employees are favouring the benefit of work-life balance over salary according to the Aviva’s “What workplace benefits uncover about workforce sustainability” 2022 report, finding 46% of the 2173 surveyed, were attracted to their current role because of the work-life balance it offers, compared to 36 who cited salary.
Whatever the sector, “The right rewards strategy increases the chances of having the right workforce (Green 2022). 

AC2.2-Developing insight
Benchmarking assists organisations gain an understanding of comparable measures against other competitors, utilising to their advantage to deliver effective strategies, drive continuous improvement and enhance growth (Indeed 2022).

Data collection strategies and sources are key components within benchmarking. Bryman et al (2018) states three basic criteria must be applied when critiquing data; “reliable, replicable and valid”.

Surveys provide insightful qualitative, quantitative data, either internal or external to the organisation dependant on the objective of the survey (qualtrics 2023), providing insight based on specific questions and answers, often inexpensive and easy to use, offering a confidential platform to gain honest responses (Taylor and Woodhams 2022). One disadvantage is differing interpretations of questions between respondents with no options for researchers’ explanation of what is required. The same is a consideration on questions, making complex or detailed questions difficult to represent, leading to questions not being answered, effecting responses (Taylor and Woodhams 2022).

When benchmarking data for reward and salary, as an example, Bryman et al’s (2018) three basic criteria are fundamental. Data is from a reliable, reputable sources such as the ONS, or other reputable organisations. Reliability underpins data validity, ensuring data is timely, relevant, and not obsolete. Replicability ensures the data is valuable, fairly and effectively comparable to the organisation and therefore purposeful for benchmarking (qualtrics 2023), removing non-compliance to legislation or legal implications.

Internal benchmarking is another data gathering process, one which GA Pensions could utilise, reviewing their business to determine areas of opportunities of growth and improvement, reducing employee dissatisfaction and business impact.

Utilising this form of benchmarking would support GA Pensions to compare strategies and practices of different departments and employees to establish an understanding of reward fragmentation, the root causes of employee dissatisfaction, where and how it is impacting performance (Indeed 2022). Utilising performance data and digital metrics to compare against KPI’s and individual employees will support in defining key areas of opportunity against departmental performance, both individual and team performance, dependant on the operating model.

Benchmarking is influential in developing insight but can result in negatively impactful conclusions and actions if comparable data is unreliable (McGuire 2021). 

AC2.3-Developing reward packages
Insights gained from benchmarking data analysis allows organisations to develop reward packages by understanding what employees value, highlighting demographic or departmental variations (Linkedin 2023), key elements of which should include pay structures and job evaluation.   
Pay structures provide a framework for monetary progression, banding and grades, aligning reward strategies, which can incite compatible behaviours and performance aligned with organisation culture and vision, ensuring pay transparency, fairness and lawfulness (CIPD 2023g). It defines pay levels for jobs or groups of jobs based on relative value to the organisations.  The 2019 CIPD report; Reward Management Focus on Pay shows that 92% of organisations consider knowledge and skills the highest criteria for pay grades, followed by complexity (72%), judgment and decision making (71%). Organisations may implement one or varying pay structures, if the later is selected, accurate relative value is fundamental in preventing inequity (Taylor and Woodhams 2022).
Job evaluation defines the relative worth of roles and positions within organisations. It allows assessment and classification of roles, relating to pay structures (Taylor and Woodhams 2022). Insight into internal job evaluation data, ensures organisations remain competitive, implementing fair pay systems, meeting legislative expectations however, due to continuing changes, regular reviews are required (CIPD 2023h).
Market rate analysis is externally focused, comparing pay rates within the wider labour market, providing insight for similar roles within other organisations, supporting decisions on their pay rates and remuneration levels to attract new employees whilst retaining existing work force (CIPD 2023h). 
Job levelling defines roles and responsibilities, establishing clear hierarchical levels and areas of growth, development, and career progression, allowing organisations to align roles and pay structures strategically, promoting equity and consistency in reward practice (Indeed 2022).
Where financial constraints steer a more stringent approach to pay structures, a review of the intrinsic reward package may provide a competitive edge. In the initial part of this report, the growing employee value on work life balance and other intrinsic rewards was evident. Utilising benchmarking data to establish correlations between reward management and employee engagement, commitment, and performance (Taylor and Woodhams 2022) is fundamental in developing an effective reward package, valued by employees. 
Understanding reward preferences from a variety of sources, provides valuable insight to shape reward strategies that attract, motivate, and retain the best talent (Linkedin 2023a). 

AC2.4-Legislative Requirements
People professional’s role in supporting organisations understand legislative requirements relating to reward practice is fundamental, ensuring policies and processes are up-to-date and compliant, ensuring lawful practices (Taylor and Woodhams 2022). Organisations must meet legislative expectations, such as equal pay, National Minimum/Living Wage and gender pay gap.

The National Minimum Wage Act 1998 (NMW) provides workers the right to receive a minimum hourly rate of pay, excluding back to work and training schemes but generally, where there is a contract of employment, NWA applies (Daniels 2022).  In 2016 the National Living Wage (NLW) was introduced, applicable to workers aged 23 and over, commencing April 2021 (Daniels 2022).

The Low Pay Commission (LPC) are an independent public body, representing employers, workers, and independent experts, acting as Government advisories on NLW and NMW, agreeing new annual pay rates (GOV.UK 2022). 

Non-compliance of NMW has legal and costly implications. Employees can complain to an Employment Tribunal if they believe they have not been paid the NMW, with a maximum award of £20,000, plus employers are “named and shamed” by the Government creating reputational damage (Daniels 2022).
The Equality Act of 2010 harmonises all areas of discrimination law with nine protected characteristics; Age, Disability, Gender reassignment, Marriage and civil partnership, Pregnancy and maternity, Race, Religion or belief, Sex and Sexual orientation, incorporating seven types of discrimination; direct, associative, perceptive, indirect, harassment, victimisation, and disability (Daniels 2022).
The Equality Act 2010 requires men and women to receive equal pay for like, equal value or equal work. Previous reporting has highlighted significant gaps, so organisations of 250 or more employees, must annual report their gender pay gap data by comparing the average pay between male and female employees across an organisation (ACAS 2022). Organisations may have benchmarked salary and pay structures, ensuring all employees are paid fairly for undertaking the equal or similar roles, but it is still possible to have a gender pay gap (CIPD 2022a).

With enhanced focus on fairness and equality, employers must ensure reward and recognition strategies are non-discriminatory and lawful (Campbell 2018).


AC3.1-Performance Management
People professionals and line managers have an important role in supporting employees to perform well. Effectively managing performance is critical for individual and organisational success (CIPD 2022). Line Managers utilise performance management as a tool to assess, review and provide positive and constructive feedback to their employees in relation to their performance, communicating and establishing expectations and goals, ensuring employee understanding and accountability in achieving this (CIPD 2022b), self-reflection and identifying resources or support to succeed.

Formal performance management systems, such as annual appraisals have been utilised within organisations for many years with organisations and management recognising their influential role within employee performance and reward, supporting organisational objectives and culture (Taylor and Woodhams 2022). However, increasing numbers of organisations are stepping away from this strategy, believing they lack collaboration and innovation, serving no real purpose, holding employees accountable for past behaviours at the expense of improving current performance and growing talent, both vital for organisation long term survival (Cappelli and Travis 2016).

Remote working has been a prominent change within organisations highlighting the need to review and change performance management techniques to remain inclusive and fair (Ranjan 2021), with more organisations utilising regular performance reviews or 1-2-1 meetings to drive consistency with conversations regarding employee performance and development, resulting in more timely and effective impact (Cappelli and Travis 2016) and thus changing the relationship between performance and reward.

Continuous professional development (CPD) is an insightful and transparent performance management process, highlighting areas of strength and opportunities for improvement through coaching and mentoring, which, when part of regular meetings, can enhance morale and motivation increasing knowledge and confidence positively impacting performance and employee investment (CIPD 2022). CPD provides a measurable plan for the year ahead, highlighting talent and promotion eligibility.

Performance measures comparable to KPI’s are objective, however behavioural performance management can often lead to challenges. Behavioural frameworks provide a process for identifying and measuring behaviour competencies against set requirements, in-line with culture and values but, is heavily based on management opinion (Taylor & Woodhams 2022). Remote working may impose limitations on observations negatively impacting opinion and resulting in biased results, however, open and transparent communication is key to a robust and impactful performance management system, irrelevant of physical location (Ranjan 2021).

AC 3.2-Supporting Line Managers
Strong, trusting relationships between people professional and line managers are fundamental to consistency, appropriateness, fairness, and lawful reward judgement, ensuring employees performance meet organisational objectives and holding them accountable where is falls short, impacting their eligibility for rewards (Khalid 2022).

Line managers require well-designed HR practices to help support, motivate and reward employees and confidently resolve performance issues or any conflict that may arise, however, such HR practices can be impacted by poor line management behaviour or ineffective implementation and therefore all line managers must be fully trained, guided, and supported by People Professionals to understand the reward strategy, so it can be clearly communicated (Khalid 2022). It is critical that reward policies are understood and perceived as fair by employees, so effective communication of compensation is key.

People practices providing guidance on benchmarking market data to ensure pay levels are competitive and job descriptions accurately reflect roles and the levels of responsibility. Equal pay audits and job evaluation studies form part of people practices, enhancing awareness of potential equal pay or gender pay gap concerns, allowing them to address any issues (Campbell 2018).
Extrinsic and intrinsic factors influence reward strategies, however, if line managers do not feel part of this strategy this can negatively impact employees and organisations (Taylor and Woodhams 2022). People practices must support line managers reward inclusion, ensuring they understand pay structures, intrinsic and extrinsic reward contribution and impact on employee value, and their role in ensuring these are fair, consistent, and transparent (Taylor and Woodham 2022). People practices support this by providing insight on qualitative rewards data such as remote working, training, and development opportunities, encouraging and empowering line managers to take ownership and accountability (Khalid 2022).
As discussed previously, legislation compliance is mandatory within reward judgments. It is imperative that people practices provide line managers with the necessary training to ensure ethical and fair reward decisions are made, reducing bias and inconsistencies (Taylor & Woodhams 2022) ensuring line managers are fully informed and therefore accountable for their decisions. 

AC3.3-Line management Judgements
Line managers must utilise organisational policies and people practises as a foundation for reward judgments, aligning them with organisational values, ethics, and vision, enhancing the culture of the working environment (Khalid 2021) 

Organisational culture strategically defines and shapes values and purpose, underpinning organisational, goals and objectives, forming the core principles that guide behaviour, operations, and decisions, clearly defining what is important and acceptable, guiding line managers when making reward judgments (LinkedIn 2023b) for employees demonstrating these attributes.

Reward judgments must meet the needs of employees, however, dependant on the sector, they must also meet the needs of key stakeholders such as shareholders, as rewards will impact their return on investment (Taylor & Woodhams 2022) impacting reward judgment decisions.
Employee voice empowers employees providing opportunities to provide feedback, voice concerns and present ideas, enhancing the feeling of value and respect. In terms of reward judgments, it provides invaluable insight into what employees value (Jerry 2023), enabling line managers to utilise insight to motivate, engage and effectively intrinsically or extrinsically reward employees, positively impacting retention and attraction of future employees (Khalid 2021).
Whilst reward can motivate and engage high performers, it can disincentivise employees not receiving rewards.  Line managers behaviour and judgments are an important consideration in maintaining engagement, motivation and encouragement which should align with the organisational culture in how they support employees and how rewards are approached (Purcell, Hutchinson & Cotton 2007)
Evidence-based judgments and quantifiable data enhances fairness, supporting managers by removing bias, especially within output-based measurements and KPI’s (Taylor & Woodhams 2022), ensuring performance related rewards are consistent and measurable, positively impacting organisational objectives.
Understanding organisational approach to rewards underpins how line managers make reward judgments, based on understanding constraints, working with people professional to understand legislative requirements (Taylor & Woodhams 2022). Financial constraints impact rewards, however, as previously stated employees are now seeing the increasing value of work life balance, and intrinsic motivators such as development, empowerment, respect and non-financial recognition, providing more opportunities for line managers to offer varied rewards, based on what employees value (Hajduk 2017).

To conclude, line manager and people practices are fundamental in ensuring reward decisions are lawful, fair and consistent and utilised as an effective strategy in creating high performing organisations (Taylor and Woodhams 2022).
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