5HR03 Reward for performance and contribution – Beth Stowe

The Principles of Reward (AC 1.1)

Reward is an important element of human resource management within an organisation.  Employees want to feel recognised for their contribution to organisational performance and rewarded in a fair, consistent and transparent way (Woodhams and Perkins, 2022, p63).  
Principles to consider when establishing reward include pay policies, clear pay structures, performance related pay and policies that denote coherent pay processes.  Reward can be both financial, such as through pay and non-financial such as availability of career opportunities for example.  How organisations utilise reward well within the employment contract has links to a high-performance culture and the manner in which employers manage reward in its entirety, can make or break the psychological contract between an employee and employer.  Because of this, organisations must strive to deliver on reward processes, systems and provisions to ensure that employees feel they are justly remunerated for their performance and loyalty (Wilkinson and Taylor,2022, p57).  Where employees feel they are not valued and therefore rewarded accordingly, this can feel like a breach of that contract to the employee who may feel an injustice which generates feelings of anger and resentment (Wilkinson and Taylor,2022, p57). Line manager intervention is key here to ensure consistent practices are applied.

Approaches to reward management include strategic reward management and total reward management. Strategic reward practices incorporate long-term organisational strategy with clear policies that comprehensively inform employees of fair and consistent reward (Berns, 2022).  This approach differs to total reward which considers the full spectrum of an employee’s work and considers benefits such as work life balance, recognition and performance and inter-office relationships as well as monetary benefits (CIPDa, 2024).  Evidence suggests that strategic reward has strong links to workplace performance and employee engagement, where employees are clear about how their positive contribution will reap a definite reward.  There is little to no scope for pay/reward bias as it is provided solely to the constraints of the policy (Berns, 2022).  On the other hand, total reward appeals also to the softer elements of reward such as work autonomy and performing a meaningful role in the workplace and aims to provide a complete reward package. A combination of both strategic and total approaches which align with recruitment goals will ensure that organisational rewards are offered that not only attract the best talent, but retain it (Wickens, 2024).  

Utilising a combination of both approaches will contribute to a well-rounded reward management system that seeks to meet all stakeholder interests and positively impacts upon organisational culture and ultimately performance (CIPDb, 2024).




How extrinsic and intrinsic rewards contribute towards improving employee contribution and sustained organisational performance. (AC 1.2)

Extrinsic reward is expressed through tangible means such as pay rates, bonuses, working environments and additional provisions such as non-basic training (Woodhams and Perkins, 2022).  CIPD research (2022) puts forth a strong case to support the fact that extrinsic rewards contribute to positive employee contribution at work, and furthermore from this, increased performance.  But despite pay being one of the most critical aspects of reward management, it is not the ‘be all and end all’ motivator for modern employees (Hajduk, 2017).  Cultural as well as technological shifts in recent years, especially accelerated by the Covid-19, have pushed employee drivers to desire a work life balance that hasn’t really penetrated workplaces previously. Additionally, as employees are expected to take on more responsibility for decision making through technological advancements in their roles, they experience increased work pressures that adds stress to their daily routine. This in turn motivates employees to strive for a better work life balance on an equal par to seeing pay as the highest reward they can achieve.

Intrinsic rewards are based around the intangible psychological value that is gained through the employee undertaking meaningful work internally to the organisation.  These can be felt through training and development, career opportunities, the challenge and outcome of good work and largely depends on the individual’s performance as to how much this reward impacts them (CIPD, 2020).  Intrinsic rewards have a close link to employee engagement and so have a definitive impact on culture and performance.  Encouraging employee voice and engagement alongside the autonomy to decision make appropriately, fosters an environment of motivated and inspired employees who will ultimately contribute more to their role because of the feel-good factor they experience in doing so (CIPDc, 2024).  

Where reward is presented though both extrinsic and intrinsic means, it can positively contribute to the attraction and retention of an engaged workforce (CIPDb, 2024).  It stimulates a high-performance culture and acts as a motivator to individuals who engage with and strive to meet, organisational objectives as well as fostering an environment of high-quality workers who stay in their jobs (Armstrong and Brown, 2019). 




Grade and Pay structures (AC 2.1)

Setting pay or grade structures is a critical part of organisational planning. It sets the tone for reward and once established provides the framework for all future pay increase applications and assists HR professionals in placing future roles in the appropriate pay hierarchy (Woodhams and Perkins, 2022, p78-79). 
Aside from outlining the incremental increases employees can attain through progression, pay structures work to incentivise employees to undertake specific behaviours and learn new skills appropriate to the next level, encouraging good working practices (CIPDd, 2024).
They are defined by:
· The span (or salary range) of each band.
· The quantity of bands in that structure.

By definition, grade structures are where groups of comparable jobs are compiled by varying grades (or bands or levels).  They may follow a single-grade structure approach or a job family structure approach, where groups of roles within the same career remit are compiled appropriately (Woodhams and Perkins, 2022, p78).
Pay structures are designed frameworks that provide comprehensive guidelines to salary progression for jobs or job groupings, which relate to their importance and value to the organisation. This value is determined through market analysis or job evaluation methods.  Similarly to grade structures, organisations can have one simple pay structure, or wish to apply an array of structures for each group of employees.  If pay groupings by structure are selected, then establishing the value of each role within each job family as early in the process as possible is critical, to ensure fairness in application.
Pay structures can be devised in a number of ways, but essentially fall into either unstructured or structured categorisation (CIPDd, 2024). 
Unstructured approaches have no definitive wage guidelines and have spot rates paid on an individual merit.  Generally, this approach tends to be found in roles which are lower in skill requirement or for very senior roles. Unstructured approaches allow for increased flexibility and a negotiable manner to pay increases.  

Job ranges work in a similar way to spot rates where a range of salary is attributed to an individual or job role.  But in both of these unstructured approaches, where there is too much discretion in issuing informal pay increases, there can form unrest among other colleagues which can fester as distrust in the employment relationship.

Structured approaches on the other hand, take on a rigid and regulated approach to pay increases which allows for management to cost control pay increases within the business. 

Narrow graded pay structures for example, will comprise of a number of grades attributed to roles which are equivalent in nature. With this structure, pay increases are linked to length of service but as the bands are limited in their context, the top of the band will be attained relatively quickly.  This can cause unrest where pay increases are desired but don’t fall within the remit to be awarded.  

Broadbanding is another structural approach which is comprised of fewer, yet broader pay ranges. There is more flexibility with this approach as there are no set limits to pay increases within each level. However, heed caution as to fair pay with this approach, as this could lead to gender pay gap claims.  

Job families is an approach where similar occupations are grouped together but who are treated at group level for each family of job occupation with regards to the separate pay structures that exist.



Contingent rewards impact on organisational performance

Contingent reward refers to varying reward strategies which explicitly reward by means of pay: performance related pay; service-related pay and competence related pay.   It is usually based upon a basic pay level with an added variable component, such as job performance or personal capability added on as a bonus amount of variable pay.  As opposed to total reward strategies, Contingent approaches, are driven by purely pay related extrinsic motivators.

Many businesses use this method of pay as it is a simple approach to reward via monetary means. However, careful consideration has to be applied over the variable element applied to pay and whether employees value this amount as fair and proportionate to the amount of effort they put in to achieve it, such as depicted by Adams’ (1965) equity theory.  He theorises that people value fair treatment, and this motivates them to practice fairness amidst the workplace and their fellow workers and this is based up on the ratio of their input and the outcomes of this contribution.  However, where a person feels that there is an inequality occurring, this decreases motivation and causes distress decreasing performance. The higher the equity between colleagues, the more motivated they feel (Vantage circle, 2024).  
There are critiques which further highlight the risk of unethical behaviour when performance related targets are set, including risk taking, dishonesty, manipulation of reporting figures and volatile workplace relationships (Brown, 2019).  Where the majority of individuals would be motivated to high performance by bonus related pay and this would be an effective strategy, the pressure of goal setting and the reward behind it would impact on some individuals’ rational behaviours and cause them to act dishonestly (Treviño, den Nieuwenboer, & Kish-Gephart, 2014).
This poses the question, will offering this type of pay reward encourage individuals to high performance or stifle it? Addressing this can only be effectively managed by ensuring line management are collaboratively championing ethical and desirable workplace behaviours and ensuring consistency in reward is applied.  Detailed and effective training will assist in this process

A balance should be struck by HR professionals as to how reward is approached as per your organisational objectives (Woodhams and Perkins, 2022, p80-81).  Further confirmation of the right strategy to follow will be gleaned from analysing reporting data specific to your organisation through engagement surveys and performance reviews for example (Woodhams and Perkins, 2022, p83).



Merits of different types of benefits (AC 2.3)

Pay and reward incite an emotional response from employees.  How an employee views and values their organisational benefits, can be subjective to external factors (e.g., cost of living) and from a social context, affect an employee’s perception of their own self as they lay comparison to peer’s rewards (Lupton, Rowe, and Whittle, 2015).  Here are some examples of potential benefits to implement into your new reward strategy when all considerations are collated:

Holidays and other leave
Employers provide 28 days holiday (pro rata for part timers) as a standard legal provision for UK employees (GOV.UKa, 2024). But one incentivising benefit to consider when revitalising reward and recognition within the organisation could be offering additional holiday or leave.  This could be through offering an employee’s birthday off, through length of service additional holiday entitlement and through enhanced family leave benefits that exceed the minimum legal requirement, adding value to the employee’s reward experience.  As employee’s actively seek a better balance to work and life pressures, an attractive family package, such as offering enhanced paternity leave entitlement or company maternity pay for a longer period than the legislative amount is an attractive proposition.

Pensions
Contributory pension schemes can be a great way for employees to contribute to their long-term savings plans.  Providing an empowering way to save, employees decide how much they will contribute through salary sacrifice and will get tax relief on the contributions they make. They can make changes to how much or little, they contribute throughout their employment with the current employer.  Employers will also pay into this same scheme (Citizen’s advice, 2024).  The only consideration of this type of deferred reward is that it’s often undervalued until the end of an employee’s career and so communication is key to reflect the value this holds for employees in securing their future.  

Benefit schemes
Popular approaches to benefit provision in modern day workplaces often include organisational partnerships to discount platforms, offering lifestyle benefits that attract the employee to discounted prices from their favourite brands. Platforms such as Perkbox (although there are many more to choose from) are full to the brim with retailer discounts that are exclusive to employee members. Discount schemes allow the employee to pay for goods out of their own pay, but other options include salary sacrifice through the company’s payroll team for perks such as Gym membership, cycle to work schemes, and travel season loan schemes. 
All of these attractive offerings add to an organisations employee value proposition. When organisations can strike a partnership with sought after lifestyle brands, they set themselves apart from competitors and support diversity and autonomy (Lupton, Rowe and Whittle, 2015). 



Merits of different types of recognition schemes (AC 2.4)

Recognition at work is one of the simplest yet most often missed opportunities in the employment relationship.  Informal recognition is usually non-financial in nature and expressed as gratitude, acknowledgement and is personal to each individual employee, who feel motivated to perform at their best whilst feeling valued for their contribution and performance. 

Not only does recognition boost employee morale but it has positive knock-on effects on retention and loyalty (Gallup, 2024).

A simple thank you from colleagues and managers alike, acknowledgement in team meetings and other such methods appeal to the intrinsic nature of reward and an employee’s drive to feel good about what they do and have a strong sense of self-worth.

Formal recognition methods are, similarly to informal means, post event but can be reflected through recognition schemes, company newsletters and nominations at company events for example.  They tend to incorporate some kind of tangible ‘thank you’ such as a monetary sum awarded to employees who perform to a high standard, ultimately tied to high-performance (CIPD, 2022).
These 2 forms of recognition are not mutually exclusive and can overlap and it is in fact best practice to try and work both modes of reward and recognition into how employees are appreciated for their efforts. One such way is the use of online employee noticeboards where employees recognise other colleagues through nomination, who then receive a small monetary sum as a thank you.  

Evidence suggests that both financial and non-financial rewards motivate and engage employees into high performance, with the following desirable outcomes:
· Decreased absenteeism – where work enjoyment and perceived value is high, employees will actively enjoy their work and their colleagues around them in a culture of recognition (Forbes, 2022).
· Increased retention – where contributions are acknowledged at work and employees feel a job well done, organisational loyalty is higher and there is a lower risk of losing these valued members of staff to competitors for their attractive offerings (Miller, 2020).
· Reinforcement of organisational goals and desirable behaviours – these are natural outcomes from positive reinforcement and praise, encouraging all to strive to meet goals and objectives on a team and wider business level.






The business context of the reward environment (AC 3.1)

The International context
The main concern for Reward professionals operating across multiple markets, is that the implementation of reward is culturally and practically ethical.  Primarily, where expansion means trading away from their home nation, there can be the risk that cheaper labour acting as a driving force to this move is perceived as using unethical means to avoid paying employees fairly (Woodhams and Perkins, 2022, p64).   Secondly, the cultural differences and expectations across global markets can be vastly different and so the management of reward should be carefully scrutinised to ensure cultural norms of “high performance” and precisely how recognition and reward are delivered is key.

The National perspective
From this standpoint, key factors that impact upon reward include legislative requirements of pay via the National Minimum Wage Act, (1998) and subsequent updates as well as other legal considerations such as Equal pay (Woodhams and Perkins, 2022, p65).  Skills demands also impact upon pay determination and reward accessibility for employees as do social and economic impacts upon reward availability, when governmental priorities to combat national debt make the affordability of pay increases unfeasible.
Market changes also reflect a shift in industry prevalence to service sector roles over manufacturing. This affects skill availability and has knock on effects for pay determination and reward design. Alongside this, the increase of working women, increases to flexible working and generally more diversity within the workplace mean that there’s less capacity for trade union intervention with bargaining (Woodhams and Perkins, 2022, p65).

Corporate context
Organisational priorities of how people should be rewarded are shaped round desired outcomes.  Where a change in culture plays an important part of the reward system re-configuration, design should take into account intrinsic values in considering the desirable outcomes of employee behaviour aligned with organisation strategy. To remain competitive, its critical to examine what competitors are doing.  How are they managing employee engagement and what do their reward schemes look like? An analysis of how competitive the organisation is against others in the same market, will identify external factors that are impeding the achievement of organisational goals. This also applies to how employees perceive their value against others such as family and friends working in other organisations (Woodhams and Perkins, 2022, p68.
Ultimately, a successful reward strategy will work for the interests of all stakeholders and align to organisational goals as well as vying to meet individual employee needs.  It will be designed to encourage organisational growth and appeal to current as well as future employees’ (CIPDb, 2024).



Benchmarking (AC3.2)

Setting pay structures requires a multitude of data collation methods to inform the best evidence-based decision.  In undertaking this task, information will be sourced at a local and national level and will analyse competitor information and outer sector job roles to research comparable data for this task (CIPDg, 2024).  

Approaches
1. Use published data to identify current rates of roles and pay surveys, some useful information can be sourced.  The CIPD’s Labour Market Outlook informs of quarterly data for the next 12 months.  Research is gathered from a range of organisations and assists in formulating governmental decision making due to the depth of information and the unbiased reporting this report provides (CIPDh, 2024).  The report reveals recruitment information, job vacancy data as well as a general pay outlook and provides useful information on pay data (Cockett, 2024).
This can however be problematic when using data from external organisations, as not all data will inform on jobs of a like for like nature.

2. Use data from employer groups that specifically exchange data on pay – member only access, so can be costly and limited in its relevance to specific roles within the organisation.

3. Use consultant databases on pay information – this approach is most useful as pay information will be comparable across competitor organisations.  Considerations in this include the data set that this is based on for reference and also that this data is current, unbiased and regularly reviewed. Data from this source can be filtered down to be specific to a wide range of criteria such as job role, function, sector, organisational turnover, employee numbers within the organisation and more.  Tools are available with this method to assist in the calculation of data and databases are user friendly and can provide insightful additional benefits and reward information (Croner, 2024).

4. Use of governmental sources of employment data - the Office for National Statistics (ONS) reports on employment data such as working hours, trends in unemployment through redundancy and inactive economic activity and other labour market information such as inflation (ONS, 2024).




Job Evaluation   (AC3.3)

This is where data surrounding job roles both internal and external to the organisation, is collated to guide decision making on pay grading structures.  This exercise needs regular reviewing and both quantitative and qualitative approaches should be heeded in basing a decision to a role.  It can be very difficult for managers to justify why one role is paid more than another and so the job evaluation process removes the emotion and applies a consistent and systematic approach to applying salary information objectively (ACAS, 2024).

Analytical approaches form the basis for evidence based numerical decisions. They tend to be easy to use, as data is black and white and so will reflect a true picture.  It can be lengthy to compile the right reporting metrics to inform on this approach, however, once this is established, it can be reviewed systematically on the same parameters for future exercises (ACAS, 2024).  
In this approach, the evaluator will decide the factors and prioritise them upon importance, each factor broken down into levels, which are weighted to define which level the job will score within each separate factor.  This then generates an individual points score that at end result, will dictate a job roles placement within a ranking structure.
This approach is transparent in nature. It illustrates how each job is scored with points values that define differences between each role.  Once an analytical method is set up, any future job roles can be scored by the same approach to allow consistency in applying the correct grading relatively easily. Disadvantages can be that it is a lengthy process to establish and difficult to implement into organisational process initially.  It can also be difficult to decide which factors will be used to set the scoring against, with a risk of duplication of factors if not carefully evaluated prior to roll out. 

Non-analytical approaches involve evaluating job roles as a whole, using methods such as:
· Job ranking – job roles are ranked according to their importance or value to the organisation or perhaps their level of difficulty
· Paired comparisons – job roles are compared against other jobs of a similar nature.  This is a longer process as consideration needs to be taken for each separate job role
· Job classification – where jobs are classified in a pre-determined set of grades and are ordered according to skillset, experience, responsibility and job tasks.  Each grade has its own definition and all jobs in the organisation are allotted to a specific grading.

Whilst both approaches have their merits, most organisations tend to employ an analytical approach as its evidence-based foundations can counter any discrimination claims that may be raised.



The legislative impact on reward practice (AC3.4)

Legislative adherence whilst defining reward practice assists in the formation of a just reward design. The Equality Act 2010 states that same work, or work that is broadly similar, should command equal pay for both men and women, and that paying different rates of pay according to sex alone is illegal (CIPDe, 2024). 

The law considers 3 aspects in the application of law:
1. Is the work ‘like’ work – where the same roles are undertaken
2. Is it ‘equivalent’- it may be a different role, but is identified as equivalent via job evaluation analysis
3. Is work of the same value – where employees perception of a job role is that they are of the same skill requirement and ability, but which may be different

Equal work and therefore equal pay provisions, apply to workers of all contract types and ignoring the law in this respect will equate to public name and shaming causing irreparable reputational consequences and fines (GOV.UK, 2021).  Indeed, Employers are required to provide transparency on pay via the gender pay gap and executive pay ratio.
This Act also provides protection for the minimum amount of maternity leave for eligible expectant mothers under Ordinary maternity leave (OML) and additional maternity leave (AML) as well as statutory maternity pay for eligible parents to be.

The National Minimum Wage Act 1998 ensures that all employers in the UK abide to minimum pay rates according to age.  As of April 2024, apprentices and those under 18 are entitled to a minimum of £6.40 per hour, 18–20-year-olds £8.60 per hour and age 21 and over who are entitled to the National Living Wage, should receive £11.44 (GOV.UKb, 2024).  

In relation to reward, the Working Time Regulations (WTR) 1998 legislation also stipulates the minimum amounts of annual leave entitlement of 28 days (pro rata for part time workers) and provides employees the right to itemised payslips (CIPDf, 2024).  
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