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The Hanoi Hat Company
Task:
Write a report that:
1. Outlines contemporary reward practices that could be introduced into the business with the aim of increasing employee engagement.

[bookmark: _GoBack]WHAT IS EMPLOYEE ENGAGEMENT?
The idea of employee engagement focuses on mutual gains in employment relationships, seeking the good of employees (well-being, job satisfaction and so on) and the good of the organisation they work for (performance, commitment, and so on). Other relevant concepts include job satisfaction, passion and enthusiasm, identifying with one’s work, playing to one’s strengths, absorption and energy in doing work, citizenship behaviour, and shared purpose or alignment to strategy. For example, Gallup’s Q12 questionnaire covers job clarity, job resources, work that plays to one’s strengths, recognition, social support and cohesion, personal development, employee voice, meaningfulness of work, and colleagues’ motivation.

In being a ‘broad church’, engagement is an umbrella term to describe a multifaceted focus of people management. Motivation: how workers guide their efforts to achieve goals, including intrinsic motivation (enjoying work for its own sake) and extrinsic motivation (working to get a reward). Job satisfaction: how content workers are with various aspects of their work, employment and organisational life.

More broadly, other research shows that positive relationships between aspects of employee engagement and various other business metrics, including customer satisfaction, productivity, innovation, staff retention, efficiency and health and safety performance. That is to say, they may reflect that employee engagement contributes to performance, but it could equally be the other way round – people feel more engaged if they work in successful teams or organisations.

At the day-to-day level, just over half of UK workers usually feel enthusiastic about their jobs, one in three feel ‘full of energy’, and over half are willing to work harder than they have to. However, a fifth of workers feel they are ‘under excessive pressure’, a fifth feel ‘exhausted’, and a fifth say they are likely to quit their job in the next year. Our UK Working Lives survey data shows no difference in enthusiasm between men and women, but we do see greater enthusiasm among senior managers and the highest paid, workers with postgraduate levels of qualifications and voluntary sector workers.
The adage that ‘what gets measured gets attention’ holds true, and measurement can identify how different parts of the organisation compare, how motivation is changing over time and what the main factors are that motivate or demotivate people. Composite measures that draw together survey questions to give a broad overall engagement score can oversimplify matters dramatically. It is advisable to use engagement metrics that are well established and specific (for example the Utrecht Work Engagement Scale) or draw on a range of relevant metrics (for example, motivation, commitment and so on).

HOW TO BUILD AN ENGAGED AND MOTIVATED WORKFORCE

Research suggests that various dimensions of working life lead to employee engagement, including personality (for example, self-confidence and resilience), job design (for example, job demands and resources), leadership and management, organisational climate or culture (for example, psychological safety and the emphasis on service quality) and management practices (from mindfulness interventions to training courses). Successful employee engagement strategies will make use of a range of good people management and learning and development practices. Our report Developing managers for engagement and well-being gives guidance on how to develop managers who support employee engagement, health and well-being.

For employers who want to create sustainable employee engagement in their workplaces, the ‘managing for sustainable employee engagement’ framework offers a great opportunity to ‘pull’ this lever.To achieve sustainable employee engagement, you need managers to make the behaviours set out in the ‘managing for sustainable employee engagement’ framework part of their management approach. You can support this through many of your people management processes, for example:
•Learning and development: Using the ‘managing for sustainable employee engagement’ framework to design or integrate into learning and development programmes could help managers adopt the behaviours it details. Previous research suggests that providing managers with upward feedback can help in the process of behaviour change, so it would be worth considering using the ‘managing for sustainable employee engagement’ questionnaire in an upward or 360-degree feedback process as part of the learning and development programme.•Performance management and appraisal:To reinforce the importance of showing the behaviours for ‘managing for sustainable employee engagement’ on an ongoing basis, they could be integrated into your performance management or appraisal system, so that managers consider and are measured on the extent to which they integrate these behaviours into their management repertoire.

Selection, assessment and promotion: In order to recruit and promote managers who either already show the behaviours set out in the ‘managing for sustainable employee engagement’ framework or have the potential to develop these skills, the framework and questionnaire could be used as part of the selection or promotion process. When engagement is conceptualised and measured in terms of how employees act and does not capture the ‘thinking’ and ‘feeling’ elements of emotional engagement, it may unintentionally engender a less desirable, purely transactional form of engagement, which is linked to negative well-being outcomes and is likely to be unsustainable. If this ‘facade’ of engagement is mistaken for ’real’ engagement, it presents risks to employees’ well-being and to the sustainability of their engagement and performance.

WHAT CAN MANAGERS DO?

The ‘managing for sustainable employee engagement’ framework provides you with specific indications of what you can do to create sustainable employee engagement in your team. You can use the framework to help you by:
•Identifying which behaviours you already use and which ones you could change: When you look at the ‘managing for sustainable employee engagement’ framework, you will probably find that some of the behavioural indicators are things that you already do (or avoid doing in the case of the negative behaviours), whereas others are not part of your current approach. If your employer provides an opportunity for upward or 360-degree feedback, this is an ideal way to find out others’ views in a systematic and confidential way.
•Changing behaviour where appropriate: Where there are elements of the ‘managing for sustainable employee engagement’ framework that are not part of your current management repertoire, you can use the specific behavioural indicators underlying the framework to help you make changes to your behaviour.

Guest makes the distinction between organisational engagement (what we traditionally mean by employee engagement) and work engagement. ‘If you can use work design plus organisational support to generate engagement in the job or work that people do, that seems to first of all get better responses on the surveys, and second to be associated with higher wellbeing,’ says Guest. Guest is not arguing that engagement at the organisational level isn’t possible — just look at the British military, which routinely scores highly for its employee engagement — but that the productivity pay-offs tend to be limited and that, on the whole, we are ‘looking in the wrong place’ to achieve it.

APPROACHES TO TOTAL REWARD
The term total reward can also be used in a more limited way simply to refer to the financial value of the pay and benefits package rather than the value of the total package of financial and non-financial rewards. Strategic: it aligns all aspects of reward to business strategy – total reward is driven by business needs and rewards the business activities, employee behaviour and values that support strategic goals and objectives. To take one example of heightened interest in total reward in the public sector, there has in recent years been a focus on the non-basic pay advantages of working in the sector, such as high-quality pensions and work-life balance provisions, among the public sector pay review bodies (which recommend pay rises for several groups of public sector workers such as medical staff, teachers and defence staff).

THE ROLE OF STRATEGIC REWARD
Designing pay structures and pay progression arrangements that ensure that the values, behaviours, performances and attitudes that the business needs to be successful are rewarded and recognised (for example, linking individual pay progression with those types of performance that are valued by the business, such as customer focus). Ensuring both ‘vertical’ integration of employee reward approaches with business goals (such as developing performance-related pay arrangements to help increase revenues) as well as ‘horizontal’ integration of reward policy with wider HR policies (for example, ensuring that pay progression arrangements are aligned with an organisation’s culture, purpose and mission as well as external factors, such as regulation). For more on how reward strategies can be supported, see our factsheets on pay structures and pay progression, performance-related pay, bonuses and incentives and job evaluation and market pricing.

LOW PAY AND FINANCIAL WELLBEING
The introduction of the statutory National Living Wage has meant pay rises for those at the very bottom of the pay scale, but in real terms, the average worker has taken a pay cut. Evidence suggests that enhancing the support available to help small firms improve their people management skills could help boost productivity and consequently wages. Help improve financial wellbeing, by embedding financial literacy in schools, further education, higher education and apprenticeships and working with employers and the financial services industry to improve financial awareness among employees.

SALARIES, PAY STRUCTURES AND PROGRESSION
The core difficulty is that the need to align pay to the market often pulls in a different direction from the equally pressing need to ensure that pay differences within the organisation are transparent and perceived as fair (that is, people know, understand and accept the basis for pay differences). There are three aspects here that we wish to turn our ‘behavioural’ lens to – the market for salaries, pay structures and, finally, pay progression.Pay and the market In classical economic theory, pay should be determined at the intersection of supply and demand. For example, the most commonly cited factor in setting pay rates in the CIPD survey was ability to pay.
This makes setting pay rates very difficult and necessitates a behavioural consideration in its design.Furthermore, an individual’s perceived level of satisfaction with their reward is influenced by numerous external and internal factors. Behavioural theory suggests that base pay needs to be a dynamic rather than static amount, with refreshing of productivity expectations.Pay structures Research in behavioural science (Tabibinia and Lieberman 2007) has shown that the perceived fairness of rewards is a very strong factor in people’s response to them, and that it has deep roots in the development of the human brain. Not only does being the recipient of (perceived) unfairly distributed rewards produce a range of negative emotions, experimental work has shown that inequity aversion is so strong that people may pass up receipt of a reward themselves if the distribution of rewards in relation to others is perceived as unfair.
As noted above, individuals prone to the endowment bias attribute a premium above the market price to their own skills; therefore, if a group of employees doing the same job are all paid the same, most individuals who feel their own skills are superior will perceive an unfairness in treatment. Pay progression Around a third of organisations (CIPD 2013a) are using time-based progression systems, where individuals progress up incremental scales to the top point of a grade – a system that has moved from being relatively uncontroversial to being very much under the political microscope. The endowment bias suggests that individuals who falsely attribute a premium to their own skills, or overestimate their own contribution to success, will feel a loss and unfairly treated if they don’t receive an increment or are refused discretionary extensions at the top of the scale – particularly if other people gain an increment.

VARIABLE PAY
On the other hand, there is a wealth of evidence around the difficulties in designing incentive schemes that will survive their encounter with the ‘real world’ (Cox 2007), and many have been derailed by implementation problems, employee resistance or have had unintended and undesirable consequences – for example, rewarding short-term achievement at the expense of longer-term sustainability and citizenship behaviours (Osterloh 2014) (see Behavioural responses to performance payments, page 17).Beyond the strategic decision around whether to offer variable rewards, reward specialists face a set of design choices, reflecting the key what, how, who and when issues that we identified above. The CIPD’s Reward Managementsurvey report (2013a) confirms some trends in how those choices are perceived and exercised:• in relation to individualised incentives, a historical trend away from payment by results systems towards performance-based bonuses or progression• a trend towards systems with a collective (team or organisation-wide) element, though these remain less common than individualised approaches even though they are perceived as more effective by practitioners • a recent trend towards interest in the role of non-monetary rewards, and towards systems that incorporate more than one element (for example team and individual pay).In the sections that follow we look at both the strategic and design issues in variable pay through the lens of behavioural science. We will also see what new light behavioural science can shed on the main design choices in variable reward systems.

REWARD, MONEY AND THE BRAIN
Zedelius et al (2014) showed that rewards and ‘affective cues’ (that is, positive stimuli but not actual rewards) were treated the same by the unconscious brain; people responded differently to them when the conscious brain could engage in reflection. This showed that when people were promised reward for a later task, they started to perform better at intermediate tasks – even when those weren’t subject to the reward. By rewarding pursuit of one task, it may increase effort put into other, unrelated ones.So far we have looked at reward in general, but what about the neurological impact of money on the brain?

THE IMPACT OF INDIVIDUAL FINANCIAL INCENTIVES
Whether financial incentives are effective in motivating people at work is one of the oldest debates in organisation studies. It is also worth noting that while financial incentives for performance (as opposed to for task completion, for example) may undermine a sense of autonomy, this may be counter-balanced by satisfying people’s equally pressing need for a sense of competence – thus reducing the crowding-out effect (Moller and Deci 2014).There is a good deal of research outside the employment setting that demonstrates the crowding-out effect. Symbolic rewards are congruent with people’s intrinsic motivation and signal that the organisation recognises this but doesn’t seek to control it (Frey et al 2013).A broad-ranging review of research by Weibel et al (2010) provides strong evidence of this crowding-out effect in public administration.

NON FINANCIAL INCENTIVES
An attraction to organisations in difficult economic times is that they may be cheaper to offer as incentives than cash, but there is also a broader attraction in that they may avoid some of the powerful (and potentially distorting) effects of money (discussed above). While money will vary in its relative value to different individuals at different times, it will always have a value; however, people will attach very different values to, for example, an afternoon’s paint-balling or a trip to a theme park. Offering a range or menu of non-financial rewards (people can choose the abseiling or meal out) as incentives might be an answer to this, but as we discuss in relation to flexible benefits below, choice can be perceived as a cost in itself – potentially devaluing the incentive.

Incorporating principles of game design, in particular incorporating the addition of ‘achievements’, can encourage and elicit many of the intended behaviours of traditional (cash) rewards such as high motivation and engagement. More complex game play can be used to effectively deliver mandatory training: Microsoft’s Ribbon Hero 2 rewards a player by levelling up as they learn Office tasks, for example changing font or using extra features. However, an oft-overlooked aspect of gaming is the build-up of confidence it can generate; in many games a player is rewarded for minimal effort in order to encourage participation (say, mandatory training).

PENSIONS AND BENEFITS
We now turn to the latter of these, pensions, which are the most commonly offered benefit (90% of organisations offer it to some or all employees, according to the CIPD Reward Management survey report), before moving on to other benefits, such as healthcare or company cars. In the UK, the ageing population, pressures on public finances and pension funds, and lack of planning for retirement among the population, has led to a ‘pensions crisis’.3 The UK Government’s response has been to raise state pension ages, take measures to facilitate people working longer, reduce benefits and increase contributions in public sector schemes, and introduce auto-enrolment, where employees will be enrolled by default into a scheme offered by or through their employer (at the time of writing more than 4 million employees have enrolled).Organisations have historically played a more central role in pension provision in the UK than in many other countries where state pension provision is much more generous. However, prior to auto-enrolment there was a decline in the number of organisations offering pensions as a benefit, and a retreat from offering the more generous forms of provision.4 Although this was undoubtedly related to cost issues, it does call into question whether organisations remain convinced of the HR advantages arising from pension provision.

The recruitment benefits are seen to arise from the attractiveness of ‘free money’ in the form of employer contributions and in pensions attracting the ‘right’ kind of workers (that is, those taking a long-term view and likely to stay with the organisation). We now consider whether and how behavioural theory can contribute to an understanding of pensions and their role in reward strategies.The requirement for people to take more responsibility for their pension provision implies that people will need to take rational decisions in relation to savings and investment – and also that providing more information about pension provision will enable such decisions. The sheer complexity of choice in pension plans causes people to avoid taking a proactive approach to managing their provision, making pension investment choices through ‘naïve diversification’ (Benartzi and Thaler 2001).Indeed, many prefer not to invest because of the omission bias and because of the paralysing aversion to regret that they anticipate experiencing if they were to take the wrong option – they will choose not to choose (Bodie and Prast 2012).
There has also been a move towards offering flexible benefits (cafeteria benefits) and voluntary benefits (discounts, or salary sacrifice), though in both cases these have fallen back from a peak a couple of years ago and remain a minority pursuit (20%), or organisations offer flexible benefits – concentrated in larger organisations in the private sector (CIPD 2013a).Before looking at the insights from behavioural science, we note that there are a number of existing explanations as to why organisations might use benefits as part of reward strategy. A second is that benefits are an efficient way to substitute for cash (for example, a company car also helps people get around, and organisations may be able to secure benefits at a discount). This line of argument may also underpin the interest in offering flexible and voluntary benefits, where the element of choice itself may be perceived as a benefit or may serve to meet needs for procedural justice.
2.Considers how the General Manager can persuade the line managers that the introduction of these reward practices can add value to the business.
Line managers play crucial role in supporting employee well-being and engagement
Despite all the evidence demonstrating that employee health, well-being and engagement are important for organisational success, and that line managers are one of the most important influences on engagement, fewer than half of the 1,091 HR professionals surveyed by the CIPD last year believed that line managers are bought into the importance of well-being. To help address this, Affinity Health at Work has worked in partnership with the CIPD, IOSH (the Institution of Occupational Safety and Health) and other members of the Affinity Health at Work Research Consortium to launch a practical tool that will help organisations equip managers with the skills and behaviours to engage and protect the well-being of their teams on a day-to-day basis. For the large private organisation, the success of the management development programme was also facilitated by demonstrating the business case for investing in well-being and the link between well-being and engagement.

The increasing focus on employee engagement in the workplace means that this aspect of the line manager’s role in people management can be particularly influential. Our work on the relationship between line management and employee engagement and well-being highlights line managers’ crucial role in balancing the levels of challenge at work – which motivate and engage employees – with the right levels of support – which can reduce stress and support employees’ well-being. It’s therefore especially important to pay close attention to how the organisation selects, develops and manages the performance of line managers. Again this puts onus on the L&D function to ensure line managers are able to carry out this new responsibility. The report resulted in development of a series of practical tools for developing line managers to support employee engagement, health and well-being.






CONCLUSIONS
Reward has always had an important role in attracting and retaining employees, securing their engagement and enhancing their performance – hence its central place in any HR strategy. In terms of attraction and retention, we have emphasised the difficulties of setting appropriate levels of reward given the subjectivities around how rewards are valued. Behavioural science insights, both from cognitive neuroscience and economics, stress the importance of perceived equity and transparency (in process and outcome) in reward systems.
Reward strategists face a trade-off between the leveraging effect of incentives and their potential ‘side effects’ – trade-offs that will vary with circumstances (for example type of work, level, individualteam output, sector).Given these difficulties, a greater role for non-financial and intangible rewards (recognition, praise, awards) may be more attractive. Re-engineering our reward systems in this way, from the tangible to the intangible, is likely to run up against a range of behavioural obstacles – in relation to social norms, prospect theory, regret aversion, endowment biases, temporal trade-offs and herd behaviours (to name a few), as well as more traditional contractual, employment relations and transaction cost considerations. There is now a need for focused research on the implications of behavioural science in relation to specific reward topics.
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