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During this presentation you will be provided with an understanding of reward strategies and how they link to organisational performance. This will assist you in preparation and implementation of our new strategy. 











[image: ]
The term reward covers financial and nonfinancial provisions.  Organisations offer pay and benefits to attract, retain and encourage employees to do their best in the job and thus improving performance and helping to achieve the organisation’s corporate goals (CIPD, 2022e).  Reward systems meet the needs of the employees and external requirements, for example government requirements to ensure employment law is not breached (equal pay) (Armstrong & Taylor, 2020, P.473).

Other key aims of reward management are:
· Support businesses to achieve goals by developing a performance culture and stimulate high performance.  (Forbes, 2020) identify that performance can be rewarded by culture e.g., organisations may offer gift cards, bonuses etc, as recognition to increase motivation.
· Reward people in line with their contribution and value they create
· Motivate and engage employees 
· Deliver value of investment in rewards to both employees and employers
					(Armstrong & Taylor, 2020, P.473)

As a business we must look at strategic reward, which is how the business’ reward policies and practices can support both the needs of the business and employees (CIPD, 2021d).
Total reward should be considered, which is the ‘whole package’ and encompasses all aspects of work which are valued by employees, and include:
· Financial compensation
· Work-life balance
· Benefits 
· Development and career opportunities 
· Performance and recognition 
			(Taylor & Woodhams, 2016, p.132)
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When implementing reward initiatives and practices the above drivers for reward should be considered:
· Internal – ensuring reward initiatives and practices treat current employees fairly, equitably, and consistently 
· External – ensuring the organisation’s rewards are benchmarked against similar organisations to remain competitive and to be an attractive employer 
· Performance - the performance and projected performance of an organisation will affect the types of initiatives and practices implemented; financial vs nonfinancial
								(Armstrong & Brown, 2019, P.22)

Reward policies are specific guidelines for decision-making and action. Key policies include:
· Levels of reward - covers pay and employee benefits and indicates the level of pay/ benefits the company is willing to provide. 
· External competitiveness versus internal equity. External competitiveness would focus on initiatives and policies to attract new employees and internal equity is ensuring employees are paid fairly in relation to each other, e.g., not employing new employees on higher salaries than existing employees. 
· Segmentation – varying reward packages for different jobs, to reflect types and levels of people’s contributions or tailoring reward to meet individual’s needs.
· Assimilation – covers what happens if an employee is moved onto a new pay structure and their new pay is above or below their previous rate. 
· Protection – ensuring that no employee suffers an immediate reduction in pay following the introduction of a new pay structure. 
· Transparency – organisations should be transparent regarding their pay policies otherwise employees will think they have something to hide. 
· The role of line managers – policy may cover the level of decision that can be made by managers, guidance for managers and advice on how consistency is achieved. 
							(Armstrong & Brown, 2019, P.367)
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Harrison (1997) identified that one of the main influences affecting performance is the learner/employee. Harrison identified that the learner needs to have the right level of competence, motivation, incentives, and support to be able to perform effectively.  This shows how important it is to ensure our reward strategy meets the needs of employees (Armstrong & Taylor, 2020, P.432).  Performance management is used to maximise value creation and ensure employees are contribute to the business objectives. Performance related pay is way of motivating and engaging individuals and teams to work towards achieving the business’s goals and objectives (CIPD, 2020a).

Performance may affect an organisation’s approach to reward the following ways:
· Poor financial performance – may result in bonuses not being paid despite individuals or departments performing well. This could be demotivating to employees.  Organisations may try to reward in a less costly ways, for example offer additional annual leave.  
· Competition in labour markets - may need to increase pay and benefit packages to attract the best talent. This could result in existing employees feeling undervalued and require a review of their rewards to ensure internal equality and fairness. 
· Historical expectations – if rewards such as bonuses have been paid historically every year and this year this isn’t possible due to performance, this could have an extremely negative effect on the workforce. 
· Valuing the person – ensuring an employee’s contribution, competences, skills and the experience they bring is recognised and rewarded. This will help retain the best talent and keep employees engaged and motivated. 
							 (Armstrong & Brown, 2019, P63)
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Some benefits will attract talent to an organisation, some will help retain, some are focused on employee health and wellbeing and some aim to increase productivity, motivation and performance.  The merits of the offering financial bonuses and incentives to an organisation is ongoing motivation of employees to re-earn, does not affect costs associated with base salary e.g., pension contributions, creates market pay competitiveness and flexibility to reduce or stop payments (CIPD, 2022a).

Sick pay, insurance/ healthcare cover and competitive pension schemes are benefits that are likely to attract talent to an organisation and if packages are better than others in the market, may give the organisation the competitive edge. 

The indirect benefits of hybrid and flexible working to employer is improved job satisfaction and wellbeing.  Research has shown flexible working can increase commitment, reduce absence, be more accommodating for those with long term illness and disabilities.  Also, organisations who promote work-life balance and flexible working are attractive to new recruits (CIPD, 2021a). 

Benefits such as EAPs and enhanced family friendly policies (maternity, adoption, paternity etc) aim to look after the health and wellbeing of employees.  Research shows that an integrated approach to health and wellbeing can increase levels of employee engagement while fostering a workforce where people are committed to achieving organisational success (CIPD, 2022e).
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Organisations that operate in a global market have had to adapt their reward management strategies to remain competitive:
· Need for flexibility to ensure react quickly to demands/ pressures 
· Pay for performance/ competence – higher prices to pay for the best talent 
· Global talent mobility 
· Broader based pay structures 
The important issues affecting the reward management environment at a national level include, the changing demand of skills, the fragmented labour markets, changes in industry, introduction of the national minimum wage and the increasing pay gap between employees at the bottom and top of organisations.  There are a several aspects that effect reward management at a corporate level, including impact of change programmes, organisational culture, employee and employer expectations and corporate values (Taylor & Woodhams, 2016, p.123).

Internal and external factors can shape reward management, including rates of economic growth, inflation, increases in individual domestic expenditure and labour market issues.  In addition to these there are several areas that HR professionals must consider when designing reward strategy including:
· Talent Management - Labour and skill shortages 
· Requirement to maintain purchasing power – employees will seek greater compensation to maintain standard of living, which is currently affected by inflation
· Equal pay – need to have pay structures to remain fair and avoid legal action 
· Transparency of pay - increase in demand socially and legally for transparency of pay structures in organisations
· Market related comparisons - some sector will receive high rises due to skill shortages in labour markets
							(Taylor & Woodhams, 2016, p.127)
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HR professionals must take the following factors into consideration when making reward decisions:
· Inflation – current inflation rate is 7% and the target is 2% (Bank of England, 2022), inflation effects organisations as they may need to increase salaries to support employees with the cost of living, failing to do this may result in employees leaving. 
· The number of vacancies – lots of vacancies could result in a shortage of candidates.  Packages may need to be reviewed to attract the best talent and to remain competitive in the labour market.
· Unemployment – high employment could result in lots of candidates in the market.  Packages may not need to be as competitive during these times.
· Average working hours – work-life balance is extremely important; employees may opt to work for organisations that require them to work less hours regardless of pay. 
· Average earnings – Information relating to average UK earnings are available from the ONS, provides useful information such as, the median weekly pay for full-time employees was £611 in April 2021, up 4.3% on a year earlier; this growth is the highest since 2008 (ONS, 2021).
Gathering and analysing the data above allows organisations to identify trends and adapt their reward management strategies and decisions.
  							(Taylor & Woodhams, 2016, p.130)
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Job evaluation is used when determining pay grades, ensuring employees are paid fairly and when benchmarking salaries internally and externally (CIPD, 2021b).  For example, to ensure that all administrators within an organisation are rewarded for the job they do and are treated fairly and consistently the following stages would be completed:
1. Group roles into job families, e.g., evaluating roles and putting all those deemed to be administrative into one group for example level 1. 
2. Setting pay and benefit structure for all roles that fall within level 1, e.g., salary banding for roles within this level may be £19,000 to £24,000.  This can be achieved by internal and external benchmarking. 
3. Job levelling – ensuring roles are placed within the correct level.  For example, a role may be moved to level 2 due to there being an increased level of responsibility and now having direct reports. 
[bookmark: _Hlk103529731][bookmark: _Hlk103529800]								(Armstrong & Taylor, 2020, P.490)
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An example I can share is a supervisor raising a concern that he was underpaid.  Firstly, his salary was benchmarked against other supervisors in his department, this found he was paid less than others.  The second stage was completing external benchmarking, the HR team gathered data about similar roles with competitors through LinkedIn, this showed the supervisor was paid at the lower end of the salary range.   Taking the individuals experience, skill set and performance into consideration a decision was made to increase the supervisor’s salary to the median (Armstrong & Taylor, 2020, P.490).
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When designing and implementing reward strategy we must understand the legislative requirements that impact reward practice.   

The equality act 2010 legislates that woman should be paid the same as men (or vice versa) when they are completing like work, when work is rated equivalent by a job evaluation study and when work is of equal value (CIPD, 2021c).  In addition to gender employers must not pay employees less than other due to having a protected characteristic, which are age, disability, gender reassignment, marriage or civil partnership, pregnancy and maternity, race, religious belief, sex and sexual orientation. Failing to pay equally could result in discrimination claims (ACAS, 2022a).   Employees, workers, apprentices, agency workers and self-employed (hired personally) have the right to equal pay (ACAS, 2022b). 

UK employers are legally required to pay all workers the national minimum wage (The NMW Act 1998).  Ensuring young workers are being paid fairly and consistently (CIPD, 2022d).

Employers must comply with working times regulations 1998 (covers annual leave and working hours) and statutory sick pay requirements (Daniels, 2019).

All large UK organisations (250+ employees) are legally required to report on earning data by gender, known as gender pay reporting and large listed organisations (250+) are required to disclose data comparing CEO remuneration with the rest of the workforce’s remuneration, know are as CEO ratio reporting.  Gender pay reporting compares the average pay of women and men. Failing to file a gender pay report annually breaches the Equality Act 2010 and could result in enforcement action.  In CEO ratio reporting organisation’s ranks employees from highest to lowest paid, identifies the 25th, 50th and 75th highest remuneration, then compares with the remuneration of the CEO (CIPD, 2021c).
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Reward and motivation are strongly linked. Deci and Ryan (1985) suggested that intrinsic motivation is based on the need to be competent and self-determining and can be enhanced by job and role design.  Extrinsic motivators can be powerful and have immediate effects; however, the effects may not be long lasting.   Intrinsic motivators are more concerned with the quality of working life and are likely to have a longer lasting effect, as they are inherent in individuals and the work they do (Armstrong & Brown, 2019, P.101).    

Traditionally reward schemes have been dominated by extrinsic reward, however, there has been a culture shift to a wider mixture of extrinsic and intrinsic.  Money is not enough to keep employees satisfied and motivated, e.g., an employee may be well paid for the job they do however they may decide to leave because they feel their contribution isn’t recognised and feel unvalued. (People Management, 2017).  A reward specialist Dan Pink wrote ‘pay people enough to take the issue of pay off the table’ this means organisations can then focus on intrinsic rewards, treating people well and make them feel part of the wider vision and purpose of the organisation.   If organisations can get the basics extrinsic rewards right, they can then focus on the intrinsic rewards to truly engage, motivated and inspire employees to excel in their roles (People Management, 2017).
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Performance reviews include appraisals and review meetings, there purpose is to identify areas where employees can improve, grow, and put a plan together of how this can be achieved. Criticisms include they can be infrequent e.g., annual appraisals, they focus on past performance, can be too subjective, feedback is often from one source and process can be bureaucratic, time consuming and demotivating.  However, research has shown that they can help provide immediate feedback and focus on strengths and development (CIPD, 2020b). 

Part of performance reviews is setting objectives, outlining what a person needs to do and accomplish. Traditionally the acronym SMART, Specific, Measurable, Agreed, Realistic and time-related has been used to assist managers set objectives, however this could give managers the impression that everything must be quantified (Armstrong & Taylor, 2020, P.460).

360-degree feedback is asking colleagues, direct reports, senior management, and customers to complete a questionnaire about an employee’s performance.  The advantages are it provides managers with a wider view of an employee’s contribution and performance, it can change employee’s perception of their skills and performance, and it can help make performance management more objective and fairer.  Disadvantages include the process becoming biased to show the employee in positive or negative light and if confidentiality is breached it could cause issues in working relationships (CIPD, 2020b).

CPD is more about individuals taking responsibility for their own learning and growth. It links learning directly to practice and can help keep skills and knowledge up to date and prepare individuals for greater responsibilities (CIPD, 2022b).  For example, for my CPD my personal goals include increasing my confidence and building on specialist HR knowledge.
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Line managers are best placed to make and contribute to reward decisions within the frameworks set out by HR.   They can use performance management to assess individual’s performance and contribution and make decision relating to pay and other financial benefits e.g., performance related bonuses.  Also, managers play a crucial role in intrinsic reward, this can be achieved by designing jobs that provide employees with a sense of purpose, praising employees and generally creating a workplace where employees feel valued and appreciated (Taylor & Woodhams, 2016, p.138). A survey of 2,100 UK employees, conducted by Visier, found that 43 per cent of workers have left a job at some point in their career because of their manager, this shows how important the line managers role is (People Management, 2022).

Managers can contribute to financial decisions, however they have a much more influence on nonfinancial reward, such as effective performance management, creating progression and personal development, providing flexible working opportunity and recognition of good work and contribution (CIPD, 2022d).
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Line managers are being given more authority in reward decisions due to the fact they are closest to employees and best placed to know how they should be valued (Armstrong & Brown, 2019, P.395). For example, a manager may understand that an employee may prefer additional leave rather than a financial reward.  

It is extremely important people professional ensure that managers understand the difference between intrinsic and extrinsic reward and the effect they can have employee’s engagement, motivation, and commitment to an organisation (People Management, 2017). 

Managers should be provided with training and support from HR teams to ensure they understand the organisation’s reward processes and policies, to ensure that all decisions made are fair and consistent.   For example, salary banding provides managers with clear guidance of what can be offered (Taylor & Woodhams, 2016, p.138). 

HR should support with performance management; its importance is shown by e-reward survey conducted in 2007, which respondents commented that managers need the ability to identify and manage high and poor performers.  Failure to this can results in employees feeling underappreciated or frustrated, disillusioned if poor performance is not dealt with (Armstrong & Brown, 2019, P.396).
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                 Learning outcomes  1. Understand the impact reward  approaches and packages  2. Be able to develop insight from  benchmarking data to inform reward  approaches.   3.Understand the role of people  professionals in supporting line  manager to make reward decisions.
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                 Introduction  It is important to understand what reward  management is:  Reward management is concerned with the  strategies, policies and practices required to ensure  the value of people and the contribution they make  to organisations (Armstrong & Taylor, 2020, P.473)
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                 Principles of reward and its importance to culture  and performance  1.1  Principles of reward  management  Individuals  should be  treated for their  contributions  fairly,  consistently and  transparently  Intrinsic reward  – comes from work  itself. A sense of  meaningfulness,  challenge and  opportunity to  advance  Extrinsic reward  – includes pay,  status, non - essential  training and  work  environment  (Taylor & Woodhams, 2016, p.122)
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                      How policy initiatives and practices are  implemented  Reward Drivers for a successful reward system    1.2 (Armstrong & Brown, 2019, P.22)


image11.png
How people and organisational performance can
impact on the approach to reward

Performance can be defined as:

Bernadin et al (1995) - performance is the outcomes ofwork.

Performance is measured by comparing expectations with results and can
be measured quantitatively or qualitatively:

Quantitatively -Profits and sales levels, earning per share, added
value, return of investment, market share, organisation and individual
output levels and productivity ratios and people measurements.

Qualitatively - the extent to which the values of the following have
been upheld - care for environment, care and consideration for
people, competitiveness, customer service, innovation and teamwork.

the extent to which individual's behaviour meets the expectations of
the business in the competency framework or as agree with their line
manager.

(Armstrong , P.431)
13




image12.svg
                 How people and organisational performance can  impact on the approach to reward  P erformance can be defined as:  Bernadin et al (1995)  – performance is the outcomes of  work. P erformance is measured by comparing expectations with results and can  be measured quantitatively or qualitatively:  Quantitatively  - Profits and sales levels, earning per share, added  value, return of investment, market share, organisation and individual  output levels and productivity ratios and people measurements.   Qualitatively  - the extent to which the values of the following have  been upheld  - care for environment, care and consideration for  people, competitiveness, customer service, innovation and teamwork. • the extent to which individual's behaviour meets the expectations of  the business in the competency framework or as agree with their line  manager. 1.3 (Armstrong & Taylor, 2020, P.431)
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                 Different types of benefits we could offer                               Employee Benefits  Performance related pay  Hybrid Working  Bonus schemes  EAP Pensions  Flexible Working  Sick pay  Training and development  opportunities  Insurance/healthcare cover  Discounts  schemes Share ownership  Enhanced family friendly policies  Enhanced redundancy  packages Company car/ car allowance  Technology  benefits Social events  1.4 Employee benefits help to attract and retain people, improve employee  wellbeing and employee engagement.  (CIPD,  2022c)
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                 The Business Context of the Reward Environment  2.1  International  Global competition  for good and  services  National  Factors that  influence reward  management  systems and  approaches in the  UK  Corporate  Aspects of the  corporate  environment that  effect reward  management  (Taylor & Woodhams, 2016, p.123)
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                 Ways  benchmarking data  can be gathered and  measured to  develop insight  2.2 Sources of reward management data include the following:   The CIPD’s annual reward management survey which includes  information on pay positioning, benefits, pensions and performance  related bonuses  Various industry benchmarking reports and surveys, examples include  Croner and Income Data Services   National Statics - available from government websites such as  www.statistics.gov.uk   Payroll data  Recruitment agencies  (Taylor & Woodhams, 2016, p. 130)
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                 Developing reward packages and approaches based  on insight  2.3 (Armstrong & Taylor, 2020, P. 490)  Job Evaluation – defining the  relative worth or  size of jobs  within an  organisation to  establish internal  relatives.  Pay and grade  structuring  – enables  organisations to  determine the  hierarchy of the  job, define pay  levels and scope  for career  progression.  Job Levelling  - defining the  levels of work in  an organisation  and fitting jobs  into those levels
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                 organisational example 2.3  Organisational  example  – Employee  contacts their line  manager as they  believe they are  underpaid for their  role  1. Line manager  contacts HR  team for advice  and support  2. Internal  benchmarking  completed  3. External  benchmarking  completed  4 . Data is  compared,  analysed &  decision is  made
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                 Legislative requirements that impact reward  practice  2.4  Legal  requirements  related to reward  include national  living wages, equal  pay, working  hours, holiday and  absence  Reporting such as  gender pay  reporting and CEO  pay ratios  (CIPD,  2022d)
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                 Extrinsic and Intrinsic rewards  1.5  Extrinsic and Intrinsic Reward  Extrinsic  – Tangible, cover pay,  bonuses and benefits  Intrinsic  – psychological benefits  which employees gain from their  meaningful contribution to work  Extrinsic  and Intrinsic  Motivation  Extrinsic  – occurs when things are done to and for people to motivate them  Intrinsic  – from self- generated  factors which influence people’s  behaviours (Armstrong & Brown, 2019, P .101) (People Management, 2017)
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                 Approaches to Performance Management  3.1  Approaches  Reviews  Meetings  Continuous  Professional  Development  Coaching and  Mentoring  Objective  Setting  Appraisals  360 - degree  feedback  Performance management is used to maximise value creation and  ensure employees are contribute to the business objectives. (CIPD, 2020)
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                 How line managers can make reward judgements in  line with the organisation’s approaches  3.3  How managers  can ensure they  make the best  reward decisions  Consider both extrinsic &  intrinsic  rewards  Performance  Management  Be fair,  consistent &  transparent  Have an  understanding  of reward  systems  Consult and  collaborate  with the HR  team (Taylor & Woodhams, 2016, p. 138)
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                 People practice role in supporting line managers in  reward management People Practice Professionals role in reward management is designing and implementing, strategies, policies and procedures and supporting line managers  to make and implement reward decisions.  HR should support managers in the following ways:  Provide managers with skills and knowledge to carry out reward management   Ensure managers fully understand policies and procedures and their roles and  responsibilities in reward management   Provide guidance and support whenever needed   Monitor reward decisions to ensure fairness and consistency  Empower managers to make reward decisions and instil confidence   Support with performance management  3.2 (Armstrong & Brown, 2019, P.395)
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                 Summary  The company must have a reward strategy that includes policies and  procedures. Which includes total reward  - intrinsic and extrinsic  reward.   Effective reward management can contribute to the performance of  individual’s and the organisation.  Reward decision should be made based on data gathered through  benchmarking.  Line managers pay a key role in reward management.  People professional must support line managers to ensure they are  making fair, consistence and transparent reward decisions.
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