Employers Guide:

The benefits of staff incentive schemes

Incentives - such as performance-related bonuses - can help boost staff performance. The rewards usually relate to the achievement of certain goals, either personal, team or organisational, or a combination of all of these.

Perks are benefits given in addition to salary as a means of increasing satisfaction at work.

Pay is often the most important staff motivator and incentives and perks must not be seen as a substitute for a good pay scheme. However, they are not always expensive for business and some are tax free. 

Benefits to the business

An effective system of incentives could help:

· persuade staff to join your business 

· retain existing staff 

· increase staff motivation, morale and loyalty 

· boost productivity

· link individual and business performance 

· focus employees on achieving targets 

· build teamwork 

Some incentives and perks may benefit your business indirectly, eg free health assessments may reduce absences.

Benefits to staff

Perks and incentives can form an attractive element of an employment package by:

· enhancing the quality of working life 

· rewarding staff efforts 

· adding value to the employment contract

What makes effective schemes?

Perks and incentives must be affordable, transparent and appropriate to your business and the jobs they link to. It is worth introducing them after consulting with staff or unions.

You should look at whether other incentives will increase staff motivation. For example, in a sales environment an employer may wish to offer extra pay or benefits when targets are achieved.

Perks and incentives work best alongside good pay schemes and working conditions. They can be most successful when implemented with other good management practices, such as performance management, appraisals and appropriate communication and training programmes.

Incentive schemes and the options

There is a wide range of incentive schemes, each with different costs. They include financial and non-financial schemes, individual and group schemes, and short-term and long-term schemes.

The options

Financial incentives can help improve performance and be self-financing.

Examples include:

· profit-related and share option schemes 

· bonuses 

· commission 

Non-financial and non-pay incentives include:

· formal recognition/awards 

· vouchers 

· extra holidays 

· gifts 

· company cars 

An incentive scheme can offer employees extra pay as long as they reach individual or group performance targets.

Advantages and disadvantages of incentive schemes
	Incentive
	Advantages
	Disadvantages

	Financial
	Can focus employees on hitting a target

Places a value on achievement
	Rewards are sometimes small

Can demoralise if not earned

	Non-financial
	Can recognise employee priorities and lifestyles

Can encourage attachment to business
	Can be taken for granted

May be inappropriate

	Individual
	Can focus the individual on achievement

Links extra pay with extra output
	Can be divisive

Individual earnings can fluctuate

	Group
	Can encourage team working

Can correct individual under-performance
	Can undervalue individual skills

May encourage bullying of under-performers


Some businesses allow staff to select their own benefits from a pre-defined list, eg staff might be able to choose between health insurance and a gym membership.

Promotion and training opportunities are not strictly incentives as they are ways of fulfilling business needs.

Negative incentives, eg threat of dismissal, may work in the short term but can decrease morale and loyalty.

 Perks and the options

Perks are generally a good method of attracting and retaining employees as they are not related to productivity. Perks can encourage staff attachment to the business.

The options

There are a wide range of perks, including:

· occupational pensions 

· more holidays than the statutory minimum 
· gifts, eg on birthdays 

· health benefits, eg health insurance/assessments 

· flexible working  

· subsidised staff canteens, tea/coffee-making facilities or goods/services 

· loans, eg season tickets 

· social events, eg Christmas parties and work outings 

· membership of social clubs 

· extra training, which goes beyond skills needed for the job 

Setting up an incentive scheme for employees

Remember that pay and financial benefits are not the only things that may improve staff performance. Other key motivators include job security, job satisfaction, good working conditions and appropriate training.

Steps to setting up an incentive scheme

An incentive scheme is perhaps the most straightforward way to motivate staff. If you are considering setting up one you should:

· Identify the scheme's objectives. For example, encouraging the recruitment or retention of staff, changing the organisational structure of the workplace or reducing any likely areas of conflict. Alternatively, you might want to encourage teamwork and motivation or to set specific targets for productivity, revenue or sales.

· Consult with staff and trade unions. This will help you identify where to aim the incentives, eg at your entire workforce, managers or a specific group of employees. It will help you find out what incentives your staff value most and what training they need to achieve the target. 

· Relate the scheme to the business' remuneration system. Consider whether the incentive should be financial or non-financial. Think about how the proposed incentive will relate to other cash benefits and how much administration will be needed. 

· Ensure that the planned scheme is competitive. Look at similar schemes within other businesses. Establish any tax implications for your staff and consider related costs and funding. 

· Decide on performance measures for your staff. You might set targets for performance or work quality. 

· Run a pilot scheme and evaluate results. 
· Regularly review your scheme and obtain feedback. Make sure that you document, communicate and obtain feedback from staff at all times. 

Ensuring the incentive scheme is successful

You can take measures when setting up an incentive scheme to help ensure its success. These include:

· briefing the workforce 

· training supervisors to answer employee or trade union queries 

· documenting how the scheme will work to avoid misunderstandings 

· running a pilot scheme to see if any adjustments should be made 

Monitoring the system is an ongoing process - problem areas should be highlighted and promptly addressed.

Is the scheme working?

Establish a system that keeps a record of objectives and goals. Remember that some incentives/perks can indirectly benefit the business.

Review the incentives and find out through feedback whether staff value them.

Incentives should not discriminate against certain staff, eg membership of a men-only golf club.

Evaluating the scheme

Set a time for evaluating the scheme and involve staff or union representatives.

You should aim to find out:

· whether the scheme achieved its objectives 

· whether the scheme is fair in terms of who benefits

· whether incentives linked to performance really do motivate staff 

· how the scheme is promoted and how well staff understand and buy into it

· whether staff require further information or training to help them achieve their targets

· how the scheme compares with those of competitors or industry norms 
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