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10-6  uSING REWARd SYSTEMSTO MOTIvATE
PERFORMANCE

Aside from these types of motivational strategies, an organization’s reward system is its most 
basic tool for managing employee motivation. An organizational reward system is the for-
mal and informal mechanisms by which employee performance is defined, evaluated, and 
rewarded. Rewards that are tied specifically to performance, of course, have the greatest 
potential for enhancing both motivation and actual performance. But managing rewards and 
motivation is not always as easy as it might first seem.

Performance-based rewards play a number of roles and address a variety of purposes in 
organizations. The major purposes involve the relationship of rewards to motivation and to 
performance. Specifically, organizations want employees to perform at relatively high levels 
and need to make it worth their effort to do so. When rewards are associated with higher lev-
els of performance, employees will presumably be motivated to work harder to achieve those 
awards. At that point, their own self-interests coincide with the organization’s interests. Per-
formance-based rewards are also relevant regarding other employee behaviors, such as reten-
tion and citizenship.

10-6a Merit Reward Systems
Merit reward systems are one of the most fundamental forms of performance-based rewards. 
Merit pay generally refers to pay awarded to employees on the basis of the relative value of 
their contributions to the organization. Employees who make greater contributions are given 
higher pay than those who make lesser contributions. Merit pay plans, then, are compensation 
plans that formally base at least some meaningful portion of compensation on merit.

The most general form of merit pay plan is to provide annual salary increases to individ-
uals in the organization based on their relative merit. Merit, in turn, is usually determined 
or defined based on the individual’s performance and overall contributions to the organiza-
tion. For example, an organization using such a traditional merit pay plan might instruct its 
supervisors to give all their employees an average pay raise of, say, 4 percent. But the individ-
ual supervisor may be further instructed to differentiate among high, average, and low per-
formers. Under a simple system, for example, a manager might give the top 20 percent of her 
employees a 7 percent pay raise, the middle 60 percent a 5 percent or average pay raise, and 
the bottom 20 percent a 3 percent pay raise.

10-6b Incentive Reward Systems
Incentive reward systems are among the oldest forms of performance-based rewards. For 
example, some companies were using individual piece-rate incentive plans over 100 years 
ago.29 Under a piece-rate incentive plan, the organization pays an employee a certain amount 
of money for every unit he or she produces. For example, an employee might be paid $5 for 
every dozen units of products that are successfully completed. But such simplistic systems fail 
to account for facts such as minimum wage levels and rely very heavily on the assumptions 
that performance is totally under an individual’s control and that the individual employee does 
a single task continuously throughout his or her work time. As a result, most organizations 
today that try to use incentive compensation systems use more sophisticated methodologies.

Incentive Pay Plans Generally speaking, individual incentive plans reward individual per-
formance on a real-time basis. In other words, rather than increasing a person’s base salary 
at the end of the year, an individual instead receives some level of financial reward in con-
junction with demonstrated outstanding performance in close proximity to when that per-
formance occurred. Individual incentive systems are most likely to be used in cases in which 
performance can be objectively assessed in terms of number of units of output or similar mea-
sures, rather than on a subjective assessment of performance by a superior.
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Some variations of piece-rate systems are still fairly popular. Although many of these still 
resemble the early plans in most ways, a well-known piece-rate system at Lincoln Electric 
illustrates how an organization can adapt the traditional model to achieve better results. 
For years, Lincoln’s employees were paid individual incentive payments based on their per-
formance. However, the amount of money shared (or the incentive pool) was based on the 
company’s profitability. There was also a well-organized system whereby employees could 
make suggestions for increasing productivity. There was motivation to do this because 

d oing BusinEss on PLAn Et EArth

M(otivation) p(er) G(allon)

Drivers for private truck fleets log about 20,000 miles a 
year. They drive 82 percent of all medium- and heavy-duty 
vehicles in the United States and account for 52 percent 
of the total miles traveled by commercial motor vehicles 
(CMVs). “The way these employees drive,” says veteran 
industry journalist Mike Antich, “can either increase or 
decrease fuel economy and greenhouse gas emissions. 
If you change driving behavior,” Antich argues, “you have 
a direct impact on the amount of fuel consumed and the 
amount of emissions produced. Even small increases in 
mpg” can make a big difference, and Antich points out 
that fuel-conscious fleet managers have reported up to 
30 percent reductions in fuel consumption by changing 
driver behavior.”

How? By motivating drivers to comply with company 
sustainability policies. Unfortunately, of course, it’s not 
that simple. Most drivers, according to Antich, “want to 
do the right thing but don’t see sustainability as part of 
their job responsibilities. In fact, the No. 1 reason corpo-
rate sustainability programs are not ‘sustainable’ is driver 
noncompliance. A successful sustainability initiative,” 
says Antich, “requires developing programs that motivate 
employees to comply.” He goes on to argue that effec-
tive motivational programs often involve gainsharing—
programs designed to share company cost savings with 
employees.

Again, however, implementing the solution isn’t quite 
as easy as identifying it. Traditionally, observes Antich, 
gainsharing involves financial incentives, but he admits 
that “in today’s cost-constrained business environment, 
offering financial incentives [may not be] a realistic 
option.” Consequently, many firms have found that indi-
vidual recognition can be an effective alternative to finan-
cial incentives: “Repeatedly,” says Antich, “respondents 
to employee surveys rate ‘individual recognition’ as a key 
factor that motivates them to want to excel or achieve 
corporate objectives.”

Both scientific studies and the experiences of vari-
ous companies show that the importance of employee 
recognition—including financial rewards—should not 
be underestimated in sustainability efforts, primarily 
because the importance of individual behavior should 

not be underestimated. According to a report by Jones 
Lang LaSalle (JLL), a professional-services and invest-
ment-management company, many companies with 
active  efficiency  programs  are  finding  that  further  
improvements in sustainability can be achieved only by 
turning to the people who are responsible for implement-
ing those programs. “The low-hanging fruit has been 
plucked,” JLL’s Michael Jordan advises clients. “You now 
need the participation of humans.”

Nussbaum Transportation, for example, has developed 
a software program called Driver Excelerator, which col-
lects and analyzes fuel-related data from various sources, 
including electronic control devices for capturing miles 
per gallon (mpg) numbers. Using the resulting data, man-
agers award points to drivers of the 230-truck fleet for 
beating the company’s mpg goal. If, for instance, a driver 
achieves an average quarterly mpg of 8.5 against a goal 
of 6.5, he or she receives 200 points, which are allotted 
according to a three-tier system: Bronze pays $0.50 per 
point, Silver $5.00 per point, and Gold $8.00 per point. 
Some drivers in the Gold tier earn an extra $1,600 every 
three months.

Illinois-based Nussbaum was careful to reject an “all-
or-nothing” system in which drivers received a bonus for 
meeting a target and nothing for falling short. “Our expe-
rience,” says HR Director Jeremy Stickling, “shows that 
that’s a big de-motivator” because drivers who miss out 
tend to blame external circumstances such as weather 
or load weights. In fact, Nussbaum plans to make mile-
age-based performance rewards a bigger portion of driv-
ers’ base-pay rate. The idea is for drivers to get higher 
monthly checks instead of big quarterly bonus checks. 
“Guys want their money now,” notes Stickling.

References: Mike Antich, “Using ‘Gainsharing’ to Achieve Sus-
tainability Goals,” Automotive Fleet, www.automotive-fleet.com, 
accessed on March 10, 2017; Jones Lang LaSalle, “Employee 
Sustainability Engagement,” 2014, www.joneslanglasalle.com, 
accessed on March 10, 2017; American Transportation Research 
Institute, “The Role of Truck Drivers in Sustainability,” 2012, 
http://atri-online.org, accessed on March 10, 2017; and Aaron 
Huff, “Performance-Based Pay, Part 1: The Science of Scoring 
Drivers,” Commercial Carrier Journal, December 18, 2013, www.
ccjdigital.com, accessed on March 10, 2017.
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the employees received one-third of the profits (another third went to the stockholders, and 
the last share was retained for improvements and seed money). Thus the pool for incentive 
payments was determined by profitability, and an employee’s share of this pool was a func-
tion of his or her base pay and rated performance based on the piece-rate system. Lincoln 
Electric was most famous, however, because of the stories (which were apparently typical) 
of production workers’ receiving a year-end bonus payment that equaled their yearly base 
p ay. 30 In recent years, Lincoln has partially abandoned its famous system for business rea-
sons, but it still serves as a benchmark for other companies seeking innovative piece-rate 
pay systems.

Perhaps the most common form of individual incentive is sales commissions that are paid 
to people engaged in sales work. For example, sales representatives for consumer products 
firms and retail sales agents may be compensated under this type of commission system. In 
general, the person might receive a percentage of the total volume of attained sales as his 
or her commission for a period of time. Some sales jobs are based entirely on commission, 
while others use a combination of base minimum salary with additional commission as 
an incentive. Notice that these plans put a considerable amount of the salespersons’ earn-
ings “at risk.” In other words, although organizations often have drawing accounts to allow 
the salespeople to have income during lean periods (they then “owe” this money back to 
the organization), if they do not perform well, they will not be paid much. The portion of 
salary based on commission is simply not guaranteed and is paid only if sales reach some 
target level.

Other Forms of Incentive Occasionally organizations may also use other forms of incen-
tives to motivate people. For example, a nonmonetary incentive, such as additional time off 
or a special perk, might be a useful incentive. For example, a company might establish a sales 
contest in which the sales group that attains the highest level of sales increase over a specified 
period of time will receive an extra week of paid vacation, perhaps even at an arranged place, 
such as a beach resort or a ski lodge.31

A major advantage of incentives relative to merit systems is that incentives are typically 
a one-time reward and do not accumulate by becoming part of the individual’s base salary. 
Stated differently, an individual whose outstanding performance entitles him or her to a finan-
cial incentive gets the incentive only one time, based on that level of performance. If the indi-

vidual’s performance begins to erode in the future, 
then the individual may receive a lesser incentive 
or perhaps no incentive in the future. As a conse-
quence, his or her base salary remains the same or 
is perhaps increased at a relatively moderate pace; 
he or she receives one-time incentive rewards as 
recognition for exemplary performance. A recent 
survey suggests that more companies are indeed 
shifting incentive compensation to the form of 
annual bonuses. For instance, in 2017, 64 per-
cent of large U.S. companies provided individual 
incentive bonuses and almost one-third of those 
not providing bonuses indicated they were con-
sidering doing so in the future.32

Furthermore, because these plans, by their 
very nature, focus on one-time events, it is much 
easier for the organization to change the focus of 
the incentive plan. At a simple level, for example, 
an organization can set up an incentive plan for 
selling one product during one quarter, but then 
shift the incentive to a different product the next 
quarter, as the situation requires.

Sales commissions are among the most common forms of incentive pay 
plans. This retail sales person, for example, earns a base hourly wage. How-
ever, she also earns additional income based on the total volume of sales she 
generates each week. So, she is incentivized to sell as much merchandise as 
possible because doing so increases her own pay.
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