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Abstract 

The main objective of this study was to find out what really matters when companies try to 

reward employees for the contribution they made. To select the sample respondents, random 

sampling method was used. This was done to give equal and non-zero chance for all and every 

elements of the target population. Questionnaire and interview were used as a major data 

collection tools. Fourteen employees, ten from each farm units were sampled. For interview 

purpose, a couple of managers from the different levels of the enterpri se were also considered. 

Generally speaking, the finding shows that majority of employees are not happy with the reward 

management practices and process of the enterprise. There is no written and formal reward 

philosophy and strategy and most decisions are made with out the involvement of employees. 

The pay structure is not coherent and logical with the entire organizational structure. Majority of 

employees are not happy with the amount of all types of rewards. Finally, the company is 

exercising severe discriminations in distributing and deciding on the type and size of financia l 

rewards. 

In deciding the variable payments, non-discriminatory system is used. The system gives credit for 

the annual performance of the enterprise not individual employees. This method becomes a 

reason for the conception of increasing number of free riders . However, the simple fact of the 

matter is, most best performed employees are become dissatisfied and they are not ready to exert 

their best. 
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14. Is the structure defensible as being fair and cquIi<1')le? 
a. y(,s 
b. no 

15. Doe~ it enable the organization to mange internal a nd external 
re lativitir. s effectively? 

a. Yes 
b. no 

3. Pe r formance managem ent /tIe s e ra kute ter/ 

16 Is th e re a perJormance manageme nt system") If s o : 

A Is that owned by line manager s? 
o Yes 
o n o 

B . Is th at helps in the process of managin g expect ation ? 
o Yes 
o no 

C. Is that operates on th e ba sis of perfo rmance ftgreemen ts and plans 
ane! of regular feedback and reviews? 

G Yes 
c no 

D. Is that p rovides va lid and accepta ble da ta on performance a s th e 
basis of performance-related pay decisions? 

e Yes 
(' 110 

Ins tn.l ctio ns - indicate on the scale below how strongly you a gree or disagree with 
the staterncal 

I. strongly disagree 
2. disagree 
3. either agree no disagree 
4. agree 
5. strongly agree 

~ I 
17 My views were lis tened to when discussing the i 

I performance agreemen t. I 
1 I 

1 n~ 3 r--l-~ 
I I i I 
1 i --L-

I receive regular and fair feedback from my I ! 

I 
19 marwger on my performan ce throughout the I I 

year. f 
. 

19 I The performance review meeting was pos itive-' -'-r --"-
focusing on the futu re ra th er than dwelling on I 1 I' 

l __ l_.the_~~~. ___ _ " __ . -i----.l1 j,- I .1 
I 20 I ! "'\'a~ given a good opportun ity to express 111\" . II 
; Ii 'I i, I II I 11 o il1l or "iew during the meeting. 

I 'I I I L-.-LI __ __--"-I L . 

18 
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2 1 The fccd back I go t from my m an age r dur ing I 

the mceting was obj ective and fair. , 
I 

-
At thc cnd of the review meetin g I fclt ' 22 
motiva ted to do even better next year. i 

23 I know what is eXE'ected of m e. I 

4. Reward procedures! ye k e fiya hhidet! 

24. Are there clearly-defined and properly-operated p rocedures for 
conducting p ay reviews and deciding on levels of p ay? 

o Yes 
o no 

25. To what extent are they modernized? 
o low 
o medium 
o h igh 

26. Has sufficient authority been devolved to line m angers to deal with pay 
issues , with out losing control? 

o Yes 
o no 

27. The grade s tructure fun c tions well 
o agree 
o disagree 

5 . Communication and involvement! asatafinet! 

28. Are reward policies and practices sufficiently 'transparent ' - ie 
communicated clearly to employees? 

o Yes 
o no 

29.Are employees involved in decision on key aspects of the reward system ? 
o Yes 
o no 

6. Pay determinationliob evaluation!tilk yeser behari gimgema/ 

30. Is there a formal job evolu tion / n ot per formance appraisal/ scheme? If 
so: 

A. Does it consi s tently and systematically measure relative values? 
o Yes 
o no 

B . Arc the factors representatives of the organization's values? 
o Yes 
o no 

- 4 -



C. Is it measuring the right things (eg. Compctcnces\? 
o Yes 
a no 

D. Is it gen eratin g too much paper and /o r taking up too much time? 
a Yes 
a no 

E. Does it need to be substantially changed or replaced because it has 
decayed in some way or is no longer appropriate? 

o Yes 
o no 

31. If not / for question 22/, are internal relativities illugical or difficult to 
defend? 

o Yes 
o no 

32. Are market rates tracked thoroughly by reference to reliable survey 
data? 

o Yes 
o no 

33. Are any inconsistencies between the need for internal equity and the 
need to be externally competitive identified and dealt with satisfactorily? 

o Yes 
o no 

7. Employees basic salary/werahwi demoz/ 

34 . Are you satisfied with the monthly salary that the company IS 

paying for y ou? 
o yes 
o no 

35 . Did you ever compare it with what others are paymg for their 
employees? 

o yes 
o no 

36. Is there a periodical increment fo r your m onthly salary? 
o yes 
o no 

Instructions - indicate on the scale below how strongly you agree or disagree with 
the statement 

1. strongly disagree 
2. disagree 
3. either agree no disagree 
4. agree 
5 . strongly agree 

• ~ .. ~ 

" :. , 
• CI ... 
J 



1 2 5 4 

37 I am properly paid for the work I do in relation to other 
people in the company 

38 Rates of pay in the company compare favorably with 
those paid elsewhere for similar jobs. 

39 I understand what the pay policy of the company 1S 

and how it affects me. 

40 I get full feedback on how I am doing from my 
manager I team leader. 

41 The job evaluation system for grading jobs is fair. 

42 I unders tand how decis ions are made about my pay. 

43 Decisions about my pay are fairly and consistently. 

44 If I have any queries about my pay, they are answered 
fully and quickly. 

45 I feel that this company gives me good opportunity to 
take on extra responsibilities and thus earn more . 

8. Variable paylk demoz wech yalu kefeyaweoch! 

46. Is there any performance·related payor other type of incentive 
scheme? If so, for any scheme: 

A. Are rewards clearly related to performance? 
o Yes 
o no 

B. Do employees feel that the b asis for payi n g out rewards is fair? 
o Yes 
o n o 

c. Is there any evidence tha t the sch em e does m fact m otivate 
employees? 

o Yes 
o n o 

D. Is variable pay detrimental to quality or teamwork? 
o Yes 
o No 

- 6 -
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E. Is there any evidence of wag drift i.c. the tendency for the average 
level of wages actually paid to ri se above wage rates through 
inc reases in overtime and oth er facto rs? 

o Yes 
o no 

F. Is the operation of the sch eme carefully monitored? 
o Yes 
o n o 

47. Is team p ay be ing used where appropria te? 
a. Yes 
b . no 

48. If so , do th e a rran gem ents generally accepted by workers? 
c . Yes 
d. no 

49. Is effec tive u s e made of company-wide sch emes such as profit-sharing 
and gain-sharing? 

e. Yes 
f. no 

50. The pe rformance-related pay/ bonus/ incentive schemed provide rewards 
which are clearly and fairly related to my performance. 

o Agree 
o Disagree 

In structions - indicate on the scale below how s trongly you agree or disagree w ith 
the s tatement 

I. strongly disagree 
2. ci isagree 
3. either agree no disagree 
4. agree 
5. strongly agree 

I 2 5 

51 Performance of the workers are the only c riteri a tha t 
taken in to consideration in deciding the variab le pay of 
the workers 

52 The varia b le pay system is highly exposed for the problem 
of job dissatisfaction and stress 

53 The incentive system help workers to attain their goals 
and obj ectives 

54 The varia ble pay system is damaging the coopera tion of 
the "'orkers 

5 5 The var iable pay scheme is redu cing the in t rins ic d rives 

- 7 . 
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9. Employee bcnefits/tikimatikem! 

56 . Wh a t kinds of benefits are available in your company? 

0 Medical benefits 
0 Retirem en t benefits 
0 Disability benefits 
0 Life insurance 
0 Paid Time Off 
0 Fringe benefits 
0 Other 

57. Are these benefits sufficient to you? 
o yes 
o no 

58. Is there a balance and cost-effective approach to the provision of 
employee ben efits? 

a. Yes 
b . no 

59. Are em ployees given a reasonable amoun t of choice on the type or scale 
of benefits they receive? 

c. Ye s 
d. no 

60. Did you ever compare this benefits with what other firms have for th eir 
employees 

o yes 
o no 

6 1. if yes, is your company's benefits (pensions, sick pay, etc) larger and 
h igher than others 

o yes 
o no 

62. You "'ould like more ch oice over the benefits you receive. 

o Yes 
o No 

10. Performance A ppraisal/Yes e ra afe t s a tem Gimge m a/ 

Instn1 ctions - indicate on the scale below how strongly y ou agree or 
disagree with the statement 

J. strongly disagree 
2. di sagree 
3. either agree no disagree 
4. agree 
5. strongly agree 

- 8 -
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,-- ---------.-------------------- ------,:- "-;:-'--:'-r;;:<'l 

1 2 5 I 415
1 

63 The criteria th in the company use to measure tl,-e-' ----+--+-+-+ I I 
performan ce of employees is not under the control of the I I I 
employees i -t' JJ 

64 The appraisal criteria are highly subjective 1=--o--+~ 
65 Raters! evaluators are n ot fair and independent I I U---i 
66 The rating system of the enterprise is not reliable en oug\: : I I I J' 

to measure the real performance of the em ployees I .. J.~l 

11. Discrimination/yekefeya m edelo/ 

67 . Is there any k ind of d iscrimination and segregation in determining and 
grading pay for employees? 

o Yes 
o no 

68. If yes , what kinds of discrimina tions are there? 
o gender 
o ethnic background 
o proximity 
o other 

69. Are you benefited from this? 
o yes 
o no 

70. Who is responsible for this problem? 
o top level mangers 
o middle level mangers 
o su pervisors 
o workers 
o a ll 

71. Anything about your company's reward d iscrimination 



12. Concluding questions Imatekaleya tiyakewoch! 

72. What IS the general opInIOn of managers 
effectiveness of the system? What do they see 
wealmesses? 

and employees about the 
as its main strengths and 

73. What impacts is the reward system having on the performance of the 
organization? 

. 10 . 



Project paper. MBA program 

Chapter One 

1.1 Background of the study 

As Michael Armstrong (2000) says, whether it is writing software code at BMC 

(Meteor Burst Communications) or designing memory chips at Kingston-

technologyl, employees are being rewarded more for their performance these 

days than for just showing up to work. Moreover, reward systems are quickly 

changing away from a model of entitlement and status to competence and 

performance. It is also discovering that as companies increase their use of 

performance based rewards, they face new challenges that may interfere with 

the objectives of employee motivation and commitment. 

In today's world, financial rewards are a fundamental part of the employment 

relationship. Organizations distribute money and other benefits in exchange for 

the employee's availability, competence, and behavior. In most companies 

today, the pay system is one of the most important m echanisms that firms and 

managers can use to attract, retain and motivate competent employees. It a lso 

has a direct bearing on the extent to which labor costs detract from or 

contribute to business objectives and profitability. 

From the employer's point of view compensation is the single most important 

cost component. Personnel costs are as high as 60% of total costs in certa in 

manufacturing environment and even higher in some service organizations 

(Gomez 2001). This means that, the effectiveness with which compensation is 

1 A business organization found in the United States of America 

Advisor. Dr. Zewide Shibire 47 
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allocated can make a significant difference in gammg or losing competitive 

edge . From employees point of view their paycheck is certainly important for 

their purchasing power. In most societies today, a person's earning also serve 

as an indicator of power, prosper, and are tied to feelings of self-worth. 

Gomez (2001 -p 365), said that all incentive systems have advantage and 

disadvantage . For instance bonus or pay rise given to individual employee are 

more motivating than some other incentives, because they allow employees to 

see how their personal contribution led to a direct reward. At the same time, 

they tend to create more internal competition, which leads to less cooperation. 

Bonuses given to teams or work units promote cooperation because they foster 

a sense of common interest but they a lso prevent individual employees from 

linking the reward to their own efforts and thus reduce the reward's 

motivational impact. 

Incentive plans should provide for individual differences . People are complex 

and a variety of incentive system may have to be developed to a ppeal to various 

organizational groups ad individual. Not everybody will want to same type of 

incentives rewards, thus individual incentives system must be designed 

carefully. Even the best conceived pay for performance program can fail if 

managers have a poor history of labor relations or of the organization have a 

cutthroat culture. Under this condition, employees a re not likely to relate 

rewards to good performance, but rather to chances or good impression . If an 

incentive progra m is to have a chance of succeeding, managers need to build-

2 
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employee trust, which may require making major changes in the organization's 

climate. 

An old saying among compensation practitioner is: "acceptability is the ultimate 

determinate of success in any compensation plan. " when employees do not 

view a compensation program as legitimate; they will usually do whatever they 

can do to subvert the system from setting maximum production quotas for 

themselves to shunning coworkers who receive the highest rewards. 

This project paper therefore is carried out in view of the fact that undertaking a 

research in the area can provide a useful insight regarding the challenge of the 

reward systems and their possible solutions in Upper Awash Agro Industry 

Enterprise . 

~:~' ", 
• .00!1 .:;~ 

( ,; ~'\";;J" .;;:c, 
,... l,.(-./ 

\>."" \~ 
1.2 Statement of the problem 

As it is known, most workers believe that those who work harder and produce 

more should be rewarded accordingly. If employees see that pay is not 

distributed as the basis of merit, they a re more likely to lack commitment to the 

organization, decrease their effort and look for employment else where . Many 

employees profess to have a pay system based on performance, but relying 

performance appraisal information for making pay rewards assume that the 

appraisal is done well, and this is a lways the case, especially for employees 

whose work can not be measured easily. 

Advisor Or. Zewdie Shibire , 
J 



Proj ect paper, MBA program 

Incentive system should be tied as much as possible to desired performance. 

Employees must see a direct relationship between their efforts and their 

rewards. Further both employee and managers must see the reward as 

equitable and desirable. Expectancy theory indicates that incentives are most 

effective when employees can see clearly that extra effort lead to increased 

performance and desirable rewards. Because people tend to produce what is 

measured and rewarded, it is important to make sure that what is being 

rewarded is really what is needed and that nothing important is being left out. 

In spite of this fact the problem of credibility gap2is become very critical. Some 

studies indicate that as many as 75% of a typical firms employees question the 

integrity of pay for performance plans. If employees don't consider the system 

legitimate and acceptable, it may have negative rather than positive effects on 

their behavior. 

Because of the problems noted earlier, managers may shy away from using pay 

to reward performance. However, unless an organization creates an atmosphere 

in which performance makes a difference, it may end up with a low 

achievement organizational culture . In a sense, then, reward systems are the 

lesser of two evils because without them, performance may drop even lower. 

In carrying out the study, therefore, attempts are made to address and seek 

answers for the following basic questions: 

l. What are the basic challenges that manager's of UAAIE face In 

implementing and administering reward systems? 

2 The believe that incentive programs are not fair or that they are not truly reward performance. 

4 
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2. What possible solutions a re there to overcome these challenges? 

1.3. Objective ofthe study 

In every organization, properly designed reward system presents managers with 

an excellent opportunity to a lign employee interest with those of the 

organization. However this seldom happen, hence the central purpose of this 

study will be to identify the basic challenges that managers of UAAIE face in 

implementing reward system; then to forward possible solutions to meet these 

challenges. To this end, this paper has a few more specific obj ectives which are 

going to be obtained simultaneously with the general objectives; they are 

deemed to check 

,/ Whether there arc reward philosophy and strategy or not 

,/ Whether the pay structure is coherent and logical or not 

,/ Whether the base-pay, benefit packages and variable pays are 

satisfactory or not 

Whether the company involve employees in making decisions that affect 

rewards 

Whether the performance management scheme IS sound and h elp m 

distributing equitable and fair payor not 

Whether reward discrimination is a problem or not 

Advisor Dr. Zewdie Shibire 5 
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1.4 Research Methodology 

.r Target Population 

Since the study is concerned with identifying the possible challenges that the 

enterprise faces in rewarding employees, the primary target population was the 

employees of Upper Awash Agro Industry Enterprise /UAAIE/. 

In addition, management staffs from the different level of the organization were 

asked about the challenges and problems they face in implementing and 

administering the reward system. 

At the t ime of sampling and data manipulation, care was taken to avoid any 

kind of problem against the will of respondents, which includes the following 

• Assuring that the respondent gives his or her consent to be included in 

the study. 

• Assuring that the respondent has voluntarily agreed to participate. 

• Assuring that the respondent is fully informed of his or her right not to 

participate and of any risks and / or benefits that might accrue from th e 

study. 

To avoid the problems of non-response errorJ, efforts were made to increase the 

response rate . Regarding the sampling frame error, the researcher were tried to 

make the source list or the framing as complete as possible, by including 

everyone and by making it up-to-date. 

3 A statistical error which could be occur when only a small proportion of the subjects responds, 

6 
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• Measurement 

In mea suring variables (assignment of numbers) nominal and ordinal 

measurement scales were considered to be appropria te . For questions which 

deemed to have either yes or no responses, nominal scale were used, th en, each 

participant or observation in the study were placed into one mutually exclusive 

and exh austive category. 

For questions designed with likert format, ordinal measurement scale was 

chosen to be appropriate. For instance, Number '1' is assign if they strongly 

disagree with a statement and number '5' if they strongly agree with a 

statement. 

Since a ll research is plagues by the presence of confounding variables4 , efforts 

were made to minimize it. Randomization processes was the best tool to tackle 

this problem. To this end, any decision that was made in the past years 

regarding the rewarding system was seriously analyzed. 

• Sampling design/methods 

Since sampling is critical to external validity5; it is believed that, sample has to 

be drawn from the targeted population according to one of several probability 

sampling plans. To ascertain the representative-ness of the sample to the 

general population, stratified sampling methods was used. First, the target 

popUlation was divided or classified in to strata, or groups, on the basis of some 

4 The noise that covers up the information you would like to have, 
S The extent to which findings of a study can be generalized to people or situations other than 

those observed in the study 

Advisor Dr. Zewdie Shibire 7 
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common characteristics (farm-unit)6, after the classification is done every 

member of population was going to be found in one and only one stratum 

(farm-unit), then after, separate random samples were drawn from each 

stratum (farm-unit). From each of four farm units 10 employees were sampled 

and the total number of the sample was 40, which are around 13% of the target 

population. The target populations for this study are permanent employees of 

the enterprise which are around 311 in number. In addition, for the interview 

purpose, four managers from four farm-units were considered. 

• Data collection methods/instruments 

For this study, questionna ire and interview were the mam data collection 

instruments. The questions for the questionnaire was designed m different 

formats , including dichotomous format i.e. a test or survey item that offers 

two alternatives for each item (e.g. yes /no), polytomous format i.e. a test or 

survey item with three or more a lternative responses for each item (i.e. MUltiple 

choice), and, likert format i.e. item that would indicate the degree of 

agreement with a particular attitudinal question or statement (e.g. strongly 

disagree, disagree, neither disagree nor agree, agree, strongly agree) . 

Management bodies from the different levels of the enterprise were considered 

fo r interview purpose; especially those that have a lion share in decisions 

related to rewarding system were given a priority. For each of four managers 

three hours are taken to made interviews. Three consecutive days are used to 

contact with them. 

6 Independently organized agricultural units 

8 
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After preparing the questions , they were pre-tested on a group of respondents. 

These groups were closed as possible to reflect the characteristics of the study 

sample. Based on the result of the pre-test the questionnaire was revised. 

1. 5 Analysis 

./ Organizing and Coding Data 

Prior to data analysis, the collected data were organized in a format suitable for 

analysis. Since measurement is all about assigning numbers to observations, 

based on the measurement scale that was discussed earlier, numbers were 

assigned for each observation. After developing a coding scheme for each of the 

variables used in a research project, this information were compiled in a 

code book. This code book was served as a guide to translate the raw data in to 

an input device for later use in computerized statistical analysis. It can also be 

a reference for the principal investigator (researcher) and other researchers who 

wish to use the data set. 

./ Data Analysis and Interpretation 

The data analysis process was started with organization or representation of 

collected data in the form of statistical tables. To this end, statistical methods 

were employed to describe and make inferences about measurable 

characteristics of a large group. From statistical methods, descriptive statistics 

was used to describe and summarize data. 

In addition to the statistical analysis, visual aids i.e. graph, and charts were 

used to present the data. Since graph enables the reader to compare or see the 

Advisor Dr. Zewdie Shibire 9 
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trend of the distribution more vividly than simply looking at numbers in a 

frequency table, they are useful supplement to statistical analysis . To this end 

different types of graphs were used, which is commonly used to present data; 

bar, and pie charts were the most frequently used one . 

1.6 Limitations and Delimitations 

Limitation- This study might have potentia l weakness, which is partly because 

of the possible sources of error to which the research design exposed . The 

inherent problem in analysis, data collection instruments, and sampling design 

could be the ba sic source for these weaknesses. 

v' Limitation in the Data Collection instruments: Since, the study is 

highly relying on questionnaires, response and non-response error will 

affect the accuracy and the representative-ness of the data to the general 

population. 

Limitation in the sampling design: there will be a potential problem in 

preparing a source list or a sample frame; this in turn will affect the 

chance of all units in the population to have a known, equal and non-

zero probability of being included in the sample. 

Other limitations: as usual, the shortage of resources like money, time, 

and computer hardware & software could have their own bearing on the 

quality of the studies . 

Delimitation (scope) -the scope of this study is narrowed or bounded in 

identifying possible challenges of rewarding financial incentives like ba sic-

10 
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pay, incentives and benefits; thus non-financial incentives7 are not a concern for 

this project paper. From the total number of workers which are found in the 

enterprise, only permanent employees were considered as a target population. 

The methodological procedure that was used here is probability random 

sampling i.e . not non-probability sampling. The reason is to give equal, non-

zero chance for each elements of the population, which in turn will have a 

direct impact on the representative-ness of the sample to the population 

1. 7 Significance of the Study 

This study will have a paramount importance in refining, revlsmg, or extending 

the existing knowledge in the areas under investigation. Note that such 

refinements, reVISIOns, or extensions will have a substantive, theoretical, or 

methodological significance 

This study will have two potential audiences : Practitioners and professional 

peers, both of these audiences will be the potential beneficiary. Practitioners 

will use the findings and recommendations to make better decisions in 

rewarding employees. The collected data and findings will help Professional 

peers to do better studies in the same area of investigation . 

Finally, the enterprise cou ld use the facts and recommendations as a potential 

input for decision-making in implementing and administrating rewards. 

7 Rewards l incentives which are not tangible and hardly measurable, like recognition, praise and considerations 
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1.8 Structure of the paper 

The paper is designed to have five chapters. In the first chapter introductory 

issues; like background, methodology, and, problem statement are discussed. 

In chapter two ; related literatures which can be used as a benchmark for 

recommending and concluding the finding will be stated. Chapter three is 

designed to put the detailed profile of the enterprise including the structure, 

date of establishment, major products, and other related facts. The collected 

data are analyzed in the next chapter. Finally, in the fifth chapter, the findings 

of chapter four a re concluded and concrete recommendations a re forwarded. 
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Chapter Two 
Literature Review 

2.1. The Conceptual Framework 

.' 

Armstrong (2000 p-2) said that, an employee reward system consists of an 

organization's integrated policies, processes and practices for rewarding its 

employees in accordance with their contribution, skill and competence and 

their market worth. It is developed within the framework of the organization's 

reward philosophy, strategies and policies, a nd contains arrangements in the 

form of processes, practices, structures and procedures which will provide and 

maintain appropriate types and levels of pay, benefits and other forms of 

reward. 

2.2. The components of a reward system 

A reward system consists of financial rewards (fixed and variable ' pay) and 

employee benefits, which together comprise total remuneration. The system 

also incorporates non-financial rewards (recognition, praIse, achievement, 

responsibility a nd personal growth) and, In many cases, performance 

management processes. As Armstrong (2000) stated, the main components of 

the system are: 

Processes for measuring the value of jobs, the contribution of individuals 

in those jobs, and the range a nd level of employee benefits to be provided; these 

processes consist of job evaluation, market rate analyses and performance 

management. 
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Practices for motivating people by the use of financial and nonfinancial 

rewards; the financial rewards consists of base and variable pay and employee 

benefits and a llowances, and non-financial rewards are provided generally 

through effective management and leadership, the work itself, and the 

opportunities given to employees to develop their skills and careers . 

Structures for relating pay and benefit levels to the value of positions in 

the organization and for providing scope for rewarding people according to their 

performance, competence, skill and/ or experience. 

Schemes for maintaining the system and for ensurmg that it operates 

efficiently and flexibly and provides value for money. 

2.3. The Elements of Employee Reward 

8asepay 

R. Schuster (1992) said that, base (or basic) pay is the level of pay (the fixed 

salary or wage) that constitutes the rate for the job. It may provide the platform 

for determining additional payments related to performance, competence or 

skill. It may also govern pension entitlement and life insurance. The basic levels 

of pay for jobs reflect both internal and external relativities. The internal 

relativities may be measured by some form of job evaluation which places jobs 

in a hierarchy (although the trend now is to play down the notion of hierarchy 

in the new process-based organizations). External relativities are assessed by 

tracking market rates . Alternatively, levels of pay may be agreed through 

negotiation : by collective bargaining with trade unions or by reaching individual 
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agreements . The rate for a job is sometimes regarded a s the ra te for a 

competent or skilled person in that job. Such a rate may be varied in a skill-

based or competence-based system according to the individual's skills or 

competence. 

As Newman (1987) stated, levels of pay may be based on long-standing 

structures the origins of which are shrouded in the mists of time and which 

have been updated in response to movements in market rates and inflation, 

and through negotiations . In many organizations pay levels evolve- they are not 

planned or maintained systematically. Rates are fixed by managerial judgment 

of what is required to recruit and retain people. They may be adjusted in 

response to individual or collective pressure for increases or upgrading. This 

evolutionary and ad hoc process can result in a chaotic and illogical pay 

structure which is inequitable, leads to inconsistent and unfair decisions . 

Armstrong (2000) expressed base pay as an annua l, weekly or hourly ra te. This 

is sometimes referred to as a time rate system of payment. Such systems are 

simple but they can be made more complex by the addition of various kinds of 

a llowances su ch as overtime or sh ift payments. Time rates may be 'spot rates' 

i.e., comprising one rate for the job- or there may be a range of pay for each job 

grade in which progression takes place according to time in the job, 

performance, competence and/ or skill. The rate may be adjusted to reflect 

increases in the cost of living or market rates by the organization unilaterally or 

by agreement with a trade union. Service-related, performance , skill-based or 
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competence-related pay mcreases may be added to, or 'consolidated' into, the 

basic rate, and these form the basis for penslOn contributions, sick pay, 

payment for overtime, and bonuses or profit shares when these are awarded as 

a percentage of base pay. 

Contingent pay 

Additional financial rewards may be provided that are related to performance, 

skill, competence and/or experience. These are referred to as 'contingent pay'. If 

such payments are not consolidated into base pay, they can be 'pay at risk', as 

in the CBI/Wyatt survey (1993) . For example, the pay of sales representatives 

on a 'commission - only' basis is entirely at risk. The main types of contingent 

pay are : 

individual performance related pay - in which increases in base payor 

cash bonuses are determined by performance assessment and ratings (also 

known as merit pay) 

bonuses - rewards for successful performance which are paid as cash 

(lump) sums related to th e results obtained by individuals, teams or the 

organization 

Incentives - payments linked with the achievement of previously - set 

targets which are designed to motivate people to achieve higher levels of 

performance; the targets are usually quantified in such terms as output or 

sales . 

Commission - a special form of incentive in which sales representatives 

are paid on the basis of a percentage of the sales value the generate 
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Service - related pay - which increases by fixed increments on a scale or 

pay spine depending on service in the job; there may sometimes be scope for 

varying the rate of progress up the scale according to performance. 

competence-related pay- which varies according to the level of competence 

achieved by the individual 

contribution-related pay- which relates pay to both outputs (performance) 

and inputs (competence) 

Career development pay - which rewards people for taking on additional 

responsibilities as their career develops laterally within a broad grade (a broad-

banded pay structure) . 

Employee benefits 

Employee benefits, also known as indirect pay, include pensIOns, sick pay, 

msurance cover and company cars. They comprise elements of remuneration 

additional to the vanous forms of cash pay and also include provISIOns for 

employees that are not strictly remuneration , such as annual holidays. Griffin 

and Denisi (2005) 

2.4 Reward Philosophy, Strategy and Policy 

Reward philosophy represents th e broad values and beliefs that an organization 

holds about rewards . It specifies the assumptions which underpin the reward 

system and determine its form. It shapes the way strategies and policies are 

developed and implemented in the form of practices and procedures. Armstrong 

(2000) 
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Schuster and Zingheim (1992) stated that, reward strategy directs pay programs 

to what the organization wants to achieve . It is a declaration of inten t as to how 

the organization is going to put its reward philosophy into practice. It provides 

a broad perspective on how crit ical reward issues will be addressed. Strategies 

should be distinguished from plans . A strategy indicates the direction in which 

the organization wants to go in developing its reward processes and structures. 

A plan spells out how it is going to get there. A plan may include, for example, 

specified programs or projects to develop n ew job evaluation processes, new 

methods of payment, or different types of pay structure. These programs are 

designed to achieve the strategic reward objectives. Reward policy indicates how 

reward processes should be designed and managed within the context of the 

reward philosophy. It provides guidelines for line managers and personnel or 

pay specialists on how particula r and recurring reward issues should be dealt 

with. It enables consistent decisions to be made where appropriate while 

recognizing the need for flexibility and the perils of rigidity. 

The integration of reward and other personnel and development processes is 

equally important. This is sometimes called 'bundling' the processes of bringing 

all HR- policies and processes together so that they form a coherent and 

mutually reinforcing whole. To facilitate integration it is important to treat 

reward as part of the total approach to managing and developing people. It 

should not be regarded as a separate entity. Reward management cannot take 

place in isolation from people development and other business and personnel 
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m an agement processes . Frequently, new reward structures and systems are 

developed to fit or support a new organizational structure or following a 

business process re-arranging exercise. Schuster and Zingheim (1992) 

2.5 Employees as stakeholders 

According to Armstrong (2 000), another recurring concept here is the need to 

treat employees as stakeholders- people who have a legitimate claim to share in 

the prosperity of the organization and to be involved in decisions affecting their 

pay and other terms and conditions of service . This implies the generation of a 

clima te of mutual trust. 

The Institute of Personnel and Development's (IPD) statement People Make the 

Difference (1994) made the point that much has been done in recent years to 

introduce a sense of reality into employee relations. According to the IPO: 

Managers should no kid themselves that acquiescence is the same 

thing as enthusiastic involvement. The pace of life and changing work 

patterns in the future will put a strain on the best of relationships 

between employees and managers. 

The IPD suggested that building trust was the only basis on which commitment 

might be generated and the tensions contained. For these reasons, attaining or 

sustaining world-class levels of performance will be increasingly unlikely in 

organizations that do not treat their employees in ways which are consistent 

with their status as the key business resource . This means that: 

Employees cannot be treated just as a factor of production. 
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Organizations must translate their values into specific and practical 

action . In too many organizations inconsistency between what is said and what 

is done undermines trust, generates employee cynicism and provides evidence 

of contradictions in management thinking. The formulation of reward strategies 

and policies must take account of the need for trust and the need for 

integration. 

2.6 The Aims of employee reward 

The organization's requirements 

As Shuster (1994) stated a reward system expresses what the organization 

values and is prepared to pay and provide non-financial rewards for . It is 

governed by the need to reward the right things to convey the right message 

about what is important. The basic philosophy is that people should be 

rewarded for the value they create. 

As O'Neal (1994) points out: 'Pay is a function of the work system it supports ... 

Pay systems will need to support the development of intellectual capital, 

universal use of information technology, strategic alliances, continuous 

learning, and employee populations that come and go '. 

Overall aim 

The overall aIm of employee reward is to support the a ttainment of the 

organization's strategic and shorter-term objectives by helping to ensure that it 

has the skilled, competent, committed and well-motivated workforce it needs. 

This means providing for the continuing improvement of individua l, team and 

20 



Project paper. MBA program 

therefore organizational performance, and taking steps that contribute to the 

creation of added value and the achievement of competitive advantage. O'Neal 

(1994) 

As Lawler (1990) has noted: 

The challenge is to develop pay programs that support and reinforce the 

business objectives of the organization and the kind of culture, climate and 

behavior that are needed for the organization to be effective. He also made the 

important point that 'Pay practices are only as good as the impact they have on 

organizational effectiveness. ' 

It has been emphasized by Schuster and Zingheim (1992) that 'People are the 

principal variable in organizational success.' Pay programs should aim to 

accomplish the following organizational objectives: 

To make excellent performance financially worthwhile 

To communicate to satisfactory performers the importance of acceptable and 

better performance 

To communicate to less-than satisfactory performers the need to improve. 

Contribution to added value 

In accounting language, added value is th e difference between the income of the 

business arising from sales (output) and the amount spent on materials and 

other purchased goods and services (input). In more general terms, it is the 

development and use of any resource in such a way as to ensure that it yields a 

substantial and sustainable higher return on whatever has been invested in it . 
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Added value often means the creation of more out of less, and an increasingly 

popular index of overall organizational performance is added value per of 

employment costs. 

Added value is generated by people. It is people at various levels who create 

VIsIOns, define values and mISSIOns, set goals, develop strategic plans, and 

implement those plans in accordance with the underpinning values . Added 

value will be enhanced by anything that is done to obtain and develop the right 

sort of people, to motivate and manage them effectively, to gain their 

commitment to the organizations values, and to build and maintain stable 

relationships with them based on mutual trust. 

Employee reward contributes to the creation of added value by helping to 

ensure that people with the required competencies and levels of motivation are 

available, and by playing a part in creating a culture and environment that 

stimulate high-quality performance . Schuster and Zingheim (1992) 

Contribution to competitive advantage 

Sustainable competitive advantage as formulated by Porter (1985) arises when a 

firm creates value for its customers, selects markets in which it can excel, and 

presents a movmg target to its competitors by continually improving its 

position . According to Porter, three of the most important factors are 

innovation, quality and cost leadership, but h e recognizes that all these depend 

on the quality of an organization's advantage is crucial to a business's growth 

and prosperity. Newman (1987) 
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Unique talents among employees, including supenor performance, high 

productivity, flexibility, innova tion, and the ability to deliver excellent personal 

customer service are ways in which people provide a critical ingredient in the 

development of the competitive position of a business . People are also the key to 

managmg the pivotal interdependencies across functional activities and 

important external relationships. It can be a rgued that one of the benefits 

arising from competitive advantage based on the effective management of 

people is that such an advantage is hard to imitate. An organization's personnel 

strategies, policies and practices are a unique blend of processes, procedures, 

personalities, styles, capabilities and organizational culture. One of the keys to 

competitive advantage is the ability to differentiate what the business supplies 

to its customers from what its competitors offer. Such differentiation can be 

achieved by having better-quality people. Employee reward practices can make 

an important contribution to getting and keeping such people and to providing 

them with the incentives which will motivate them to achieve higher levels of 

performance. 

Management and reward 

An organization's performance depends ultimately on the quality of its 

management and employees, and the reward system can help to improve that 

quality. But the improvement of organizational effectiveness cannot be left to 

the reward system a long; the culture, values and management style of the 

organization, together with its performance management and employee 
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development programs, are equally important. Reward systems, however well 

conceived a nd effective, are no substitute for good management. 

Rewards aims from the organization's point of view 

According to Armstrong (2000), from the organization's point of VIew, the 

specific aims of employee reward are to: 

Help to attract, retain and motivate high-quality people 

Play a significant part in the communication of the organization's values, 

performance, standards and expectations 

Encourage behavior that will contribute to the achievement of the 

organization's objectives and reflect the 'balanced score-card' of the key 

performance-drivers of customers, finance, processes and people- two of the 

basic questions to be answered when developing reward systems are 'What sort 

of behavior do we want? and 'How can reward processes promote that 

behavior?' 

Underpin organizational change programs concerned with culture, process and 

structure 

Support the realization of the key values of the organization in such areas as 

quality, customer care, teamwork, innovation, flexibility and speed of response 

Provide value for money: no reward initiative should be undertaken unless it 

has been established that it will add value, and no reward practice should be 

retained if it does not result in added value. 
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Reward aims from the employees' point of view 

From the employees' point of view the reward system should: 

Treat them as stakeholders who have the right to be involved m the 

development of the reward policies that affect them 

Meet their expectations that they will be treated equitably, fairly, and 

consistently 

Be transparent - they should know what the reward policies of the organization 

are and how they a re affected by them. 

It is sometimes said that to achieve these aims an organization's pay practices 

should be 'internally equitable and externa lly competitive'. This is all right as 

far as it goes, but it is not a lways easy to a ttain and it represents a somewhat 

limited point of view. The first problem is that the goals of internal equity a nd 

external competitiveness are often hard to reconcile. The pressure of market 

forces may overcome internal equity considerations when people with scarce 

talents have to be recruited. On the other hand, a crude wish to be competitive 

may be inappropriate. As Schuster and Zingheim (1992) point out: 'The 

competitive pay should be contingent upon providing a level of work quality, 

productivity, or performance which must justify pay levels that reflect expected 

reasonable goal performance .' Competitive pay should be linked with 

competitive performance. 

Achieving the aims 

As Lawler (1990) stated, the employee reward system will achieve its a ims if: 
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It adopts a strategic approach that is aligned to the business and HR strategies 

and is congruent with the culture of the organization 

Reward policies and processes are modified in accordance with the changing 

need of the business 

Employees are valued according to their contribution, skill and competence 

The reward system is transparent and employees are treated as stakeholders 

who are entitled to make representations on any area of reward that affects 

interests and who will be involved in the development of reward processes 

Employee relations strategies a re designed to build mutual trust and to develop 

a partnership approach which provides for increases in prosperity to be shared 

with a ll employees (not just the favored few at the top) 

Reward policies emphasize the need for equity, fairness and consistency while 

recognizing that the ideal of internal equity may not be sustainable in full 

because of market pressures 

Maximum freedom is devolved to line managers to manage the reward system 

within their budgets are in accordance with abroad policy guidelines 

There is a constant thrust to maximize the performance leverage of any money 

spent on pay 

Reward initiatives are taken only when their interaction with other business 

a nd personnel policies has been assessed, and a n integrated approach adapted 

to the development of mutually supportive processes. 
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2.7 Traditional approaches to managing pay 

Armstrong (2000) notes out that, the traditional approach to managing pay in 

the 1960s and 1970s embraced all the processes which were incapable to meet 

the expectations of the employees . But in line with typical personnel 

management practices of the time it did not recognize the strategic elements 

and failed to integra te pay with other personnel processes . It a lso ignored the 

total approach to reward management which has emerged in the 1990s an d 

which emphasizes the significance of performance management rather than 

conventional appraisal schemes and the need to pay as much attention to non-

financial as to financial rewards. 

Salary administrative, as it used to be called, placed pay in a subordinate role. 

Salary administrators, if they existed a t all, policed the system, ensuring that 

everyone adhered to rigidly defined procedures for grading jobs and progressing 

pay. Line managers did what they were told. As their title indicates, salary 

administrators were concerned only with white-collar staff. The pay of manual 

workers was left to industrial relations officers, work-study engineers and rate-

fixers. 

However, as Schuster and Zingheim (1992) remark, 'traditional pay practice was 

not unplanned or poorly directed' . It emphasized the need to 'attract, motivate 

and retain ' employees but the focus was on 'competitive attributes rather than 

on the more important strategic or tactical issues'. 
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Traditional pay practices understanda bly reflected h ow organizations were 

structured a nd managed . They tended to be bureaucratic and geared to 

extended hierarchies and vertical communication systems the organizational 

'chimneys' largely separate from other organizational chimneys. Progress up the 

hierarchy was largely by regarding and, frequently, by means of fixed 

increments within grades or a pay spine. 

Job evaluation concentrated on measuring job Size, so that jobs could be 

s lotted into an appropriate grade in the hierarchy and job-holders could be 

upgraded if they were promoted to a job with a higher points rating. Job 

evaluation schemes were often complex, rigid, administratively cumbersome 

and paper-intensive. The emphasis was on managing internal relativities and 

on jobs that were defined by means of elaborate and lengthy and descriptions. 

The focus was on jobs rather than on people. The need for pay to be competit ive 

was, of course, recognized, but market-rate pressures were regarded as 

unwelcome intrusions, and if the organizations had to bow to such pressures, 

jobs were 'red-circled' to indicate that they were exceptions to the rule. 

Employee benefits - 'fringe benefits', as they were known tended to proliferate, 

often so as to avoid income tax. Little attempt was made to get value for money, 

and the system was administered rigidly. Everyone got what management felt 

they ought to get. There was no choice. 

During the 1980s some elements of this traditional approach were changing in 

many organizations. Incremental pay structures were largely abandoned in the 
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private sector and performance-related pay (PRP) suddenly becomes popular. 

The government of the day discovered PRP like religion and sought to impose it 

on the public sector in the aive belief that it invariably improves performance 

and transforms everyone into entrepreneurs overnight. The entrepreneurial 

1980s were , of course, the decade of greed, when the ultimate answer to 

motivation, transformation and success was money through PRP, share 

options, and so on. It was a decade characterized by Gordon Gekko, in the film 

Wall Street, whose creed was that 'greed was good'. It harked back to Jonas 

Chuzzlewit, whose education, as described by Dickens 91844), 'had been 

conducted from the cradle on the strictest principles of the main chance. The 

very first word he learnt to spell was 'gain" and the second (when he got into 

two syllables), "money". 

There were also movements towards more flexibility in managmg pay and 

benefits, and some organizations began relating shop-floor pay to skill levels. 

Traditional job evaluation schemes were attacked by Lawler (1990) and others 

as unsuited to the new flexible and de- layered organizations and inappropriate 

for the knowledge workers increasingly employed in h igh -technology industries . 

2.8 Pay for performance: the challenges 

As Gomez (1999 p -394) stated, one important element of an employees level of 

contribution to the company is the job he or she holds . Employees with more 

responsible positions generally make greater contribution to the organization, 

which is why they receive higher levels of pay. 
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Pay for performance system reward employee performance on the basis of three 

assumptions . 

./ Individual employees and work teams differ in how much they contribute 

to the firm not only in what they do. But also in how well they do it 

./ The firms over a ll performance depends to a large degree on the 

performance of individuals and groups with in the firm 

./ To attract, retain and motivate high performers and to be fair to all 

employees, a company needs to reward employees on the basis of their relative 

performance. 

These assumptions seem straightforward and acceptable . However, it is widely 

recognized that incentive systems can create negative consequences for firms. 

According to Gomez (1999 p-395) the following are the basic challenges that the 

firm face in implementing the pay for performance system. 

The 'Do what you get paid for' syndrome 

To avoid the ch a rge that pay is distributed on the basis of subjective judgments 

or favoritism, pay for performance system tend to rely on objective indicators of 

performance. This may lead some m angers to use whatever objective data a re 

available to justify pay decisions because doing so lets them explain judgment 

calls to subordinates. Unfortunately, the closer pay is tied to particular 

performance indicators, the more employees tend to focus on those indicators 

and neglect other important job components that are more difficult to measure . 

As Gomez (1999 p -394) 
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lack of control 

Employee soften can not control all of the factors affecting their performance. 

Some examples of factors that are beyond an employees control are the 

supervisor, performance of other work group members, the quality of the 

material or product the employee is working with, working conditions, and the 

amount of support from management. Linking pay to performance in such a 

situation is inequitable and demoralizing. As Gomez (1999 p-394) 

Difficulties in measuring performance 

Assessing employee performance is one of the thorniest tasks a manger faces, 

particularly when the assessment are used to dispense rewards. At the 

employee level, the appraiser must try to untangle individual contributions 

from those of the work group while avoiding judgments based on a personality 

bias, likes and dislikes, and political agendas. At the group or team level, the 

rater must try to isolate the specific contributions of nay given team when all 

teams are interdependent. In short accurate measures of performance are not 

easy to achieve and trying pay to inaccurate measures is likely to create 

problems. As Gomez (1999 p -394) 

Physiological contracts 

Once implemented, pay-for-performance system creates a psychological 

contract between the employee and the firm. This is a set of expectations base 

prior experience, and it is very resistant to change. Several factors account for 

this resistance: fear of unknown, perceived threats to self interests, distrust of 
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ma nagement, and th e existen ce of powerful groups within the firm that prefer 

to do things as they have been done in the past. As Gomez (1999 p-394) 

The credibility gap 

Employees often do not believe that pay for performance programs are fair or 

that they truly reward performance, a phenomena called the credibility gap . 

Some studies indicate that as 75% of a typical firms employees question the 

integrity of pay for performance plans. If employees do not consider the system 

legitimate and acceptable, it may well have negative rather than positive effects 

on their behavior. 

Job dissatisfaction and stress 

Pay for performance system may lead to greater productivity but lower job 

satisfaction. Some research suggests that the more pay is tied to performance, 

the more the work unit begins to unravel and the more unhappy employees 

become. As Gomez (1999 p-394) 

2.9 Equal pay for work of equal value 

Way discrimination takes place 

As Armstrong (2000) has stated: historically it has been generally accepted by 

men in mans world that women's place was in the home, unless they were 

n eeded to carry out menial and therefore underpaid jobs. Women's work has 

been undervalued because of law rates of pay . The entry of women into the 

professions in the ninetieth century and pressures for women's rights in the 

twentieth heralded a very gradual change in this climate of discrimination. 
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It seems that historical attitudes bout the fundamental values of women 

compared with men continue to exert a powerful influence on relative rtes of 

pay. This means that women tend to be concentrated in lower paying jobs, a 

problem aggravated by the relative lack of training opportunities for women's. 

Undoubtedly this because the work undertaken by women has been 

insufficiently recognized. 

Discrimination injob evaluation 

Clearly the first thing to do when attempting to eliminate discrimination is to 

look at the scheme itself. But, the way in which the scheme is implemented can 

discriminate, especially when organizations simply install off-the-shelf schemes 

which appear to be non-discriminatory, and then proceed to a llow grading and 

pay decisions to be made which continue t be gender based. Both these issues 

need to be considered. 

Discriminatory pay structures 

As Armstrong (2000) stated, pay structure can discriminatory in the following 

ways 

,/ The grade boundary lines in a multi-graded structure are based purely on 

judgments which may simply reinforce existing inequalities 

,/ Generic job descriptions take insufficient accounts of significant 

differences between male and female roles 

,/ An analytical job evaluation scheme IS not used to define grades or 

a llocate jobs to grades-whole jobs are slotted in to a graded , broad-banded or 
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job family structure by a process of internal benchmarking which cou ld simply 

perpetuate existing discrimination 

./ Benchmarking jobs do not fairly represent the distribution of male and 

female jobs 

./ Market related pay levels and differentia ls produced marketplace gender 

discrimination and do not take account of internal relativities 

Minimizing other types of discrimination 

Eliminating unequal pay because of racial discrimination is more a matter of 

developing and implementing an equal opportunity policy and operating the 

evaluation scheme without bias than of the design of the scheme itself. Clearly, 

Segregation and prejudice a re most likely causes of d is'crimination, and they 

can be removed only if there is a policy for ensuring equal opportunities in 

employment, promotion and training and if the policy is under printed by a 

continuous program of education and training. Gomez (2000) 

Auditing equal pay 

According to Flood C. and Gannon G. (1995), Equal pay audits should be carried out 

regularly in order to ensure that 

./ The job evaluation scheme remains free of bias and properly reflects the 

type a nd levels of work 

./ New jobs a re properly evaluated and graded without bias 

./ Evaluations a re made purely on job content without reference to th e sex 

of job-holders or historical position in the pecking order. 
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./ Evalua tions a re upda ted to reflect changes in jobs 

./ Sex bias has not crept in to evaluations and grading 

./ He a llocation of jobs to grades or bands does not indicate bias 

./ Jobs which appear to be paid unequally for work of equal value a re 

identified and action taken to remove unjustified inequ alit ies 

2.9. Performance management 

Performance m an agemen t is the systematic process by which an organization 

involves its employees, as individuals and members of a group, in improving 

organizational effectiveness in the accomplishment of organization mission and 

goals . 

Note: the reference for this literature is found at the bottom of this pageS 

Employee performa nce management includes: 

• 

• 

• 

• 

• 

Planning work and setting expectations, 

Continually monitoring performance, 

developing the capacity to perform, 

Periodically rating performa nce in a summary fashion , and 

rewarding good performance 

8 http: //www.opm.gov / perform/ overview. asp 
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In an effective organization, work is plann ed out in advance. 

Planning means setting performa nce expectations and goals for groups and 

individua ls to ch annel their efforts toward achieving organizational objectives. 

Getting employees involved in the planning process will help them understand 

th e goals of the organization, what needs to be done, why it n eeds to be done, 

and how well it should be done. The regulatory requirements for planning 

employees' performance include establishing the elements and standards of 

their performance appra isal plans. Performance elements and standards should 

be measura ble, understandable, verifiable, equitable, and achievable. Through 

critical elemen ts, employees are held accountable as individua ls for work 

assignments or responsibilities. Employee performance plans should be flexible 

so that th ey can be adjusted for changing progra m objectives and work 

requirements. When used effectively, these p la ns can be beneficial working 

documents that are discussed often, and not merely paperwork that is filed in a 

drawer and seen only when ratings of record are required. 

In an effective organization , assignments and projects are monitored 

continually . Monitoring well means consistently measuring performance and 

providing ongoing feedback to employees and work groups on their progress 

toward reaching their goals . Regulatory requirements for monitoring 

performance include conducting progress reviews with employees where their 

performance is compared a gainst their elements a nd standards. Ongoing 

36 



Project paper, MBA program 

monitoring provides the opportunity to check how well employees are meeting 

predetermined standards and to make changes to unrealistic or problematic 

standards. And by monitoring continually, unacceptable performa n ce can be 

identified at any time during the appraisal period and assistance provided to 

address such performance rather than wait until the end of the period when 

summary rating levels are assigned. 

In an effective organ ization, employee developmental needs are 

evaluated and addressed. Developing m this instance means increasing the 

capacity to perform through training, glvmg assignments that introduce new 

skills or higher levels of responsibility, improving work processes, or other 

methods. Providing employees with training and developmental opportunit ies 

encourages good performance, strengthens job-related skills and competencies, 

and helps employees keep up with changes in the workplace, such as the 

introduction of new technology. 

Carrying out th e processes of performance management provides a n excellent 

opportunity to iden tify developmenta l needs . During planning and monitoring 

of work, deficiencies in performance become evident and can be addressed . 

Areas for improving good performance a lso stand out, and action can be taken 

to h elp successful employees improve even further. 
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From time to time, organizations find it useful to summanze 

employee performance. This can be helpful for looking at and companng 

performance over time or among vanous employees . Organizations need to 

know who their best performers are. Within the context of formal performance 

appraisal requirements, rating means evaluating employee or group 

performance against the elements and standards in an employee's performance 

plan and assigning a summary rating of record. The rating of record is assigned 

according to procedures included in the organization's appraisal program. It is 

based on work performed during an entire appraisal period . The rating of 

record has a bearing on various other personnel actions, such as granting 

within-grade pay increases and determining a dditional retention service credit 

in a reduction in force . 

In an effective organization, rewards are used well. Rewarding means 

recognizing employees, individually and as members of groups, for their 

performance and acknowledging their contributions to the agency's mission. A 

basic principle of effective management is that a ll beh avior is controlled by its 

consequences . Those consequences can and should be both formal and 

informal and both positive a nd n egative. 

Note : This literature is cited from the website found at the bottom of the page9 

9 http)/www.opm.gov/perform/overview.asp 
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2.10 Pay structure 

Newman (1987) , said that, in a classic a rticle on pay structure, Livernash 

asserts that employees desire fair compensation. He stated that employees 

judge the fairness of their pay though comparison with the compensation paid 

other jobs related in some fashion to their own jobs. Such interrelated job he 

called job cluster. Accordingly the criteria for assessing the internal pay 

structure is its acceptability to the employees involved. Effectiveness of the pay 

structure is depends on employees acceptance. 

Since employee judgments about pay structure are so important, we need to 

understand how employees make these judgments. The exhibit below show the 

main determinates of whether an employee is likely to perceive pay for a job as 

being equitable. The model, adapted from the distributive justice and inequity 

models, shows that employees judgment s about equity are based on 

companson. a pay structure will be perceived as equitable or inequitable 

depending on whether the pay for job A compared to its requirements 

(education, experience,), the work performed (task, behaviors, working 

conditions), and he value of contributions (to organization objectives and / or 

consumers) is congruent with the pay for the job B relative to its requirements, 

work performed, contributions, and so on , through all jobs in the structure . 
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Exhibit 2.1 
Perceived equity of a pay structure 

~
"'=~'-' .. ""' ... -.,..,...."~'-= ...•.... :.' .. 7"""-;-.~.--..... :1 

" .. c· ....... , ....... __ ._ ... _ ." ',j 
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Where 

Q = qualifications 

W = work performed 
P = product value 

Pay structure and work behavior 

In the compensation literature, the pay structure is said to be related to every thing from 

employee performance to strikes. Several writers argue that employees' judgments about the 

fairness of the pay structure affect their work behaviors. The following exhibit suggests some 

consequences of pay structure. 
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Chapter Three 
Profile of the Enterprise 

3.' Historical Background and General Information 

The foundation of the four farms, which are currently organized under the 

enterprise, dates back to the regime of Atse HI Selassie. They had been 

established by local and foreign investors, which were then owned by loca l and 

foreign investors, than nationalized by the socialist government of the Dergue10 

in 1974. 

In 1979 I 80 the four farms were reorganized under a state owned enterprise by 

the name Nura- Era Agricultural Development Enterprise (NADE) under the 

direct responsibility of the Ex- Horticultural Corporation under the Ministry of 

State Farms. In 1982 the Merti Fruit and vegetable processing plant was a lso 

established under the enterprise. After the collapse of the Dergue regime, the 

Enterprise was re- established by the name Upper Awash Agro Industry 

Enterprise (UAAIE) on November 19 / 1993. Currently after th e transfer of 

Awash Melka farm to HVA sugar company April 9/2007, the enterprise mange's 

three farms namely, Tibila, Nura-Era and Merti-Jeju farms and one fruit and 

vegetable processing factory. 

UAAIE is found on the citrus-belt of the world. It is the biggest producer of 

fresh vegetables and tropical and sub- tropical fruit and processed fruits and 

vegetable. It also produces a variety of cereals, fiber crops (cotton), cut flowers 

10 A po litical party ruled Ethiopia between the years 1974 - 1991 
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seeds a nd others for local and foreign markets. Moreover, the Enterprise is the 

only source of parent planting materials for citrus and is a pioneer in modern 

commercial horticulture farming in the country. 

The cropping pattern has gone through several changes and it was during the 

late 70's and early 80's that efforts h ave been made to work on expansion of 

tropical and non-tropical fruits, the diversification of vegetables in a ll farms 

parallel to the installation of the processing plant as a result of which the area 

coverage of the enterprise increased significantly. The effort has enhanced the 

production of fresh agricultural a nd processed fruit and vegetable products 

both for local and foreign markets. 

3.2 Location 

The Enterprise is s ituated along the Upper bank of the Awash River 174Km 

east of Addis Ababa. And its economic units a re located in Oromiya regional 

State. (Details are depicted on Table below) 

Certain Information and background of the Enterprise's Economic Units 

Table 3. 1. General information 

PRODUCT DISTANCE ARABLE LAND OTHERS TOTAL CURRENT IRRIGABLE 
ION FROM CONDITION WITH 
CENTERS Inter A.A Irrigable Rain fed Non- Cultivate Gravi Pump 

office Cultivat d ty 
ed 

Tibila 35 148 754,00 206,68 1,120,68 1,120,68 206,68 754,00 323 431 
Merti- jeju 2 176 1,5 17,00 - 1,700,00 1,700,00 - 1,517,00 830 687 
Nura-Era 13 179 3,106,00 - 3,2767,00 3,277,00 281,00 282 5,00 2825 -
MPP 0.5 174 - - 13,00 13 ,00 - - - -

Total 5,377,00 206,68 6,110,68 6, 110,68 487,68 5,096.00 3978 118 

Source, secondary source 
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N.B Other Land holding refers to land covered with bushes and shrubs and also 

allocated to infrastructures. 

Additional information about the 487.68 hectares of non- cultivable land 

Table 3.2. non-cultivated land 

SR. DETAIL REASONS HE. REMARK 
NO 
I Rain fed that receives insufficient 206,68 Requires High initial 

And uneven distribution of RF investment 
2 Marshy land & problem of salinity 11 2,00 " " " " 
, 

Illegal Settlers 169,00 Requires Higher J 

officials intervention 
487,68 

Source, secondary source 

The enterprise has a logistic office located at Addis Ababa, and this office 

orgaillzes monitors and deals with matters concerning logistics a nd export 

works. 

3.3 Resources: 

A. land and irrigation Water 

Currently, the total area of land under the ownership of th e enterprise h as 

reached 6, 110.68 hectares out of which 5 ,583.68 hectares is cultivable while 

some 527 h ectares is held by bushes and infrastructures like roads, residential 

houses, canal etc. Although, 3 18 .68 h ectares of the arable land needs further 

reinvestment, 5,096 hectares of cultivable area is irrigable while the rest 169 

hectare is held by illegal settlers. The irrigation schema is of two types ; pump 

driven and gravitational. While 1, 118 hectares is cultivated by water pump 
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driven irrigation water, the rest 3 ,978 hectares are through gravitational 

sch eme. The sources of irrigation water are rivers known as Awash, Biskello, 

and Worenso; More than 98% of the irrigation water source is Awash River, one 

of the biggest rivers in the country. 

B. Agro- Climate 

The Agro-Industry is very suitable for horticulture developme.nt by virtue of the 

optimum climatic and edaphic factors is blessed with. The farms have an 

altitude ranging from 1100 (At Nura Era) to 1200 M.A.S.A (At Tibila) and mean 

annual rainfall of about 500mm. Annual mmlmum and mrunmum 

temperatures are 15.30c and 32.6, respectively. The soil type ranges from clay 

(1 5%) to loam (48%) and has a PH ranging from 7 .5 - 9.1 at Enterprise level. 

Summary of Topography, Climate, Soil type and irrigation Water resources 

Table.3.3 Topography 

NAME OF ELEVATION TOPOGRAPHY SOIL TYPE IRRIGATION WATER 
FARMS (M.A.S.A) SOURCE 

Tibila 1,200 Plane and Sandy clay loam Awash, Werenso and 
sloppy black and loam Biskello Rivers 

Merti jeju 1,150 Rough and level Sandy clay loam, Awash River 
black and loam 

NuraEra 1,100 Rough, level & Sandy clay loam, Awash River 
plane black and heavy 

Source, secondary data 

C. Communication facilities 

The enterprise is currently equipped with such communication facilitates as 

astatine radios, portable radios (walky talky), telephone, Fax and have Internet 

access (Dia l-up connectivity). Stationed radios are available in all the farms 
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with the exception of MPP and portable radios serve in a ll the farms. Regular 

telephone fax and Internet access computer are installed and serving only at 

enterprise office . The processing plant also does have a telephone service .Local 

a rea network insta lla tion has been underta ken and under use some years ago. 

3.4 Organizational Structures and Manpower 

According to the organizational structure, the total professional and non-

professional manpower of the enterprise is composed of 311 permanent labors 

of different educational levels. The average annual actual seasonal labor of the 

enterprise varies between 9,000 q,nd 11,000 based on the annual product mix. 

The labor discipline of the employees is highly dependable and so possible to 

say that there is favorable industrial peace with in the organization. The 

Organizational stru cture of the enterprise basically consist of ten (including 

projects, productivity and service reform office) functional units that have 

distinct duties and responsibilities to accom plish. Under these basic functions , 

there are sub- functions that also have their own duties and responsibilities. 

Besides the farms and the processing plant do have their own Managers who 

manage main sections that are structural replica of the basic functions of the 

organization. It is only the audit a nd inspection service function tha t does not 

exit at farm / factory level. 

The organizational structure of the firm is attached on the next page; 
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Free Service Provisions 

The enterprise's head quarter and production centers are situated far from 

cities and towns. Based on this fact, UAAIE has to provide shelters and oth er 

services for both permanent and seasonal employees. Other alternatives do not 

exist in the area other than build its own shelters to go along with its 

manpower requirement. In addition to this, the enterprise provides electricity, 

water, medical facilities and insurance service to its employees with out 

charges. 

C. Production and Processing Technology 

The agricultural production of the farm units are mechanized through the use 

of Tractors, Farm Implement, and water pumps cooling units and pack- house 

(for exportable crops only). Generators and such heavy duty track laying 

machineries as excavators' graders and loaders are a lso found . Since the 

processmg plant installed before 20 years back, most of the processing 

accessones and th e technology dare of that age and reqUire replacement and 

rehabilitation. 

D. Production And Sales 

The production mix of the en terprise is composed of about 30 types of farm 

products and 11 types of factory processed products . The current area coverage 

of tropical and non- tropical fruits is about 2,049.21 h ectares, which is about 

44% of the total cultivated area of the enterprise and the rest 56% is composed 

of vegetables cereals seeds fibers and others. The citrus a rea is about 1,518.44 
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hectares, which is 74% of the total fruit area and 32% of the total cultivated 

area. 

Table 3.4 production output of farm units 

TYPE OF TIBILA MI JEJU NURAERA TOTAL 
PRODUCTS FARM FARM FARM 
1. Farm Products 
A. Fruit 

I. Orange 53.23 94.40 772.00 919.63 
2. Mandarin - 24.00 167.00 191.00 
3. Grape Fruit 0.51 - - 0.51 
4. Avocado 3.44 - - 3.44 
5. Papaya 50.00 - - 50.00 
6. Guava - - 55.00 55.00 
7. Mango - 11.70 49.89 61.59 
8. Grape Vine - 18.93 0.93 19.86 
9. Mtcb - 7.38 - 7.38 

S. Total(A-l) 107.18 156.41 1,044.82 1,308.4 1 
-

A-2non- Bearings 
1. Orange 107.65 64.91 86.56 259.1 2 
2. Mandarin 11.21 1.09 15 .87 28. 17 
3. Grape Fruit - - 16.09 16.09 
4. Lime - - 34.09 34.09 
5. Mango 34.60 92.22 148.61 275.43 
6. Grape Vine 1.50 70.54 12.73 84.77 
7. Lemon - - 1.15 1.1 5 
8. Papaya 30.38 - - 30.38 
9. Mtcb - 11. 10 0.50 11.60 

S. Total (A-2) 185.34 239.86 315.60 740.80 
Total (A) 292.52 396.27 1,360.42 2,049.21 

- 0.66 8.71 9.37 
B. FrlSeedlings 
C. Forestry 13.78 76.56 31.80 82.14 
D. Annual Crops 484.34 963.91 1,092.35 2,540.60 
Total Area 790.64 1,397.40 2,493.28 4,681.32 

Source, annual magaz1I1e 
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Processing Plant 

Merti fruits and vegetables processmg plant has contributed a lot for 

transforming fresh fruits and vegetables in to long shelf life canned foods and in 

keeping up the profit of the Agro Industry for the last two decades . The 

enterprise can be referred to as, a small technology transfer center in the field 

of Fruits & Vegetables Agro Industry. To this end, it can be viewed as role 

model for agro Industry in the country from which a lot experience can be 

shared. 

iI.S capacity of Processing 

Total production could reach 50,000 qt of finished processed products 

annually. So far 48,000 (qt) have been achieved in years of high market 

demands. The processing lines have the following capacities of processing:-

• 10,000 to 13,000 tons of tomatoes , 

• 1,000 to 2,000 tons offresh orange, 

• And small quantities of guava, 

• Lemon/ lime etc. 

In condition where, all fresh farm raw materials are supplied by the sister farms 

which are 3 to 20 km away from the factory, the processing p lant has attained 

maximum processing hour of 5,000 in the year 1998/99 smce its 

establishment. With in the last 20 years of processing activities; the plant has 

received and processed: 

• million qt of raw tomatoes 
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• 229,000 quinta ls of fruits And the corresponding out puts of these 

fresh raw material were :-

./ 299,000 qt of tomato products 

./ 236,000 qt of fruit based products . 

This performance implies that the processing plant has been functioning at an 

average rate of 50% of its attaina ble capacity annually. The various farm 

output comprises 95% while factory processed ones 5% of the average annual 

production of the Enterprise. Since the retroactive system (HACCP)ll is believed 

to be a benchmark requirement for any food item to be sold in especially 

European countries .MPP is currently one of the active participants in the 

national food safety program, which include not a ll but few domestic food 

producers .But nowadays the factory fulfilled the required criteria through 

enjoying the good helps, consultancy and training by UNJDO, MOH& MOTI and 

is awarded the so called "SANS HACCP CIRTIFICATE" recently. To this end, 

a lready basic GHP (Good Hygienic practices) and GMP (Good manufacturing 

practices) are implemented in Merti processing plant. 

Export activities: 

The major export crops are mainly Bob beans, Alliums flower, lint cotton & 

haricot bean seed. The green beans export is becoming more and more 

encouraging a nd interesting because the Upper Awash ahs currently been 

II See the glossary part 
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awarded safety and quality certificate of EUREP / GAP12 for its green beans 

product. Upper Awash agro industry as an experienced producer find exporter 

of green beans to Europe; has become the 1 st national company to be booked 

by the EUREP GAP Protocol, in August 2003 . Since then the Agro Industry has 

mobilize its resources towards accomplishments of different tasks like:-

,/ Building and upgrading green beans pack house at four different sites. 

,/ Upgrading of a ll necessary working conditions and implementing good 

hygienic practices. 

,/ In this regard, four mobile toilets were purchased and resumed 

functioning in working fields. These mobile toilets have changed the old notions 

of sanitation and enhanced the image of the company. 

,/ Developing and up grading different manuals and guidelines record 

keeping etc. 

Training all involved personnel about the EUREP GAP benchmark 

standards and their implementation .The intensive efforts conducted with in a 

few months have dramatically transformed the activities in planning, 

production, control and export of green beans. 

Internal audits has been frequently practiced to correct and re- correct every 

non - conformances observed. After few consecutive visits were conducted by 

European custom ers, UAAIE was fully ready to be audited by the (CB) certifying 

body. The audit took place in March 2004 and the result was highly 

encouragmg. 

12 A certification for best performance in the area of horticultural products exporting 
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Upper awash agro industry enterprise full filled the Europe gap protocol and be 

awarded Europe gap certificate : namely the Europe gap protocol for fresh fruits 

and vegetables ( version 2/2004) which is valid from 30 may -04 until 29 may 

07. It is obviously true that the certificate will encourage the activities of 

exporting any other horticultural product to EUROPE by repeating the same 

efforts expended to green beans export certification .To this end, ma ny work 

procedures a nd ma nuals are already underway to be able to apply good 

agricultural practices m the major crop production processes. 
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Chapter Four 
Presentation and Analysis of Major Findings 

In this part of the paper, both primary and secondary data are presented and 

analyzed. The primary data were collected using questionnaires and interviews. 

Questions are presented using tables and charts a long with employees' 

responses. For simplicity purpose, questions are categorized into ten different 

topics. The categorization is based on their similarities. The analysis is made 

based on these topics rather than on each questions . Interview results are 

presented and analyzed beside with questionnaire results; the aim is to give a 

clear and comprehensive analysis for readers. 

4.1. Reward Philosophy, Strategy and Policy 

As most scholars agreed, the purpose of a reward philosophy and strategy is to 

define the critical requirements of company's compensation and reward 

programs so to enable the company to effectively manage the people resources. 

Although mangers in the UAAIE agreed on the above statement, so far they did 

not developed any written and formal reward philosophy and strategy. Even if, 

it is not must to have a written statement, they are not even clear and familiar 

with these terms . On the other hand they noted that, it is important to consider 

both internal a nd externa l factors as pay decisions are made. As they said, 

internally importance sh ould be placed on equity in relation to others in like 

job/positions, as well as an individual's skills, knowledge, performance, and 

job/ position related experience. Furthermore they believe that, externally the 
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relevant labor market should be monitored to determine market movement, 

keeping in mind its effect on employees and their respective pay. Other external 

market elements like academic institutions and general industry employers 

with whom they compete for employees with relative skills and experience are 

also properly considered before major reward decisions are made. 

Despite their fault to note their philosophy and strategy readily, the a lready 

mentioned views of managers might be considered as a basement/ believe of the 

employers to mange the reward practices of the enterprise. 

The table below presents the attitudes of sample respondents towards the 

availability of reward philosophy and strategy. 

Table 4.1 Reward Philosophy & Strategy 

Questions I No. I % 

Yes there is 5 125 

r'O"] s-t':-h-e-re-a-re-w-ar-d:-p--:hi--:·7Io-s-o-p7h-y""i-n-y-o-u-r-e-n-te-rp-r""i-se-:?:-------li-~ 

i~~~\i~~~e infonnation 2
6
9 7~55 

Is there a reward philosophy in your enterprise? IT~ 
Yes there is 5 12 5 

i~~~\i~~~e information 2
6
9 7~55 

Source, Survey Result, May 2008 

Apart from its importance, majority of employees have not information whether 

there is a written and formal reward philosophy and strategy or not. Without 

proper reward philosophy and strategy, it will be very delicate to have the 

guiding principles and beliefs up on which reward policies and procedures 

could based. 15% of the respondents are clear about the absence of these terms 
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a t a ll in the enterprise; in other words they are sure that none of these terms 

are available in the rewarding system of the enterprise. The firm is in the 

middle of no where in respect to these basic reward issues . This may become a 

reason for some decision makers to practice ad-hoc and untamed type decision 

making processes in the areas of reward management. Anomalies and 

disappointments will be the immediate consequences of this setback. 

These differences in the vIews of employees could lead us to make a sort of 

conclusion on the weak spot of the enterprise In creating a common 

understanding among employees in the area under discussion. With such 

kinds of facts, the company may not able to develop a future oriented reward 

process and practices which could be aligned to the business and human 

resource strategy of the enterprise, its culture ,and the environment in which it 

operates. 

Moreover, the enterprise IS not, at least for now, in a position to reflect the 

positive organizational culture, to provide clear guiding principles, to address 

the key issues and to communicate employees how much they are valued using 

philosophies. No t ime to expire for developing reward strategies, otherwise the 

company will not be lucky enough to secure benefits like supporting the 

business and personnel strategies, and driving & supporting desired behaviors. 

These all should be done with the involvement and consultation of interested 

parties. 
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The figure below shows the attitudes of employees regarding their awareness 

about the presence and absence of reward policy. 

Q. Is there a reward policy in your enterprise? 

Figure-4-t Reward Policy 

Source, Survey Result, May 2008 

Practically the enterprise has already formulated and used a written reward 

policy to govern issues like internal equity, variable pay, employee benefits and 

pay structure. However, 87.5% of respondents/employees are not aware about 

its existence . 

Since a meaningful policy provides guidelines for how various reward programs 

should be designed and managed, it is sensible for the company to exert some 

efforts to create consensus and awareness a bout these policies. Furthermore, 

the enterprise can reduce possible anomalies and dissatisfactions if employees 

have a part in formulating and implementing this policy. 
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4.2. Pay structure 

In today's world, because of diversified reasons, compa nies a re forced to have a 

reward structure which is coheren t and logically interrelated with their 

organizational structure. The reward stru ctu re of th e Upper Awash Agro 

Industry Enterprise was first designed by individuals who were responsible for 

designing pay structure for a ll publicly owned firms. These people were 

designed the pay stru cture which was identical for all firms regardless of their 

differences in nature and valu es. After that time onwards, the enterprise made 

a lot of changes and improvements on the pay structure based on the authority 

given by the government. 

The subsequent table shows the attitudes of sampled respondents on the 

subject of the pay structure of the enterprise. 

Table 4. 2 Pay Structu re 

I I No I percentage 

Is the pay structure logical and coherent to the 
organ izational structure? 

Yes 8 20 
No 32 80 

Does it enable the organization to manage internal and 
external relativities effectively? 

Yes 8 20 
No 32 80 

Source, Survey Result, May 2008 

The UAAIE has two pay structures, one for manageriaF3, professionaF 4, 

technica11 5, sales and administrators or in general for permanent workers and 

13 Individuals who engaged in the leading function 
14 Employees who are work ing in ajob wh ich needs special and rare know-how' s and skills 
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another for manua l or temporary workers. These pay structures have not 

support from 80% of respondents . Many employees have a reservation and 

doubt about the coherency, and relevancy of the structure with the entire 

organizational structure. These people argue that the pay is concentrated on 

the hands of few top and middle mangers which account only 5 % of the total 

employees. Similarly the fairness and equitability of the structure is under 

question by more than 4/5 of employees . This figure shows how much the pay 

structure is fa r from getting acceptance from employees and how much works 

a re waiting for the enterprise to convince employees and/ or to design new pay 

structure . 

A company with such kinds of truths, its pay structure will not able to provide 

a logically-designed framework with m which equitable, fair and consistent 

reward policies could implemented. In addition, the enterprise may not be 

found in a position to use the pay structure as a medium through which it 

could communicate the pay opportunities available to employees. Majority of 

responses show that, the company is not managmg internal and external 

relativities effectively. This in turn could affect the human side of the firm. In 

the near future, high turnover, salary dissatisfaction, and low productivity will 

become a common phenomenon of the enterprise. ~ 

The fo llowing figure presents the attitudes of respondents towards the pay I" 2 ~ ! J 
(. ~ ~ ~ t 

structure of the company ! ~ i 'i :; ( 
I 'l'.: ~" I 
I !-i ~ ; 
"... .o! ' 

-------------------------------TI"I_~r-: I 
15 Individual s who are working injobs like maintaining, repairing, installing, and other relate areas , ! 

-
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Q. Is the pay structure fair and logical? 

Figure 5-2Pay Structure 

--~--------------= - ---- - - - - - - -

Source, Survey Result, May 2008 I 

In generally terms, new recruits, operational workers, and non-management 

employees are highly against the pay structure. The possibility of getting fresh 

skills and know-how's with dynamic working culture will be at risk. The bad 

mouth from the employees those leave the enterprise will affect the reputation 

that the firm holds in the industry. The composition of the total compensation 

of employees should be remixed to compensate those feel dissatisfaction by the 

pay structure. Otherwise, instability will override among the majority of 

marginalized workers. 

4.3. Performance Management 

Before the implementation of the new Integrated Performance Management 

System j IPMS j, the company has been employed the traditional performance 

appraisal method for the purpose of measuring performances a nd to make 
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reward decisions. Problems like incapability of raters , illogicality of factors , and 

subjectivity of criteria's were the main weaknesses that the system exposed. 

These inherent weaknesses of the old/traditional appraisa l system were the 

primary reasons that forced the enterprise to adopt the new system. The 

company incurred significant amount of costs to implement the new system. 

The cost could be considered insignificant if the system gives the expected 

benefit, but most employees believe that it is less probable for the system to 

meet these expectations. Thus, majority of employees have a complaint on the 

money that the firm incurs for implementation. 

The fo llowing table shows the attitudes of respondents regarding the 

performance management system of the enterprise 

Table 4.3 Performance Management 

I Questions I No. I % 

Is there a performance management system? if so 
Is that owned by line managers? 

Yes 14 35 
no 26 65 

Is that helps in the process of managing 
expectations? 

Yes 15 37.5 
no 25 62.5 

Is that operates on the basis of performance 
agreements and plans and of regular feedback 
and review? 

Yes 14 35 
no 26 65 

Is that provides valid and acceptable data on 
performances as the basis of performance related 
pays? 

Yes 10 25 
No 30 75 

Source, Survey Results, May 2008 
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Starting from September 2008, the company launched a performance 

management system called Integrated Performance Management 

System/ IPMS / . The objective was to get better results from the organization, 

team and individuals. It was a ll about agreement of objectives, knowledge's, 

skills and competence requirement and personal development plans. From that 

time onwards, the company uses this system to produce ratings to determine 

the distribution of financial rewards for the performance related pay schemes. 

In spite of this fact, the system IS not accepted by majority of 

respondents/ employees . Line mangers have not sufficient right and the 

responsibility to handle the system for employees under their control. 

Furthermore, 65% of employees argue that, the system is not operated on the 

basis of performance agreement, plans and of regular feedbacks. To this end, 

the enterprise did not implement the system as designed by external 

specialists. As far as its validity is concerned % of respondents have a 

reservation and said it is not sound to serve as a base for performance related 

pay decisions. This gap is main ly created because of the flaw of the 

management bodies to convince employees concerning the significance of the 

system both for the company and them. 

The firm can use the system to provide a basis for predicting potential on the 

assumption that people who perform well in the present are likely to go on 

doing so in the future. However, the company should know that, past 

performance is a predictor of future performance only when there IS a 
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connecting link i.e. there are elements of the present job which a re a lso 

important in a higher-level job. 

Furthermore, the firm can use the feedback process to provide positive 

reinforcements when behavior which leads to improved performance is 

identified. Here the object is to recognize specific performance improvements as 

soon as possible after the event. That is why performance management should 

be regarded as a continuing process . Recognition and therefore reinforcement 

take place whenever appropriate throughout the year. In focusing on 

continuous development, the firm can use the system to motivate people by 

providing opportunities for growth . 

4.4. Reward management procedures 

In most companies today, reward management procedures deals with methods 

of fixing pay on appointment or promotion and resolving anomalies. It also 

refers to methods of appealing against grading or pays decisions, usually 

through the organizations normal appeals procedures. 

For the past consecutive years the company used different techniques to review 

and make increment on the basic salaries and other compensation elements of 

permanent employees. The review was made based on the accomplishment of 

the standards set at the beginning of the year. If the firm made a profit in the 

previous year, reviews will be made if no profit, reviews will not be made. The 

increment is highly depending on the success of the company in meeting 75% 
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of its standards. In addition, if m ajor reward anomalies are turn out revIews 

will be considered. 

The table below presents attitudes of respondents regarding the reward 

management procedure of the firm 

Table 4.4 Reward Proced ures 

I Questions ~I Percentage 
Are there clearly defined and properly operated procedures for 

~ conducting pay reviews and deciding on levels of pay? 
yes 15 
no 85 

To what extent are they modernized? 

IY low 85 
medium 12.5 
high 2.5 

Has sufficient authority been devoted to line managers to deal 

~ with pay issues without losing control? 
Yes 15 
No 85 

The grade structure functions well? 
Agree I::~ Disagree 34 85 

Source, Survey Result, May 2008 

The procedure that the enterprise used to conduct pay reviews are not accepted 

by significant number of employees. In their view, the procedure is not fair and 

equitable enough to satisfy the needs and expectations of majority of workers . 

Dissatisfaction In financial rewards, especially in the basic salary of employees 

will be indispensable challenge that the firm could face. Furthermore, 

employees will be forced to look for other employer with better reward 

procedure. The absence of technologies like computers in reviewing and making 

such decision may a dversely affect the procedure . Human resource information 
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system should be considered to track every information that the needy need in 

revlewmg pays . 

Line mangers have not sufficient autority to deal with pay issues . This will have 

a direct impact both on line managers and employees. The act of bypassing 

against the line mangers may create sense of isolation and job-dissatisfaction. 

Furthermore, employees will be happy if they are treated and reviewed by line 

mangers than someone with little knowledge about their weakness and 

strength. 

In reviewing the pay, they are not exhaustively usmg the existing grade 

structure which was designed to give a guideline for determining how and what 

should be rewarded for employees. 

4.5. Communication and involvement 

Employees reward will motivate if people are told that what they have got is 

because of their contribution to the company. It is therefore important to 

communicate employees collectively about the reward policies and practices of 

the organization and individually about how those policies affect them-now and 

in the future. 

The following figure shows the degree of transparency and involvem en t m 

making reward decisions in the company. 
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Figure 4-3Communication & Involvement 

Source, survey result, May 2008 2 

As the survey shows majority of the decisions related to rewards are made 

independently by top mangers. If employees mislay their part in a decision 

which affects them, they may not be ready to cooperate with and accept the 

reward policies and procedures. Although sometimes union leaders have got a 

chance to participate in such decisions, it is not sufficient to change the 

feelings of employees as they are the part of the decisions . 

The enterprise is not treat employees as a stakeholder, and not ready to give 

every opportunity to participate and contribute to the decision making process 

concerning the development of reward policies and practices. 

Trade union representatives have a right to participate in decisions regarding 

collective reward Issues. Although unions could be a right representative for 

collective reward Issues, they may not be good for individual reward issues: 

thus the company should involve employees individually for issues which need 

to be treated personally . It is clear that, without the involvement of employees, 
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any attractive and best reward issues may not attain its objectives . Employees' 

involvement will result in greater understanding of the rationale behind the 

plan, greater commitment to the pay plan, and a better match between 

individual needs and pay plan design . 

Finally, it is impossible to separate communication of pay information from 

decision making about pay. Both are essential power lssues within an 

organization. Decision making directly involves power; in participative decision 

making individuals are being given power that has traditionally been held by 

management. Moving to a more public approach to pay also involves a transfer 

of power. The simple fact of the matter is that, when individuals get more _ _ _ 

~ 
information about pay, they have more power than they do under a highly : ,:I 

\iJ if, 
. aJ ~~, z 

secretive approach . ' <!:.! ':f. v' il 

4.6. Pay detenn'natlonfJob eva'uatlon I! n : 
. " 1:1 

-- j,) Organizations evaluate jobs, whether or not they have a formal job evaluation" ~ 

methodology. Even an approach that states 'we pay what it takes' is a job 

evaluation approach . In UAAIE the job evaluation is always started with the 

external labor market and does not try to create total internal equity across the 

organization. Rather, they establish internal equity with in broad families like, 

human resources, marketing, production and finance. It does not try to 

compare or create internal equity across job functions such as comparing 

accounting jobs and engineering jobs. The elements that create job value are 

the market value of the functional area of the job and the key skills required. 
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The focus of the enterprise is external rather than internal. Generally the 

enterprise determines a competitive labor market rate for all jobs and may 

modify this subsequently if a job has significant strategic impact on the 

organization. 

The following table presents major facts of the job evaluation scheme of the 

enterprise as suggested by sampled respondents 

Table 4.5 Job Eva luation 

I 
Questions Number of Percentages 

respondents 

Is there a formal job evaluation schemes? If so 
Is it consistently and systematically measure relative 
values? 

Yes 9 22.5 
No 28 70 

Are the factors representati ves of the enterprises 
values? 

Yes 9 22 .5 
no 28 70 

Is it measuring the right things (e.g. Competence)? 
Yes 9 22.5 
no 28 70 

Is it taking generating too much paper and too much 
time? 

Yes 21 52.5 
no 16 40 

Does it need to be changed or replaced? 
Yes 20 50 
no 17 42.5 

If there no job evaluation, are internal relativities illogical to 
defend? 

Yes 2 5 
no 1 2.5 

Are market rates tracked thoroughly by reference to reliable 
survey data? 

Yes 3 7.5 
no 0 -
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Are any inconsistencies between the need for internal equity 
and the need to be externally competitive identified and dealt 
with satisfactorily? 

Yes 
no 

Source, Survey Resu lt, May 2008 

3 7.5 
o 

The company expects the following purposes from the job evaluation scheme 

o Provide a rational basis for the design and maintenance of an equitable 

and defensible pay structure 

o Help in the management of the relativities existing between jobs within 

the organization 

o Enable consistent decisions to be made on grading and rates of pay 

o Establish th e extent to which there is comparable worth between jobs so 

that equal pay can be provided for work of equal values. 

Significant numbers of respondents have a clear disappointment on the knack 

of the scheme in measuring the relative values consistently and systematically. 

The incapability of the scheme to measure th e relative values may has an 

unswerving impact on the soundness and validity of the pay structure. 

Furthermore, the human side of the enterprise will become direct victim; lower 

job satisfaction, less productivity and possibly higher turnover will turn out to 

be a common phenomenon. Factors which the firm used to evaluate jobs are 

also under question by more than 70% of employees . 

According to many respondents, th e evaluation is not measunng the right 

things like competence . This weakness of the scheme may hinder the 
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company's effort to link good performance with better pay. Although, 

respondents with income level greater than 3500 are in favor of the scheme, it 

is not sufficient for the enterprise to conclude that the scheme is acknowledged 

by employees. Even if, the scheme is generating too much paper and time, most 

respondents are not tired of it. These people believe that such kind of red tap is 

the inherent problem of the scheme. 

4.7. Employee basic salary 

In the enterprise, base or basic pay IS considered as the level of pay that 

constitutes the rate for the job. Furthermore, this pay may provide a podium for 

determining additional payments related to performance, competence, or skill. 

It may also govern pension entitlement and life insurance. In setting the basic 

salary of the workers the company considers both internal and external 

relativities. 

The following figure shows the attitudes of respondents towards their basic 

salary. 
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Figure 4-4Basic Salary 

Source, Survey Result, May 2008 

The basic salaries of the employees are not satisfactory enough to meet their 

expectations. As majority of respondents confirmed, they are not paid properly 

for the work they do in relation to other people in the company. Furthermore, 

the rates of pay in the enterprise are not compared favorably with those paid 

elsewhere for similar jobs. 

Since the attract, motivate and retain objectives are focused principally on the 

base pay of employees, the company is in red light in achieving these objective 

unless they made immediate and effective corrective measures . 

The base pay strategy of the enterprise is focuses on the individual employee, 

the job to which the individual is currently assigned, and the next higher job 

hierarchically. Because of this, employees may become concerned only with 

themselves and the internal relationship around them. In addition, it may 
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cause employees to focus only on vertical career growth and internal job and 

pay relationships rather than on horizontal job and skill opportunities and 

h elping the organization to outperform external business competitors. 

In principle the base pay of the workers in the company are increases according 

to merit increase system; that is, the best performers have larger increases than 

average performer and the average performer increases larger than marginal 

performers. In spite of this clear and concise principle, the enterprise raises the 

base pay of employees without discrimination. In other words every body in the 

company who participate in that specific accounting year will be illegible for any 

increment. The company used to measure the performance of th e workers by 

considering the attainment of the entire company objectives rather than the 

accomplishment of individual work divisions and sections. This applica tion of 

increment will affect employees' especially those who performed better than 

others. 

Finally, unless the enterprise has some way to monitor and mange human 

resource expenditures in the form of base pay, they often cannot compete 

effectively . Base pay costs will become excessive and make the organization 

financially non competitive. Because of this , some formal way to mange base 

pay is generally required. 
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4.8. Variable pay 

The enterprise uses a variety of approaches to reward performance in the form 

of variable pays . At th e most micro level, the company attempt to identify and 

reward the contributions of individual employees. This plan is not commonly 

used plan. Of the individual-based plans, merit pay is by far the most popular. 

In addition to the individual plan, the firm used corporate-wide pay plans. This 

system reward employees based on the entire performance of the enterprise. 

The most widely used program of this kind is profit sharing. According to the 

plan, if the enterprise achieved 75% of their objectives/ standard /, the entire 

worker will get pay; if not they will wait for the coming year to try again. 

This non-discriminatory way of rewarding employees create a disappointment 

among employees especially with those found in the best performer farm units. 

The table in the consecutive page presents the attitudes of sampled 

respondents towards their the variable pay scheme of the enterprise 
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Table 4.6 Variable Pay 

I Questions I Number I percentage 

Is there any pelformance-related pay or other type of 
incentive scheme? If so, for any scheme: 

Are rewards clearly related to performance? 
Yes 5 12.5 
no 35 87.5 

Do employees feel that the basis for paying out rewards 
is fair? 

Yes 5 12.5 
no 35 87.5 

Is there any evidence that the scheme does In fact 
motivate employees? 

Yes 5 12.5 
no 35 87.5 

Is variable pay detrimental to quality or teamwork? 
Yes 9 22.5 
N 3 1 77.5 

Is there any evidence of wage drift 
Yes 6 15 
no 34 85 

Is the operation of the scheme carefully monitored? 
Yes 5 12.5 
No 35 87.5 

Is team pay being used where appropriate? 
Yes ~~ No 29 72.5 

If so, do the arrangements generally accepted by workers? 
Yes I:~ No 3 27.3 

Is effective use made of company-wide schemes such as profit-
sharing and gain-sharing? 

Yes 4 36.7 
No 7 63.6 

The performance-related paylbonus/incentive schemed provide 
rewards which are clearly and fair ly related to my 
performance. 

Agree 
, 

72.7 ~ 

Disagree 8 27.3 

So urce, Survey Results, 2008 
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The essence of performance related pay is th a t it requires performance to be 

measured and these measurements serve as the basis for an assessment, most 

often expressed as a rating. Furthermore, to ascertain the fairness and 

equitability of the pay, there should be a r ight match between performance and 

rewards. Currently, this basic requirement is hardily found in UAAIE. As most 

respondent answered, so far the company is not able to relate variable rewards 

with the performance of employees. This reality will affect th e morale of 

employees in doing their best to meet the standards . In addition to this , the 

basis for paying out rewards is not fair, as most respondents said. 

This result strongly suggests that the scheme is as it operated had, at most, 

only a small positive motivational effect on staff. The lack of impact was 

primary attribute to staff perceptions that the system operated unfa irly, 

believing that whatever well they performed, their box marking or rating was 

not appropriate because of the inherent weakness of the system and favoritism. 

77.5 percent of those surveyed felt that the variable pay scheme is not capable 

enough to create quality and teamwork habits. Despite the company's intention 

in designing the system to h ave these results, it is not quite simple as expected 

earlier. This disappointment will initiate the company to identify the cause and 

to fix it before incurring more costs and loosing more employees. 

The survey found that in response to a question a bout wage drift l6 , majority of 

respondents claimed that the variable pay is not a reason for wage drift i.e. This 

fact shows that, the company is at least successful in controlling unnecessary 

16 The tendency for the average level of wages actually paid to rise above wage rates through increases in overtime 
and other factors. 
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expenditures in relation to variable pays. The problem of poor monitoring IS 

a lso expressed in the views of the respondents . After the implementation of the 

scheme, the firm never exerts any kind of effort to review and improve the 

system. It is important to the company to ch eck whether the system IS 

implemented and working as it is expected when it was designed, or not. 

In a n attempt to motivate employees as a team rather than individually, the 

enterprise has a team based variable pay scheme. In spite of this, most workers 

are not aware about this pla n. Every employee is not illegible for this plan 

rather a limited number of employees especially those found in the lower level 

of the structure a re part of this plan. 

The performance-related pay/bonus/ incentive schemes provide rewards which 
are clearly and fairly related to my performance. 

o Agree 
o Disagree 

Figure 4-5Variable Pay 

So urce, Survey Res ul t, May 2008 
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Survey respondents' believed that variable pay is not creating any ties between 

performance and pay. This may be a weak vote of confidence for the system. 

The only reservation that can be made about this result is that, it represents 

the opinion of the respondents, who are totally permanent employees. If the 

feelings of the temporary employees are identical with this the enterprise needs 

to change the system to relate pay with performance properly. 

The use of variable pay in the company as a business opportunity will be 

significant. Since they relate it to their financial results, it helps to stabilize 

earnings, particularly in labor intensive organization, like them. Thus higher 

variable pay awards during successful earning period and lower variable pay 

during less successful periods m ake for greater stability in organizations 

earnings. An organization with such steady earnings can escape some of the 

financial h ardships . Furthermore, this will permit the enterprise to focus and 

invest more on the long term while maintaining shorter-term financial results. 

4.9. Benefits 

Almost all permanent employees h ave the core/basic benefit plans. Medical, 

retirement, and disability benefits a re the most common type . This benefit plan 

complements the base compensation and pay incentive components of total 

compensation. Individuals from the top levels of the structure have 24 hour life 

Insurance coverage. This discrimination in the illegibility of employees for life 

Insurance coverage creates disappointment among those who have not 

coverage. For some employees the degree of exposure for different haza rds IS 
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high but they are not illegible for this plan. The firm should consider the 

exposure of the employees for job related hazards than their position in 

choosing for such plan . 

Figure 4-6 Life Insura nce 

Source, Survey Resu lt, May 2008 

The enterprise believed that these benefits will protect employees from risks 

that could jeopardize their health a nd financial security. Further more, the firm 

is using this benefit packages to attract employees from the labor market and 

to retain the existing employees. 

The next table shows the Vlews of sampled respondents In d ifferent lssues 

regarding their base-pay 

Advisor, Dr Zewdie Shibire - 77 -



Project paper, MBA program 

Table 4.7 Employee benefits 

Questions 

I What ki nds of benefits are avai lable in your company? 

0 Medical benefits 
0 Retirement benefits 
0 Disability benefits 
0 Life insurance 
0 Paid Time Off 
0 Fringe benefits 
0 Other 

I Number of 
respondents 

40 
40 
40 
22 
40 
40 
40 

percentage 

100 
100 
100 
55 
100 
100 
100 

Are these benefits sufficient to you? I ~ 

~ ;,~s ~~ I ~~ .'" 
i--:-ls- t:-h-e-re- a---Cb-a""la-n-c-e""d- a-n""d- c-os-t--e-;f;;;:fe-c-CtiC-v-e- a-pp- '-'o-a-cc1:-' - to- t:-h-e l r ------1 ~~ 11· I \:. 

provision of employee benefits? 
a. Yes I 12 30 ; : , •. 
b. no 28 70 It· ~. I 

r----A-r-e-e-m- p-,l-o-ye-e-s- g-,iC-v-el-' -a- re-a-s-on- a-cb'C'l-e -a-m-o-u-n-t-o-'fC-c-ch-o""ic-e- o-n-t""h-e ~~~ . 0-

6

;:; I "':-i''i~' 1\Ol C~'!01 _~~: I 
type or scale of benefits they receive? . _ ~ 'i : 

c. Yes 
d. no 

" --~~------------.-,-~~--~--~~--~-----r----------r------~~ ~ 
Did you ever compare thi s benefits with what other films I ;, 
have for their employees 

o yes I 39 I 97.5 
o no I 2.5 

'I -~if:-y-e-s-, ':-' s-y-o-u-r-c-o'-n-p-a-ny-'''-s'C'b-e-n-efi~'-ts-C"-p-e-ns-ci-o-ns-,-s7ic""k-p-a-y-, -e-tc7)---rl ------~ 
larger and higher than others I 

~ ;,~s il ;;:~ 
r, --~----~~----~:------.--;---~------:-----r---------r--------

You wou ld li ke more choice over the benefits you receive. 

o Yes 
o No 

Sou rce, Survey Results , May 2008 

40 
o 

100 

Majority of respondents felt that the benefit packages which are available in the 

company are not sufficient to meet their needs . The benefit mixes are highly 
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discriminatory, in a sense that, the benefit packages are designed in favor of 

the top managers. This feeling is a negative symptom for the benefit package, 

thus it is better for the company to make fast and proper corrective measure to 

convince employees; if not, this dissatisfaction will create a clear challenge for 

managers in administering the plan. 

Decision on any additional or fringe benefits a re not made with the involvement 

of employees. Respondents have a reservation with the company's effort to 

participate beneficiaries in decisions that affect them. This problem may 

become reason for employees to feel isolation and lose of sense of ownership for 

the package. This in turn could damage the success of the benefit plan . 

As most of the respondents claimed, th ey have relatively lower benefit than 

what others are paying for their employees in the industry. Metehara and Wonji 

sugar factories have better packages than other firms in the industry. The 

climatic condition of the area where the enterprise found is the basic factor for 

employees for needing more and more benefit mixes. This is clearly a red light 

for the company that might force to budget more money for benefits or to lose 

some of their employees who expects more . 

100% of respondents testify that they would like more choice over the benefits 

they receive now. As much as possible this expectation should be fu lfilled, other 

wise poor performance accomplishment and dissatisfaction is expected . Most 

benefit advocators are interested in the reasons for increased benefits that are 

under the control of management. More total compensations dollars need to be 
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focused on base pay. At the same time it is important to recogmze that 

employees value some elements of benefits highly than others. Offering more 

than reasonable levels of benefits, however, does not result in increased 

satisfaction, performance, or productivity. It is base pay that can insure the 

organizations ability to compete effectively by communicating performance 

priorities to all employees. 

The enterprise should determine its total compensation mIX and the level of 

benefit costs that it is willing to expend, and then manage benefit accordingly. 

Focusing on the competitiveness of specific benefit provisions is not necessary. 

Employees do not generally leave organizations because of benefits nor do 

employees join organizations solely because of benefits. In addition employees' 

perceptions of benefits and the cost of the benefits do not often equate . Most 

employees' always value defined contribution plan more than defined benefit 

plans 

4.10. Reward discrimination 

When equ als are treated unequally discrimination will anse. This unfair 

treatment of workers in pay issu es is becomes a common phenom enon in the 

enterprise. % of respondents believe that they are adversely discriminated m 

decisions related to pay. Proximity is by far the most common type of 

discrimination followed by ethnicity. The surveyed workers claimed that, top 

mangers have the lion share for creating this discrimination. 
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The following table shows the attitudes of employees regarding reward 

discrimination 

Table 4.8 Reward Discriminations 

I Questions I Number I percentage 

Is there any kind of discrimination and segregation in 
determining and grading pay for employees? 

o Yes 30 75 
o no 10 25 

Who is responsible for this problem? 

o top level mangers I 1 36.7 
o middle level mangers 4 13.3 
o supervIsors 0 0 
o workers 0 0 
o all 15 50 

Source, Survey Results, May 2008 

Gender based discrimination is not found in the company, women and men are 

treated equally, these might be considered as a strong side of the firm. 

Although gender is not an issue of discrimina tion, the company should try its 

best to eliminate other kind of segregation. The cooperation and unity spirit of 

the workers will be negatively a ffected unless the firm takes a corrective 

measure. 
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Causes of reward discrimination 

Figure 4.7 Reward Discriminations 

Proximity 

Source, Survey Result, May 2008 3 

From the above diagram, we can conclude that proximity and ethnicity 

constitute the highest percentages of causes for discrimination than other 

types. Ancestry or ethnicity discrimination make employees disappointed with 

their boss. Some employers practice blatant forms of minority discrimination by 

paying lower salaries and other compensation just because employees are 

belongs to in one or another ethnic group. Some middle managers engaged in 

denying promotions a nd jobs to individuals on the basis of race . As most 

respondent testify, mangers always give priority for good opportunities for those 

who have closest persona l relationship with them. This blatant segregation is 

potentially dangers for the company to cooperate and bringing employees 

together to attain objectives . 
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Finally, Employers must take several steps in order to make sure that 

discrimination is not an issue. If an employee feels that he / she is being treated 

unfairly this may erase good will in the organization. This will negate the 

recognition efforts and erode loyalty. The individual will then become resentful 

and trust will be destroyed. 

4.11. Concluding questions 

o What is your general opinion about the effectiveness of the system? 

What do they see as its main strengths and weaknesses? 

Since this question is design in an open ended format, the responses are not 

limited to a specific alternatives or choices . Most respondents are not satisfied 

by the entire reward system of the company. According to them, the 

discriminatory nature of the pay structure and poor involvement are the major 

weakness of the reward system. As they felt, about 10 percent of top mangers 

have around 50 percent of the total compensation expenditure of the 

enterprise . Except core benefits packages the majority of the workers are not 

getting additional benefits like life insurance and other. Employees who are not 

known by the majority of workers are sometimes getting amazing salary 

increments with a few years of experience. However for some employees, salary 

increment is become a daydream. 

Poor involvement and participation of employees are become a chronic 

weakness of the reward system. Most decisions for employees' rewards an~ 

made independently by top mangers. Except union leaders, most employees 
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have not got a chance to involve in reward decisions . Because of this, most 

workers have not confidence up on the entire reward system. 

The strong side of the company's reward system is not visible enough to the 

majority of respondents. But some said that the initial salary for the new 

comers IS better than other firms in the industry. In addition, for some 

employees the acceleration of the increment on their basic pay IS satisfactory 

i.e. they are getting more and more increments on their basic salaries which 

sometimes totally incomparable with any firm in the industry. Finally, most 

employees feel secured at least for their job and this makes them to think for 

long terms than worrying for searching an employer elsewhere. 

o What impacts is the reward system having on the performance of 

the organization? 

Almost all respondents have common understanding about the powerfulness of 

the reward system at least to affect their day to day performance and 

effectiveness. They believe that pay system can make a significant contribution 

to organizational effectiveness . If the enterprise makes the right choice, it can 

gain a competitive advantage through its reward system. This view is supported 

by considerable evidence showing that effective pay practices can produce a 

number of positive results . 

As they felt, the pay programs can motivate them to perform more effectively. It 

helps them to create a culture in which they care about the organization and its 

success . Furthermore the firm can attract and retain the kinds of talents that 

they needs in order to be effective. 
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........................................................................................................ 

Chapter five 
Conclusions and Recommendations 

5.1. Conclusions 

./ In the company there is no any written and formal reward philosophy 

and strategy. Although policies are a lready formulated for different reward 

issues, majority of employees are not aware of it . 

./ There are two pay stru ctures one designed for permanent employees and 

the other for temporary employees . The pay structures are not accepted and 

supported by majority of respondentsj employees. As they felt, both structures 

are not coherent and logical with the organizational structure. The pay is highly 

concentrated on the top of the organizational structure or it is on the hands of 

few top and middle managers . 

./ Since September 2008, the enterprise launched the performance 

management system called J IPMS;' This system was not designed and 

implemented with the involvement of majority of employees. This isolation 

creates a kind of disappointment among employees . The firm uses this system 

to decide on variable financial payments . 

./ Currently the company is not involving and communicating employees 

regarding pay issu es . Majority of decisions a re made independently by top 

mangers. This creates low con fidence among majority of employees up on the 

reward system. Union leaders have a right to involve in such decisions. 
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Most respondents/ employees have a reservation on the way that the firm 

uses to make pay reviews. As they said, it is not clear and transparent for 

everybody. Anomalies are not managed properly and equally. There is a low 

determination from the management side to involve employees. 

,f The company has a periodical job evaluation scheme. This scheme is not 

able to m easure relative values consistently and systematically. The factors that 

the firm used to evaluate jobs are not best to represent th e values of the 

enterprise . As most of them fe lt, it is not measuring the right thing like 

competence. 

,f Most workers are not satisfied with their base salary. Especially those 

found in the lower level of the structure are highly dissatisfied. There is 

discriminatory type of base-pay increment system. For some it becomes a 

dream where as for few employees it is as simple as writing letters . 

,f The company use variable pay plans. Company wide plan is the most 

common type. The firm pays for everyone in the company if th ey meet 75% of 

th eir standards . In spite of huge budget for this plan, it is not doing well in 

boosting productivity and creating teamwork. 

,f Most workers have at least the core benefit plans . The plans are highly 

discriminatory i.e. top ma n gers have more and wide benefit plans than those 
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who are exposed for different potential hazards . They are need more and more 

type of benefits schemes. 

v" Reward discrimination is a common problem that the reward system 

exercised. Proximity and ethnicity are by far th e most common causes of 

reward discrimination. 

5.2. Recommendations 

Based on the findings discussed In the previous chapter, the following 

recommendations are forwarded. These recommendations will help the 

enterprise if they properly considered in making decisions regarding reward 

Issu es . 

v" In today's market reality, having clear and formal reward philosophy and 

strategy is becoming very important to attract and retain the finest minds of the 

labor market. Although, the enterprise is not damaged much because of the 

absence of these things, in the future things may not be going like this, thu s it 

is better to have a written and forma l rewa rd philosophy a nd strategy and they 

should communicate it with employees before implementing. 

v" It is clear that the enterprise will not be benefited from the 

disappointments of employees with the pay structure . As soon as possible the 

company should design the structure which is going to be coherent and logical 

with the organizational structure. Pay stru cture anoma lies should be 

corrected , but the cost of correction should not be huge in normal 
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circumstances . As a response for internal and external pressures, it is better to 

review the pay structure; and adjustment should be made on the previous 

internal and external relativities. 

v" The company should use performance management as a means of 

indicators for how individuals should be rewarded in relation to their 

performance and the level of competence they achieve . The new IPMS should be 

properly implemented to reduce and avoid suspicions by employees against the 

validity of the system. Mangers should be given whatever training, guidance, 

and help they need to ensure that they are capable of exercising their 

discretionary powers wisely. 

v" Line managers should have a major say in any offers and some freedom 

to negotiate when necessary, especially for those issues concerned with 

individual pay reviews. In reviewing the pay, better technologies like computers 

should be used. Any a nomalies related to this reviews should be corrected 

through making higher increases for those who are underpaid relative to their 

performance and time in the job, a nd lower increases for those who are 

correspondingly overpaid. 

v" If reward policies and practices a re not sufficiently transparent, it is 

a lways hardly to create confidence among employees . Thus, managers should 

communicate these policies clearly to employees before they put it in to effect. 

Details of any changes in the reward system, the reason for such changes, how 

employees will affected by them, and the importance of doing this should be 
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clearly communicate . Trade unions and their representative should take more 

part in the process of participation and consultation. If they have negotiating 

right, it is wise to involve them in the initial stages, to sound out their opinions 

and reach as much agreement as possible on the way forward . 

..r The process of identifying the relative importance of jobs may be seen as 

a prerequisite for designing a fair and equitable pay system. In selecting factors, 

organizations should explicitly declare what values they believe to be important 

when assessing job worth. Consistency checks should be made periodically by 

m eans of cross evolutions and by analyzing the outcome of any new evaluations 

compared with the benchmarks. Finally, job evaluation scheme can decay and 

may need to be rejuvenated. This should be carried out following an audit and 

employees should be involved . 

..r The focus of the base pay should be to serve as a reflection of the value of 

the job in the external market rather than internal equity. Furthermore, the 

base pay should be reserved for the things it does best and not try to perform 

functions better performed by variable pay. Increments should be made 

especially for those who found at the lower level of the structure . the enterprise 

has been placed to many expectations on base pay but rather than trying to 

force base pay to serve purposes fo r which it is ill suited, the firm should knows 

that, base pay is limited to functions it performs better than variable pay and 

indirect pay. . ._ -
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Unless there is a clear relationship between pay and performance, the 

power of variable pay scheme to improve productivity will not be good. All 

variable pay schemes have their strengths and weaknesses, and the key issues 

for practicing managers is not only to pick out the most appropriate pay 

scheme for their situation but also to try and maximize the potential 

advantages and minimize the disadvantage. People react in widely different 

ways to any form of motivation thus; it is bad mistake to believe that money by 

itself will result in sustained motivation. Success is always far more dependent 

on communications and involvement, thus th e firm should try to do this. 

,/ There should be a budget for employee benefit then costs and 

expenditures should be monitored against it so that corrective action can be 

taken if costs exceed the budgeted figure. Regular surveys should be 

undertaken of the attitudes of employees to the benefits packages . The 

enterprise should consider flexible benefit packages or sometimes called 

cafeteria system, this system can allow employees to choose with in benefits 

and/ or to choose between benefits but it should be with in certain limits. 

Finally, out side help from benefit and tax specialists should be considered to 

audit the system and advice on whether the selected schemes a re good or bad. 

Life insurance should be given for all permanent employees rather than giving it 

for few top managers. 

,/ Every possible measure should be taken to reduce the causes and 

impacts of reward discrimination. Every employee that qualifies for an award 
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should receive it in the same manner to avoid any discrimina tion charges. Top 

mangers should revise their relationships with their subordinates and friends . 

When issuing an award for a job well done, the employer should ensure that all 

employees be evaluated by the same criteria. The policy should provide a 

system of validation for outstanding performance to avoid discriminatory 

practices. Every laws and legislations procla imed by th e government should be 

properly understood before making any reward decisions . Work arrangements 

and assignments should be designed with the consideration of these problems. 
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t \~ 0 L [J '\(U r(~ Y ¥ b\0-- r \ . 
\?IC his questionna ire is designe d to collect data to write 

project paper for partial fulfillment for a master's degree 
in bus iness adminis t ration (MBA) at the Addis Ababa 
University. 
Please be as honest and realistic as possible in your 
answers! Your re sponse w ill be treate d in confidence. 

S imple ins tructions 

./ Please don 't wri te your name 

./ Read th e equ estrians properly 

./ Don't give more th an one answers for a s ingle ques tions (except for 

qu es tion n O.30 and open ended ques tions) 

./ Before answering th e questions be sure th a t you have a clear 

understanding of th e qu estion s 

./ If qu estions are n ot clear, p lease ask some one who migh t have b e tter 

unders tandin g 

Part I 
Demographic I classification questions 

L Age 
o above 18 - below 24 
o a bove 24 - below 29 
o above 29 - below 3 5 
o above 35 - below 40 
o a bove 40 - below 45 
o a bove 4 5 

1. sex 
o fe m ale 
o male 

2 . income level 
o below 50 0 
o 500 - 1500 
o 1500 - 2500 
o 2500 - 3500 
o Above 3500 

3 . position 
o ope ra tio n al work er 
o su b uni t / sec tion h ead 
o unit / de pa rtm en t head 

oth e r 

- I .. 



4. educational qualification 
0 bclo\\' 10 th grade 
0 high school complete 
0 college certificate 
0 college dip lom a 
0 SA or SSc degree 
0 Post graduate 
0 PhD 

5. wo rk experien ce 
0 below 2 years 
0 between 2 and five years 
0 between 5 and 10 years 
0 between 10 and 15 years 
0 between 15 and 20 years 
0 above 20 years 

1. Reward philosophy, strate gy and policy 

6. Is th ere a rewa rd philosoph y in your en terprise 
o Yes, there is 
o There is no 
o I do n 't have information 

7. if yes, do you agree with and advocate it 
o yes 
o no 

8. Is there a reward strategy in your enterprise 
o Yes, there is 
o There is n o 
o I don't have information 

10. If yes, do you agree with and advocate it 
o yes 
o no 

11 . Is there a reward policy in your enterprise 
o Yes, there is 
o There is no 
o I don 't have information 

12. if yes, do you agree with and advocate it 
o yes 
o no 

2 . Pay structure l ye demoz mewakerl 

13.ls th e pay structure logical, coherent and relevant to the organizational 
structure? 

a. Yes 
b. no 
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Interview questions 

Reward Philosophy, strategy and policy 

I. IS there a rewa rd phi losop hy m your company 

./ wi1m a rc th e reward p hil oso phy issues 

./ what is your com pany's belief 

./ ho w you develo ped your rewa rd ph iloso phy 

2. is there a reward strategy in your enterprise 

./ what arc lhe basic strategy isslIes 

./ what are th e co n tent s o f the strategy 

./ how you developed 

3. IS th ere a reward policy 111 your e111C rp!"lSl" 

./ what a.rc the basic issues 

../ basic contents 

./ revIewing poliCIes 

~, 

~ 

4. Is there evidcnce that the reward p hilosop }JY, stra tegies and 

pol ic ie s arc not unly relevant to present I C"qulrt·nWI:ls hut also 

. I· 

under constan t review to ensure th:n they arc ad:lpt('d In thr· 

changing ci rc ums tances of the orga nI7.atlOn -'" 

Pall deter mination 

5. [s there a formal job evolu t ion scheme? If so: 

./ Docs it co n si s tently and !-;ystc nHltica lly measure It'i;l tl Vr· 

./ Are the factors representati\'es of the organlzalLon's ViI\t W 

./ Is it measurmg the nght thi n gs (eg. Compctcnccsj? 

./ Are th e resul ts ge ne rally accepted by those co n c{' rtl(' d ~I:-' ,I 

and equIlHb!e? 

./ [s il being manipulated? 

./ Is It gct1('r[u:ng 100 much paper an%r l:.lkln~~ up tnq :IlII( r 

11111C') 

./ Docs II tll: (·d 10 he substantially c hang('([ or repl:I("('d bt·( dllS' · I I 

h<lS d('(";~\·ed 1:1 some way or IS no longer approprrrl!(·-) 

b. If 1101 , <.,1 (' 111\(·111<11 rdatlvltlCs IllOgIC"11 or difficult 10 tlc·fellli·) 

7 I\ I"C mad.; ("! i":!\CS lJ":lc)..:cd thoroughly by rc(("i"t:nn: 10 I 1"i1:lbi(" '.111 VI·· 

dala:'> 

R. Art' :lll~· InCO!lSI<;;I('Il,!('S bellA·ccn lh("" lle(""d for !Jllt·ltI:ll '·(j 'II' .,.,,: 

thc need to he exte rna lly co m peti ti ve idc n tified and d{"; tiT \',1·1 

satIsfactorily? 

Pay st ructure 

9. Is lhe pay structurc logical, cohcrent and r<"!(·v;llll 

organl7..atlomd StrtlC l urc? 

iO. Is tht.: strU'·IUlt" d("ft:llsIU1c as bC:lI1g farr ilnd CqulLlbk :' 

I I. [JO(-s 1I \,tl:lbil" ill!" org;mI7 .. :ttion to ll\:lllgl" IIlI!.:! 11;11 ;,11(1 

rclaIJ\· jUCS c·f((-n!n'iv') 
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F() f: tV, A IV fl G-s£ S --Performance management 

13. [s the re a performance management system in place which; 
./ Is owned by line managers? 

.,/ Helps in the process of managing expectation? 
.,/ Operates on the basis of performance agreements and plans and of 

regular feedback and reviews? 

./ Provides valid wand acceptable data on performance as the basis of 
performance -related pay deciSIOns? 

Variable pay 

14. Is there any performance-related p<ly or other type of incentive 
scheme? If so, for any scheme: 

./ Arc rewards clearly related to performance? 

./ Do employees feel that the basis for paying out rewards is fa ir? 
.I Is there any evidence that the scheme does in fact mOtlvale 

employees? 

./ [s variable pay detrimental to quality or Teamwork? 
./ Is there <lny evidence of wag drift? 
" Is the operation of the scheme carefully moni tored? 

15.1s team pay belllg used where app rop,riate? 
16. If so, do the arrangements meet the criteria set out under 6 

pomtS above 

17.ls effective use made of company-widf schemes such as proCit · 
sharing and gain-sharing? 

Employee benefits 

18.1$ there a balance and cost·effective approach to the provision of 
clnployee benefits? 

·3-

19 .Are employees given a reaso nable amount of choice on th e r~'r(' or 
scale of benefits they rece ive? 

Reward proc edures 

20.Are there clearly-defined and properly·operated ploen1tl1 

conducting pay reviews and deciding on levels of pay')j 
extent are they computerized? 

21.Has sufficie n t authority been devolved to line mange rs to d, 
pay issues, without losing control? 

Communication and involvement 

22.Are reward poli c ies and practices suffic lcntly 'transparcnr 
communicatcd clear ly to empl(Jyee~'''' 

'" 
23.Are employees invo lved in dec iSIOn on k("y <lSpt·C,ts o f t he I (".\·;.j~(f 

systcm? 

Overall 

24 , Is the organIzation getting \'aluc fo r m ane\" from liS reward sys';'m ? 
25,\Vhm is The ,~('nerOlI opinIOn of 1ll;!!l:II~("rs :md !'rnploY!Ts 1Li)!11J I JIH' 

effect iveness of the system'''' Whal do ll~'y se t' ;rs ITS 1l1<l1Jl slrengths 
and weaknesses? 

26, Whal impac ts is the ]'cw,wd Sys tf'lll !l;lVII1!-!. on lhc pedOrnHlnC\' o f 
the organization? 
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